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PREFACE

High quality institutions lower transaction costs, encourage trust, reinforce property
rights and avoid the exclusion of sections of the population. Overcoming institutional
bottlenecks that constrain entrepreneurial activities and the development of the private sector is
a prerequisite for achieving pro-poor growth, in particular in Africa. As part of the Development
Centre’s Work Programme 2005/2006 on institutional requirements for advancing peace and
development in sub-Saharan-Africa, this explorative study sets the stage for forthcoming in-
depth case studies in Ghana and Cameroon.

By reviewing an impressive amount of studies, this stocktaking exercise fulfils two objectives:

First, it reviews the literature in order to identify what is already known and to detect
gaps in the literature where further work is necessary. The author clearly shows that there is now
a wide consensus on the importance of egalitarian social norms for institutional and economic
outcomes, in particular in sub-Saharan Africa. The impact of these norms on outcomes can in
principle be positive or negative: On the one hand they allow farmers to manage risk and to
operate in a difficult environment characterised by widespread market failures. On the other
hand, however, they also work against agricultural development by for instance taxing
successful entrepreneurs and favouring exclusionary practices. Whereas a lot of work has been
done on the general impact of institutions on agricultural development, the treatment of single,
specific institutions in the literature remains fragmented and lacks an overarching conceptual
framework. Opening the big black box that comprises “institutions” is however of utmost
importance if one wants to come up with meaningful and practical policy conclusions.

Secondly, this paper offers a conceptual framework that is applicable beyond sub-Saharan
Africa. In fact, highlighting the various channels running from “institutions” to “institutional
outcomes” and then via the “interaction and decision area” to “economic outcomes” is a very
useful tool to clarify concepts and terms and a first step in systematising the analysis of
institutional bottlenecks. The framework presented in this paper also shows the various and
complex interactions that policy analysts and policy makers have to take into account for
informed decision making.

This paper is a necessary starting point for achieving the overall objective of this Work
Programme activity that is to draw lessons of how institutional constraints can best be remedied.
In the context of increasing competition and frequent inter-cultural exchanges, adapting
institutions to make development possible and inclusive is an important pre-requisite for
achieving poverty-reducing growth and the attaining the Millennium Development Goals.

Louka T. Katseli
Director
OECD Development Centre
March 2006
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RESUME

La médiocre performance de I'agriculture africaine est a mettre au compte non seulement
d’une donnée naturelle difficile et d"une histoire de politiques extractives, mais aussi de goulots
d’étranglement institutionnels fondamentaux. Ce document de travail présente un cadre pour
I'analyse des goulots d’étranglement empéchant le développement agricole en Afrique sub-
Saharienne. Il passe en revue la littérature au sujet des institutions et du développement agricole
afin d’identifier les principaux obstacles institutionnels auxquels 1’agriculture africaine fait face.

Les institutions évoluant lentement, telles les institutions sociales ou la culture, touchent
et affectent la plupart des transactions économiques, introduisent parfois des distorsions dans les
incitations des agents et contraignent souvent leurs choix possibles. Le manque de dynamisme
de beaucoup de marchés agricoles a aussi des causes institutionnelles, plus particulierement
I’échec du systeme formel d’exécution de contrats et des structures de gouvernance.

La prévalence de goulots d’étranglement institutionnels crée deux défis pour la
formulation de politiques. Premierement, de concevoir des politiques qui puissent tirer parti de
I'environnement institutionnel existant tout en évitant les écueils qu’il présente. Deuxiemement,
d’entreprendre des réformes institutionnelles qui créent des institutions non seulement efficaces
mais aussi adaptées a I’environnement institutionnel d’ensemble.
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SUMMARY

The poor performance of African agriculture can be attributed not only to a difficult
natural endowment and a history of extractive policies, but also to fundamental institutional
bottlenecks. This paper presents a framework to analyse institutional bottlenecks for agricultural
development in sub-Saharan Africa. It goes on to review the existing literature on institutions
and agricultural development in order to identify the main institutional obstacles for African
agriculture.

Slow-moving institutions, such as social institutions or culture permeate and influence
most economic transactions, sometimes distorting incentives and often constraining the choice
set of individuals. The lack of dynamism of many agricultural markets can be traced to
institutional causes, especially the failure of the formal contract enforcement edifice and of
governance structures.

The prevalence of institutional bottlenecks presents two challenges for policy making.
First, to design policy that can take advantage of the existing institutional environment to
achieve its aims while avoiding the identified pitfalls. Second, to undertake institutional reform
that not only creates effective institutions but also institutions that are a good fit to the overall
environment.

© OECD 2006 7
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I. INTRODUCTION

Since the early 1980s, African economic performance has been markedly worse than that
of other regions. Per capita GDP declined by 1.3 per cent p.a. during the 1980s, and by 1.8 per
cent p.a. between 1990 and 1994. In the last decade, sub-Saharan Africa’s aggregate performance
has been better but, at 0.8 per cent growth on average, it is hardly encouraging.

Accounting for about 20 per cent of GDP in the region (World Bank, 20054), two thirds of
livelihoods and 40 per cent of exports, agriculture dominates the economies of many countries in
the region (World Bank, 2000). Despite the importance of the agricultural sector, its performance
over the last 30 years has been disappointing: agricultural and food production per capita have
stagnated in the last ten years (FAO, 2005), cereal yields are less than half those of other
developing regions. Moreover, a large fraction (at least 60 per cent) of what agricultural growth
Africa did achieve in the last ten years came about via increases in the area under cereals. This is
a different pattern to that found in other regions and one that poses questions about the
sustainability of such growth. If Africa is to feed itself, lift its people out of poverty and attain a
satisfactory level of sustainable growth, the poor performance of its agricultural sector must be
redressed.

Africa’s agricultural performance has been explained in the literature in turn by
geography, demography and policy. Its difficult natural endowment — landlockedness (Collier
and Gunning, 1999a), poor land quality (Voortman et al., 2000), endemic livestock and human
disease as well as low population density — while crucial, is not a sufficient explanation for
performance, indeed it fails to explain many intra-regional differences in agricultural
development. It is also true that African agriculture has been subjected to centuries of extraction
and taxation policies. However, it is important to concentrate on what has determined those
policies, as well as the response (of lack thereof) of private agents to such policies. It is the view
of this paper that institutional explanations are fundamental in fostering our understanding of
the state of sub-Saharan Africa’s agricultural performance and in formulating adequate policy.

This paper takes the view that there exist fundamental bottlenecks created by the
institutions that govern or impact upon sub-Saharan Africa’s agricultural development. It
reviews the literature in order to identify those institutional characteristics that impede
agricultural development in sub-Saharan Africa. Recent years have seen an explosion of the
economic literature on the effects of institutional arrangements or institutional quality on various
growth and development outcomes as well as widespread recognition that institutional
characteristics matter for the process of economic development — see (Jiitting, 2003) for a review.
This paper is an attempt to frame that literature in the specific case of agricultural sector
development and identify priority areas for research and policy action.
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While bearing in mind the physical, political and geographical heterogeneity of sub-
Saharan Africa, this paper takes the view that due to the difficulty in measuring institutional
characteristics and quality, much richer information is contained in microeconomic analyses of
institutions. Hence it draws heavily on examples from microeconomic case studies. It will
become apparent, that despite great variation, sizeable sets of countries often share a number of
institutional characteristics and are faced with similar challenges.

The approach taken is macro-systemic, that is to say institutions, their outcomes and their
impact on agents’ choices are considered within the overall institutional environment, that
includes social, legal and customary normes.

The remainder of the paper is organised as follows: section II clarifies what is meant by
“institutions” and specifies the set of outcomes of interest, and goes on to suggest a framework
for the analysis of the interaction of various types of institutions in generating agricultural
development based on a classification of institution according to the speed and source of change,
section III focuses on slow-moving institutions, specifically social institutions, property rights
and the legal infrastructure, section IV studies fast-moving institutions such as contract and
property rights enforcement, political institutions and institutional market infrastructure,
section V looks in more detail at those policies such as regional integration and structural reform
that are bent on institutional change and have wide ranging impact, section VI summarises and
concludes.

© OECD 2006 9
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II. INSTITUTIONS AND AFRICAN AGRICULTURAL DEVELOPMENT:
A FRAMEWORK FOR ANALYSIS

Definitions of Key Concepts

This paper carries out an analysis of the institutional determinants of agricultural
development. Agricultural development is defined as the process that creates the conditions for
the fulfilment of agricultural potential. Those conditions include the accumulation of knowledge
and availability of technology as well as the allocation of inputs and output.

Such a complex and multi-faceted process has many different outcomes of interest. In
terms of outcomes, it is useful to distinguish three broad categories of indicators: output
production, output composition and technology use. As a first approximation, and bearing in
mind the gravity of food security issues in Sub-Sahara Africa, crop production per capita can be
used as a crude indicator of agricultural development. However, not only is it the case that
agricultural output growth in Africa has lagged behind population growth in the last two
decades, but a large fraction of output growth has been the consequence of increased cereal
cultivation area rather than increases in productivity. This raises concerns with regards to the
sustainability of the current growth rate, hence the necessity to take into account the intensity of
cultivation and the technology used. A further distinction between final outcomes and
intermediate outcomes is useful, especially in cases where final outcomes are difficult to measure
(such as sustainability) or require normative assumptions to be assessed (such as distributional
issues).

The final outcomes of interest are: i) the level and composition of production (food vs.
cash crops); ii) the sustainability of production processes and agricultural growth; and iii) the
efficiency of the allocation of agricultural products. Many of the studies reviewed focus instead
on intermediate outcomes such as technology adoption and development, input use, output
composition at the farm level or output marketing channels and practices. This paper will follow
the literature in this respect but it bears in mind that how final outcomes depend on such
intermediate outcomes can include institutional factors, especially in terms of output distribution
and allocation.

Following North (1990), institutions are defined as “the humanly devised constraints that
shape human interaction”. These constraints include formal and informal rules and norms that
determine what activities individuals are permitted to undertake and how. Hence, institutions
constitute the framework where human interaction takes place. From a choice theoretical
perspective, they determine, along with scarcity and technology, the opportunity set of an
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individual or an organisation as well as the incentives they face. The study of the functioning of
specific organisations — which are groups of individuals acting on pursuit of a common goal — is
beyond the remit of this definition, and of the analysis undertaken by this paper. However, the
rules and constraints that determine the governance of organisations, be they public or private,
do constitute an integral part of the set of rules and norms that are analysed in this paperl.

Slow- and Fast-moving Institutions

The process of development can be seen as the result of the interaction between
institutional change and technological progress. In understanding not only what institutional
characteristics impede or contribute to agricultural growth but also what policy can do to
alleviate these problems, it is useful to place the discussion in a framework that allows for
institutional change. Roland (2004) suggests classifying institutions according to the speed at
which they change. “Slow-moving” institutions comprise culture and social norms, while “fast-
moving” institutions encompass legal and political systems.

A key element of this distinction is whether institutional transformation can be achieved
by fiat (that is by authoritative decision), which is crucial for deriving policy implications. Hence,
fast-moving institutions are more likely to be the subject of policy than slow-moving institutions.
To name but one example that will be treated at length below, the definition of land property
rights typically embeds notions of belonging and citizenship that have strong cultural
components and cannot be changed by just changing the definition of citizenship in a country’s
constitution. However, what is of crucial importance for economic incentives is the degree of
effective property rights: the set of rights that an individual perceives to be his and the degree to
which they are likely to be enforced by the police or courts. While the government can do little to
change underlying customary rights, it can legislate or otherwise determine how courts or the
police apply the law and hence substantially more quickly alter the institutional outcome
(effective property rights).

In this framework, fast-moving institutions are seen as constructed given a set of slow-
moving institutions. This framework draws on Williamson’s (2000) hierarchical classification of
institutions into four distinct levels of economic analysis — social theory, property rights
economics, transactions costs economics and neoclassical economics — but acknowledges that
tensions exist between the two levels of institutions and postulates that these tensions are the
source of institutional change while Williamson’s (2000) classification focuses on feedback effects
between different levels without specifying the form they may take or how they lead to
institutional changez. Hence, for example, legal rules do not limit themselves to specifying what

1. North distinguishes between the institutional environment — at the economy level — and the institutions
of governance — at the firm level — and is primarily concerned with the former. Williamson (2000),
among others, has analysed the latter in detail.

2. Asnoted by Roland (2000, p. 117) the classification of institutions between slow- and fast-moving also
parallels Marx’s theory of institutional change with the differences that “the Marxian scheme classified
all institutions as part of the superstructure” and that technology (which is not an institution) is the
main component of Marx’s “productive forces”.

© OECD 2006 11
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is to happen in cases where social norms are silent, but complement (and sometimes contradict)
those social norms. We will include among slow-moving institutions what Williamson refers to
as “embedded” institutions, which include religion and identity or citizenship rules.

While many slow-moving institutions, especially those rooted in cultural beliefs, fall in
the remit of informal institutions and many fast-moving institutions are formal institutions, the
two classifications do not exactly overlap. Firstly, if one considers institutions as common
equilibrium strategy (see, for example, Greif, 1994) then it is apparent that the degree to which
those strategies are enshrined in law or other written statutes does not determine how quickly
they can evolve. In other cases, the formalisation of an institution, such as the family or
ownership can lead to substantial changes in the underlying rules.

Such a systemic approach has the advantage of incorporating a certain degree of
complementarity or substitutability between institutions. In particular, more slowly evolving
social norms can be relied on to provide an outside option when the corresponding fast-moving
institution fail or do not exist. For example, mutual aid norms can help an individual in time of
need or illness when formal insurance markets are unavailable. They can also provide outside
options that can be used as “threat points” and hence determine the outcome of a relationship
governed seemingly by a fast-moving institution.

Specific institutions can impede development in three different ways. Firstly, institutions
that are ineffective in generating a specific outcome will result in negative institutional outcomes
that can lead to adverse incentives or reduced opportunity sets. Secondly, institutions that are
not adapted to the overall institutional framework can fail to generate the desired outcome. For
example regulations or laws that go against social norms may not be accepted by the population
and thereby not only fail to be enforced but also decrease the confidence of the population in the
regulatory or legal body. Finally, some institutions can prevent the emergence of potentially
more efficient arrangements when institutional change requires collective action to be carried out
effectively. This includes situations where norms create specific vested interests but also
situations where externalities or the concentration of power make collective action more difficult
by decreasing its perceived benefits or by increasing its perceived costs respectively.

While the emphasis in (Roland, 2004) is on institutional change, the objective of this paper
is slightly different. In what follows, the focus will be on drawing a picture of institutional
characteristics and outcomes in order to determine which institutions act as bottlenecks in the
process of agricultural development in sub-Saharan Africa today. The slow/fast framework is
however useful on two accounts: it allows the identification of bottlenecks in fast-moving
institutions, which are more likely to be the subject of policy and it allows the identification of
norms that impede the development of other institutions.

Application to Agricultural Development

The proposed framework can be applied to agricultural development by focusing on the
institutional outcomes of interest, namely effective property rights, the organisation and
contractual governance of production, the accumulation and dissemination of technological
knowledge and the organisation of exchange and allocation of output. To these we will add
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political outcomes such as the provision of public goods which are of crucial importance for
agriculture (extension, infrastructure). Figure 1 presents a summary view of the interactions
considered. We separate the domains of analysis into four categories: institutions, institutional
outcomes, decision-making and economic outcomes. The outcomes of interest are re-stated in
Figure 1, classified as per the discussion above into intermediate and final outcomes.

