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Abstract
The agricultural sector in Zambia is supported through the government use of public
expenditure programs to spur the production and subsidize the consumption of key grains
to stabilize prices. Previous research has documented the effects of public spending on
agriculture in terms of food prices and food security. The effects of government
spending on the trade of key grains, however, is not well understood. As such, there is a
gap in knowledge regarding the impact of agricultural policy on the agricultural trade.
The purpose of this study was to determine the impact of Zambian agricultural policy on
grain trade. A combination of 2 trust-based theories formed the theoretical foundation of
this study. These theories included ecology of games theory and Kingdon’s garbage-can
model. Secondary data were acquired from the Food and Agriculture Organization
Corporate Statistical Database and Michigan State University. A vector autoregression
analysis of time-series data covering a 10-year period from 2003 to 2012 showed that
grain quantities purchased by the Food Reserve Agency significantly impacted grain
trade (p = 0.000), whereas the Farmer Input Subsidy Program did not significantly impact
grain trade (p = 0.843). However, the combined effect of these 2 policy instruments was
found to be statistically significant (p = 0.000). The key finding of this study is that for
every 1 metric ton purchased by the Food Reserve Agency, grain trade increases by 0.342
metric tons; whereas for every 1 Kwacha spent on Farmer Input Subsidy Program, grain
trade decreases by 0.187 metric tons. Positive social change may be achieved through
recommendations to policy makers to increase appropriations to postharvest management

and extension to increase tradable volumes and farmers’ income.
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Chapter 1: Introduction to the Study
Introduction

Agriculture is the economic sector that provides food and income to the poor and
the rich all over the world (Fischer & Qaim, 2012). Agriculture is also the main source
of employment for the majority of rural poor people, especially in sub-Saharan Africa,
where this sector employs “60% of the economically active population” (Meijerink &
Roza, 2007, p. 4). Agriculture and its allied industries play an important role in the
livelihoods of people in developing economies, and their multiplier effects spur growth
“in the non-farm economy” (Meijerink & Roza, 2007, p. 15). In addition, agriculture
constitutes an important part of most African countries’ gross domestic product (Omigie
etal., 2013). The crucial role that the agricultural sector plays in sustaining livelihoods
and maintaining social and economic order has attracted the attention of policy and
decision makers in the public and private sectors. As many African governments continue
to classify agricultural production and marketing in the domain of public goods, private
sector operators look for ways to increase investment and make money in this sector. In
recent years, the real and potential growth of the agricultural sector have attracted local
public and private investments and led to “a surge of direct foreign investment in
developing country agriculture” (Hallam, 2009, p. 2).

However, the search for optimal levels of food production and marketing
sometimes put governments and the business community on a collision course. Through
agricultural policy, governments decide on the “trade-off between consumer and

producer interests” (Thomson, 2013, p. 20). Moreover, governments must decide on the



right mix of private and public investments in agriculture. There is still no consensus on
the level and type of government spending that would foster private-sector-led
agricultural development; nevertheless, Omigie et al. (2013) found a positive relationship
between government spending and investment in agriculture.

African governments support their agricultural sector through input subsidies,
government grain purchases, and trade restriction (Druilhe & Barreiro-Hurlé, 2012). The
objectives of these policy instruments rotate around “increasing the production of key
agricultural commodities, stabilizing prices, ensuring food security, and reducing
poverty” (Druilhe & Barreiro-Hurlé, 2012, p. 19).

The application of these policy instruments has had both positive and negative
impact on the agricultural sector and its different actors such as farmers, input dealers,
and grain traders. Subsidies are credited with having increased agricultural production
and stabilized food prices in some African and many Asian countries (Odozi &
Omonona, 2012). However, in some instances, subsidies have had negative effects on the
performance of agribusinesses. Subsidies programs that were designed and implemented
without the participation of the private sector had crowding-out effects on private sector
investments (Druilhe & Barreiro-Hurlé, 2012).

Governments face a challenge of designing and implementing business-friendly
agricultural subsidy programs. The use of vouchers redeemable at private sector input
outlets has been viewed as an appropriate solution that can contribute to the development
of private-sector entities involved in input businesses (Banful, 2011). Instruments that

would crowd in agribusinesses involved in the output market are still are still



underdeveloped in Africa. These instruments include the use of commodity exchange
which is an efficient price discovery mechanism, contract farming that ensures that
farmers have access to inputs, and agricultural insurance schemes that enable producers
to minimize their risk exposure (Demeke et al., 2012; Odozi & Omonona, 2012).

