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Policy Reforms, Market Failures and Inputs Use 
in African Smallholder Agriculture 

STEFANO PONTE*  

Abstract 

This article highlights a number of problems related to agricultural market liberalisation in 
Africa.  Poor infrastructure and dispersed settlements have limited the capability of the 
private sector to cover the ground left by state withdrawal, especially in agricultural input 
and credit markets.  The elimination of subsidies and currency devaluations have resulted in 
higher prices and reduced use of inputs. Access to seasonal credit for input purchases is 
disappearing.  Yet, while there has been an increasing recognition of the factors that inhibit 
the functioning of these markets, the majority of policy recommendations are still advocating 
the transition to a purely ‘free market’ situation in Africa.  On the contrary, this article 
argues that solving market failures in input distribution and credit provision requires new 
and fine-tuned forms of public intervention, such as the promotion of input trust funds. 

I.  INTRODUCTION 

This article uses the case of agricultural input policy reform to illustrate some of the 

contradictory consequences of market liberalisation in Africa.1 Since the early 1980s, donors 

and the International Financial Institutions have portrayed liberalisation as the solution to 

many of the problems faced by African economies.  Although the results of agricultural 

reforms in the continent are far from satisfactory, the impetus for market liberalisation 

continues unabated.  In the 1990s, the focus of much of the mainstream literature on African 
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economic restructuring has shifted from an obsessive focus on prices to issues of 

infrastructure, market development and institutions.  However, in the agricultural sector, the 

necessity of a ‘complete’ liberalisation remains a central tenet of the reform agenda.  This 

article calls for a re-opening of the debate on the effects of policy reforms in African 

agriculture, and for a fine-tuned reconsideration of the role of the state in view of market 

failures in agricultural input and credit markets. 

In the following section, I briefly review the key issues that frame the structural 

adjustment debate in Africa, with special reference to the changing role of the state under 

market liberalisation in the agricultural sector.  In section three, I analyse the case study of 

agricultural input and credit market liberalisation in Tanzania.  First, I describe the evolution 

of various systems of agricultural input pricing and marketing in the country after 

independence.  Then, I examine market failures in two rural districts of Tanzania and assess 

the impact of these failures on input use.  In section four, I provide a comparative analysis of 

the main systems of input and credit provision that have emerged after liberalisation in 

selected African countries.  In the last section, I assess the feasibility of alternative 

institutional forms of input distribution and credit provision and provide some indications for 

future research. 

II.  STRUCTURAL ADJUSTMENT AND THE CHANGING ROLE OF THE STATE IN 
AFRICAN SMALLHOLDER AGRICULTURE 

Major changes have taken place in development thinking in the last two decades.  In the 

1960s and 1970s, the dominant paradigm in development circles considered the state as an 

essential actor in the ‘modernisation’ of less-developed countries.   In the agricultural sector, 

this involved the diffusion of new technologies (such as the use of hybrid maize, chemical 

inputs, and tractors) and specific types of public institutions (such as state-controlled 

cooperatives and marketing boards).  However, in the 1970s and early 1980s, decreasing rates 

of agricultural growth in Africa drew increasing attention to the problems of state intervention 
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in this sector.  Inefficient parastatals were accused of lack of coordination, poor transportation 

capacity and maintenance, untimely crop collection, inadequate storing, and delayed 

payments. Inefficiencies in monopoly2 marketing systems caused sporadic availability of 

inputs.  Investment in research and infrastructure was insufficient.  In some countries 

consumer goods shortages curtailed farmers’ incentives to increase production.  

In the early 1980s, the publication of the so-called Berg Report [World Bank, 1981] 

initiated a paradigm shift.  The World Bank advocated that the state disengage from managing 

the economy in African countries.  The World Bank also started to subject the release of aid 

funds to conditionalities such as reaching macroeconomic stability, liberalising markets, and 

‘getting prices right’ (in financial, foreign exchange, and ‘real’ markets).  In the agricultural 

sector, policy reforms sought to raise efficiency, minimise waste of public funds, and address 

political patronage and poor administration through the withdrawal of the state from 

agricultural marketing.   

On the one hand agricultural market liberalisation in Africa has generally led to more 

efficient crop marketing through the private sector, yet on the other hand the agricultural 

output response has been marginal [Clapp, 1997; Gibbon et al., 1993; Mosley and Smith, 

1989; Raikes and Gibbon 1996; Ponte, 1999]. ‘Market enthusiasts’ have explained limited 

output response in terms of partial implementation of recommended policy measures [World 

Bank, 1994b].  However, even within the World Bank, criticism was raised on the assumption 

that smallholders in Africa were substantially supply-responsive to price changes [Cleaver, 

1985].  As neo-institutional economists gained influence within the World Bank and other 

policy circles, the orthodox approach to policy reform was toned down.  In particular, the role 

of institutions in addressing market failures became prominent [World Bank 1997], especially 

in Africa where poor infrastructure and dispersed settlements limited the capability of private 

traders to cover the ground left by state withdrawal.  However, as argued by Jaffee and 

Morton [1995: 455-6],  while many arguments have been made on the inefficiency of state 
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institutions, relatively little attention has been paid to the capacity of the private sector to 

provide the services formally provided by the state.  

Three main positions emerge in the current debate on the role of the state in promoting 

economic development [Poulton et al., 1998: 4-5]: 3 

• A ‘conventional wisdom’ position, stating that structural adjustment programmes were 

correctly designed, and that governments did not implement them properly.  Those 

following this line of thought argue that the state should limit itself to basic functions 

such as the enforcement of contracts and property rights, with the additional provision 

of services in a few key areas (such as primary education and health care). 

• An ‘emerging orthodoxy’ position, advocating a ‘circumscribed activism’ for the state.  

The supporters of this position call for a state that, in addition to basic functions, 

facilitates the emergence of specific institutions and promotes market development.  

This slightly more activist role is accompanied by the recognition that states should 

match levels and types of activity with the limits dictated by their actual institutional 

capabilities. 

• A more ‘critical’ position, arguing that the withdrawal of the state in places where 

private sector involvement is structurally limited has been too quick, and that the 

options of designing alternative forms of public intervention and reforming existing 

ones should deserve more careful consideration.  

This depiction of the debates on structural adjustment and the role of the state in 

developing country economies is by no means exhaustive, and oversimplifies fairly diverse 

ideas within each position.  However, it provides a tool for placing the following debate on 

the liberalisation of agricultural input and credit markets in a wider perspective.  There is a 

growing recognition that agricultural liberalisation has, on its own, failed to generate well-

functioning markets for certain types of output,4 but especially for inputs and credit.  In the 

input and credit sectors, several solutions have been proposed to solve these problems.  
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‘Conventional wisdom’ supporters suggest further policy changes based on completing the 

liberalisation process, removing the remaining restrictions on fertiliser imports, and 

eliminating fertiliser grants [Townsend 1999].  ‘Emerging orthodoxy’ advocates call for the 

establishment of competitive input supply by the private sector through favouring the creation 

of appropriate institutions such as ‘interlocking contracts’5 or ‘contract farming’.  ‘Critical’ 

authors advocate new or revised forms of public involvement in inputs provision, such as the 

reform of cooperatives and/or the creation of input trust funds.  This article contributes to the 

‘critical’ perspective.  Before discussing these issues in more detail in section four, I analyse 

Tanzania’s experience with input market liberalisation. 

III. MARKET LIBERALISATION OF AGRICULTURAL INPUTS AND CREDIT IN 
TANZANIA 

The case study of agricultural input and credit reforms in Tanzania provides a number of 

lessons for the debates on market liberalisation and the changing role of the state in Africa.  

Until the late 1980s, marketing boards and/or cooperative societies monopolised the 

distribution of  agricultural inputs and provided cheap inputs on credit to farmers.  However, 

soaring costs of subsidising fertiliser, problematic credit recovery, and inefficiencies in 

distribution, together with the pressures from the donors, led to the liberalisation of the input 

market and to the removal of the subsidy on fertiliser.  The results of eighteen months of 

fieldwork6 carried out in Tanzania in 1995/96 suggest that the liberalisation of agricultural 

input markets has improved efficiency and timing of the distribution of inputs but only in 

urban areas and in areas with good transport infrastructure.  Private input traders have not 

shown interest in operating in remote areas.  The liberalisation of export crop marketing (in 

1993/94 and 1994/95) could have encouraged private export crop traders to become involved 

in input provision, but this has happened only marginally.  Export crop traders instead tend to 

free-ride on cooperatives for input provision.  Subsequently, cooperatives are increasingly 

unable to finance sufficient input distribution to farmers.  Survey results show that this factor, 
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coupled with the elimination of subsidies in the case of fertiliser, has led to a dramatic 

decrease in input use.  