© OECD 2006 13
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Figure 1. A Framework for the Analysis of Institutional Bottlenecks in Agricultural Development
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Underlying the institutions that constitute the focal point of this paper are factors that
can be taken as exogenous. These include most importantly geography and agro-climatic
conditions, as well as history. In the African context, the diversity of external factors is a
major source of heterogeneity not only in agricultural outcomes but also in institutional
characteristics and institutional outcomes. As presented, among others, by Platteau (2000),
different geographical and agro-climatic factors can lead to the construction of very different
social structures and institutions and hence to very different institutional outcomes.

Going right-to-left in Figure 1, outcomes are considered to be the result of the
behaviour of individuals within an institutional, technological and natural context. Hence,
individual decisions are made subject to: i) an opportunity set which consists of the available
technology and marketing or contracting opportunities; ii) the set of transaction costs
associated with each opportunity; and iii) the incentives generated by the institutional
framework.

This paper focuses on the interactions of institutions with the constraints on decision
that lead to agricultural outcomes. It is not straightforward to attribute a particular constraint
on the individual farmer to either fast- or slow-moving institutions. It is easier to see how a
specific institutional outcome impacts on the opportunity set, constraints or incentives faced
by a decision maker.

Hence the approach will be to determine the set of institutions within a class (slow- or
fast-moving) that determine a set of institutional outcomes, describe the relevant institutions
and to some extent their interactions and then go on to present evidence on how such
institutional characteristics impact on the decision set of individual economic agents and/or
on the outcomes of interest.

Effective property and contracting rights determine the opportunity set of the
individual in terms of access to inputs — land, finance and knowledge. Property and
contracting rights form the bundle of actions available to each individual, such as the right to
plant trees or to sell in forward markets. The definition of those rights is fundamentally the
result of a set of slow-moving institutions, including social use and transfer rights allocation
rules, as well as the formal legal property definition and administration edifice. However,
their effective enforcement relies on legal and judicial rules over which governments are
expected to have authoritative power. Absent formal rule of law, enforcement happens via
social coercion or social pressure —exerted by the clan or kin group, but also via business or
trade networks.

Contractual and organisational governance determine the distribution of decision
power in economic relations. Hence, they alter individual incentives for producers,
politicians and bureaucrats. This paper follows Williamson (2000) in proposing a framework
in which an underlying assumption is that contracts and norms are incomplete and hence
governance structures are necessary to allocate decision power when such accepted rules are
silent. Specifically, governance determines the means farmers have of accessing both markets
and public organisations, including for example extension services. It also determines their
participation and weight in political processes that determine agricultural policy and the
availability of key public good inputs, such as infrastructure and research. The framework
distinguishes between the private and public spheres in terms of organisation and
governance as they are typically observed separately and governed by different sets of

© OECD 2006 15
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institutions and in particular different legal bodies. It should be recognised, however, that
there is much overlap between corporate and political governance institutions and that there
is much interaction between political and corporate governance outcomes.

The final two institutional outcomes of interest are more self-explanatory.
Technological progress and dissemination determine the available technology and the
amount of information the farmer has about each method of production. They are the result
of various institutions that allow communication, including organised research and
extension systems. Finally, the prevalent organisation of exchange and allocation of goods
determines marketing opportunities and prices or terms or trade faced by farmers. It is a
crucial element of his opportunity set.

In order to identify crucial institutional features for agricultural development, it is
useful to determine what the relevant economic characteristics of agriculture are. First and
foremost, because of its use of land, agriculture will be greatly affected by geography and
agro-climatic conditions. Moreover, as land ownership and use play an important role in the
construction of collective identity; both “embedded” institutions such as those defining
collective identity, belonging to a group or citizenship, as well as other social institutions
often govern land use and ownership.

Secondly, the nature of agricultural activity makes agricultural production a risky
activity through its dependence on climatic and natural conditions, as well as one where
investment and return are separated in time, hence the importance of risk-sharing and
income- and consumption-smoothing practices, including credit and insurance. For this
reason, the set of feasible and enforceable contracts is of utmost importance. Public contract
enforcement, which relies on courts and the law, is a relatively fast-moving institution but
contract enforcement is also the result of social networks and interactions and the rules that
govern them. As explored in depth below, in rural Africa a number of social and otherwise
informal institutions act to fulfil roles which are in the realm of formal institutions in
industrialized countries.

Finally, markets and the institutions that support them will receive special attention
as the expansion of the marketing opportunity set is a key precondition to the evolution of
agricultural practices beyond subsistence agriculture to the extent that the market is the
predominant form of exchange.

For each institution or institutional outcome analyzed below, the main question to be
asked is not only whether it is effective, but also whether the institution creates a bottleneck
for agricultural development by providing adverse incentives or unduly restricting
opportunity sets. As suggested above, this can happen because an institution is inherently
ineffective as some parts of formal law are or inefficient such as discriminatory practices, but
it can also happen when a set of norms provides adverse incentives towards specific actions,
especially investment and capital accumulation, or when it unduly restricts the opportunity
set by casting technologies or actions as not acceptable, or when it impedes the evolution or
emergence of other, potentially more efficient, arrangements.
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III. SLOW-MOVING INSTITUTIONS

This section examines three types of slow-moving institutions, namely social
institutions, property rights and the legal infrastructure. While a short description of the
concerned institutional characteristics is pertinent, the accent is on whether and how those
institutions can create bottlenecks for agricultural development.

III.1. Social Institutions

The pervasive role of social institutions on economic performance has been
recognised both in the macroeconomic literature, often in the form of measured “social
capital” or trust (Knack and Keefer, 1997), and in the microeconomic literature. However a
key difference is that social capital tends to measure the intensity of interaction (by
measuring participation in associations, for example) rather than the context in which it takes
place. Measures of trust, however, can capture to some degree the outcomes of social norms.
In this light, claims that sub-Saharan Africa’s lack of social capital causes bad economic
performance (Collier and Gunning, 1999a2) need to be considered with the caveat that
measures of interaction are outcome measures themselves.

Social institutions play an important role in any economic environment that is
characterised by information asymmetry, enforcement problems and repeated interaction.
This is because through the repeated (social) interaction that is the locus of social norms,
agents gain an informational advantage. Moreover, the fact that various types of exchange
take place allows implicitly (or, less frequently, explicitly) interlocked transactions, which
can benefit from complementarities. Finally, repeated interaction serves to build trust, hence
giving the relationship itself value’.

There are two main reasons why social institutions may be of particular importance
in the context of African agriculture. Firstly, the lack of state capacity means that norms,
regulations and organisations that are of the domain of the law in industrialized countries
(property rights enforcement, social security) remain informal and social in nature. Secondly,
in a rural setting characterized by low population density, a sparse infrastructure network
and tribal societies, characteristics of much of sub-Saharan Africa, social norms are likely to
be more resilient to changes in the economic environment.

In what follows, it will become apparent that there are two distinct but related
principles guiding the formation of social institutions in sub-Saharan Africa, especially those
formed in the context of a tribal society: survival and equality. Norms to ensure the survival
of a community or its members can manifest themselves in the form of risk management
mechanisms, in particular risk-sharing mechanisms. The pursuit of an egalitarian principle

3. See Fafchamps (1992) for an exposition of social institutions in the context of repeated game theory.
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takes many different specific forms, which are often consistent with risk sharing mechanisms
but can often have far reaching consequences in domains other than risk sharing.

Why can social institutions create bottlenecks for development? As noted by Platteau
and Hayami (1998),“while community norms are generally geared for reducing subsistence
risk, they may either promote or obstruct efficient utilisation of resources depending on the
nature of historically determined norms as well as current environmental and social
conditions”. Indeed, risk-sharing and especially egalitarian norms, by taxing the successful,
can provide adverse incentives for the accumulation of assets and wealth and ultimately, for
productive investment.

Moreover, keeping social norms can require a substantial investment in itself, be it in
monetary terms (such as mutual gift exchange) or in terms of time. Striving to enforce or
evade social norms can distort investment incentives away from the financially optimal
strategy4.

Finally, many social norms apply only to a subset of the population or otherwise
discriminate against certain groups, such as purdah limitations on women’s movement or
kinship requirements for owning land. Such exclusionary practices not only have an adverse
distributional effect, but by keeping some categories of the population from fulfilling their
potential, also constitute bottlenecks for development.

Risk Sharing

What role does risk play in agricultural development? When faced with risks,
households will modify their behaviour to better cope with it, which will alter their saving,
investment and production patterns. For example, exposure to risk has been blamed for the
resistance of the poor towards the adoption of new technology because of risk aversion
(Sandmo [1971] cited in Fafchamps [1999]), because of fear of bankruptcy (Fafchamps, 1999),
or due to the uncertainty inherent in the novelty of the technology. Fafchamps (1999)
postulates that risk aversion is not likely to result on its own on non-adoption — although it
might if there are indivisibilities in adoption — but is a good explanation for partial adoption
as a form of diversification. Households will also accumulate more liquid assets when faced
with risks in order to smooth consumption when they are hit by shocks.

Social mechanisms that provide insurance play a key role in reducing the exposure to
risk of farmers or, to the degree that such insurance is elective, in enabling them to better
cope with risks. Indeed, insured individuals can act as risk neutral individuals would and
hence choose the option that maximises expected value. From this perspective, and given the
lack of formal insurance and the feebleness of state social security, social risk sharing
mechanisms have the potential to foster investment and growth.

There is ample evidence that rural households in the developing world face risks that
are to a large degree idiosyncratic (Morduch, 1999; Udry, 1990; Deaton, 1997). Up to three
quarters of the variation in income is household specific. There is also evidence that
households do not bear the full extent of these risks. There is also ample evidence of risk
pooling within households (Dercon and Krishnan,2000), villages (Deaton, 1997;

4. It should be noted that the view that such investments are wasteful or otherwise suboptimal is far
from unanimous (see, for example, Mazzucato and Niemeijer, 2000).
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Townsend 1994) or tribes (Grimard, 1997). While the evidence points to risk being pooled, it
should be noted that typically these consumption based tests’ cannot distinguish between
explicit social risk sharing and other risk coping mechanisms, such as precautionary saving
or income smoothing.

Many social institutions have been studied from the point of view of risk sharing due
to the embedded character of risk sharing arrangements within them. The household is an
important locus of risk-sharing norms. Such customs as common meals and care for the
young, the elderly and the sick are examples of household-based safety nets. Often, practices
marking the belonging to larger kin or geographic groups such as the clan or the village also
contain an embedded risk-sharing component. In the wider setting of the village or the
community, risk sharing can also be shaped by specific mechanisms such as mutual gift
exchange, usually at recognisable milestones (such as weddings), or mechanisms to ensure
access to inputs, be it labour — Sahelian farmers often form groups of three or four
individuals to pool labour resources and jointly cultivate each others’ fields
(Fafchamps, 1999) — or land (see below, and Platteau [2004]). It is also the source of specific
organisations and practices such as funeral savings groups and remittances (Morduch, 1999).

Indeed, a general risk-sharing norm seems to permeate most economic transactions in
village economies. Udry (1994) finds that credit repayment is contingent on the lender
having received adverse shocks; such informal contractual provision clearly exhibits a risk
sharing element. While explicit social insurance is the exception rather than the norm, risk
sharing occurs in a variety of ways, often altering the way economic exchange functions,
especially credit transactions, agricultural contracting (interlinking and patronage) and asset
allocation.

The existence of social risk-sharing institutions can limit the value of formal insurance
for rural African households. However, the local character of social norms and their
limitations in terms of the category of risks that are indeed pooled (Goldstein et al., 2004)
leaves ample room for intervention (Morduch, 1999). A more serious problem is that such
risk-sharing norms are often implicit and embedded into other transactions. This creates a
pitfall in the form of distorting the efficiency of the markets or other allocation mechanisms
used to provide risk insurance. For example, labour markets are typically shallow in rural
sub-Saharan Africa. The existence of norms that allow village chiefs to dispose of their
citizen’s labour, while unlikely to be the only cause, limits the scope for a dynamic labour
market.

A final criticism of social risk-sharing arrangements is that they can hinder saving
incentives as there is less need for precautionary saving. One would indeed expect the
availability of “free” risk management services to decrease the amount of precautionary
savings. However, as pointed out by Fafchamps (1999), precautionary savings must still be
held, as local groups cannot insure against aggregate shocks. Moreover, given the low level
of financial intermediation in rural societies in sub-Saharan Africa, the holding of liquid,
non-intermediated savings is unlikely to be investment and growth enhancing.

The evidence presented shows that social risk-sharing mechanisms play an important
role in insuring farmers in the presence of risk and given the lack of formal insurance.

5. These tests are based on regressing individual consumption on aggregate consumption and
idiosyncratic shocks (Fafchamps, 1999).
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However, such insurance is often incomplete and implicit, and therefore works by distorting
other economic transactions, especially exchange and asset allocation. Risk sharing
institutions can be thought of as having emerged spontaneously due to the especially risky
environment agriculturalists evolve in. However, they can also be thought of as the by-
product of a cultural preference for equality (Platteau 2000, Chapter 5). Attention is now
turned to the pervasiveness of the egalitarian norms that underlie such risk-sharing practices
and the potential effects they may have on agricultural development.

Beyond Risk Sharing: Egalitarian Norms and Agricultural Development

When individuals do not have the choice to opt out of the insurance mechanism or
when the risk-sharing institutions are in fact founded on an embedded set of egalitarian
norms, these can act as a major obstacle for growth and development (Fafchamps, 1999;
Platteau, 2000, Chapter 5). The elective character of insurance is here crucial. Success in one
project or accumulation of assets will be taxed by the collective in order to fund the social
risk-sharing mechanism. Electiveness and hence, embeddedness, is crucial because an
investor could otherwise decide only to partly insure or to fully insure and then accumulate
any surplusé. However, egalitarian norms may well negate the benefits of effort and
investment. As pointed out by Platteau, “it is often the case that the economic success of an
individual breeds parasitic behaviour, which is especially vicious when it does not stop until
the rich individual is ruined and brought back to the fold” (Platteau, 2000; p. 208).

Egalitarian norms can be seen as a form of social defence of the established social
order. Fafchamps (1999) notes that “unchecked accumulation of factors of production in
societies with a lot of risk can totally modify the social structure and rapidly lead to a highly
differentiated and highly conflictual society” (p.89). Platteau (2000) points to risk
management in a context of long-term relationships and given the difficulty to coerce the
successful to remain as part of the group as the origin of egalitarian norms.

Strong egalitarian norms can lead to various institutional characteristics from widely
acknowledged abstract principles of conduct to specific institutional arrangements. For
example, the opposition, in the Gambia, of the concepts of badingya, which represents
harmony, cooperation and shared progress, and fadingya, representing selfish ambitions and
competitiveness (Platteau, 2000), articulate other institutions. More specific arrangements
include rituals that periodically waste all wealth (Fafchamps, 1999) or the use of accusations
of witchery on the part of successful (lucky) members of the community as a means to coerce
distribution (Platteau, 2000; Chapter 5). Such forms of redistribution can very well outweigh
the many benefits provided by the social group and clearly generate adverse incentives for
asset accumulation, and therefore, for saving and investment.