The key assumption in the agricultural sector is that production-enhancing policy
instruments increase tradable volumes, whereas price stabilization measures may produce
negative effects on grain traders’ profits (Druilhe & Barreiro-Hurlé, 2012; Jayne &
Boughton, 2011; Kodamaya, 2011). However, the combined effect of both production-
enhancing and price-stabilizing instruments on grain trading has not been studied.

To contribute to the policy debate about government intervention in agriculture
and its effects on key constituencies, | conducted a study on the impact of the Zambian
agricultural policy on grain trade. This study investigated the relationship between the
Zambian government’s main agricultural policy instruments and grain trade. The key
instruments of the Zambian agricultural policy include subsidies for agricultural inputs
and government spending on grain purchases for its food reserve. Investigation into the
impact of these instruments on grain trade provided insights for public policy makers on
whether the existing dispensations and practices have enabling or debilitating effects on
international grain trade. The findings of this study may inform subsequent policy
decisions that Zambian government officials make to achieve the goal of building a
private-sector-led agricultural sector (Tembo, Chapoto, Jayne, & Weber, 2009).

This chapter provides information on the study background through the lens of

agricultural political economy in Zambia, a description of the problem under study, and



the purpose of this research. This chapter also contains a discussion of the theoretical
underpinnings of the study, its variables, limitations, delimitation, assumptions, and its
contribution to positive social change.

Background to the Study

The agricultural sector employs one third of Africans and sustains the livelihood
of 70% of rural dwellers (Bates & Block, 2013). Meijerink and Roza (2007) estimated
that “in Sub-Saharan Africa, 60% of economically active population works in the
agricultural sector” (p. 4). The importance of this sector pushes African governments to
protect it from potentially debilitating competition. Agricultural subsidies constitute the
main policy instruments that governments use to support the agricultural sector (Ellis &
Maliro, 2013). The main policy objectives of agricultural subsidies include addressing
market failure that prevents farmers from recouping their investments in agriculture,
increase crop production, and strengthen political loyalty of the farming community
(Banful, 2011; Bates, 2013; Reichert, 2006).

Agricultural subsidies target both agricultural input and output markets. The
combination of yield-enhancing technologies and price stability contributed to the
transformation of the agricultural sector in Asia and Africa (Odozi & Omonona, 2012).
However, in Africa, agricultural subsidies often lead to market distortion and crowd out
private sector investments in the agricultural sector (Ciaian, Pokrivcak & Szegenyova,
2012; Dorward, 2009). This situation led to mistrust between government and private-
sector agribusiness operators. In addition, government interference prevents producers

and buyers from creating long-term and trust-based business relationships (Tadesse &



Shively, 2013). In fact, African agricultural markets function as “flea markets” in which
there are no trust-based relationships between producers and buyers (Tadesse & Shively,
2013, p. 1172). The dearth of “repeated transactions” between traders and farmers
amplifies market failure and leads to “frequent government interference” (Tadesse &
Shively, 2013, p. 1173).

The trust between private- and public-sector actors is the sine qua non of
inclusive and broad-based agricultural growth, as it ensures predictability in the
agricultural marketplace (Jayne & Boughton, 2011). However, “in recent years the
agribusiness community has increasingly been viewed as a major cause of social,
environment, and economic problems” (Porter & Kramer, 2011, p. 1). This perception
has contributed to increased government intervention in key economic sectors such as
agriculture. In fact, McMichael (2013) advocated for the transformation of “debt
relations” between agribusiness and farmers into “public subsidy relations™ to avoid
private-sector exploitation of African farmers (p. 697).

In addition to shielding farmers against price instability and high production cost,
political interests influence government intervention in directing the allocation of
resources or factors of production (Zahariadis, 2005). Acemoglu and Robinson (2013)
suggested that even though “market failure” should be the main guiding hand for
government intervention, policy analysts and makers should not ignore “political
equilibrium” for a successful implementation of any policy proposal (pp.189-190).

Moreover, trade reforms that promote private investments into the agricultural sector do



not guarantee the reduction of “extreme poverty” (Bussolo, De Hoyos & Medvedev,
2011, p. 2041; Duygan & Bump, 2007).