Agricultural Input Pricing and Marketing in Independent Tanzania 

Tanzania went through several systems of agricultural input pricing and marketing after 

independence.  In the case of fertiliser, pricing policy has been a site for political conflict.  

The government begun subsidising fertiliser purchases in the mid-1970s after poor harvests in 

1973/74 and 1974/75.7  In order to boost food production in the country, the government 

distributed fertiliser free of charge in 859 villages through the National Maize Project (later it 

was subsidised at a 75 per cent level).  In 1973, the government also enacted pan-territorial 

fertiliser pricing [Turuka, 1995: 60].  This meant that it set the same fertiliser price at 

different regional headquarters throughout the country, and that Regional Price Commissions 

determined the level of farm-gate prices.  In remote districts, pan-territorial pricing for 

fertiliser provided an implicit transport subsidy.  The open subsidy was reduced to 50 per cent 

between 1975 and 1977. 

In the 1980s, the reform of the fertiliser pricing system became an arena of political 

confrontation between the Tanzanian government and the donors.  In 1984, the cash-strapped 

government abolished pan-territorial pricing for fertiliser and eliminated the subsidy for some 

types of fertiliser as part of an attempt to reform the economy and restore the flow of financial 

aid.  The government, however, had its own indirect ways to aid farmers.  In 1986, the 

Tanzanian Shilling (TSh) was devalued substantially, but the Tanzania Fertiliser Company 

was not allowed to adjust its selling prices accordingly.8  This resulted in an implicit subsidy 

which reached 80 per cent of the real cost of fertiliser in 1988/89.9  As we can see in Table 1, 

the average farm-gate price for fertiliser in Songea and Morogoro decreased by 44 per cent in 

real terms between 1986/87 and 1990/91.  However, in 1989 the donors requested that the 

government gradually remove the subsidy starting with the 1990/91 season [URT, 1992a: 57].  

TABLE 1 here. 
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In spite of donor pressure, in a 1992 study, the Ministry of Agriculture strongly 

recommended that the subsidy be maintained at 40 per cent [URT, 1992a: 70].  The 

government was concerned that if fertiliser use dropped dramatically there would be negative 

repercussions on yields;  this would have caused problems of food security (a highly 

politicised issue in Tanzania) and potentially lower foreign exchange earnings.  However, in 

an attempt to win donor support during the ‘aid freeze’ of 1993-96, the government 

completely eliminated the subsidy by the 1994/95 season as scheduled.  As a result, between 

1990/91 and 1994/95 the average farm-gate price for fertiliser increased in real terms by 224 

per cent (see Table 1).  

The liberalisation of input marketing systems in Tanzania was less controversial than 

pricing reforms.  Between independence and 1966 private companies competed with a state 

company in fertiliser importing (which was carried out on a world tender basis) and 

distribution.  Between the Arusha Declaration of 1967 and the liberalisation of input 

marketing of the late 1980s, the government enacted a number of different systems, all of 

which were based on the monopoly of fertiliser imports by the Tanzania Fertiliser Company 

and on distribution channelled though the same company and other parastatal organisations 

and Cooperative Unions (thereafter ‘unions’) [Turuka, 1995: 57-9].  The Tanzania Fertiliser 

Company monopolised fertiliser production until its Tanga factory closed down in 1991.  The 

government has not revamped the fertiliser factory because of the estimated high costs and 

low returns of plant rehabilitation [World Bank, 1994a].  After 1991, all fertiliser used in the 

country has been imported. 

Liberalisation of fertiliser marketing took place officially in 1987/88.  Input liberalisation 

was not as contested as the elimination of the fertiliser subsidy because there was widespread 

discontent among farmers about scarce availability and late deliveries of fertiliser through the 

unions.  Also, in the 1980s, inefficiency and poor administration caused financial difficulties 

to the unions and other parastatal companies;  banks stopped making credit available to many 
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of these companies; therefore, fertiliser purchases and distribution became increasingly 

difficult. 

Even the state-controlled Tanzania Fertiliser Company started recruiting private stockists 

for wholesale distribution as early as 1988/89 [URT, 1992a: 49].  By 1990/91, private 

stockists were already distributing 61.3 per cent of fertiliser in the Southern Highlands [URT, 

1992a: 50].10   However, most of the private stockists were (and still are) based in urban 

areas.  Their interest in distributing fertiliser to distant villages remains limited due to high 

transport costs, falling demand due to rising fertiliser prices, and low profit margins.  Also, 

few private stockists own adequate vehicles for fertiliser distribution in remote areas.  

However, a few of them have been able to appoint their own local agents, and some have 

made agreements to supply primary cooperative societies [URT, 1992a: 51].11 

Input Market Failures in Songea and Morogoro Rural Districts 

I begin this sub-section by analysing the characteristics of input market failures in Songea and 

Morogoro Rural Districts12 under the cooperative distribution system.  Then, I examine the 

changes that occurred with the liberalisation of input markets of the late 1980s.  Finally, I 

explain the impact of the liberalisation of export crop marketing of the early 1990s on input 

distribution.  

Market failures in input distribution through the cooperative system have been a common 

occurrence in Tanzania in the 1980s and 1990s.  Songea and Morogoro Rural Districts did not 

escape this tendency, although the input distribution system worked far better in Songea than 

in Morogoro. In both districts, poor credit recovery, mismanagement, and unwise marketing 

decisions within the cooperative system caused significant problems in efficiency and 

timeliness of input distribution.   

In Songea, availability of fertiliser was satisfactory in the mid-1980s,13 but beneath the 

surface, the cooperative union faced increasing problems in getting fertiliser credits paid back 

from farmers to its cooperative societies.  By the late 1980s, the union’s outstanding debt led 
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the Cooperative Rural Development Bank (CRDB) to reduce and then eliminate the provision 

of credit for input purchases.  As a result, in 1988/89 and 1989/90, the union did not manage 

to procure enough fertiliser, and the Tanzania Tobacco Marketing and Processing Board 

(TTMPB)14 had to intervene by procuring and distributing sulphate of ammonia to tobacco 

farmers on credit.15  The union also started to purchase fertiliser on credit from the Tanzania 

Fertiliser Company and private sector wholesalers.  However, difficult credit recovery and 

poor administration meant that the union could not pay its suppliers in full.  Therefore, the 

amount of fertiliser it could purchase on credit progressively decreased.  In 1993/94, the union 

decided to solve the difficulties encountered in financing and purchasing fertiliser since the 

late 1980s.  It managed to convince the National Bank of Commerce (NBC) to finance an 

extremely large purchase (28,000 tonnes) of sulphate of ammonia,16 whose last batch was 

distributed in October 1996.  This massive purchase undoubtedly solved the problem of 

fertiliser availability, but the union’s debt with the National Bank of Commerce skyrocketed.  

As a result, the bank ceased to provide overdrafts even for crop purchases, and the union has 

become increasingly dependent on tobacco exporters for pre-financing input and crop 

purchasing. 

In the case of Morogoro, by the end of the 1980s the local cooperative union faced 

increasing difficulties in obtaining credit for both input and crop purchases due to the arrears 

owed to banks.  Moreover, in 1988/89 the Tanzania Fertiliser Company started recruiting 

private input stockists for fertiliser distribution who competed with the union’s distribution 

system.  The union could still procure coffee and cotton inputs from the respective Marketing 

Boards, but it was forced to reduce its commercial fertiliser operations dramatically.  By 

1990, many farmers started buying most of their fertiliser from private agents in Morogoro 

town, Mgeta (the main centre on the Uluguru Mountains), and even Dar es Salaam.  In 

1992/93, the union managed to get its last loan from the banks.  Thereafter, it had to drop its 

commercial fertiliser distribution system.  It also distributed insufficient quantities of agro-
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chemicals to its cotton and coffee farmers.  As a result of higher input prices, poor input 

distribution and crop marketing problems, the cultivation of both crops in the district has 

dramatically decreased. 

As these developments in the cooperative system unfolded in the two districts, the input 

market started to be liberalised (in 1987/88).  Although the involvement of private operators 

has improved the efficiency and timing of distribution of inputs, this has happened only at the 

wholesale level and in areas with good transport infrastructure.  In Songea district, where 

most farmers live in remote areas, and where transport infrastructure in rural areas is poor, 

primary cooperative societies still distribute most of the fertiliser.  By 1996, there were 26 

registered private fertiliser suppliers in this district.17  Out of all suppliers, fifteen operated in 

Songea town (three of whom also have secondary depots in bigger villages), and only four 

operated in locations beyond a fifteen-km ray from town.  The same was true in the case of 

agro-chemicals.  This means that the private sector in Songea is mainly involved in supplying 

more accessible farmers.  Because of the difficult accessibility of many villages and 

problematic access to financing for small-scale traders, only the public sector carries out 

distribution to remote villages.  In Morogoro, because input use is concentrated on the highly 

populated Uluguru Mountains (except for insecticide for cotton, which is cultivated in the 

plains), private distributors of inputs have been able to adequately serve local demand.  