Individuals can, to some degree, circumvent egalitarian norms by hiding assets from
the public eye (holding cash, dispersing cattle, eating meals outside of the group home) but
these strategies imply actions that are sub-optimal from the point of view of pure economic
returns (Platteau, 2000). Faced with extreme egalitarian norms, (potentially) successful
individuals may opt to forego their investment opportunity or migrate, thereby removing
wealth and insurance opportunities from the rest of the community.

6.  There is otherwise little difference between “luck” and “success”, so that having the collective tax
one and not the other is unlikely.
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Egalitarian norms can also severely limit the scope for financial transactions by
actually making them riskier. Platteau blames those egalitarian norms for thwarting the
development of informal credit markets. In sub-Saharan Africa, many informal loans are
small, of short maturity and are used for consumption purposes. The fact that borrowers do
not feel morally obliged to repay richer members of the community acts as a disincentive to
lend. In this way “egalitarian norms hamper the diffusion of economic progress”
(Platteau, 2000; p. 211).

To summarise, there is evidence that social risk sharing institutions go some way
towards reducing the risk exposure of farmers and thereby potentially enhance investment
in risky projects. The span of such arrangements as well as their coverage is however limited:
not all types of risk are shared, even within idiosyncratic risks, and not all members of the
community share their risk. On the other hand, the strong egalitarian norms that permeate
social institutions in much of sub-Saharan Africa can be inimical to agricultural development
by limiting returns from investment and risk-taking (Platteau, 2000). By restricting incentives
to invest, such norms can constitute bottlenecks for investment and asset accumulation.

Information Sharing, Social Learning and Informal Finance

Repeated social interaction, whether on or off the fields, also leads to information
sharing between members of the same social network. There are at least two major
implications of information transmission between members of a social group of interest in
agricultural development, technology adoption and financial transactions.

There is a growing literature investigating the importance of social learning in
technology diffusion in agriculture (Foster and Rosenzweig, 1995) whether studying the
adoption of a new crop (Bandiera and Rasul, 2002) or the diffusion of knowledge about a
new crop (Conley and Udry, 2001, 2005). While the exact process of diffusion of
technological knowledge is not yet fully understood’, these results lead to the conclusion
that agricultural skill formation is not only a technological but also a social process. Strong
social networks can go some way towards improving the rate of technology diffusion.
However, it is apparent that the diffusion of new technologies through social channels can be
slower or narrower than is socially optimal because information sharing is limited in span
and because some information loss happens, especially when learning is achieved by
observation.

Another role for information transmission is facilitating financial transactions.
Financial intermediation in rural agricultural settings is rendered difficult by the degree of
asymmetric information. The repeated character of social interactions and the stability of
such social institutions as the household or the clan can go some way towards alleviating
these information asymmetries. Hence kin or neighbours may have an advantage in
providing credit or insurance to individuals. Nevertheless, these credit relationships will be
tainted by such slow-moving social norms as equality preferences, hence the common
observation of “quasi-credit” (Fafchamps, 1999). Quasi-credit typically contains some
elements of insurance: debts can be forgiven, repayments postponed and actual repayment

7. Some results remain unexplained, for example Duflo et al. (2004) do not find evidence that
networks favour the use of fertilizer in Western Kenya and Conley and Udry’s (2005) results only
apply to new crops (pineapple) but not to learning for established crops (maize/cassava).
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typically depends on borrower and lender shocks at the time of repayment (Udry, 1994).
Hence, “the resemblance between such consumption credit and market transactions is [...]
largely superficial” (Fafchamps, 1999, p. 54)°,

However, there are a number of theoretical channels through which information
sharing within the community can prevent the development of more formal financial
intermediaries especially if they come from outside the community: i) because agents can
take advantage of their privileged information about each other via side-contracts’;
ii) because of resistance to new institutions due to being “locked-in” other (customary)
arrangements, or collective resistance to outsiders or resistance on the part of the powerful
within the community (Conning and Kevane, 2004). Moreover, the geographic limitation of
informal information gathering seriously limits the degree of possible financial
intermediation that can be achieved with that basis.

Hence information sharing within communities, while it can improve over the
autarky solution, may achieve neither the socially optimal speed of technological diffusion
and adoption nor a desirable level of financial intermediation. However, such mechanisms
can and should be recognised by agents bent on institutional change, be it private entrants in
extension services, NGOs, government agencies or lawmakers. Failure to do so might not
only create tensions between two competing sets of institutions, but also result in a crowding
out effect and hence a bottleneck for institutional change. On the other hand, an approach
that acknowledges the amount and richness of information channelled via social interaction
holds great promise for institutional innovation and development. A number of successful
institutional innovations, such as microfinance, rely in effect on the enhanced access
community members have to information and social sanctions

Exclusion and Discrimination in Social Institutions

Social institutions can often be either exclusionary or discriminatory. There is
mounting evidence that social institutions operate through networks rather than fixed and
exogenously defined social groups. While village, kin and geographical proximity are
important determinants of how those networks are formed (De Weerdt, 2004), the relevant
risk sharing and information networks do not coincide exactly with those reference groups.

Belonging to those networks and thereby access to the services provided (risk
pooling, information, etc.) can depend on social status. Indeed, De Weerdt (2004) finds that,
for villages in the Kagera region of Tanzania, rich people have denser networks than the
poor. Evidence suggests that access to assistance depends on social standing (Goldstein et al.,
2004) and income (Morduch, 1999). In a parallel fashion, information transmission works
better between individuals of the same gender, clan and age (Conley and Udry, 2005) or

8. Such transactions are, of course, not limited to tribal, agricultural societies. Indeed, it is the
existence of a relationship value that permits enforcement. Hence, such transactions can be
observed also in relationships between manufacturing firms in urban centres. This paper interprets
this not as proof that the same governance arrangement can arise in other cultural context but
rather as indicative of the resilience of social norms.

9.  This point needs to be nuanced (and Conning and Kevane (2004) do): if the intermediary can
anticipate such interaction, it is possible for her to take advantage of it and crowd-in more access to
financial services.
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happens within certain networks (friends and family) but not others (religious) (Bandiera
and Rasul, 2002). To the extent that individuals are excluded from networks for reasons that
are independent of their returns from knowledge or their willingness to participate in risk-
sharing arrangements, the distributional effects of exclusion can have important productivity
consequences, by limiting access to technology and insurance to the elite.

Discrimination rooted in social norms generates further constraints for ethnic
minorities'’, foreigners and women. For example, provision of care within the household is
often the result of gender casting, by which women typically have the responsibility of
providing care for the young and the elderly. While some form of specialisation within the
household can be efficient, predetermined gendered roles are clearly inefficient and
inequitable as they constrain the economic opportunities of women (and of the household as
a whole). Such is the case of many other social institutions (see Morrisson and Jiitting, 2004).
Traditional gender roles are likely to be very resilient. Indeed, not only do the general
difficulties in enforcing contracts (see section IV below) imply that enforcing legally required
mutual obligations such as those included in the civil code for families, is extremely hard,
but also laws granting more rights to wives or widows can take a long time to have an effect
as evidence from family law shows''. The difficulties of the law to change customary family
practices have also been documented in cases such as the payment of dowries or bride-

L2
prices “.

Such discriminatory and exclusionary practices do not only reside in the personal
sphere. Evidence shows that they permeate all areas of the economy and the law whether
acknowledged in the law or in the form of customs and traditions. Not only do such cultural
traits have adverse and pervasive distributional effects, but by limiting the potential of part
of the population, they are also limiting the potential for efficient allocation of factors and
hence, the potential for growth.

Summarizing, two questions are posed with regard to social risk- and information-
sharing institutions. The first is how well social institutions achieve risk and information
sharing. The second is whether they do so in a way that is conducive to economic
development and efficiency.

The answer to the first question is clear. Social institutions play an important role in
enabling individuals to cope with risk; they are limited however in how much risk they
insure, both because of their local character and because of the forms such social insurance
typically takes. Hence, there is ample room for policy intervention (Morduch, 1999).

The second question does not have a consensus view in the literature. To the extent
that egalitarianism permeates all other social institutions, this can be inimical to factor
accumulation and growth. However, specific organisational forms that incorporate elements
of risk-sharing can harness the potential of social norms to act as coordination and

10. Romani (2003) finds that ethnic minorities in villages in Cote d’Ivoire are less likely to participate in
extension groups.

11.  Quisumbing et al. (2001), in their study of Western Ghana, find that the “common interpretation of
the ISL” (Intestate Succession Law) is somewhat different from the letter of the law.

12.  Although these legal reforms do not explicitly challenge gender casting, by changing the outside
option of women and limiting the level of counterpart they receive for specializing in care duties,
they could have a deep impact on intra-household roles and power sharing rules.
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information transmission mechanisms while providing risk sharing, credit or information.
Roscas (Rotating Savings and Credit Associations), micro-finance borrowing groups, funeral
groups are examples of such forms.

Finally, there is mounting evidence (Platteau, 2004; Mazzucato and Niemeijer, 2000)
that social institutions that act as risk-sharing arrangements, and in particular those that do
so by limiting or intervening in the allocation of otherwise marketable commodities, are
diminishing in importance in the context of a changing economic, technological and
ecological environment. The dynamics of social institutions are beyond the scope of this
paper but it should be recognised that their evolution and the response of both communities
and governments to the erosion of such social institutions will go a long way towards
shaping the incentives of rural farmers in the long run. While the allocation of traded goods
among members of the community can be expected to become more efficient, the erosion of
the social safety net also calls for the establishment of other forms of social protection to limit
the risk faced by the most vulnerable members of society.

Property Rights

Most African farmers hold — de jure or de facto — their land under indigenous,
customary or communal land systems — regardless of whether cultivation is communal or
not — and such rules also dictate their access to other agricultural inputs, particularly water
and labour. Externalities are pervasive in agricultural activity, due to the common use of
natural resources such as water or common grazing grounds. Property rights institutions
govern the security of land tenure as well as the transferability of assets and the access to
communal assets and natural resources. Institutional outcomes in the form of effective
property rights are therefore not only crucial for the efficient use of productive assets but
also for the dynamic efficiency of their allocation. Given the extensive literature devoted to
the topic, this paper focuses on land property rights while noting that property rights over
moveable assets and natural resources are also of great importance.

Land Property Rights and Productive Investment

Indigenous land tenure systems have received much attention in the literature',

especially in relation to investment incentives. Theory unambiguously predicts that “better”
or “more” land property rights enhance investment incentives. The view that customary
tenure systems gave insufficient security prompted a number of interventions in land tenure
in the form of titling and registration. These interventions can be classified in terms of our
framework as enforcement rules and therefore discussion of them is deferred until
section IV. Attention now turns to the premise that customary tenure provides insufficient

property rights.
The theoretical arguments stating the link between property rights and investment

are threefold (Besley, 1995): greater security of tenure means that the farmer is more likely to
farm the same land in the future and reap the benefits of any investment (the security effect),

13. The original interest came from the view that customary forms of land ownership, and especially
communal ownership was not desirable (World Bank, 1975). It was later found that such
generalisations were not warranted by the evidence available, see for example Migot-Adholla ef al.
(1991) and Bruce and Migot-Adholla (1994)
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the right to alienate the land gives the farmer the possibility to realise returns that would
occur in the future and makes more gains from trade gains possible (the realizability or gains-
from-trade effect), finally the ability to mortgage the land allows the landowner to access
credit (the credit supply effect). Hence more secure and complete property rights make
farmers more willing and more able to invest and should lead to higher investment in land.

Land use and allocation are governed in many rural African societies by the village or
the kin group (lineage). A stereotypical example of such allocation rules is where land is
distributed among members of the lineage based on need, often with the additional existence
of a commons that either contains indivisible resources or is used as an element of the social
security edifice in the village. While it is beyond the scope of this paper to analyse the
different governance structures for common ownership that exist, it should be noted that the
degree of individualisation of the underlying property rights varies greatly. In areas where
population density is low and that face higher climatic risk, lineage rights are stronger than
in areas where land is scarcer such as parts of the East African highlands (Collier and
Gunning, 19994; Platteau, 2000).

The bases for traditional rights are usage and kin, as underlying ownership rests with
the lineage or village authority. The continuous threat of redistribution of unused land
implies that use of land itself can strengthen property rights. Some land improvements, and
particularly the planting of trees, are recognised method of enhancing tenure security by
holders of temporary or fragile land rights (see Bruce, 1988; Besley 1995). Hence the
expectation that tenure security should be positively associated with productive investment,
whether the link reflects a causal relationship or not.

However, empirical analyses of the association between property rights and
investment for sub-Saharan Africa tend to go the other way and find small effects of tenure
security on investment, if any, even without controlling for the potential endogeneity of
rights (see (Besley, 1998) for a review). Studies that do control for the endogeneity of rights
find a mixed picture (Besley 1995 for Ghana) or no significant effect (Brasselle et al. 2002 for
Burkina Faso).

There is no consensus explanation in the literature for these findings. Before assessing
the merits of various explanations, it is enlightening to turn to other outcomes of property
rights institutions, namely the use of water and soil conservation techniques.

Customary Land Rights, Ecology and Sustainability

The inherent link between land rights and rights to natural resources and the concern
that customary tenure does not provide sufficient security also prompts concerns about the
incentives individual farmers have to conserve soil fertility and water sources. Indeed most
of Africa’s soils have a highly fragile structure, which means that they are in danger of being
depleted or eroded. Moreover, natural resource conservation has potentially large local
externalities. For this reason, one would expect social institutions to be particularly relevant
for land conservation investments.

Again, the empirical evidence is mixed. Gebremedhin and Swinton (2003) study soil
conservation in the form of erosion barriers (stone terraces and soil bunds) in Ethiopia and
find that land tenure proxied by mode of access matters for the decision on whether to
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invest'*. Gavian and Fafchamps (1996) find that, for Niger, the expected length of tenure
matters for manure application (land held permanently is more likely to receive manure
applications than borrowed land) but find no effect of whether land is held under customary
systems or owned under a private regime. Finally, Mazzucato and Niemeijer (2000) study
the links between social institutions and soil and water conservation in Easter Burkina Faso
and find that while on appearance, mechanical conservation means are hardly used and
agronomic and biological measures are only used to a limited extent, there is no evidence of
land degradation as measured by NKP contents in the soil. They interpret this as evidence
that land management techniques such as fallowing and crop switching are used. Evidence
on other investments by farmers suggests that the reason for this choice is the better fit of
such measures with the importance of social networks and norms.

The picture is therefore very similar as to that drawn for the case of productive
investment on land. There is no strong evidence for claims that customary tenure harms
incentives to invest in water and soil conservation per se, however there is evidence that
social norms that create those incentives also lead to distortions in the composition of the
investment portfolio so that the form of investment chosen will depend on the tenure regime.
Moreover, although the evidence is more mixed regarding the importance of security of
tenure, it is indicative that security does matter — although it does not strongly support the
hypothesis that indigenous forms of tenure are not secure.

Do Customary Property Rights Constrain Development?

What can account for the weakness of the empirical evidence? One view is that our
measures of property rights are inadequate. Besley (1995) finds that in one of the regions
studied (Wassa), instrumenting rights actually increases their estimated effect on investment,
which is not indicative of endogeneity but rather of attenuation bias due to measurement
error. The difficulty in measuring rights in this sense is not only a technical issue, but rather
the reflection of our imperfect grasp of the degree of land tenure security experienced by
farmers (Brasselle et al., 2002) as well as the separation between tenure security and
perceived transferability (Deininger et al., 2003). Indeed land use rights can be stable and
inheritable in some customary systems even if ownership rests elsewhere. According to
Brasselle et al. (2002) “sufficient investment incentives tend to be provided by basic rights of
use that, under normal circumstances, are guaranteed to many villagers (including migrants)
by the local informal order” (p.402). The evidence cited does not strongly support the
statement that customary institutions fail to provide the necessary security of tenure for
productive or conservation investment.