Dorosh and Mellor (2013) disagreed with the notion that increased investment in
agriculture did little to reduce poverty. They argued that it takes a long time for the
growth of the agricultural sector to have an impact on poverty levels because agricultural
growth works through prices and employment. These authors insisted that in open
economies, agricultural production has little effect on domestic prices and could be the
driving force for the development of other sectors. They basic assumption is that massive
numbers of farmers with spending capacity can spur growth in nonfarming sectors of the
economy (Jayne & Boughton, 2011). Barret (2008) also asserted that growth in the
agricultural sector has assumed reduced importance in a country’s gross domestic
product, leading to farmers’ “migration out of agriculture” to other sectors with higher
labor productivity (p. 300).

Until recently, agricultural finance was an area reserved for the public sector in
most African countries. The creation of the Comprehensive Africa Agriculture
Development Program (CAADP) rekindled African governments’ commitments to
agricultural investments, and the 2007-2008 food crisis prompted private agribusinesses
to increase their investment in agriculture (Dorosh & Mellor, 2013, p. 429). Grain traders
and processors have better access to finance than farmers do, so their interest in out
grower schemes and other input financing schemes may spur an increase in agricultural
production and lead to poverty reduction (McMichael, 2013). However, government

agricultural subsidy policies may crowd out private-sector investments because of the



lack of transparency and predictability of government policy (Jayne, Chapoto, &
Chamberlin, 2011).

The government of Zambia invests heavily in grain production and marketing
because grains are the staple food for human consumption and animal feed. In 1990s, the
government of Zambia embraced a free market economy and privatized many state-
owned enterprises (Hansen, 2010). To continue its economic reform, the government
“stopped subsidizing the production and consumption of maize” in 1991, a decision that
led to high agricultural commodity prices and subsequent food riots threatening to
overthrow the government (Chapoto, 2012, p. 3; Poulton, 2014). In order to avoid food
shortages and high prices for staple foods, the government of Zambia decided to create
the Food Reserve Agency (FRA) in 1995, and it has continued to subsidize grain
production and consumption ever since (Dorward, 2009; Kuteya & Jayne, 2012). The
government tried to solve supply side problems by providing subsidized agricultural
inputs to farmers. Government subsidies to the agricultural sector “cover price and
production risks” and aim to increase the production of staple foods, mainly maize, and
reduce the retail price of maize meal (Odozi & Omonona, 2012, p. 96). The inception of
FRA was geared toward solving demand problems by providing a guaranteed market for
farmers’ produce and stabilizing agricultural prices, whereas the main goal of the Farmer
Input Support Program (FISP) was to increase production, ensure food security, and
achieve poverty reduction (Mason, Jayne, & Mofya-Mukuka, 2013).

The combined impact of these input and price stabilization subsidies on

international grain trade in Zambia has not been investigated. This study fills a gap in the



existing literature on the intervention of the Zambian government in the agricultural
sector. Most studies in this area have focused on the impact of Zambian government
policies on agricultural production, food prices, and poverty reduction (Chirwa &
Dorward, 2013; Jayne & Rashid, 2013; Lunduka, Ricker-Gilbert, & Fisher, 2013; Mason,
Jayne, & Mofya-Mukuka, 2013). There are no studies that have addressed the
relationship between government agricultural policy and volumes of grain imports and
exports.

This study provides an empirical basis for trust building between grain traders and
the government of Zambia. Trust between these two main actors in the Zambian grain
value chain has the potential to create synergy, improve the allocation of resources, and
promote the adoption of an appropriate mix of agricultural policy that improves the
performance of the agricultural sector (Yang & Wang, 2013).

Problem Statement

The agricultural sector is the main source of income, food security, and nutrition
for the Zambian people. Sustainable and broad-based growth of the agricultural sector
requires efficient markets and a policy environment that is conducive to private-sector
investment (Jayne & Boughton, 2011). In fact, stated objectives of the Zambian
agricultural policy for the period 2010-2015 included “the reduction of production and
marketing distortions of maize” and “facilitating the growth of the private sector”
(Tembo, Chapoto, Jayne, & Weber, 2009, p. 60). Despite these promarket intentions, the
government of Zambia continued to intervene in the agricultural sector through public

expenditure and regulatory instruments.



Input subsidies and food price stabilization policies did not result in the
production of food surpluses in sub-Saharan Africa (Galtier, 2013). In fact, “a large
proportion of smallholder farmers are only buyers or net buyers of the main staple grains”
(p. 75). Mason and Myers (2011) estimated that nearly 50% of Zambian smallholder
farmers are net buyers of maize.