However, in the case of agro-chemicals for coffee and cotton cultivation, private input 

operators have not filled the gap left by the union.   

The liberalisation export crop markets, which took place officially in 1993, brought a 

complicating factor in input provision.  Since export crop liberalisation in Songea and 

Morogoro was still in its infancy at the time of fieldwork, the case study of coffee 

liberalisation in Mbinga (a district neighbouring Songea) provides an example of what may 

happen in the two districts in the future.  In Mbinga, private traders who register for 

purchasing coffee are mainly interested in crop purchases, not in input provision because:  (i) 
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inputs for coffee have become extremely expensive for farmers, and demand has fallen;  (ii) 

traders cannot charge much over the cost of buying and transporting inputs to the farmer level 

because they fear not being able to sell all their inputs;  (iii) access to credit is difficult, 

especially for small-scale traders;  (iv) input distribution involves tying up working capital 

which is in short supply for crop purchases;  (v) district authorities usually ask traders to 

provide inputs to farmers on credit, which they do not want to do because of difficult credit 

recovery; and (vi) traders may not operate every year in the same district for the same crops.18 

Export crop traders in Mbinga tend to provide as few inputs as possible, and to buy as 

much coffee as possible (there are no rules setting exclusive areas of operation in Mbinga as 

is the case in Tabora Region for tobacco).  In Mbinga, the cooperative union kept providing 

inputs to most farmers, but lost most of its market share to private traders who were able to 

purchase crops grown with the inputs provided by the union.  Because of its increasingly 

difficult financial position, the union had to reduce input provision.  Specialised input traders 

have not been able to cover much of the territory either, due to lower demand and high 

transport costs.  In Mbinga, as in Songea, private input traders tend to cover areas closer to 

main urban and semi-urban centres.  Although the distribution of inputs through the union has 

decreased, specialised input traders did not react by expanding their operations because they 

do not provide credit, and many farmers can not afford to buy inputs on cash.  As a result, 

input use and coffee production in Mbinga have decreased.  In the end, both export crop 

traders and the union found themselves with a smaller coffee market to share.  An analogous 

situation has evolved in the West Growing Cotton Area of Tanzania (Shinyanga, Mwanza and 

Mara Regions), as reported by Gibbon [1998, 1999]. 

Access to Seasonal Credit for Input Purchases 

In the previous sub-section, I underlined old and new market failures that smallholders face in 

the agricultural input sector in Songea and Morogoro Districts.  In this sub-section, I argue 

that the increasing shortage of credit for input purchases aggravates farmers’ difficulties in 
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getting access to inputs.  Access to credit through the cooperative system was an important 

feature of agricultural input distribution systems before market liberalisation.  Farmers 

received fertiliser and agro-chemicals on credit from cooperative societies at the beginning of 

the farming season. After harvesting, farmers would sell their produce to the cooperative, and 

the cooperative would deduct from the crop payment the value of inputs loaned at the 

beginning of the season, plus interest and other cooperative and marketing fees.  This system 

(also called ‘deduction-at-source’, see section four) was supposed to ensure credit recovery, 

but in reality it did not work smoothly.  If farmers had other channels to market part or all of 

their produce (through the parallel market, for example), they were able to receive inputs on 

credit and then avoid part or all of the payment due to the primary cooperative societies.  The 

absence of collateral for the credit received made defaulting easier.  Also, it was not 

uncommon for insolvent farmers to convince cooperative officers to continue providing them 

inputs on credit in the following seasons via friendship, begging, political leverage or bribing.   

In Songea, the system worked relatively well for farmers in the 1980s, but because of low 

repayment rates and poor administration within the cooperative system, cooperative societies 

and the union started to incur losses and to accumulate debt.  This meant that it became harder 

for the cooperative system to obtain credit for crop and input purchases from the banks.  In 

the late 1980s, with the liberalisation of food crop marketing, cooperative societies lost the 

monopoly of crop marketing, therefore also losing the (albeit weak) leverage of the 

‘deduction-at-source’ system to recover their credits.  As a result, in the early 1990s the 

cooperative societies started to tie credit for input provision to:  (i) the area planted on crops 

bought exclusively by the cooperative societies (tobacco and coffee);  and (ii) the amount of 

these crops sold to the cooperative societies in previous seasons.  This happened because 

farmers sold maize and other food crops in the free market;  therefore, they could easily 

default on their input debt.  However, these new rules did not prevent defaulting altogether, 
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because farmers could still divert some of the fertiliser received for coffee and tobacco and 

use it in maize cultivation.  

In Morogoro, in 1986/87 most cooperative societies and the union were already in 

financial difficulties.  Poor administration and the opportunity for private traders to sell crops 

through the well-developed parallel market meant that the cooperative societies were 

operating on a weak financial footing.  In some areas of the district, cooperative societies 

were still able to buy crops (mostly cotton).  However, they could provide credit only for 

insecticide used in cotton cultivation, when the insecticide was available at all.  As a result, 

access to credit through the formal system was minimal if not absent in the 1980s and 1990s.   

Table 2 summarises the results of the Farming Household Survey (FHS) carried out in the 

two districts as concerns changes in access to credit from cooperative societies.  In Songea the 

proportion of farming households obtaining credit from cooperative system increased between 

1986/87 and 1990/91, then decreased from 1990/91 to 1994/95.  The total value of credit per 

borrower household decreased in the first period, then increased in the second, following the 

trend in input prices.  However, the quantity of fertiliser per household obtained on credit 

steadily decreased, to the point that in 1994/95 it was half the amount obtained in 1986/87.  In 

Morogoro, the credit situation is completely different from that in Songea.  Because of the 

relatively marginal role played by the cooperatives and because of their financial problems, 

none of the households in the FHS sample received credit from the cooperative system in any 

of the three seasons.   

TABLE 2 here. 

The Impact of Agricultural Policy Reforms on Input Use 

As we have seen in the previous discussion, three major changes in the input marketing 

system negatively affected Tanzanian farmers in the 1990s: (i) the elimination of the subsidy 

on fertiliser, which meant much higher farm-gate prices (see Table 1); (ii) the liberalisation of 

the input and export crop markets, which was associated with the exclusion of remote areas 



 14 

from private input provision; and (iii) the decline of credit provision from cooperatives and 

the monetisation of farmers’ input purchases.  These reforms also brought some positive 

effects: (i) timing and efficiency of import and wholesale distribution of inputs improved; (ii) 

supply bottlenecks were removed; and (iii) a wider variety of inputs were made available.  

However, as we will see in the following paragraphs, the negative factors overrode the 

positive ones at the farmer level, causing a marked decline of input use. 

TABLE 3 here. 

Table 3 shows that total distribution of fertiliser in Tanzania rose steadily between 

1984/85 and 1991/92 (except for 1988/89).  The low levels of distribution in the mid-1980s 

were due to the difficulties faced by the unions, most of which started to be fully operative 

only in 1984.  By the late 1980s, however, many of these unions had already run into financial 

difficulties.  As a result, unexecuted orders increased, meaning that supply could not match 

demand.19  This led to a sharp drop of fertiliser distribution in 1988/89.  At that time, the 

government had just enacted input liberalisation, and private sector involvement in the input 

market was still marginal.  In the following seasons, input liberalisation had a major and 

positive impact on improving total distribution (at least at the wholesale level).  The role of 

the unions as distributors of fertiliser consequently declined.  Unfortunately, this expansion 

was reversed by the elimination of the fertiliser subsidy;  in 1992/93 fertiliser distribution 

dropped dramatically.  Although there is no comparable data set from the same source for the 

following years, the results of the 1993/94 and 1994/95 national sample censuses of 

agriculture (see Table 4) show a marked decrease in the proportion of farming households 

applying chemical fertiliser nation-wide between the two seasons.20 

TABLE 4 here 

The trend of decreasing input use in Tanzania is confirmed in the literature in a variety of 

settings.  Based on their fieldwork in Morogoro, Iringa, and Mbeya Regions carried out in the 

early 1990s, Kashuliza and Mbiha [1995: 64-6] found that farmers are using fewer inputs and 
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are switching from export crops to food crops even though input availability has improved.  