This is not to say that reliance on customary property norms does not create
bottlenecks for development. Firstly, even if customary land tenure achieves sufficient
security, it does so potentially at the cost of a number of distortions. Indeed, investments that
enhance land rights may not be the most economically profitable. Deininger et al. (2003), in
their study of Ethiopia, find that insecurity prompts highly visible investments such as tree
planting, while perceived security encourages less visible but more profitable investment
such as terraces.

14. They do not find an effect of their tenure security variables on the amount of investment realised,
but that is not entirely surprising given the measure of security used.
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Secondly, customary land tenure systems, as other social institutions, typically
constrain the rights of certain groups, especially women and foreigners. They typically leave
what property rights the household has in the hands of the man in the couple, while the
woman enjoys use rights over her husband’s or her family’s land. This is common even in
matrilineal societies. The impact of the current slow but generalised process of

. .. . . . . . .15
individualisation of land rights on women’s rights is uncertain .

Finally, the effects of such restrictions are not only distributional. By reserving the
allocation of property rights for the kin group, the family or the village, customary tenure
typically places restrictions on the possible allocation of land, and especially on land
transfers. Such restrictions on land transfers, coupled with missing or malfunctioning labour
markets, mean that land allocation will typically be inefficient'® not only between but even
within households'’. Land rental markets have the potential to correct such inefficiencies in
the allocation of land ownership, but require the separation of use and ownership and hence
customary rights “are probably less suited to evolution to rental rights” (Collier and
Gunning, 1999, p. 80). The de facto separation of who holds ownership and use rights under
customary tenure does not necessarily solve this problem, given that transactions in
ownership are often prohibited and even use rights can have limits on who can hold them.

Moreover, the transfer of land ownership or control to more productive farmers is a
necessary step in a process of agrarian transformation towards a more productive and
market-oriented agricultural sector. The allocation of land rights, by creating losers from
agrarian transformation can prevent the process altogether or lead to violent conflict (Pons-
Vignon and Solignac Lecomte, 2004).

Hence, land tenure and land transactions need to be understood in the context of a
long-term relationship between two parties or between a farmer and the kin group.
Moreover, it is essential to recognise that the importance of land property rights in the
African setting stems not only from the importance of agriculture but also from the intimate
link that land rights have with notions of belonging and citizenship (Berry, 1997; Platteau,
2000). Little support has been found for the claims that customary tenure creates bottlenecks
by being insufficiently secure. It does seem, however, that limits on alienability of rights can
seriously undermine the efficiency of land allocation given the failures of other markets
(especially labour). The available evidence also highlights our relatively limited
understanding of how customary rights evolve and what organisational innovations could
foster development within the customary framework.

The Erosion of Customary Land Tenure

Finally, as suggested by Platteau (2000) in the context of the “evolutionary theory of
land rights”lg, the increase in land scarcity will lead to greater demand for more tenure

15. See Lastarria-Cornhiel (1997) for a detailed account of gender issues in the individualization of
property rights in Africa, Deininger (2003) for a general overview of land rights and the risks to
vulnerable populations of the process of individualization, and Quisumbing et al. (2001) for the
description of market-based counter-acting mechanisms.

16.  See Gavian and Fafchamps (1996) for empirical evidence.
17.  In the sense that input productivity differs between plots owned by the same household

18. See also (Platteau, 1996) for a detailed exposition of the Evolutionary Theory of Land Rights as
applied to Africa.
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security and the emergence of individual property rights evolving towards greater
individualisation and formalisation. The degree of effective land scarcity in sub-Saharan
Africa is debatable' and is very unequal between countries. However, there is ample
evidence of the erosion of communal ownership and collective governance of land in sub-
Saharan Africa. Processes of individualisation of rights and increasing marketability of land
are more conspicuous in the Great Lakes region countries (Uganda, Rwanda) where land
pressure is greater. But evidence of greater individual power within customary tenure
systems also exists for other areas, such as Ghana (Quisumbing et al., 2001) and other West
African countries; moreover these have been found above and beyond effects due to policy
interventions (Kenya).

This individualisation process has two important consequences. Firstly, it lowers the
ability of the community to act as an insurer (Platteau, 2004). Secondly, it leaves land
allocation to be decided by transactions increasingly resembling market transactions. The
efficiency of the resulting allocation then depends on the degree to which land markets (as
well as other input markets, especially labour) function efficiently and are supported by
other institutions such as the judiciary and land administration institutions.

Legal Infrastructure and Contract Enforcement

The legal underpinnings (formal or informal) of contract enforcement are of utmost
importance for conflict resolution. This is not only true in the courtroom. The horizon of just
and speedy conflict resolution, by making renegation payoffs lower and more certain,
enhances incentives to contract and hence realise gains from transactions other than cash-in
hand, simultaneous transactions.

The World Development Report 2002 states that “adjudication of a dispute by a court
of law offers an alternative, one where facts are carefully assayed and self-defence and other
considerations that may excuse or explain the conduct are reviewed. In short, courts are a
way to resolve disputes justly” (World Bank, 2002; p. 117). This section is not concerned with
the role of courts as much as it is with the legal structure and legal “culture” in sub-Saharan
Africa. The underlying question is whether we can assert that the rule of law prevails and
what that law body is. Indeed, while the state can act to alter procedures and the body of law
in specific areas, the legal culture can hardly be changed in such an authoritative fashion.

Legal Culture and Property Rights

While not always recognised by the law and often explicitly contested by it,
customary tenure cohabits with legal forms of tenure is most of Africa. While a dual system
in which customary land tenure arrangementszo, often recognised by formal law, cohabit
with freehold ownership exists in most of West Africa (or state leasehold in Congo, Burkina
Faso and Zaire in 1996), the legal status of customary arrangements was much eroded in

19. Even areas where high-potential agricultural land is relatively hard to come by may not exhibit
pressure for private land ownership if transport links make subsistence agriculture the main
activity and high mortality prevents large increases in population density (Platteau and Hayami,
1998)

20. In several African countries, Islamic law also forms an important part of the local legal culture,
especially in customary law.
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those countries of East Africa that lived through serious attempts at collectivisation
(Tanzania and Ethiopia) and in those areas of Southern Africa where significant white
settlement led to large land redistributions since independence (Bruce, 1998).

Studies of the economic impact of the legal culture are few, and the differences in
formal law should make us reluctant to generalisation in this context. One fundamental
element is that where the law recognises customary tenure, the legal culture is associated
with customary norms and can drift much apart from a conflict resolution paradigm.
Evidence from Malawi (van Donge, 1999) and Western Ghana (Berry, 1997) shows that
procedure for land conflict resolution is deeply marked by the lineage structure of society.
More significantly, land conflict resolution is often achieved via conciliation rather than by
determining which party is in the right. This prevents open conflict but can hinder the
security of certain categories, such as recent migrants. Indeed, legal rights enforcement often
hinges upon the (re-)construction of family history used to prove belonging and hence
entitlement to ownership, especially land ownership.

The existence of local legal cultures does not necessarily mean that the introduction of
formal state law is the answer. Von Benda-Beckmann (1989) states that the results of
empirical studies about land and law have “repeatedly shown that (a) the large-scale
introduction of so-called western law has led to deteriorating social and economic conditions
of the majority of the rural population rather than development; while (b) local law can be
sufficiently flexible in its adaptation to social and economic changes” (von Benda-Beckmann
(1989) cited in van Donge (1999)). Moreover, the introduction of formal law may be
ineffective if it fails to accommodate or recognise the existence of local legal practices.

The property rights of women are a case in point. Most African constitutions and civil
law declare that men and women have equal rights, including the right to own property and
to inherit. However, the recognition of customary law either explicitly or implicitly (as part
of the legal culture) effectively denies women of many of their rightszl. Moreover, even when
statutory law does recognise women’s rights, “when cultural norms and practices are in
conflict with these laws [...] women’s legal rights are often ignored” (Lastarria-Cornhiel,
1997). The embeddedness of discriminatory practices in customary law and hence in the
legal culture, not only denies women the same property rights that men enjoy, but also
renders such practices all the more resilient. Critically, it makes women’s property rights
enforcement dependent on family law — be it customary or statutory.

With the caveat of the local specificity of the studies cited, we can note that the
existence of a two-tiered legal culture, with one tier rooted in customary law and another in
western-style formal law, can lead to increased insecurity. Indeed, customary law is applied
by traditional authorities and hence does not offer the protection of higher court appealszz.
Such a two-tiered system can also limit recognition of local law and impede contracts or
property transfers across cultural lines even within countries.

21. For example, the Zimbabwean Customary Law and Primary Courts Act of 1981, by recognizing
customary inheritance law, practically denies black African women of their statutory inheritance
rights.

22.  van Donge (1999) cites one case where, after escalating to the head traditional authority, the case
was settled by the governing party’s representative in the area rather than by a higher court.
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It is apparent from the empirical literature on property rights that de facto rights are
more important for economic outcomes than de jure rights although the role of statutory
rights in shaping effective rights should not be understated. The difference is often placed in
the existence and accessibility of enforcement mechanisms. However, the existence of local
legal cultures which are not recognised by formal law places the difference at a much more
fundamental level: in how the law is interpreted, not only how it is applied. Indeed one
where the appropriate direction for state intervention is far from obvious. To the extent that
such cultures serve to enforce discriminatory practices — for example against women or
outsiders — they are not only inequitable but, by hindering the reallocation of ownership
rights and thereby access to land, also constitute a bottleneck for the development of efficient
mechanisms of asset distribution.

Local Legal Cultures and Contract Enforcement

The existing literature finds African legal institutions to be largely inefficient. This is
due not only to the specific arrangements and procedures within the judiciary, but also to the
public having little knowledge and confidence in the legal system (Fafchamps, 2004). Hard
evidence on both the use of legal institutions and the effects of malfunctioning legal and
judicial institutions is largely missing, with the notable exception of recent work by
Fafchamps (2004).

In his study of agricultural traders in Malawi, Benin and Madagascar, Fafchamps
(2004) finds that recourse to legal institutions is uncommon and that traders have low
exposure to contractual breach by their marketing practices: they operate in a cash-based
society, inspect personally the quality of deliveries and are reluctant to hire employees due
to lack of trust.

Moreover, the absence of instances of recourse to formal judiciary in cases of
contractual breach is in marked contrast with the recourse to the police in cases of theft.
Hence it is not only a matter of distrust or lack of capacity of the state. Fafchamps’s (2004,
Chapter 6) interprets that “contractual obligations are largely seen as outside the purview of
the law — with the possible exception of non-payment.” Similarly to van Donge’s (1999)
findings on local legal cultures, the judiciary is seen as too antagonistic an institution and
recourse to courts would harm or destroy the relationship, the possibility of which is seen as
too costly.

In the face of failing or otherwise irrelevant formal contract enforcement mechanisms,
agents limit their exposure to contract risk. They also seek other forms of contract
enforcement especially repeated interaction — or “relationship contracting” — via social
networks (see Fafchamps and Minten, 2001)>. They alternatively can rely on traditional
authority to resolve contract disputes. Such approaches have the major drawback of offering
very unequal levels of protection to different sectors of society, especially women and non-
“indigenous” people (Francis, 2002), hence limiting their access to contract-based livelihood
strategies (such as contract farming). More importantly, they limit the size of the potential
pool of trading partners, hence limiting the scope for specialisation and the realisation of
economies of scale.

23. Social networks also play other roles in agricultural markets such as information sharing and
diffusion, and interlinking — see above and (Fafchamps 2004; Section 10) for details.
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Local legal cultures embed a number of institutions from the wider social setting.
While reliance on customary forms of law or relationship forms of contracting can be
attributed in part to the inefficiency of the formal judiciary, the evidence suggests rather that
recourse to other forms of law is also motivated by a legal culture that is to some degree at
odds with formal law. Legal culture, being informed by social norms as well as customary
and formal law, is unlikely to evolve quickly and should be taken into account when
formulating policy. Failure to acknowledge the role of legal culture can lead to policy not
being implemented and hence be rendered ineffective.

Slow-moving institutions set the stage for fast-moving institutions and in particular
for those institutions (law, regulation, political rules) over which the state has direct control.
It has been shown how slow-moving institutions, and especially social norms widely
permeate economic activities including both market or non-market interaction. They also
play a major role in the definition of property rights as well as in creating a legal culture that
can be very resilient and which policy should take into account if it is to succeed in shaping
institutional outcomes.

© OECD 2006 31



Institutional Bottlenecks for Agricultural Development: A Stock-Taking Exercise Based on Evidence from Sub-Saharan Africa

DEV/DOC(2006)02

Table 1. Summary of Bottlenecks Identified in Slow-moving Institutions

INSTITUTIONAL OUTCOME

INSTITUTIONAL SOURCE

EFFECT

Transactions conditional on shocks (credit)

Informal risk-sharing institutions

Misallocation of capital and other goods

Uninsured risk

Locality of risk sharing institutions
Discrimination within social institutions

Vulnerability
Failure to adopt new technology if risky or
requiring large fixed costs

Compulsory redistribution

Egalitarian norms

Reduced return on investment
Actions to hide returns

Transactions conditional on social status

Egalitarian norms

Disincentive to lend to poorer people as they risk
not repaying

Insufficient technology diffusion

Network-based information sharing

Agricultural technology diffusion insufficient
and biased towards the well-connected.

Lack of penetration of formal financial intermediaries

Side contracting through social norms
Resistance due to social lock-in (by community
or the powerful within)

Shallow financial markets

Exclusion and discrimination

Various social norms: gender casting,
belonging and citizenship rules

Distributional distortion
Conflict
Inefficient distribution of productive assets

Specific investment needed to enhance tenure
security

Redistribution of land less likely if visible
investment present (trees)

Distortion of investment incentives

Threat of expropriation of assets by village chief

Local property rights over assets

Disincentive to accumulate assets

Restrictions on land ownership and alienation

Land property vested on village/kin

Misallocation of land between owners and
relative to other assets (especially labour)

Prevalence of customary law regardless of statutory
law

Local legal culture

Imperfect contract enforcement

Legal insecurity, especially for socially
disregarded groups

Reduction in the effectiveness of policy

Disregard of formal contract enforcement

Preference for conciliatory conflict resolution
Distrust? Ineffectiveness of courts?

Legal insecurity for some segments of the
population
Reliance on costly relationship-based contracting
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IV. FAST-MOVING INSTITUTIONS

This section studies in detail the sets of fast-moving institutions associated with four
outcomes of interest: the enforcement of property rights and entitlement, contract
enforcement, political governance and market institutions.

There are two very distinct ways in which fast-moving institutions may not only fail
to deliver desirable outcomes but create bottlenecks for development. Some institutional
characteristics are, by design, harmful to development, such as widespread corruption, lack
of accountability, lack of law enforcement.

Other institutions and norms may not be inherently harmful but are not adapted to
the rest of the institutional environment, including the set of slow-moving institutions
analyzed above. Conflicting sets of rules of behaviour force institutional change, which can
be in the right direction (by making for example, social norms more adapted to economic
conditions) but can also result in the collapse of one of the institutional arrangements (such
as lack of trust and use of courts due to conflict between statutory and customary law).

The Enforcement of Property Rights: Land Administration and Formal Property Law

While customary tenure remains important and is not expected to evolve quickly, the
state plays a fundamental role in defining, enforcing and policing property rights, through
formal property law and land administration institutions on the one hand, and the judiciary
and police systems on the other.

The hypothesis that customary land rights are insufficient, derived from the
observation of increased land conflict in some areas, led to the establishment of a number of
titling and registration programmes throughout Sub-Sahara Africa. Communal tenure
systems, regardless of the security they provide, typically constrain land transactions and
hence severely constrain allocative efficiency and limit investment incentives. Therefore,
even if we take for granted that customary tenure provides sufficient security, there is a case
for land titling and registration even though there is limited evidence of a positive impact on
tenure security.

However, the empirical evidence for Africa does not support the establishment of
formal titling programmes as a one-size-fits-all policy solution. Evidence from Kenya, which
has had a programme of individualised systematic titling since the fifties does not show that
agricultural investment or land yields have responded to this programme (Bruce and Migot-
Adholla, 1994). Carter et al. (1994) find that titling is systematically linked to farm size and
mode of access to land and therefore associated with better outcomes, however once farm
characteristics are accounted for, they find no effect of land titles. Somewhat more positive
evidence comes from countries where titling or registration are optional such as Somalia or
Uganda but potential endogeneity in the decision to register land rights casts some doubts
on the strength of those results (Besley, 1998). Overall, the evidence does not strongly
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support investment or productivity effects of land titling in Africa. This contrasts with the
evidence elsewhere, whether in Latin America or Asia (Deininger, 2003). There are three
potential causes of the lack of effectiveness of land management reform in Africa: failure of
related institutions, especially credit markets, lack of capacity of land management
institutions and legal uncertainty created by conflicts between formal and customary law.

The absence of organised credit markets and the restrictions often imposed on
foreclosure in many African settings mean that one possible explanation for the empirical
evidence is the absence of a credit effect — which has been identified as the main channel in
Thailand (Feder et al., 1988) and Paraguay (Carter and Olinto, 2003). Difficulties in
foreclosing due to either lack of legal provisions, conflicts between customary and formal
law, corruption or malfunctioning courts not only reduce credit supply but substantially
impede the development of formal credit markets (Platteau, 2000) .

An alternative reason for the lack of effect of land titling and registration programmes
in Africa is the lack of capacity of the relevant public organisations, namely registries,
cadastres and courts. Registration plays a key role in asserting rights when they are
contested by a third party, and allows to short-cut the process of recreation of history that
takes place in customary conflict-resolution processes. Cadastres, if duly associated with
registration, provide authoritative boundaries that can help prevent otherwise common
boundary disputes. The failure of such organisations — be it due to lack of administrative
capacity, lack of trust from farmers or the difficulty in recording customary rights (when
recognised) in land administration systems, can well lead to their operational incapacity.

The case of property law is a clear case of conflict between slow and fast-moving sets
of institutions. The resilience of social norms makes legal property law (and family law)
reform often ineffective and slow. The 1960 Civil Code in Ethiopia granted rights to women
which are comparable to those of industrialised countries but maintained personal
settlement with the help of arbitrators in case of conflict. The lack of familiarity or sympathy
of arbitrators to new laws ensured that customary law was applied de facto (Quisumbing,
2003; p. 140). Similar examples are cited for Niger and Mozambique by Lastarria-Cornhiel
(1997). Such resilience can also take place within the administrative rather than the juridical
sphere, with local officials interpreting laws and regulations and discriminating against
women”! on the basis of their customary rather than statutory rights, for example by
requiring the presence of a male for administrative acts or by systematically registering
property in the name of a male.

This is not to say that legal reform is powerless or impossible. Quisumbing et al.
(2001) find that the Intestate Succession Law in Ghana, which limits the applicability of
customary inheritance to about a third of the estate of the deceased, has been effective in
allowing individuals to bequest property to their wives (and offspring) in Akan matrilineal
households”. However, they also find that the use of practices to ensure that property
would fall in the hands of wives and offspring — in the form of inter-vivos gifts — predated the
law. Hence such a legal reform facilitated the evolution of cultural norms rather than forcing
or initiating it.

24. Lastarria-Cornhiel 1997; p. 1327

25. Inheritance in matrilineal households typically goes from uncle to nephew on the mother’s side.
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The creation of explicit tensions between customary and formal property law is a
risky development strategy. According to Fafchamps (2004), “contradiction between formal
law and local practices is most visible in patrimonial issues”. Such contradictions can
increase legal insecurity and limit trust in enforcement agents, hence limiting enforcement
capacity. On the other hand, vested interests can prevent the legal recognition of evolution in
customary practices in the field, acting as bottlenecks in the evolution of land rights, and
hence impede a more efficient allocation of land. Overall, the recognition of the existence of
customary law while adopting certain provisions to protect groups perceived as vulnerable
can have relevant and beneficial effects in orientating the evolution of property rights.

Whether tenure reform chooses to recognise or substitute for customary land tenure,
it should be recognised that either by enshrining the current state of land relations or by
fundamentally altering it, land tenure reform creates winners and losers, at least in the short
run. If undertaken as a mere technical reform, it runs the risk of exacerbating tensions and
possibly planting the seeds of conflict (Pons-Vignon and Solignac Lecomte, 2004)

Finally, while the positive evidence for land titling in Africa® is scant, it is suggestive
(see for example, Platteau, 2000; World Bank 2002) of the fact that titling is likely to be
beneficial in areas where customary rights are weak, have been disrupted or do not exist.
These include resettlement, peri-urban and colonisation or agricultural frontier areas.

Although the above discussion has focused on land rights due to their importance
and to the ample literature that has treated the aforementioned problems, property rights
over other assets, including mobile assets, face similar problems. The ability to register and
transfer ownership of mobile assets or inventories and to use them as collateral is crucial in
securing loans and raising capital (World Bank, 2005b) and therefore in giving formal credit
markets the opportunity to mobilise savings.

Policies to foster institutional change in the direction of greater individualisation and
formalisation of land property rights are not supported by the evidence as a panacea.
However, the evolution of property rights institutions due to both social and market
pressures briefly discussed in the previous section can in turn lead to demand for such a
change. What the evidence does suggest is that policy reversals (see Deininger et al., 2003),
political interference and corruption (Platteau, 2000) are harmful to tenure security and
hinder the credibility of the land administration system.

Contract Enforcement: Courts and Alternative Enforcement Mechanisms

Organisational structures constitute efforts to limit the extent of transactions costs.
Contract uncertainty generates major transactions costs. Therefore, contract enforcement
institutions are crucial in determining the organisational and governance structures that
emerge in an economy. This sub-section looks at the available evidence of how courts
function and how (and whether) they are used. It then goes on to examine alternative
contract enforcement mechanisms. In order to ascertain how the contract enforcement
environment can alter the organisation of agricultural markets, it then turns to the example
of contract farming in the African context.

26. Evidence is much more supportive of positive effects of land titling in Asia and Latin America. See
Deininger (2003) and Besley (1998) for references.
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Judicial Infrastructure, Transparency and Access

As noted in the previous section, the available evidence (Fafchamps, 2004) signals
that courts and formal law do not act as contract enforcement mechanisms. There could be
several explanations for this fact: the one proposed by Fafchamps (2004) is that courts are
seen as a confrontational mechanism. The contradiction of this perception with prevailing
social norms can lead to their being ineffectual. Other explanations include the perception
that courts are not transparent, because they are subject to political interference or corrupt
practices, and yet another explanation could be that litigation is seen as too expensive27.

Lack of access to courts and contract enforcement is not only a problem for poor rural
farmers but potentially also for foreign firms. Given social risk- and income-sharing norms,
local authorities may be more reluctant to enforce contracts at the expense of its citizens after
shocks have happened.

While cost of access may be at play, the findings that courts and police are used in
cases of theft while they are not in cases of breach of contract suggest that social norms may
be more important than previously thought.

Further research is necessary on this topic, to the extent that culture is driving the
lack of use of courts, the use of mediation and arbitration mechanisms can foster confidence
in the formal system. This is of course only relevant when such mechanisms are not available
privately. Nevertheless, alternative dispute resolution institutions will have the potential to
function better when they are backed by a judiciary that is perceived as just and impartial.

Contractual Governance and Enforcement

In the absence of formal contractual dispute resolution, contract governance is
ensured by the use of business networks and long-term relationships. These may or may not
correspond to ethnic and kin lines. Indeed, Fafchamps (2003) finds ethnicity and religion not
to be significant determinants of the size of network effects amongst agricultural traders.
Hence, although similar in many ways, relationship contracting is not to be boxed with kin-
or family-based social institutions.

The resort to relational contracting has the major drawback of making firms and
traders less likely to trade in the anonymous market, thereby limiting potential gains from
trade. It also makes information transmission more crucial than in an anonymous market
where contracts are enforced by courts (World Bank, 2005).

Enforcing contract through relationship generates important transactions costs. First
of all, it limits the size of contracts, especially in an initial phase while the relationship is
being built up and information is collected. Secondly, it can limit the type of contracts that
are signed, favouring mutual exchange over forward contracts for example. Similarly to
social networks, once the relationship has been built up and has acquired value for the
parties, enforcement via termination may not be credible and contracts are de facto

27. Note that data on actual cases filed or taken to court only partially reflects this problem. A system
perceived as providing few benefits (due to imprevisible or slow decisions) or too high costs (due
to costs of litigation as well as other opportunity costs generated by judicial procedure) is unlikely
to be a credible threat and therefore to act as a deterrent of opportunistic behaviour.
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renegotiable. This gives rise to greater contract flexibility, which, while desirable in a high-
risk environment, also reduces what can be contracted upon.

Finally, over and above inadequate property rights definition and enforcement,
insufficient contract enforcement severely limits the scope for financial services to be taken
on by private actors (Kherallah et al., 2002). Indeed, the contractual characteristics that
emerge from our analysis — social enforcement, spot markets, relatively limited information
transmission, do not appear to be conducive to financial intermediation.

Contract enforcement reform need not aim at perfect contract enforcement and must
recognise that, whatever the state of the judiciary and the law, many firms will continue
contracting on a relationship basis. We follow Fafchamps (2004) in suggesting that the
objective of policy is to add “new” — or previously unused — enforcement mechanisms in
order to allow farmers, traders and firms to interact with agents of whom they have no prior
knowledge.

A second policy option is to encourage information transmission, via referral or credit
bureaus for example, when private agents do not engage in such arrangements. There is a
clear public good component to such institutions that warrants intervention, thereby
extending trade and business networks beyond their social origin.

Contractual Form — The Example of Contract Farming

While specific contractual forms are not the main object of this paper, it is useful to
flesh out the implications of enforcement as well as other market failures on the form
contracts can potentially take, as well as their governance. This section illustrates how the
failure of the contracting framework to support specific contractual forms can create
bottlenecks for agricultural development.

We take the example of contract farming as a case in point. Contract farming,
whereby a firm provides seeds, supplies inputs (including eventually credit either explicitly
or in form of subsidies on agricultural inputs) and technical knowledge and agrees to buy
output at a specified price, offers great promise in an environment plagued by market
failures and where the shrinking of the role of the state has often caused output and -
especially — input markets to wear thin and unreliable.

Studies have found that despite these advantages, the track record of contract
farming both in African and other contexts is mixed. The literature does find “substantial
income increases” to result from contract farming at least for participants (Glover, 1994).
There is wide variation in the terms of contracts, which makes generalisation on benefits
risky. Evidence does point to positive spillover effects in the form of employment
opportunities when labour-intensive products are contracted out and to the transfer of
management skills (Glover, 1994). The effects of technology transfer are more ambiguous,
mainly due to the lack of transferability of some of the techniques learned in outgrower
schemes.

Observation indicates that contract farming also creates risks both for farmers and
firms (Eaton and Shepherd, 2001). Three fundamental institutional characteristics lead to and
exacerbate those risks: competition in commodity markets, the prevalence of social norms
and imperfect contract enforcement.
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The main criticism of contract farming is that it is by design an asymmetric
contracting environment, in which the purchasing firm typically has much more bargaining
power due to its size and potentially its clout in public instances. Competition in contract
provision can reduce this, moreover, competition in output markets or the ability of farmers
to sell the output in local spot markets forces the contracting firm to agree to higher — not
only more secure — prices. However, such competition also creates a risk for the agribusiness
contracting party, as it increases manifold the possibility that output will be sold elsewhere
and creates incentives for the farmer’s failing to honour the contract.

Such “leakage” is intimately linked to the other two institutional characteristics: it is
possible due to lack of contract enforcement on farmers and it is exacerbated on the input
side by social norms, especially where only some farmers are on a contract or out-grower
scheme (Fafchamps, 2004), as farmers may feel compelled to share inputs with other
members of the community. Moreover, such a selection of admittedly more competent,
skilled or better-endowed farmers can have implications when social institutions are
considered as it can debilitate social sharing norms by granting more income to richer
individuals. While the interaction of contract farming and social institutions is admittedly
complex, recognizing its existence is a road to successful contracting. A study of a specific
contract farming programme in Senegal (Warning and Key, 2002) found that a decentralised
programme can achieve good outcomes from farmers while using local information to
choose “honest” farmers®*

The potential risk of non-compliance on part of the farmer means that agribusiness
will find it optimal to screen farmers, hence incurring a fixed cost — there may already be
fixed costs due to technological reasons if new modes of production are introduced —. This
means that medium- or long-term contracts are preferable but also that contracting costs are
greater and therefore that farmer selection is more likely to pay off.

While contract farming holds promise for technology diffusion and the deepening of
input markets, it is severely constrained by the existing contracting environment. More
generally, Fafchamps (2004) considers the “inability or unwillingness to enforce contracts
[...] a major hindrance to the development of input markets and interlinked input-output
contracts”, which otherwise would be an answer to the degree of market uncertainty in
African agriculture.

The available evidence points not only to little use of courts by smaller agricultural
traders but also, more surprisingly, to the fact that due to cultural norms, courts are seldom
used even as a threat to avoid opportunistic behaviour. This leaves contracts to be enforced
via social or business networks through long-term relationships. As pointed out in section
III, such mechanisms are effective, but may not be efficient, especially in the absence of
sufficient information transmission, because they limit the set of potential trading partners,
incur significant transactions costs and create hold-up situations. The difficulties in
implementing contract farming and other forms of interlinked input-output contracts show

28. Similar solutions are discussed by Coulter et al. (1999) (cited in Kirsten and Sartorious, 2002)
including group lending, close communication and monitoring, extending range and quality of
service offered, repayment incentives, strict management of defaulters and cooperation between
buyers.
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how the lack of formal contract enforcement creates a bottleneck for the advancement of
agricultural practices beyond the subsistence model.

Political Processes, Political Governance and Political Failures

Political institutions and public sector institutions are a crucial determinant of the
institutional and policy environment farmers and agricultural traders evolve in. Political
processes and institutions determine policies both in the agricultural sector and other related
sectors. The governance of political and public sector institutions is also an important
determinant of the capacity of the state to deliver the necessary public goods in a way that is
efficient and responsive to the needs of farmers.