Lower input use was also observed by Booth [1991] in his study of Iringa farmers in the late 

1980s, by Gibbon [1998, 1999] in his study of cotton cultivation in Mwanza, Shinyanga, and 

Mara Regions in 1997, and by Msambichaka and Naho [1995] at the national level. On the 

other hand, in a study on the effects of the removal of the fertiliser subsidy between 1990 and 

1991 in Songea and Moshi, Turuka did not find ‘a significant reduction in the amount of 

fertiliser used . . . despite the huge fertiliser price increase’ [Turuka, 1995: 193-4].21  

However, Turuka acknowledges that the expected decrease in fertiliser application did not 

occur because demand may not have been fully met before the removal of the subsidy [ibid.: 

195].  Turuka found that in 1990/91 demand for fertiliser was inelastic in relation to its price, 

but that it was elastic in relation to the relative price of maize over fertiliser.  This led Turuka 

to worry about ‘the deterioration of the open market maize prices [which] certainly threaten[s] 

the profitability of fertiliser use in Songea, particularly with a complete removal of fertiliser 

supply’ [ibid.: 199].  Turuka’s prediction came true in the years following his study: the 

relative price of maize over fertiliser fell dramatically, and fertiliser use decreased.  As a 

result, maize production and sales in Songea have declined [Ponte, 1998].  

According to the results of the Farming Household Survey (FHS) carried out in Songea 

and Morogoro Rural Districts, high prices, lack of credit, and market failures have led to a 

decrease in fertiliser use in both locations.  This trend was more marked in Songea due to 

higher input dependency and worse transport infrastructure than in Morogoro.  The 

repercussions of these changes in terms of fertiliser use are summarised in Table 5 for tobacco 

and Table 6 for maize.   

TABLES 5 and 6 here 

Table 5 shows that in Songea fertiliser use per household and per acre in tobacco 

cultivation declined both between 1986/87 and 1990/91 (due to more problematic availability 

in the latter season), and between 1990/91 and 1994/95 (due to higher fertiliser prices, since 

https://www.researchgate.net/publication/260507689_Fast_Crops_Fast_Cash_Market_Liberalization_and_Rural_Livelihoods_in_Songea_and_Morogoro_Districts_Tanzania?el=1_x_8&enrichId=rgreq-648177eae1693e259a6866f5256a7190-XXX&enrichSource=Y292ZXJQYWdlOzI0NzQ3ODQ3OTtBUzoxNDc3NTE2OTAwNTE1ODRAMTQxMjIzODE1NzE3OQ==
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availability was good through the union in the latter season).  Between 1986/87 and 1994/95, 

the average dosage per acre fell by 20 per cent.  In Songea, fertiliser application in maize 

cultivation has also decreased per household and per acre between 1986/87 and 1994/95 (see 

Table 6).  In Table 6, we can also see that some households simply gave up applying fertiliser 

to maize.  In both 1986/87 and 1990/91 at least 90 per cent of farmers perceiving the need for 

fertiliser in maize cultivation (based on self-assessment of land fertility in their plots) applied 

it;  the proportion fell to 75 per cent in 1994/95. 

In Morogoro, fertiliser use in maize cultivation is lower than in Songea and is 

concentrated on the Uluguru Mountains.  No data were available on the union’s fertiliser 

distribution for 1986/87, but farmers and village officers reported that input distribution 

through the cooperative system was problematic at that time.22  Contrary to Songea, fertiliser 

availability marginally improved in Morogoro from 1986/87 to 1990/91.  This factor, coupled 

with lower real prices, prompted a slight increase of fertiliser application per household and 

per acre between the two seasons.  In the 1990s, fertiliser availability remained satisfactory, 

but prices increased.  As a result, fertiliser use declined, although in 1994/95 it was still above 

the 1986/87 levels (see Table 6).   

TABLE 7 here. 

Table 7 shows that the proportion of farming households applying fertiliser on crops other 

than tobacco and maize has increased steadily in both districts.  However, the total quantity 

applied by household has decreased in Songea, due to the dramatic drop in fertiliser use for 

coffee cultivation.  In Morogoro, the trend has followed the fortunes of cabbage cultivation: 

fertiliser application increased between 1986/87 and 1990/91, then decreased slightly between 

1990/91 and 1994/95.   

TABLE 8 here. 

Finally, Table 8 shows that the dynamics of agro-chemical use in coffee cultivation in 

Songea resembles the one already examined for fertiliser application in maize and tobacco: 
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both the proportion of households spraying insecticides and fungicides in their coffee plots 

and the quantity of agro-chemicals sprayed per acre and per household have declined.  As a 

result, coffee yields have also dropped.  

This section has shown that the liberalisation of agricultural markets in Songea and 

Morogoro Districts in the 1980s and 1990s has introduced new forms of market failure in 

input distribution and credit provision.  These market failures, together with increasing input 

prices, have led to a decreasing use of inputs in smallholder agriculture.  In the next section, I 

analyse the extent to which these market failures have occurred in other areas of Tanzania and 

in other African countries, and what kind of institutional forms of input and credit provision 

are emerging in the wake of liberalisation. 

IV. COMPARATIVE EXPERIENCES OF INPUT DISTRIBUTION AND CREDIT 
PROVISION IN LIBERALISED AGRICULTURE IN AFRICA 

As discussed briefly in section two, structural adjustment reforms profoundly changed the 

role of the state in African countries.  This shift has been particularly dramatic in the 

agricultural sector, as the experience of Tanzania in the input and credit markets has 

demonstrated. In most African countries before liberalisation, inputs for export crops were 

provided to smallholders on credit by a parastatal company or by a cooperative holding a 

monopoly of a crop in a specific area.  The input regimes for food crops were more varied, 

ranging from single channel distribution on credit to free market cash sales.  In this section, I 

provide a comparative analysis of the main four systems of input and credit provision that 

have emerged after liberalisation in selected African countries: (i) the ‘free market’ system; 

(ii) the ‘free inputs’ system; (iii) the ‘deduction-at-source’ system; and (iv) the ‘input trust 

fund’ system.  Each of these is characterised by different degrees of public sector involvement 

and has its own advantages and disadvantages.  The policy implication of these findings will 

be elaborated in the final section of the article.   
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The ‘Free Market’ System 

The ‘free market’ system of input distribution represents a common situation in Africa after 

the liberalisation of agricultural markets.23  This system includes two distinct settings.  In the 

first, the agents supplying inputs and buying the crop are separate and both operate in a free 

market situation.  Furthermore, no credit is given to farmers, who have to pay for their inputs 

in cash.  This is the situation that has evolved in most liberalised food markets in Africa, but 

also in liberalised export crop markets where credit options have failed and where crop traders 

have not taken up input distribution.  The second setting is one in which the agent buying the 

crop also provides inputs, but on a cash basis.  This is usually a temporary situation and 

happens mostly in export crop markets.  Crop buyers find input provision costly and 

unattractive due to the economies of scale required to make a profit and to the need to seek 

extra credit.  Therefore, buyers tend to minimise input provision.  As explained in detail in the 

previous section, both versions of free market input distribution, together with higher input 

prices, have led to supply problems in several areas of Tanzania.  These problems have been 

particularly severe for farmers cultivating export crops and/or living in remote areas.  Market 

failures in both input distribution and credit provision have led in turn to the adoption of 

alternative institutional arrangements which are analysed in the following discussion. 

The ‘Free Inputs’ System 

The ‘free inputs’ system, before market liberalisation, was one in which a parastatal 

marketing company, exercising the monopoly over the purchase of one or more crops, 

provided inputs and other services to farmers without receiving explicit payment for them.  

The parastatal simply adjusted the price paid to farmers to reflect the cost of the services 

rendered to them as a whole.  In this system, farmers who did not use inputs, or who used 

lower amounts of them, effectively subsidised farmers using higher levels of inputs.  Also, 

farmers had incentives to divert inputs supplied specifically for one crop into other crops 

and/or to sell their crop in parallel markets at a higher price.   
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The ‘free inputs’ system was in adopted under donor programmes for some export crops 

in Tanzania under the marketing system of the parastatal crop authorities (in the 1970s and 

early 1980s).  Before market liberalisation, it was sometimes used in export crop marketing in 

other African countries as well.  After market liberalisation, however, the ‘free inputs’ system 

has almost disappeared.  One exception is cotton marketing Ghana, where it survived in the 

first period after liberalisation (1985-1995).24  According to Poulton [1998a, 1999], this 

system continued to operate for a number of years in the cotton sector in Ghana due to the 

relatively low number of companies involved in the market, which allowed them to set 

common prices for inputs, services, and output.  However, in the absence of information 

sharing among buyers, punishment (i.e. black-listing) for input diversion was not easy to 

enforce.  As a result, farmers who did not produce enough cotton to make up for the implicit 

input credit were not penalised.  Also, common price setting by buyers resulted in relatively 

low output prices.  Another exception is the cotton marketing sector in Uganda, which has 

recently experimented with a ‘free inputs’ system with a specific division of functions 

between crop marketing and input distribution.  Goodland and Gordon [1999b]  report that in 

1998/99, 34 cotton buyers formed an association which secured a loan for the purchase and 

distribution of cotton inputs through the cotton parastatal.  The goal of the buyers was to 

concentrate on output marketing and at the same time to ensure an appropriate provision of 

inputs on credit to farmers so that they would not be discouraged from growing cotton.  The 

repayment of the government-guaranteed loan was financed though a levy on cotton ginning.  