Political Institutions and the Political Voice of Farmers

The current state of the agricultural sector in Africa should be viewed in a historical
perspective. Along with the belief that rapid industrialisation was the way to rapid growth,
the existence of predatory regimes and the generalised lack of political voice of farmers led
to industrialisation being undertaken at the expense of farmers and the agricultural sector at
large. This was true with the exception of countries such as South Africa, Zimbabwe and
Kenya, where large-scale commercial farmers with political clout succeed in making the case
for agriculture (Eicher, 1999).

Indeed, at independence, many sub-Saharan African countries continued using the
colonial marketing boards and hence taxing certain categories of farmers; powerful
commercial farmer groups received preferential treatment in the form of tax benefits or a
dual marketing system.

Hence, African governments behaved in ways “damaging to the long-term interests
of the majority of their populations because they served narrow constituencies” (Collier and
Gunning, 1999). The geographical dispersion and lack of political organisation of farmers is
partly to blame for their lack of political voice. Efforts to strengthen farmer’s groups have
proved fruitful. The emergence of cotton grower groups in Mali and their organised protest
“against dishonest cotton grading and weighing practices led to authorities transferring
responsibility for cotton grading and weighing” as well as other typically publicly managed
activities to village groups (Bingen, 1998, cited in Eicher, 1999). Two positive lessons can be
drawn from this experience: the reaction of the Malian authorities shows responsiveness and
accountability, the key forms of political voice which democracy is expected to generate; and
the willingness of farmers to take on decentralised responsibilities. However, the political
impact of farmers groups and other agricultural sector agents does not only depend on their
ability to organise themselves but also on the institutional design of political institutions
themselves.

For all the merits of analyses stressing the role of interest groups in cheap food or
“urban bias” policies, they made the important omission of political institutions themselves
(Bates, 1993). Recent attempts at incorporating political system variables in the analysis of
agricultural policy show political systems — and in particular among the available evidence,
the introduction of democracy — to matter. Beghin and Kherallah (1994) find that across
countries, democratic regimes (whether pluralistic or with a dominant party) are associated
with agricultural protection measures. In a regression at the crop-country level, dominant
party and pluralistic democratic regimes are associated with increases in protection
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measures equivalent to price support of the order of 40 per cent. While these findings are
indicative of the importance of institutions, the cross-country nature of these results needs to
be considered carefully, as they can hardly differentiate between the effects of political
institutions and other institutional characteristics that could be correlated across countries.
Moreover, determining the relevance of those results for Sub-Sahara Africa requires further
analysis, as there are only four countries in the sample from sub-Saharan Africa. Taken at
face value, they indicate that political institutions matter over and above the economic
weight of the agricultural sector.

Political Governance

Not only do political institutions matter, but also their governance structures —
namely the process by which authority is attributed and utilised — can have significant effects
on performance and participation. Major failures in political governance in the form of
corruption (see Mauro, 1995) and extreme political fiscal cycles are associated with negative
macroeconomic outcomes that harm agricultural development, as well as with poor
macroeconomic management that exacerbates the risky environment faced by farmers and
limits their options for trade.

State institutions inherited at independence were the product of colonial heritage and
the high aspirations of independence but deteriorated in the following decades in what has
been labelled a “neopatrimonial downward spiral” (Levy, 2004). Subsequent reforms,
especially structural adjustment have aimed at reducing the scope of state intervention. A
second wave of reforms has tried to improve state capacity with mixed results, in particular
in corruption control, which is a good proxy for overall quality of political institutions (Levy,
2004; p. 9).

Lack of capacity in state institutions leads first and foremost to poor service delivery.
Not only is this true for those agencies that are directly linked to agriculture, such as land
management, research and extension, but also for powers of the state that shape the overall
frame conditions for agricultural development such as security, the rule of law, political
stability and policy formulation. Recent experience highlights the importance of matching
the scope of state intervention with the capacities of the state (World Bank, 2002). That lack
of capacity is a major issue is shown by recurring fiscal discipline issues in budget
formulation, execution and reporting. (Levy, 2004)

A narrow approach would therefore emphasise technical and managerial failures in
the bureaucracy. But lack of capacity in political institutions goes beyond service delivery.
Indeed, its essence is the inability of political institutions to provide the incentives for
political or economic interests to be channelled through them into the policy process. As
such, the failure of political institutions — especially those meant to oversee the executive by
providing checks and balances — leads political (and economic) interests in society to bypass
political institutions altogether and to capture the bureaucracy or otherwise influence it.
Such behaviour breeds clientelistic relationships and reduces both the accountability of
government and the potential for less well-connected citizens to influence policy or its
execution.

Lack of technical and managerial capacity is not the only weakness of public
administration. Public administrations are “embedded in a complex, interdependent system”
that includes political and social institutions as well as economic, social and political interests
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(Levy, 2004). The societal context clearly influences the shape of African political institutions
in many forms. It imposes the organisation of politics around the representation of
geographically specific communities and stresses delivery and redistribution among them.
Social pressures maintain a system of clientelist politics, curtail opportunities for
consultation and dialog by using ethnicity as the basis of political mobilisation (Barkan,
2004).

The literature has paid relatively little attention to the specific governance issues
confronting agricultural institutions, especially from an integral perspective that embeds
those agencies in the overall institutional setting. Lessons from public sector management
reforms are, however, applicable to agriculture-specific agencies. In all cases, removing
obstacles to development hinges on reshaping the state institutional arrangements so that
political leaders “respond to a broad array of civic pressures for performance and not simply
to the elites” (Levy, 2004). This involves making central government more accountable to
citizens — increasing “horizontal accountability” — for example by strengthening national
parliaments or by involving civic society in anti-corruption campaigns. Deepening
democracy by creating focal points for civic society to contest and monitor the actions of
central government can in turn increase the “downward” accountability of central
government. One option is empowering local governments and shifting responsibilities from
central government to other sub-national actors, although the scope for downward
accountability stretches beyond decentralisation (Levy, 2004).

Political institutions are vital in generating the policy environment faced by farmers.
While an analysis highlighting the relative power of interest groups or of the city versus the
countryside can shed some light on the mechanisms leading to policy, it is now recognised
that the playing field where different interests interact is of crucial importance for political
(and thereby economic) outcomes. More research is needed to identify and classify the
specific ways in which details of the political institutional setting affect agricultural
outcomes. This is a difficult enterprise to the extent that variation in political institutions is
likely to be correlated on the one hand with other institutional outcomes that are central for
agriculture (property rights and contracting) and on the other hand with fundamentals in
population density and relative power that are likely to be related to the agrarian structure of
countries (Binswanger et al., 1995).

Market System Failures

A diagnostic of agricultural markets in sub-Saharan Africa today needs to recognise
the process of market reform that has been ongoing since the early 1980s. Market institutions
and performance need to be studied today in the light of the progressive withdrawal of the
state from intervention in agricultural markets”. Studies of market reforms do not draw a
coherent picture of the effects, maybe due to the fact that reforms were only partially
implemented in some cases and probably also due to the fact that the starting points for the
countries in the region differed greatly in the degree of intervention and the degree to which
that intervention taxed agriculture (see Jayne et al., 2002, for a discussion).

29. There is wide variation in the degree to which reforms have been carried out, hence the difficulty
in drawing a representative picture for the region in this respect.
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The declining role of the state leaves the field open for entry by private agents.
Studies suggest that private traders have responded to increased market opportunities and
private traders have entered the market. Their behaviour in the institutional setting
described so far explains many of the outcomes that can be observed. This sub-section deals
in more detail with market infrastructure, a detailed discussion of structural reforms is
deferred until the next section”

Market Behaviour and Imperfect Contract Enforcement

The lack of contract enforcement and the intensity of relationship lending lead to
cash-in-hand exchanges that reduce incentives to invest in specialised production (Jayne et
al., 1997). The uncertainty about contract compliance also leads to limited vertical
coordination. In a context where input and credit supply formerly carried out by the state
has disappeared or is being taken up by private traders, the lack of security given by thin
markets and the possibility of opportunistic behaviour limits the amount of coordination that
can be achieve through contracts.

Such vertical links, however, were created for export crops in those areas where
export crop markets were reformed. International buyers of those commodities have built a
process by which they finance domestic exporters, who in turn finance private processors,
who finance traders.

In areas where the degree of liberalisation of export crop markets was smaller —
Francophone West Africa especially — the state still plays an important role in input
(especially credit) delivery.

Market Integration, Information Transmission and Volatility

The integration of markets is an important determinant of the success of market
reforms. Market integration not only increases gains from trade, but in increasing volumes
traded, has the potential to greatly decrease the variability of market prices. In this way,
market prices can act as risk-limiting factors, where insurance beyond the village or kin is
not feasible (Fafchamps, 1999).

Market integration can be seriously hampered by institutional factors. If, as a
response to contract uncertainty, traders rely on personalised networks, this limits the scope
of the market and therefore prevents further integration. Transactions costs are a crucial
obstacle for market integration. They arise not only from the cost of transporting goods but
also from the difficulty to collect information. Hence, market integration can be made very
difficult due to the lack of adequate physical infrastructure. High transport costs not only
increase the price of goods, but also otherwise increase transactions costs in information
collection and transmission. The increased transaction costs and the difficulty in obtaining
timely and accurate information make arbitrage difficult or impossible. This problem is
compounded with the prevalence of traditional crops which are bulky (such as tubers) and
can therefore be thought of as non-tradable given transport costs.

What evidence is there of market integration? First it should be noted that evidence
on spatial integration typically relies on tests of price correlation (or co-integration) between
markets. Because it measures effective integration, such evidence of market integration

30. This section draws particularly on Kherallah et al.(2002).
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cannot distinguish between information, transport and contracting issues. Hence evidence of
market integration would show that information transmission is relatively good.
Nevertheless, Jayne et al. (1997) point to the absence of public market information systems in
Africa. It is not a special case: public market information systems are not ubiquitous and are
often “barely functional” (World Bank, 2002). Indeed what information transmission
happens, takes place through channels other than publicly provided market information
systems.

In fact, markets seem to be spatially segmented to some degree, although there is
evidence that information flows are relatively good. Moreover, spatial integration is believed
to have improved and marketing and processing costs to have dropped since liberalisation
(Kherallah, 2002, p. 110).

Markets are, however, very volatile. The atomistic nature of trade, with many
unspecialised traders with little capital, makes it hard to engage in temporal arbitrage —
Fafchamps (2004) reports that most working capital is held as grain and that traders seldom
own transport equipment, let alone have large storage capacity. If we add to that the
difficulty in writing insurance or future contracts, food markets in particular are very risky
indeed.

Hence, market integration has progressed but markets remain segmented. However,
the available evidence does not allow us to attribute the lack of further integration to any of
the potential culprits, among which contract risk, transport costs and the failure of
information transmission mechanisms stand out. Whether because of the lack of further
integration or because of the atomistic nature of trade and hence the failure to realise
economies of scale in storage, markets remain very volatile.

Competition

A tenet of market liberalisation is that it must generate a competitive market if the
benefits are to be distributed and if both sides of the market (producers and traders) are to
perceive opportunities leading to investment and increased productivity.

The degree of competition in agricultural markets in sub-Saharan Africa again varies
greatly between markets and countries. Liberalised food markets exhibit many small traders
and evidence shows a decline in marketing and processing costs consistent with a substantial

degree of competition3 "

There is however, widespread evidence (Kherallah et al., 2002) of consolidation in
export crop markets, which has increased the market power of market-makers — usually
towards the end of the commodity chain — in the export crop markets. While the relatively
small output of some African countries may be a cause of this process, difficulties in
contracting, lack of banking finance and other institutional obstacles in accessing
international markets mean that companies with international links are at a major advantage.
Hence, the lack of competition is a consequence of the overall institutional environment
which prevents entry.

31. There are, however, cases where lack of competition in one part of the marketing chain — grain
mills in Zimbabwe — led to high prices which resulted in the reintroduction of food price controls
(in 1998).
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Market Infrastructure

Recent work on market behaviour by agricultural traders by Fafchamps (2004) points
to the importance of market infrastructure for market efficiency and development. This
includes physical infrastructure, such as roads, but also communications. Indeed, the
absence of market information systems pales in the face of the fact that traders need to travel
to supply markets in order to be informed of prices. The spread of mobile phones and
initiatives such as the requirement of rural coverage for mobile phone companies in Ghana
may boost the exchange of market information.

Further limits to the profitability of agriculture — and especially small-holder
agriculture — are inadequate provisions of storage and processing facilities. The progressive
withdrawal of the state from agricultural marketing, storage and processing has opened the
door to the development of the private sector in this are. Section V presents in more detail
the institutional changes carried out as part of structural adjustment. African traders
typically carry out little inter-seasonal storage of coarse grains. Indeed the opportunity costs
of storage in Africa are multiplied by the scarcity of capital. Moreover, storage in sub-
Saharan Africa is complicated by a number of factors; some of them have historic and
cultural roots, such as crop systems based on tubers. Others are more recent developments,
including community displacement, shortage of materials, spread of new pests and
introduction of new varieties, can make traditional storage systems not adequate
(FAO, 1994). There are obvious returns to scale in storage provision, but large overheads
mean that storage provision needs to be linked to other services (trading, collateral
management, trade, and brokerage) to be profitable. As discussed above, the lack of contract
enforcement mechanisms renders such contracts less frequent than desirable. In the absence
of private provision, there is a collective action problem in the provision of such services; the
emergence of farmer associations could go some way towards solving this problem. Whether
due to the historical role played by parastatals or to the existence of other local political or
customary authority, farmers’ organisations remain weak in many parts of sub-Saharan
Africa, especially in Central Africa, and building their capacity is the object of significant
effort by donors.

A final important institutional element in market infrastructure that is notoriously
lacking is a set of recognised grades, standards and measures. Current relational practices
and the lack of contract enforcement mean that traders typically verify quality visually in
person. However, were more complex forms of contract available, grades may be crucial in
permitting the enforceability of such contracts. Even in the current situation, grades and
standardised measures would allow better access by farmers to export markets, without the
necessity of linked transactions with major exporters. Determining grades and standards is a
major collective action problem as poorer or more isolated farmers may face greater
difficulties in adapting to very strict or very fine classifications, hence it is far from obvious
that, say, European grades and standards can be transplanted.

Agricultural markets are therefore plagued by the same problems that hinder
agricultural investment, with the addition of poor market infrastructure and the potential for
state intervention but also for collective action on the part of farmers. Moreover, some key
markets, especially land, remain very inefficient and shallow in areas of sub-Saharan Africa
due to the current definition and enforcement of property rights.
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This section has explored the functioning of fast-moving institutions for agriculture in
sub-Saharan Africa with the accent on institutional outcomes related to property rights,
contract enforcement, political failure and market failures. Both lack of capacity and
contradictory laws lead to uncertainties and failures in property rights enforcement, which
potentially limit investment incentives. However, the evidence does not support formal
titling as a final solution to this problem. One of the reasons for the lack of effectiveness of
formal titling is ineffective courts, which also undermine formal contract enforcement. Not
only are courts functionally inefficient, but also there is the possibility that they are seen as
contrary to social institutions at least in some contexts and therefore are not used by agents
to enforce obligations upon each other. Reliance solely on social norms can alleviate
problems to some degree but hardly constitutes the sole avenue for development. There is
also indicative evidence that the lack of representation of agricultural interests in the polity is
responsible for the lack of progress both in terms of institutions and policies directed to
farmers. However, the role of specific political institutions that channel such representation
as well as the challenges posed by the governance of specific agricultural sector state
agencies deserves further study. The above adverse institutional outcomes severely limit the
scope for private sector development in a competitive market setting and are the source of
major market failures and limitations.
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Table 2. Summary of Bottlenecks Identified in Fast-moving Institutions

INSTITUTIONAL OUTCOME

INSTITUTIONAL SOURCE

EFFECT

Difficulty to foreclose

Multiple: conflict between formal and customary
law, corruption, malfunctioning courts.

Shallow financial sector
Lack of credit supply for landowners

Lack of capacity in land administration

Multiple

Malfunctioning land administration system due to
lack of trust/use
Insecurity of legal tenure

Contradiction between customary and statutory law

Reform

Legal uncertainty, vulnerability to capture

Courts seldom used for contract enforcement

Quality of courts? Corruption? Cost of access to
courts?

Reliance on costly relationship-based contracting
Unequal access to courts?

Small role of private sector in finance

Lack of suitable contract enforcement mechanisms

Shallow and politically vulnerable financial
system

Prevalence of relationship contracting

As above

Shallow markets
Transactions costs

Agriculturalists lack political voice

Political patronage
Design of political institutions
Lack of capacity of farmers’ organisations

Political bias towards urban population

State withdrawal or failure to provide relevant service

Lack of state capacity
Capture by political or economic interests

Bias in service provision and policy

Withdrawal of the state from agricultural markets

Structural adjustment

Shallow markets
Necessity of vertical coordination mechanisms

Segmented and volatile markets

Lack of infrastructure (high transport costs)
Prevalence of bulky crops
Lack of market information systems

Shallow markets
Increased producer risk
Decreased producer price

Lack of competition in export markets

Prevalence of the state or parastatal bodies
Consolidation due to difficulties in contracting
and lack of bank finance.

Low small producer market power
Costly market access for cash crops

Shallow market for storage and other market services

Contractual insecurity?

Fewer opportunities for farmers
Volatility in prices over time

Absence of established grades and standards

Contractual insecurity renders grades less useful
Collective action difficulty?

Costly access to international markets
Higher transactions costs
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V. AGRICULTURAL DEVELOPMENT IN A CHANGING
INSTITUTIONAL ENVIRONMENT

Policies for institutional change are neither easy to implement nor easily analyzed.
This is mainly because of the complex interactions between different levels of institutions:
while some fast-moving institutions can, by definition, be changed by fiat, that is not the case
of most slow-moving institutions, whose roots are in the culture (be it social or legal) of the
people or society at large. As discussed above, sets of institutions may fail to deliver when
they are mismatched or contradictory.

The last two decades have seen major changes in the institutional settings of
countries. The worldwide process of liberalisation of international trade and financial flows
as well as changes in aid policies in developed countries place African countries in a very
different playing field than that of the late 1980s. African countries themselves have
undertaken major institutional reforms in the form of structural adjustment and, to varying
degrees, decentralisation or administrative reform.

While often not specifically geared at resolving the problems faced by the agricultural
sector, these overarching programmes of institutional change have had a deep impact in the
agricultural sector and the institutions that shape the incentives and opportunity sets of
agents therein. The objective of this section is to give an account of those changes from an
institutional perspective. The remainder of this section looks in turn at the roles played by
policies in the external sector (especially the move towards regional integration in Africa but
including also the role of international organisations and donors), by structural adjustment
policies, with special emphasis on agricultural market reform, and finally examines the role
of the state as a public good provider after structural reform.

The External Sector: Regional Integration, International Trade and Aid Policies

Many sub-Saharan African countries are small, not only in terms of size but also in
terms of population and in terms of the size of their economies. The small size of domestic
agricultural product demand has been given as a potential culprit in the failure to achieve
sustainable and rapid agricultural growth and hence the loss of competitiveness in the global
marketplace. With average agricultural tariffs of the order of 18 per cent and average import-
and export-to-GDP ratios of 29 and 34 per cent, sub-Saharan African economies remain
relatively closed to world trade. However, their reliance on agricultural commodities makes
them suffer disproportionately the impact of agricultural policy in industrialised countries,
including tariffs on agricultural imports.

The Promises of Regional Integration

Regional trade integration has been suggested as a means to overcome the lack of
domestic demand and expand trading opportunities to achieve economies of scale. Yeats’s
(1999) analysis of African trade patterns makes a call to caution in the optimism generated by
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intra-African trade. He examines both known patterns of intra-African trade as well as the
patterns of international trade of African countries with the external sector. Findings are not
encouraging: exports are dominated by a few countries (Cote d’Ivoire, Nigeria, Kenya plus
South Africa), and there is little intra-African trade, especially between East and West Africa.
The imbalance in trade patterns means that tariff revenue falls in case of a major trade
agreement are likely to be very unequal, which not only poses a distributional problem, but
in turn reduces incentives to subscribe and adhere to such agreements.

More importantly, the patterns of trade with other continents are similar among
African countries and there are no strong complementarities. Moreover most intra-African
trade takes place across borders. There is no strong case for wider Regional Trade
Agreements. Yeats does find that foods constitute a large share of intra-African trade,
however, that is not the case for agricultural inputs that have capital intensive production
processes and which form and important part of agricultural sector inputs. Indeed, Yeats’s
(1999) main result is that exports of African countries do not match other African countries’
imports, nor do they match the set of goods where other African countries have competitive
advantage.

Regional integration can take other forms which hold more promise, in particular the
development of regional ports, construction of infrastructure to facilitate trade across
national borders, the use of joint tenders in international markets and cooperation on
monetary or fiscal matters®”. Such large enterprises are however difficult because of their
political economy. For example, Goldstein (2001) shows that the difficulty of establishing a
unified and competitive market in civil aviation does not only come from hurdles inherent to
the trade (small domestic markets, lack of competition) but also from the political difficulties
in closing down a national airline to benefit from economies of scale.

Within the agricultural sector, there is also a role for regional integration in the form
of policy harmonisation, implementation of early warning systems for pest, disease and
extreme climatic conditions, development of regional markets and joint research and
capacity building. So far, the accent has been on tariff policies, but intra-Africa agricultural
trade has not taken off. There is also cooperation in agricultural research although not
always as part of the regional trade agreements. Early warning systems for famine, food
security and vulnerability (East and Southern Africa) and drought (West African Sahel) are
also being implemented although some doubts remain about their effectiveness. (ECA, 2004)

Given the small size of many sub-Saharan African domestic markets, regional
integration promises a deepening of markets that could reduce transactions costs (by
decreasing the risk of lock-in and hence contractual risk), stabilise prices and reduce
producer risk. Moreover, there is unrealised scope for cooperation both within the
agricultural sector (research, food security and climate monitoring, policy harmonisation) as
well as outside (trade, infrastructure).

32. For a first analysis of the particularities of monetary union in an African context, see (Debrun et al.,
2002).
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The Role of Donors and International Organisations

International donors play a major role in African economics and policy. This paper
will focus here on two points with respect to donors and international organisations: the
method of delivery and their role in support of reform.

When donors are faced with the difficulty of working with or through governments,
due to lack of capacity or bad governance, they can bypass governments altogether and
work instead directly with farmers via local groups or Non-Governmental Organisations.
While in theory, such approaches can foster the institutional change that the political or
economic establishment is reluctant to accept, there are also risks that need to be recognised,
especially whether such intervention really has potential for institution building and the
danger of exclusionary practices. This point is elaborated on in the context of public good
provision below. Moreover, bypassing government altogether foregoes the opportunity to
build government capacity for analysis and policy design, hence fostering donor
dependence.

A final relevant point with regard to institutional reform is that of the role of
international organisations, including donors as well as membership organisations such as
WTO and regional or sub-regional organisations. It has been noted that commitment to
reform processes is crucial in their success, not only because of managerial or administrative
incentives but also because the threat of policy reversal can defuse incentives in the private
sector>. To this end, commitment to outside institutions, such as trade regulations in the
WTO can provide governments with commitment devices (World Bank, 2002) that can help:
i) create certainty about the process of reform; and ii) reduce incentives for internal
opportunistic demands for policy reversal. Jayne et al. (2002) indeed point to patronage
relationships between government and interest groups as a reason for policy reversal or
capture in Kenya and Zimbabwe’s food marketing reform processes and in Ethiopia’s
fertiliser delivery system. Commitment devices can increase the cost of policy reversal for
governments, hence reducing the chance of policy reversal.

However, for international organisations and donors to enable governments to
achieve political support for reform, it is necessary to go beyond conditionality, whose track
record has been found to be poor for the most part. Jayne et al. (2002) suggest that rewarding
good policies ex-post could be a better strategy than requiring them ex-ante or on a quid-pro-
quo basis, not only due to moral hazard but also to enable governments to take ownership of
reform. Donors also need to coordinate better. The focus on institution building and
microeconomic policy that is currently the norm can make more likely situations such as that
described by Kherallah et al. (2002) where USAID was pushing for fertiliser market reform
while the EU and the World Bank were giving fertiliser and hybrid seed starter packs.

For all the merits of regional integration, it has been showed that the potential
benefits of enhanced intra-African trade may have spurred unwarranted optimism in the
international community. However, much can be achieved by integration in other arenas,
both within and outside the agricultural sector. Such forms of integration often raise
questions of national sovereignty and policy independence, which may test the political
strength and will of governments and thus present difficult collective action problems.

33. see Deininger et al. (2003b) for an example in land policy; Kherallah et al. (2002) for an analysis of
Southern Africa’s failure to reform food markets along these lines.
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International organisations, trade partners and donors must also acknowledge their role in
reinforcing bottlenecks for development when their actions sap the political credibility of
local governments by being seen as imposing policies or reforms, or contradict one another.
By creating credible commitment platforms, international agreements have the potential of
fostering commitment towards necessary reforms. Utilizing this potential is not only the
responsibility of sub-Saharan Africa’s governments but also that of their partners and
counterparts.

Reforming the Market: Structural Adjustment in the Agricultural Sector

The consensus view in the literature is that agricultural performance since the
beginning of structural adjustment has been disappointing — in line with overall economic
performance (Kherallah, 2002; Dorward et al., 1998).

Early structural adjustment policies focused on macroeconomic policy and were
therefore expected to affect agriculture through prices. Even those policies, experience
teaches us, needed to be carefully timed to avoid periods of instability: devaluation without
the accompanying market liberalisation of export markets led to resource shifts away from
agriculture and into other sectors (such as away from the cotton sector in Mali, Eicher, 1999);
macroeconomic instability with liberalised markets and export sector deregulation led to
chaotic markets (as when the cocoa market in Nigeria became suddenly one of the few
unregulated sources of foreign exchange). Overall, however, the reduction of real exchange
rates in the late 1980s and early 1990s, accompanied by favourable international market
prices, led to important (though variable across countries) increases in real producer prices
for export crops.

Reform of agricultural markets through privatisation (withdrawal of state and
parastatal agencies from pricing and marketing) and liberalisation (relaxation of the
regulatory environment for private marketing), became a leitmotiv of aid conditionality after
the “Berg Report” (World Bank, 1981).

The academic literature disagrees on the effects of market reform (see Jayne et al.,
2002). Part of this disagreement can be traced to the fact that in many instances, only partial
reform has taken place. Concern for food security (and potentially political meddling) has
led to the re-imposition of price controls in south-eastern Africa. While food markets were to
a large extent liberalised, the presence of state agencies remains relevant in export crop
markets also in West Africa. Hence, part of the disagreement is due to disagreement on
whether reform actually has taken place.

Jayne et al. (2002) note that another problem in generalising from case studies is that
“market institutions evolve more gradually than stroke-of-the-pen policy changes” (p. 1969).
This remark is particularly fitting in the context of our analytical framework. They conclude
that it is necessary to ask “which institutions must be in place before reform should be
attempted and which institutions cannot be expected to develop until reform has had
sufficient time to enable a critical mass of traders to develop new institutions over time”. It
may be added to that the need to ask which policy levers can be used to foster the creation of
those institutions, a problem which is very much connected to the policy sequencing
problem.
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The institutional obstacles for market efficiency were discussed previously. In terms
of outcomes, two main effects would be expected from structural reform: a fall in marketing
costs due to private traders overcoming the inefficiency of parastatal marketing boards and a
supply response to increase producer prices. The results are mixed: marketing margins do
appear to have gone down but the supply response was much stronger in export markets
and was very limited in food markets. The lack of supply response does not necessarily
imply major falls in urban consumers” welfare (the assumed beneficiary of state marketing
practices). Indeed, as shown by Jayne and Jones (1997), private markets can produce a
greater variety of products, including lower cost alternatives that were not available under
the state system. However, the failure of food markets to exhibit a supply response is
disappointing and indicates the lack of perceived opportunities on the part of farmers.
Detailed analysis of agriculturalist households” income portfolio and exposure to risk would
be necessary to determine if the lack of supply response pertains to perceived low returns of
increasing supply or to the increase in risk. Indeed increased supply generates increased risk
on the one hand through price volatility and on the other hand because the household
increases the concentration of its income generating activities.

In terms of productivity, the withdrawal of state provision of input has led to
increases in fertiliser price — exacerbated by macroeconomic policy — and the disappearance
of sources of agricultural credit. Given such changes in input availability, it is not surprising
that productivity only increased in those countries where the private sector had previously
been particularly repressed (Ethiopia, Mali, and Burkina Faso, among others) but stagnated
elsewhere. The slow growth of fertiliser use per hectare reflects this trend (only by 5 per cent
in the period 1996-2000; Crawford et al., 2003). Indeed growth in fertiliser use is mainly
attributable to increases in cultivated area. Despite sharp drops in fertiliser use at the time of
reform, total fertiliser use has recovered in some countries where subsidies were very high
before reform (Ghana, Cameroon). Such evolution hides great heterogeneity within the
region and within countries: some areas with favourable agro-ecological conditions have
seen significant growth of input use, indicative of intensification, while the expansion of the
cotton sector in West Africa has also led to increases in input use.

The relative size of the effects of macroeconomic and structural microeconomic policy
changes may partly explain the fact that export markets — which, given the low level of input
use in general and in food crops in particular, are much more affected by international price
movements — reacted in a much more visible (and positive) way than food markets.

Overall, the record of structural reform in agricultural markets is mixed and so in
several accounts. The supply response in cash crop markets has been visible and positive; at
the same time, in those markets the state has often been slower to withdraw. The supply
response in food markets has been disappointing as shown both by input and output data.
Overall, there is some indication of intensification in specific areas, but it is hardly
encouraging at this stage. Explanations of this include the time lag for private sector entry as
well as for adaptation by farmers to the new setting, which may lead substantial shifts in the
geographic distribution of agricultural production. Other explanations point to remaining
bottlenecks in terms of adverse institutional outcomes in the availability and effectiveness of
contract enforcement mechanisms, policy reversals or the risk thereof and insufficient market
infrastructure and generally speaking, public good provision.
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The State and Public Good Provision: Research and Extension, Infrastructure.

Whether as part of structural adjustment programmes or within a wider agenda for
reforming the role of the State in the economy, state infrastructure and service provision has
seen many changes in the last decade. Such reforms hold promise for improving the quality
and relevance of public good provision and delivery for African agriculture, but need to be
considered within the wider institutional context if they are to avoid the same institutional
bottlenecks that have weighed down previous reform attempts.