However, a lower harvest than had been forecast (in part because of poor weather) meant that 

the government had to make up for the shortfall.  In general, when information sharing among 

buyers and effective mechanisms to ‘punish’ input diversion are lacking, the ‘free inputs’ 

system does not seem to be viable. 

The ‘Deduction-at-Source’ System 



 20 

Under the ‘deduction-at-source’ system, crop buyers provide inputs on credit to farmers.  The 

crop buyer makes specific deductions at the time of crop purchasing according to the quantity 

of inputs used by the farmer.  The future sales of the crop are used as a mechanism of credit 

repayment in place of collateral, which is not available in most rural Africa due to the lack of 

titles on land.25  In comparison with the ‘free inputs’ system, the ‘deduction-at-source’ system 

should, in theory, increase the efficiency of input use and make farmers more aware of input 

costs.  It is also supposed to diminish the incentives for input diversion, because if farmers do 

not sell enough of a crop to cover their input costs, they are liable for their debt (a case that 

does not apply in the ‘free inputs’ system).   

The ‘deduction-at-source’ system was applied by cooperative societies in Tanzania 

between the early 1980s and the beginning of export crop market liberalisation.  Before 

liberalisation, when willingness to enforce penalties on defaulters was absent, this system had 

already become financially unviable.  After liberalisation, cooperative societies continued for 

a period to provide inputs on credit.  However, in places where they faced competition from 

private buyers who did not provide inputs on credit, the cooperatives could afford to continue 

input provision on a large scale only as long as they could borrow funds (usually only one or 

two seasons).  In a multi-buyer market environment, farmers have an incentive to sell their 

crop to a buyer other than the one who provided their inputs on credit as a means of avoiding 

repayment (similarly, in the monopolistic environment, they had an incentive to sell their crop 

in the parallel market).26  Therefore, default rates remain high, especially when there are no 

trust relations among buyers (a common situation in Africa) and/or there are many buyers in 

the market, which makes information sharing on defaulters even more difficult to achieve.27    

In Africa, the ‘deduction-at-source’ system has survived mainly in situations of market 

monopoly (cotton in most countries of Francophone West Africa) or near-monopoly (tobacco 

in Songea District, where the Union has successfully maintained a large share of the market).  

It has also been adopted in cotton marketing in Ghana in the second period after liberalisation 
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(since 1996/97) to address the problems emerged in the ‘free inputs’ system (low producer 

prices and low yields due to input diversion) [Poulton 1998a, 1999].  In the cashewnut sector 

of Southern Tanzania, it continues to be used for the supply of blower services, as blowers 

operators and owners generally live in one of the villages where they operate; therefore, they 

are able to perform a close monitoring function.  Private sector sulphur supply for 

cashewnuts, however, continues to be carried out mostly on a cash basis [Poulton, 1998b].  In 

the case of cotton marketing in Zimbabwe, the system has remained viable because of the low 

number of companies involved in the sector.  These companies used group loan mechanisms 

and were able to seize the movable assets of defaulters [Goodland and Gordon 1999a].  

Similarly, the ‘deduction-at-source’ system is still used in the cotton sector in Zambia, where 

there is a long tradition of outgrower schemes.  However, diversion of sales by outgrowers to 

alternative buyers is reported to be on the increase [Stringfellow 1996]. 

In Tanzania, some local governments have tried to retain the ‘deduction-at-source’ system 

via regulatory intervention, forcing buyers to provide inputs to farmers on credit.28  The 

problem of default has been addressed in two ways, although either has been successful.  A 

first way has been to assign local monopolies of input provision and crop purchase to specific 

buyers (therefore promoting contract farming by substituting public monopoly with private 

monopoly).  This system eliminates competitive pricing to the disadvantage of farmers, and 

does not avoid territorial ‘invasion’ by unauthorised buyers in a specific area.  This is a 

notorious problem in the case of tobacco marketing in Tabora Region, Tanzania.  A second 

way has been to instruct buyers to subtract the cost of inputs from their payment to farmers 

irrespective of who provided the inputs.  This is supposed to be followed by an accounting 

procedure through which every buyer gets reimbursed for the inputs he or she provided.  

Albeit a good idea in principle, in practice, buyers have an incentive to procure and supply as 

few inputs as possible and to pocket the deductions they extract from farmers.  Even if buyers 

were willing to enforce the system, they would find it difficult to force farmers to present 
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their input credit receipts for proper accountability.  In a situation of competitive buying, 

farmers may decide to sell to the buyers who are less strict on deducting input expenditures.  

Farmers may also claim that they have used inputs from the previous year, or that they have 

not used inputs at all.  This system (as in the case of the ‘free inputs’ system after 

liberalisation) does not work if there is no trust and information sharing among buyers.29  

The ‘Input Trust Fund’ System 

An alternative input distribution system emerging in post-liberalisation agriculture has 

involved the establishment of local-level input trust funds, especially in relation to export crop 

cultivation.  One type, the ‘revolving’ input trust fund, collects a levy in proportion of 

farmers’ export crop sales.  This levy is collected until enough capital is gathered for the first 

purchase of inputs, which may take several years.  Once the fund has been established, 

farmers can purchase inputs from the fund on a cash or credit basis.  In theory, the fund will 

replenish itself in the following years with the proceeds from input sales.  The capital raised 

through farmers’ contributions can be supplemented with contributions from local 

governments, cooperative unions, primary cooperative societies, and private traders.  Traders 

may have an interest in contributing to the trust fund because it relieves them from the burden 

of providing inputs.  In this way, buyers can concentrate on crop purchases without the risk of 

a shrinking market due to lower input use.  Also, special provisions may be arranged with 

traders or cooperative societies for the delivery of inputs on the behalf of the input trust fund 

in order to minimise transport costs.  

However, several problems can hinder the creation of a ‘revolving’ input trust fund: (i) 

farmers are reluctant to accept repeated deductions for the establishment of a fund because 

they fear that the money they pay will be misappropriated; (ii) farmers may not be interested 

in the long-term advantages of the fund if the short-term consequence is a lower cash income; 

(iii) traders may have a short-term advantage in not paying contributions to the fund, 

especially if the prospects of the market are bleak or if they do not consistently operate in the 
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same geographical area; (iv) the fund may solve the problem of input availability and 

distribution; but if inputs are sold on cash, it does not solve the farmers’ need for credit at the 

beginning of the agricultural season; and (v) if inputs are distributed on credit, and there are 

no accountability mechanisms built in the system, the long-term sustainability of the fund is 

doubtful.  

The problem of credit recovery could be solved through the further separation of input 

distribution functions and credit provision functions.  The former could be managed by an 

input trust fund and the latter by locally-based independent savings and credit societies 

functioning on group-lending.  However, micro-finance in Africa has rarely provided credit 

for the purpose of purchasing agricultural inputs.30  This is because credit for input purchasing 

is highly seasonal; therefore, it is difficult to comply with some of the basic rules of 

successful micro-finance.  Farmers using credit for inputs are unlikely to make regular 

deposits into the scheme, especially in the period following the disbursement of the loan.  All 

farmers need the capital for input purchase at the same time; therefore, the revolving fund 

mechanism cannot function.  Furthermore, the principle of joint liability for group-lending is 

weakened by the fact that all farmers repay at the same time, thus increasing the possibility of 

mass default [Poulton et al. 1998: 48-9].   

 A more promising type of input trust fund uses a ‘passbook system’.  Like the ‘revolving’ 

fund, the ‘passbook system’ fund collects a levy in direct proportion to the quantity of crop 

sold.  However, the farmer receives a stamp on a passbook, and part of the value of the levy 

entitles him/her to receive a certain amount of inputs from the fund in the following season.  

The remaining part of the levy is used for administrative costs and transportation of inputs. 

The ‘passbook’ system addresses most of the problems affecting the ‘revolving’ fund system.  

First, farmers do not have to wait for years to see the benefits of the fund because they are 

simply charged a levy in advance of the following season.  Second, there is no problem of 

credit recovery because farmers pay in advance for the inputs to which they are entitled; 
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farmers also pay for inputs at the time of crop sales when cash is readily available.  Even 

though farmers’ entitlement may not cover their entire need for inputs, their cash outlay at the 

beginning of the following season reduces dramatically.  

The empirical evidence on the creation of Region- and District-level input trust funds in 

Tanzania shows mixed results.31  By the end of 1996, district authorities had not yet raised the 

idea of an input trust fund either in Songea or in Morogoro.  In Mbinga, the District 

Agricultural Office proposed the establishment of a ‘revolving’ fund in early 1996.  Private 

traders were asked to contribute to the fund on the basis of the quantity of coffee they 

purchased in 1995/96.  However, the fund failed to make any progress by the end of the year.  

Poulton [1998b: 143] has reported that the Mtwara and Lindi Regional ‘revolving’ input trust 

funds have suffered from problems of accountability.  In those districts where primary 

cooperative societies have distributed sulphur (for cashewnut cultivation) on credit, loan 

recovery was problematic.  Also, a large proportion of the money collected by District 

Councils for the purpose of input purchase was not forwarded to the Regional input trust fund.  

On the other hand, a ‘passbook system’ input trust fund has been successfully operating since 

1995/96 in Tunduru District of Ruvuma Region.32  Also, according to Turuka,33 a relatively 

well-functioning fund supporting coffee farmers was recently created in Kigoma Region.  

In sum, input trust funds can relieve crop traders from providing inputs, a function that 

they do not normally want to perform (especially provision on credit) because they can rarely 

make a profit from it.  Due to economies of scale, trust funds can provide inputs to farmers at 

a lower price and with a wider geographical coverage.34  Releasing crop traders from the high 

transaction costs they face in input markets is also likely to increase competition in output 

markets.  Decreasing the requirements for traders’ working capital lowers barriers to entry, 

especially for small-scale traders who usually face severe constraints in obtaining loans from 

financial institutions.   
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This analysis of input trust funds does not suggest that all input trust fund will work 

properly. As we have seen above, ‘passbook system’ funds are more promising than 

‘revolving’ funds.  In both cases, accountability would increase if representatives of key 

stakeholders (traders and farmers) were included as members of the input trust fund board.  In 

any case, the separation of functions between output marketing (which can benefit from 

increased buyer competition) and input distribution and credit provision (which are often 

characterised by market failures) would benefit agricultural markets in Africa.35 

V. CONCLUSION 

This article has highlighted a number of problems related to agricultural market liberalisation 

in Africa.  The elimination of subsidies and currency devaluations have resulted in higher 

farm-gate prices for inputs.  This has led to a general reduction of input use in most African 

countries [Shepherd and Farolfi, 1999].  If we consider that average fertiliser application 

rates in Africa in 1994 were one fifth of the rates prevalent in other developing countries, 

declining fertiliser application trends raise concerns about Africa’s ability to improve food 

and export crop production [Townsend, 1999: 93].  Declining soil fertility, due to inadequate 

soil nutrient compensation [Donovan and Casey, 1998], and deforestation, due to 

extensification rather than intensification of agriculture, are also major concerns.  

The case study of Tanzania has shown that the removal of subsidies has decreased 

smallholders’ access to agricultural inputs.  Also, the withdrawal of the state from input and 

credit provision has not been adequately compensated for by private sector involvement.  This 

has led to serious market failures, particularly in peripheral areas [Chachage 1993; Putterman 

1995].  The main problems identified in the Tanzanian context have been the following: (i) 

although the involvement of the private sector has raised the efficiency of import and 

wholesale distribution of inputs, most private input traders run medium to large operations, 

are based in urban areas, and serve more accessible farmers; as a result, in a free market 

system of input provision, remote farmers have been penalised; (ii) private export crop traders 

https://www.researchgate.net/publication/5078257_Soil_Fertility_Management_in_Sub-Saharan_Africa?el=1_x_8&enrichId=rgreq-648177eae1693e259a6866f5256a7190-XXX&enrichSource=Y292ZXJQYWdlOzI0NzQ3ODQ3OTtBUzoxNDc3NTE2OTAwNTE1ODRAMTQxMjIzODE1NzE3OQ==
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are not interested in input provision, which is leading to serious market failures; (iii) market 

liberalisation and difficult credit recovery have led to a drastic reduction of access to credit for 

inputs through the cooperative system; and (iv) higher prices, difficult access to credit, and 

input market failures have resulted in a general reduction of fertiliser and agro-chemical use. 

The emergence of these problems should have opened up a debate for re-thinking 

liberalisation strategies in the agricultural sector in Tanzania in view of the failure of past 

measures to increase agricultural production.  However, this has not been the case for the 

input sector. In the 1996 Agricultural Policy of Tanzania, the Ministry of Agriculture pledged 

‘to continue to encourage and promote private input supply channels, which should fulfil 

effective demand from farmers’ [URT, 1996: 23].   In the new agricultural policy, there is no 

recognition of market failures in remote areas, and no mention of prohibitively high input 

prices and falling input use.  

Tanzania, like other African countries in similar situations, faces a number of policy 

challenges.  The reinstatement of the fertiliser subsidy could ease the difficulties faced by 

smallholders in getting access to inputs.  However, this would not be politically acceptable to 

the donors.  Furthermore, unless some form of targeting is employed (such as the use of 

vouchers), it would be hard to finance the subsidy from a tightly squeezed budget.  Also, 

targeting by region, by income, or by farm size would raise the methodological problems of 

how to measure income and how to certify land ownership in absence of land registration.  

The possibility of parallel marketing of inputs obtained with subsidies and/or of vouchers and 

the possible high administrative cost of the scheme may be other problems with this approach.  

An alternative measure that could partially offset the negative effects of high fertiliser prices 

is increased flexibility in granting food export licenses for bordering regions.  This would 

raise the relative price of food crops in relation to inputs.  However, while this measure is 

more likely to be accepted by donors, it would encounter a high level of domestic political 

resistance in the context of a highly politicised debate over food security.  A more promising 
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option would be for the Tanzanian government and its donors to promote the creation of 

regional and district-level input trust funds of the ‘passbook’ type. 

More broadly, while there has been an increasing recognition of the key factors that 

inhibit the smooth functioning of input distribution in Africa, the main policy 

recommendations are often still limited to ‘more liberalisation’ leading to a purely ‘free 

market’ system [Townsend, 1999].  Yet, the experience of several African countries suggests 

that this approach does not necessarily remove the conditions for market failure, especially in 

export crop markets and in more remote areas.  Alternatively, policy recommendations have 

suggested a more active ‘private sector development’ strategy [Badiane et al., 1997; Dorward 

et al., 1998].  This approach to the problem of input market failure entails some relatively 

easy requirements for the state, such as removing obstacles to private trader involvement in 

input markets (including licensing requirements), and providing market information.  Other 

requirements, such as improving infrastructure, are difficult for the state to put into practice.  

Even more difficult to implement are measures such as promoting land titling for farmers (so 

that they can receive collateral-based loans), and facilitating access to capital by small-scale 

traders.  To provide inputs on credit though the promotion of ‘deduction-at-source’ and ‘free 

inputs’ systems, further actions need to be taken to devise appropriate monitoring and 

sanctioning mechanisms.  These requirements are demanding in the context where private 

operators are not interested in input provision per se; where private sector involvement in 

crop markets itself is not continuous and asset-specific investment is the exception; and where 

information sharing and trust among companies is absent.36 I also indicated that local-level 

independent savings and credit societies based on group lending are unlikely to take care of 

the credit side of input provision. 

This article proposes alternative forms of public intervention.  Regulatory interventions 

such as setting exclusive zones and forcing traders to provide inputs have proved to be 

generally unsuccessful.  Reforming the cooperative system, a difficult task on its own, does 
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not necessarily solve the problem of input provision in liberalised crop markets.  As seen in 

the case of Tanzania, private crop traders tend to free-ride on the cooperatives for input 

provision.  In view of these problems, and in comparison to the various requirement of the 

‘private sector development’ strategy, the establishment of  local-level input trust funds, 

especially of the ‘passbook system’ genre, can be a feasible alternative.  Input trust funds can 

provide inputs to farmers at a lower price and with a wider geographical coverage than the 

private sector.  They can also lower entry barriers and stimulate competition in output 

markets.  In other words, by investing in a public institution to solve ‘difficult’ markets such 

as the ones for agricultural inputs and credit, welfare gains can also be transferred in crop 

markets.   