Research, Extension and Service Delivery

It is widely recognised that sub-Saharan Africa was essentially bypassed by the Green
Revolution. Putting aside other institutional factors that made the Green Revolution possible
in South-East Asia and Southern Asia and that have been discussed before — land tenure,
population density, social norms — the technological challenge of creating a Green
Revolution for sub-Saharan Africa should not be underestimated.

A major hurdle in re-creating the Green Revolution in Africa is the great variety that
it exhibits in terms of institutions, agro-climatic zones and cultural heritage and therefore, in
terms of staple crops. Peter Timmer (cited in Eicher, 1999) remembers in his first visit to
Kenya “driving up one hill and down the next and seeing 12 different agroclimatic zones
and 12 different cropping patterns, and 50 different crops”. This is in marked contrast to
South and South East Asian agricultural practices.

Such diversity means that the local knowledge base needs to be large. Indeed
technical knowledge at the local level may not be sufficient and it is necessary to build
knowledge networks (what Eicher calls “agricultural knowledge triangles”): research,
extension and agricultural higher education. Of these, according to Eicher (1999), fragmented
and underfunded universities appear to be the weakest link and one that has not received
the attention it merits from donor organisations.

An important new element is the role of biotechnology companies in international
agricultural markets. This has a double implication for African farmers. Firstly, such
corporations are likely to concentrate resources on problems faced by large number of
commercial farmers; to the degree that their problems are different, poor farmers’ priorities
may not receive attention. Secondly, multinational corporations have potentially important
resources for research and their involvement could free up resources in donor organisations;
however, this amplifies the problems posed by the inadequate contract enforcement and
public governance environment. And still, the implication of farmers in biotechnology
design and extension is crucial in order to enhance the recognisability and acceptance of
biotechnology and prevent a “technological treadmill” mirroring the “pesticide treadmill”.**
Hence, underfunded knowledge creation is a major problem and one where the role of the
state or other coordination mechanisms is crucial, but it is not the only one.

Extension delivery systems have also been criticised. The T&V (Training and Visit)
model came under fire as an imported model that had not been adapted to local conditions
(Eicher, 1999). While T&V is not longer the staple extension model favoured by donors such

34. The pesticide treadmill refers to the process by which overuse of misuse of pesticides leads to a
reduction in the number of predators or to resistant pests, hence requiring more or new pesticides.
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as the World Bank and the FAO, the process of institutional transplantation shows that
farmers’ local knowledge and priorities were not taken into account. Recent experiences in
decentralizing extension have received praise for resolving such problems; however, if
extension delivery remains public, it is not clear that local governments have the capacity
and the financial means of delivering what is needed (World Bank, 2002, 2005). The
conditions under which such schemes can succeed merit further scrutiny.

Accessing the knowledge and social capital embedded in social institutions is a
possible answer to the problems of extension; however farmer’s organisations need to be
constituted in such a way as to allow them to interact directly with private actors.
Government can provide the means and the security to such an interaction or act as an
intermediary or a facilitator when such groups are not formalised enough.

Bypassing governments altogether in service delivery in general and in delivery of
agricultural technological knowledge has flourished in the donor community as an option to
strengthen local institutions and short-circuit the problems posed by bad governance.
However technology delivery by NGOs has a mixed track record (White and Eicher, 1999).
At a more fundamental level, while recognising the theoretical appeal of NGO intervention
and service provision by NGOs, White and Eicher (1999) underline the fact that hard
evidence supportive of the potential or actual benefits of such provision is notoriously
lacking. This is due partly to the difficulty in measuring outcomes, but also to the fact that
many NGOs essentially replicate former governmental approaches and that the beneficial
effects of participatory approaches remain unproven. Indeed, knowledge of what forms of
delivery effectively promote participation and of the costs and benefits of participatory
approaches is incomplete. Moreover, such delivery approaches, by typically constituting
local groups as a means of organising farmers with the objective of institutional
strengthening at the local level, can — if they reproduce traditional power structures — lead to
exclusion patterns which are very similar to those noted in social institutions by excluding
the poorest, especially in the case of women’s groups (Weinberger and Jiitting, 2001) or
ethnic minorities (Romani, 2003).

Decentralising state service delivery and especially extension, is an alternative to
NGO provision in trying to elicit local information and enhance participation while retaining
public management (although not necessarily public delivery) of extension services. Local
governments are expected to be more responsive to feedback from their constituency,
especially if they are democratically elected. By transferring delivery responsibility to local
governments (district or county), decentralisation aims at improving accountability. In turn,
this is expected to improve extension agents’ incentives and coordination with other (also
decentralised) public agencies. Moreover, decentralisation can overcome the bottleneck
created by farmers’ lack of political voice, as they are more likely to constitute a sizeable
community at the local level in rural areas.

Although still understudied, the track record of decentralisation in extension services
(the cases of Colombia, and Ghana have received particular attention) already points to two
main problems: decentralisation leads to a significant increase in the number of staff and
thus in costs (Anderson and Feder, 2004) and decentralisation can lead to inefficiencies due
to the lack of managerial or technical capacity at the local level (Rivera and Alex, 2004).
Hence, effective decentralisation requires the government to make funds available to the
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local decision-maker”. A further possibility, pursued by some West African countries, such
as Guinea with success (Anderson and Feder, 2004) is the devolution of extension provision
functions to associations of farmers. However, there is anecdotal evidence of cases where
such associations or their capacity fail to materialise (such is the case of Ghana; Rivera and
Alex, 2004). The importance of local capacity should not, however, be viewed as an obstacle
to decentralisation but rather as a reminder of the importance of sequencing, that is to say,
the order in which elements of a wide programme of reform are implemented.

Infrastructure Provision

Infrastructure provision, and in particular rural road density and quality, is a
fundamental structural obstacle for agricultural market integration and development.
Beyond the observation that the density of rural road networks (at 55 km per square km
compared to 800 km/sq. km in India; Collier and Gunning, 1999a) is vastly insufficient and
that that their quality is also below par, there is little macroeconomic or microeconomic
evidence and measurement of the effects of little and bad infrastructure provision.

One exception is Obare et al.’s (2003) study of Nakuru District in Kenya. They find,
via the calculation of cost functions for smallholder agriculturalists, that not only does
inadequate infrastructure increase farm-gate input prices and decrease farm-gate output
prices, but that this has productivity implications via the substitution of market inputs by
labour and therefore the choice of subsistence-oriented production techniques. Positive
evidence of the role of rural roads has also been found for Uganda (World Bank, 2005b)

There are undoubtedly physical and geographical reasons that explain the low
density of infrastructure in rural Africa, especially low population density and a large share
of rural population. However, political economy processes are also at play. Collier and
Gunning (19994a) classify poor infrastructure among the “sins of omission” committed by
governments serving limited (urban) constituencies and there is indication that developing
countries spend too little in maintenance compared to their expenditure on capital
formation, a pattern where donor strategies have also their share of blame. Moreover, poor
accountability and lack of transparency can worsen matters; indeed higher levels of
corruption are associated with larger expenditures in public investment but lower
expenditures on maintenance (World Bank, 20055, p. 135).

Transport infrastructure is a major bottleneck for the development of integrated
markets and hence the generation of incentives conducive to agricultural development, as
pointed out by Platteau and Hayami (1998), market forces or regional specialisation can
make “the bottleneck of communication and transportation [...] more visible to local people
and this is likely to induce rural communities to undertake collective action aimed at
building and maintaining rural roads by themselves, or at exercising lobbying pressure on
the government to provide this infrastructure”. However, the ability to achieve agreed
collective action agreement whether on the political (as pressure groups) or the economic
arena (by private collective provision) is far from warranted given unresponsive political
institutions.

35. This is not to imply that decentralisation of provision necessitates fiscal decentralisation, only that a
decentralised system requires the political support and the necessary funds to function.
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Other infrastructure outcomes also leave ample room for improvement, while some
share the problems of roads and ports in terms of large fixed investments and a public good
nature, others leave more room potentially for private agents and competition mechanisms,
such as telecommunications and (to a lesser degree) electricity generation. In these areas, the
creation of markets that exhibit a sufficient degree of competition remains a challenge
(World Bank, 2005).

The increased intensity of international exchange, intervention by donors, structural
and state reforms have fundamentally altered the functioning of many institutions of
importance for agricultural development in sub-Saharan Africa. The role of the state has
apparently become less prominent today. However, it has been showed how the state must
still pro-actively create the conditions for development and the elimination of bottlenecks
that hold down agricultural development. Many of the hurdles for development that were
noted in the static analysis of sections III and IV also limit the efficacy of reform policies,
especially limitations on contract enforcement and property rights protection which limit the
extent of private sector involvement, as well as political instability or the lack of political
commitment. Innovative forms of service delivery that rely on local institutions also face
those fundamental institutional failures noted in the description of social institutions above,
namely the risk of exclusion and the limitations due to the local character and the ensuing
collective action problem. However, states are far from the sole players in the field, and the
responsibility or at the very least, the role of trade partners, donors, local organisations and
the private sector in strengthening or alleviating bottlenecks must be recognised.
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VI. CONCLUSIONS

What We Know and What We Don’t Know

The central role of institutions and institutional change in the process of development
is now recognised by development economists. The specific circumstances of sub-Saharan
African agriculture make social norms particularly binding. Indeed, social norms and
organisational forms based therein provide fundamental services to farmers that cannot
access them otherwise, including risk sharing mechanisms, information — including market
information — access to inputs and access to output markets.

Suggestions that such social norms, and especially their foundation on egalitarian
social norms among kin groups and villages prevent factor accumulation and hurt
investment incentives have irrefutable theoretical foundations. Empirical evidence of
inadequate market functioning suggests that that is indeed the case, but effects of social
norms per se are difficult to isolate by their pervasive nature. Social networks have been
shown to fulfil a number of functions in the absence of alternative sources of insurance,
information and contract enforcement.

A mounting body of recent evidence has increased our knowledge of how social
norms affect institutional and economic outcomes. Firstly, they are used by networks, which
may or may not be kin-based in nature. Hence, market incentives can lead to the use of social
norms for economic efficiency-enhancing institution building. Social norms and customary
arrangements provide essential services in the absence of other sources; however they can
also impede development.

Certain characteristics of social norms can work against agricultural development:
egalitarian norms that act as a tax on successful enterprises slow down enterprising
behaviour, investment and capital accumulation, and thus tend to keep agricultural
communities in near-subsistence farming. Moreover, such egalitarianism and thereby access
to the services provided by social networks, often incorporates exclusionary practices with
respect to women, ethnic minorities and “foreigners”. Such limitations curtain the realisation
of the economic potential of large fractions of the population.

There is increasing evidence of the erosion of social norms in certain areas of activity;
in particular, as predicted by the evolutionary theory of land rights, land ownership tends to
become more individualised as land becomes more scarce and valuable, hence diminishing
the social role of land allocation. Whether this corresponds — or leads — to a general decline in
the role of social norms is an open question.

Social norms evolve due to exposure to markets, and the increased scarcity and value
of land and social capital. At the same time, they can be very resilient when confronted in the
legal arena and lead to legal uncertainty, typically harming the same vulnerable groups that
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risk exclusion from social networks. The specific effects of the law on institutional outcomes
that are heavily influenced by social norms deserve more study.

However, the response of social norms to market circumstances is indicative of the
importance of policies and institutional change that expose farmer communities to markets.
Infrastructure appears as a critical hurdle in providing access to markets and services, and
the present insufficiency of infrastructure needs to be studied not only from a geographic
perspective, but also one that incorporates political economy considerations within the set of
political institutions present.

A recurrent theme in the literature is the failure of the system of formal contract and
property entitlement enforcement to secure the rights of all citizens. The failure to use courts
not only explicitly for dispute settlement but also as threats to prevent opportunistic
behaviour can be explained at least in part by the divergence between the institutions of
formal law enforcement and social norms, above and beyond the lack of capacity of the
judicial system itself. However, our understanding of the origins and implications of
informal contract enforcement remains very incomplete.

It has also been seen that insufficient provision of infrastructure and other public
goods generates major transactions costs and hence limits the benefits of reform policies as
well as the extent of their effects. Market infrastructure, in the form of grades and standards,
the availability of market information and communication infrastructure tends to segment
markets and reduce their allocative efficiency. Such problems can, to some degree, be
addressed by farmers themselves, but typically present collective action problems that are
difficult to solve in the absence of established institutions, especially political institutions,
whether local or national.

Finally, this paper has discussed how reform policies that attempt to change a wide
set of institutional characteristics are faced with many of the same problems highlighted in
the description of institutional outcomes: resistance to reform due to embedded social
norms, lack of political responsiveness, lack of formal contract enforcement and property
protection all prevent private sector response to the withdrawal of the state.

Areas for Further Research

Further research is needed in determining the impact of specific political and legal
institutional characteristics on development and, more specifically, agricultural outcomes.
While this is not an easy task in view of the codetermination of these and other institutional
factors, recent waves of reform and the increasing use of contract farming may give some
indication as to how private agents assess those institutions and the degree to which their
failure can be circumvented by other means, as well as the cost of such forms of contracting.

Specific forms of interaction of slow- and fast-moving institutions also merit further
theoretical and empirical work. Indeed, anecdotal evidence does not present a clear picture
of how institutional conflict leads to institutional failure or to positive institutional change.

Given the recurrence of the theme of contract enforcement, it would be beneficial to
study African courts and conflict resolution mechanisms in detail: what forms of justice
delivery are more effective? Which tend to be over-used or under-used? And is it mainly an
issue of access (supply) or trust (demand)?
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The extent of experimentation in methods of service delivery, especially participatory
approaches, decentralisation and NGO intervention has not quite been matched by the level
of analysis in terms of specific institutional and agricultural outcomes. This requires
substantial work to formulate a framework to determine how to measure outcomes, as well
as careful empirical analysis of the various forms of service delivery.

Concluding Remarks

By using a framework that attempts to explain institutional change via the
exploration of the interaction of various institutional outcomes and characteristics, one could
be tempted to fall into an “institutional determinism” or “institutional pessimism” trap, by
which immutable social, political and economic institutions condemn sub-Saharan Africa to
agricultural backwardness. However, a number of observations from Africa and elsewhere
suggest that there is ample room for institutional innovation and change, and margin for
policy to affect the process of development.

The observation that social norms are not always inimical to growth and can be, and
indeed often are, used to supplement and even support market institutions makes us
optimistic in relation to the possibility of institutional innovations that harness social capital
in innovative ways: microcredit and group lending are examples of such mechanisms,
evidence on their performance in other areas, such as extension services, contract
enforcement, market information transmission would enhance our understanding of the
locus of social norms.

The two sources of institutional failure, namely failure by design and failure due to
improper adaptation to the wider institutional environment suggest two avenues for policy
action: firstly to create fast-moving institutions (a formal body of law and norms for
enforcement, service delivery systems and other market supporting institutions, courts and
political institutions) that are in accord with the reality on the field; secondly to improve the
functioning of institutions themselves. The interplay of these two policy options can be
complex: indeed it is unlikely that agents will choose to use, trust and therefore grant
legitimacy to a formal system that offers little certainty on outcomes. Hence attempts at
formalisation or reform need to be based on institutions that offer better “service” than
customary alternatives. If customary alternatives generate good outcomes for individuals,
they will require even better formal institutional performance if they are to use such formal
institutions. Good policy requires not only good intentions, but also a deep understanding of
the rules of the game, both written and unwritten, to be successful in generating
development.
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