This article, far from ‘solving’ the issue of market failure in agricultural input and credit 

markets in Africa, contributes a critical view to a debate that in the last few years has been 

dominated by the ‘emerging orthodoxy’ of private sector development.  My findings call for 

more research on the ‘practical’ functioning of input trust funds, particularly on issues of 

accountability and proper management, and on the effects of other forms of public 

intervention in these markets.  In particular, more information is needed on comparative 

experiences of input provision by private traders versus input trust funds in similar structural 

settings. At the same time, I encourage a mutually constructive dialogue with those who 

advocate mechanisms that can facilitate private sector involvement in input markets and result 

in welfare benefits for farmers.  
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1994/95 1990/91 1986/87

SA 5535 1787 3121
UREA 6768 1920 3580
CAN 5767 1867 3268
average 6023 1858 3323

1994/95- 
1990/91

1994/95- 
1986/87

1990/91- 
1986/87

SA 210 77 -43
UREA 253 89 -46
CAN 209 76 -43
average 224 81 -44

Notes: * = average annual farm-gate cash price in TSh 
                  (constant 1994 prices for a 50-kg bag)
            SA = Sulphate of Ammonia
            CAN = Calcium Ammonium Nitrate

Source: Ruvuma Region and Morogoro Region Agricultural Offices

FERTILISER PRICES IN SONGEA AND MOROGORO*
TABLE 1

Difference between periods (%)

 
 
 
 
 

Songea FHS sample
1994-95 1990-91 1986-87 1994-95 1990-91 1986-87

total farming HHs (n) 60 59 45 60 56 52
HHs which obtained credit (n) 33 39 27 0 0 0
total credit obtained per borrower HH* 15262 10821 23686 0 0 0

uses (% of total credit)
fertiliser 80 55 56
sulphur 10 0 0
other agro-chemicals 10 45 44
other farm use 0 0 0

credit given for fertiliser purchase
total quantity given on credit (kg) 3645 6486 5708 0 0 0
quantity per beneficiary HH (kg) 110 166 211 0 0 0
quantity per HH (kg) 61 110 127 0 0 0

Notes:  * = TSh, 1994 constant prices; HH = household

Source:  Farming Household Survey

ACCESS TO CREDIT FROM COOPERATIVE SOCIETIES IN SONGEA AND MOROGORO
TABLE 2

Morogoro

 

 
 

1993/94 1994/95

Chemical fertiliser 19 15
Pesticide 18 18
Improved seeds 34 27

Source:  National Sample Census of Agriculture,
                1993/94 and 1994/95

TABLE 4
PROPORTION OF FARMING HOUSEHOLDS 
REPORTING INPUT USE IN TANZANIA (%)

 
 

total 
distribution

unexecuted 
orders

distribution by 
cooperative 

unions

1984/85 106355 n.a. n.a.
1985/86 117455 6519 n.a.
1986/87 130124 7772 n.a.
1987/88 133389 16625 92021
1988/89 122853 29648 52931
1989/90 130963 17203 18310
1990/91 147323 n.a. n.a.
1991/92 148303 n.a. n.a.
1992/93 112702 n.a. n.a.

Source: Fertilizer Statistics 1991/92 - 1992/93, 
              Inputs Section, Ministry of Agriculture

TABLE 3
FERTILISER DISTRIBUTION IN TANZANIA 

(1984/85 - 1992/93) (tonnes)
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1994-95 1990-91 1986-87

HHs cultivating tobacco (n) 22 21 12
HHs using fertiliser on tobacco (n) 22 21 12

SA: total quantity used (kg) 1775 2125 1475
Urea: total quantity used (kg) 0 0 0
CAN: total quantity used (kg) 0 0 0
Total quantity: all fertilisers (kg) 1775 2125 1475

quantity used per HH (kg) 81 101 123
quantity used per area planted (kg/acre) 87 94 109

Notes:    SA = Sulphate of Ammonia
             CAN = Calcium Ammonium Nitrate
Source:  Farming Household Survey

Songea

TABLE 5
FERTILISER USE IN TOBACCO CULTIVATION IN SONGEA

 

 

TABLE 6
FERTILISER USE IN MAIZE CULTIVATION IN SONGEA AND MOROGORO

Songea Morogoro FHS sample
1994-95 1990-91 1986-87 1994-95 1990-91 1986-87

HHs cultivating maize (n) 60 59 45 57 51 44
HHs using fertiliser on maize (n) 42 46 38 15 14 9
HHs perceiving the need of fertiliser for maize (n) 56 50 42 n.a. n.a. n.a.
HHs using fertiliser/HHs needing fertiliser (%) 75 92 90 n.a. n.a. n.a.

SA: total quantity used (kg) 2773 4190 4550 168 178 106
Urea: total quantity used (kg) 900 1775 275 802 843 535
CAN: total quantity used 1200 500 750 0 0 0
total quantity: all chemical fertilisers (kg) 4873 6465 5575 970 1021 641

quantity used per HH cultivating maize (kg) 81 110 124 17 20 15
quantity used/area planted (kg/acre) 44 56 61 8 10 6

HHs using animal manure (% of maize farmers) 12 14 11 14 12 9

Notes:  SA = sulphate of ammonia
           CAN = calcium ammonium nitrate
Source:  Farming Household Survey  

 
 
 
 

TABLE 7
FERTILISER USE IN OTHER CROPS IN SONGEA AND MOROGORO

Songea Morogoro FHS sample
1994-95 1990-91 1986-87 1994-95 1990-91 1986-87

HHs using fertiliser in other crops (n) 17 15 10 12 9 6
total quantity used (kg) 550 1030 992 705 706 465
quantity per HH (kg) 9 17 22 12 12 9

Source:  Farming Household Survey  
 
 
 
 

TABLE 8
USE OF AGRO-CHEMICALS IN COFFEE CULTIVATION IN SONGEA

1994-95 1990-91 1986-87

HHs owning coffee trees (n) 18 17 13
farmers applying fungicide/insecticide (n) 10 15 12
quantity of insecticide sprayed (lt) 10 15 12
quantity of insecticide sprayed per HH (lt) 0.56 0.88 0.92
quantity of insecticide sprayed per area (lt/acre) 0.55 0.82 0.84
quantity of fungicide sprayed (kg) 228 240 192
quantity of fungicide sprayed per HH (kg) 12.7 14.1 14.8
quantity of fungicide sprayed per area (kg/acre) 12.5 13.2 13.5

Source:  Farming Household Survey  

 

 

NOTES 
 
 
1  In this article, by ‘agricultural inputs’ I mean seasonal inputs, such as improved seeds, 

chemical fertilisers and agro-chemicals (pesticides, fungicides, and herbicides), but not 

labour.  By ‘Africa’, I mean Sub-Saharan Africa. 
2  The term ‘monopoly’ usually refers to situations in which the supply of a product (such as 

fertiliser) is dominated by one actor.  In the case of domination of the purchase of a product 
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(such as a crop), the appropriate terms should be ‘monopsony’.  However, for easier reading, I 

use ‘monopoly’ to cover both situations here. 
3  Poulton et al. (1998) list five of these positions. Here, I list the three most important ones in 

relation to the discussion of input and credit markets. 
4 Failures in output markets are commonly cited in the case of food crops in remoter areas 

[Cleaver and Donovan, 1995; Griffon and Hilmi, 1996; Pletcher, 1998; Ponte, 1998; 

Putterman, 1995; Townsend, 1999].  According to Shepherd and Farolfi [1999] a few export-

crop producing regions in Africa are also in danger of being marginalised due to the failure of 

assuring volume and consistency of supply to major international traders (see also [Raikes 

and Gibbon, 2000]). 
5  ‘Interlocking’ is defined as the ‘provision of seasonal inputs on credit using the borrower’s 

expected harvest of the crop in question as a collateral or a substitute to guarantee loan 

repayment’ [Poulton et al., 1998: 44].   
6   I carried out fieldwork at the national level (in Dar es Salaam) and in two districts: Songea 

and Morogoro Rural Districts.  I selected three villages in each district for the local case-

studies: Ligunga, Lipaya and Lilondo villages in Songea Rural District, and Kanga, Mlali and 

Langali villages in Morogoro Rural District. Each village represents one of the main three 

agro-ecological zones of each district and has a different degree of accessibility from the 

major district town.  Primary research at the village level included:  interviews with local 

informants, informal conversations with villagers, Rapid Rural Appraisals (RRAs), and a 

Farming Household Survey (FHS).  The FHS consists of semi-structured interviews with 

various members of a random sample of 120 farming households, twenty in each of the six 

selected villages. In each household, recall data was collected for three agricultural seasons 

(1986/87, 1990/91, and 1994/95).  These three farming seasons provided a timeline for 

evaluating the development of agricultural market liberalisation in Tanzania and its 

consequences at the household level.  The 1994/95 season was the most recent one that could 

be examined in its entirety.  The 1986/87 season was chosen as a proxy for the pre-

liberalisation period.  The 1990/91 season provides a mid-point of examination.  Village-level 

and most of the district-level interviews were carried out in Swahili by the author.   
7  An alternative explanation of why fertiliser subsidies were introduced in Tanzania is that 

the government needed to stimulate demand for fertiliser in order to find customers for the 

expensive fertiliser produced at the Tanzania Fertiliser Company factory.  The factory, which 

https://www.researchgate.net/publication/260507689_Fast_Crops_Fast_Cash_Market_Liberalization_and_Rural_Livelihoods_in_Songea_and_Morogoro_Districts_Tanzania?el=1_x_8&enrichId=rgreq-648177eae1693e259a6866f5256a7190-XXX&enrichSource=Y292ZXJQYWdlOzI0NzQ3ODQ3OTtBUzoxNDc3NTE2OTAwNTE1ODRAMTQxMjIzODE1NzE3OQ==
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started to operate in 1972, was built on the basis of a poor feasibility study and was producing 

fertiliser at a higher cost than imported fertiliser [Coulson, 1979].  
8  In other African countries (especially in Francophone West Africa), currency devaluation 

was a major factor in increasing farm-gate prices for imported fertilisers. This has not been 

the case in Tanzania because the government did not allow the Tanzania Fertiliser Company 

to adjust the nominal fertiliser price following devaluation.   
9  Subsidy estimates are in Carr [1989] and Riosesco [1989].  Other studies have estimated 

the implicit subsidy to be 60-66 per cent of the total cost [Turuka 1995: 64-4].   
10  In the late 1980s, the Southern Highlands (Mbeya, Iringa, Rukwa and Ruvuma Regions) 

accounted for almost 70 per cent of fertiliser consumption in the country [URT 1992a: 49]. 
11 Other agricultural inputs have experienced a different transition than the one described in 

the case of fertiliser.  Before 1987/88, import and distribution of agro-chemicals had been 

open to public and private institutions, but all imports had to be done through the Agricultural 

and Industrial Supplies Company (AISCO).  After liberalisation, importers have been able to 

procure agro-chemicals more easily and to buy them directly in the international market 

[URT, 1992c: 17].  In the case of the seeds industry, production, import and distribution was 

confined to the Tanzania Seed Corporation (TANSEED) until 1989/90 when prices were 

liberalised and private institutions were allowed to enter the market [URT, 1992b: 65].  
12  Songea Rural District is located in Ruvuma Region, at about 800 kilometres from Dar es 

Salaam.  In the 1980s, the main cash crops cultivated in this district were maize, tobacco, and 

coffee.  In the 1990s, beans and bananas have also became important sources of cash income 

[Ponte, 1998].  Due to the depletion of natural soil nutrients, farmers have to apply fertiliser 

to tobacco and maize to obtain decent yields.  Sulphate of ammonia is the most commonly 

used fertiliser for this purpose.  Farmers were trained to apply sulphate of ammonia on 

tobacco in the 1960s campaigns, and they started applying it on maize under the influence of 

the National Maize Programme in the 1970s.  Insecticides and fungicides are used in coffee 

production;  calcium ammonium nitrate and/or animal manure are also commonly applied on 

coffee.  

Morogoro Rural District is located at about 200 kilometres from Dar es Salaam and enjoys 

good transport infrastructure.  Historically, the district has been one of the major producers of 

fruit and vegetables consumed in Dar es Salaam, and one of the main producers of paddy in 

the country.  In the 1990s, Morogoro has also become a major producer of tomatoes.  In 
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Morogoro, a small minority of wealthier farmers use herbicide in paddy cultivation, and 

farmers on the Uluguru Mountains apply fertiliser on maize.  Moderate quantities of inputs 

are used in horticulture and potato cultivation.  Coffee farming has almost disappeared in 

Morogoro;  therefore there is little demand for coffee inputs.  Insecticide is used for cotton, 

but the cultivation of this crop has decreased dramatically in the district due to marketing 

problems. 
13  Source:  Songea District Annual Reports of Agriculture (1987 and 1988).  
14  From 1993, TTMPB was renamed Tanzania Tobacco Board (TTB). 
15  Source: Songea District Annual Reports of Agriculture (1989 and 1990).   
16  It is unclear why the management of the union decided to order such a big quantity of 

sulphate of ammonia, when total distribution of all fertiliser from all suppliers in 1993/94 had 

been 12,856 tonnes (of which only 3,793 of sulphate).  A local informant suspected that the 

management of the union had some ‘vested interest’ in commissioning a large quantity of 

fertiliser from a specific company in Dar es Salaam. 
17  Source:  Songea District Input Coordinator. 
18  Source:  Ruvuma Region Input Coordinator. 
19  In Table 3, the total distribution column does not include unexecuted orders, which are the 

difference between the estimated demand for fertiliser and the actual amount distributed.  

Before the liberalisation of input marketing, fertiliser distribution was not only carried out by 

the unions but also by other parastatal companies (such as the Tanzania Fertiliser Company 

and occasionally by the crop marketing boards);  therefore, the column on distribution by the 

unions does not match the column on total distribution.  After market liberalisation, private 

traders also started to distribute inputs;  unfortunately, data on the breakdown of fertiliser 

distribution by type of distributor is not available due to the difficulty in collecting data from 

private operators. 
20  Havnevik and Hårsmar [1999: 27], comparing two national-level agricultural surveys, 

have argued that the use of fertiliser in Tanzania has increased between the 1987/88 and 

1994/95 seasons.  There are two problems with this argument.  The first is about the reliability 

of their comparison.  The 1987/88 Agricultural Sample Survey was carried out on a limited 

sample framework of 50 village clusters, while the 1993/94 and the 1994/95 National Sample 

Census of Agriculture (which I used for my comparison) were both based on a much more 

representative sample framework of 540 villages.  The second problem with Havnevik and 
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Hårsmar’s statement is that a higher proportion of farming households applying fertiliser does 

not necessarily mean higher overall use, especially as use per household seems to be 

decreasing. 
21  Similar results are found in a study carried out in the early 1990s by the Food Studies 

Group and Sokoine University of Agriculture [1992].   
22  Source:  RRAs in Morogoro District and village-level interviews. 
23  For example, Shepherd and Farolfi [1999] report that the ‘free market’ system has emerged 

in a majority of the ten export crop markets they surveyed.  They report that a ‘free market’ 

system has emerged in the cases of cocoa in Cameroon and Nigeria, and of coffee and cotton 

in Tanzania and Uganda (although in 1998/99 a credit scheme was experimented in Uganda, 

see following sub-section).  Input provision in the case of cotton in Mali is still provided on 

credit by the cotton parastatal which has maintained a monopolistic position.  In the case of 

cotton in Zambia, where there is a competitive market, a system similar to the one operating 

in Mali is run by the major cotton companies through outgrower schemes.  The input situation 

of coffee in Ethiopia is not documented, although the case study is part of Shepherd and 

Farolfi’s review. 
24  According to Poulton [1998a], private companies in Ghana have retained this system even 

after 1995 in the case of agro-chemicals. 
25 Alternatively, Dorward et al. [1998] name this system ‘interlocking of contracts’. 
26  On the limitations of the ‘deduction-at-source’ system in its ‘contract farming’ 

configuration, see also Jaffee and Morton [1995: 100]. 
27  A study by Stockbridge et al. [1998] showed that the ‘deduction-at-source’ system worked 

successfully where information sharing was successfully implemented among buyers, as in 

the case of cotton in Sindh Province, Pakistan. 
28  The Liberalisation Act of 1993 does not provide the power for local governments to 

impose special conditions on private traders nor to apply different regulation systems at the 

local level.  Therefore, this is a case of local-level ‘creative’ implementation of policy reform 

instead of an instance of decentralising powers to local governments. 
29  This type of ‘deduction-at-source’ system failed completely in the case of cotton marketing 

in Morogoro, Tanzania. 
30  Even the long-established informal credit associations of West Africa, such as the susus in 
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Ghana and the tontines in Francophone countries, are almost exclusively geared towards trade 

and other non-farm activities [Jaffee and Morton, 1995: 108-10]. 
31  A national-level ‘revolving’ input trust fund was also established in Tanzania in the mid-

1990s to provide a credit facility for input importers.  Unfortunately, the government’s budget 

allocation for this fund has decreased in recent years, which may create supply problems at 

the wholesale level. 
32  Source: Ruvuma Region Inputs Coordinator; see also Poulton [1998b: 143]. 
33  Personal communication. 
34  Evidence in this direction is provided by Poulton [1998b] in the case of sulphur provision 

in Southern Tanzania. 
35  The recent experiment of input provision for the cotton sector in Uganda described earlier 

was also based on the division of functions between crop purchase and input provision on 

credit.  However, in this case, the system suffered from the basic problems of a ‘free inputs’ 

system. 
36  In the case of the cotton sector in Ghana [see Poulton 1998a, 1999], the relative success of 

the ‘deduction-at-source’ system is based on at least two factors that do not apply to many 

other African cases: (i) the ready availability of credit for private traders (whose credit 

worthiness was pre-surveyed by the state agricultural development bank); and (ii) the fact that 

most Ghanaian cotton is sold in the domestic market so traders do not need to use all their 

working capital in order to meet a ‘market window’ deadline. 
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