This tepid performance of the agricultural sector in countries that spent a lot of
money on input subsidies and price stabilization prompted the recommendation to use
market-based solutions. Demeke, Dawe, Tefft, Ferede, and Bell (2012) recommended the
use of instruments such as warehouse receipt systems, commodity-exchange-related
contracts such as spot prices and forward contracts, as well as futures and options to
stabilize prices and strengthen price discovery mechanisms. However, opponents of
market-based instruments argue that “price volatility is an inherent” characteristic of
agricultural markets due “market failure” and missing market opportunities (Bell, Dawe,
Demeke, Ferede, Tefft, 2012, p. 5). They argue that governments should intervene to set
up food reserves and use their fiscal policy to stabilize prices. Abbot (2010) argued that
governments should coordinate their policy actions with the private sector, and that
government intervention should be rule-based, transparent, credible, and predictable to
minimize negative effects or loss of livelihood.

Barret (2008) recommended the combination of public policy instruments and
private-sector investment to enable farmers to produce “marketable surplus” (p. 300).
Galtier (2013) argued that any government intervention or subsidy can be “non-targeted”

or “targeted,” depending on whether policy objectives are meant to protect the consumer
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or the farmer (p. 77). Input subsidies in Africa tend to be targeted, whereas price
stabilization efforts become nontargeted (Mason & Ricker-Gilbert, 2012). In any case,
governments should ensure that their subsidies are temporary, solving market failure, and
do not have a negative impact on private-sector companies participating in input or
output markets (Banful, 2011; Gilbert, 2011).

The impact of Zambian agricultural policy instruments on grain trade has not been
ascertained yet. All of the research on the government agricultural policy and spending
has focused on the impact that subsidies had on rural poverty, food prices, and production
levels (Chirwa & Dorward, 2013; Jayne & Rashid, 2013; Lunduka, Ricker-Gilbert, &
Fisher, 2013; Mason, Jayne, & Mofya-Mukuka, 2013). So far, there has been no study to
determine the effects that Zambia’s agricultural subsidies and other agricultural policy
instruments such as the export ban, tax expenditures, trade tariffs, and price stabilization
had on the trade of key grains. The lack of clarity on this issue is both an economic and a
social problem that may affect sustainable development of the agricultural sector and the
livelihoods of the Zambian people. Abbott (2010) noted that although researchers and
policy analysts recommended the “coexistence of both public and private trade,” the roles
of each of these grain market players had not been delineated (p. 45). A clear
understanding of how and to what extent actions and policies of these actors in grain
markets affect each other’s performance must precede the definition of roles and trigger
events that can lead to government intervention (Gilbert, 2011). This study begins to fill
this gap by clarifying the effect of Zambian agricultural policy instruments on grain trade

volumes.
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Purpose of the Study

The purpose of this quantitative study is to determine the impact of Zambian
agricultural policy on grain trade. Studies on Zambian agricultural policy have focused
on food production, food prices, and poverty reduction (Chirwa & Dorward, 2013; Jayne
& Rashid, 2013; Lunduka, Ricker-Gilbert, & Fisher, 2013; Mason, Jayne, & Mofya-
Mukuka, 2013). It is evident that the intervention of the Zambian government in key
grain markets resulted in a “paranoia effect” (Abbink, Jayne, & Moller, 2011, p. 226).
The fear of losing money due to government intervention reduced the involvement of
grain traders in the production and marketing of agricultural commodities. On the other
hand, the fear of private-sector dominance and the potential for loss of farmers’
livelihoods increased government spending on both upstream and downstream activities
of agricultural value chains (Jayne & Moller, 2011).

Trust between governments and private- sector operators “may promote
entrepreneurial activities and spur growth and development” (Baliamoune-Lutz, 2011, p.
344). However, the extent to which the private sector is affected by the instruments that
the government of Zambia uses to influence the grain markets has not been studied.

This study was conducted to detect causal relationships between government
spending on input subsidies, government grain purchases, and combined volumes of
grain imports and exports. The study used two independent variables: government
spending on input subsidies and the quantity of government grain purchases through its
Food Reserve Agency. The dependent variable was the combination of export and import

volumes of key grains.
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Research Questions and Hypotheses
Research questions influence the design of a study and “focus the purpose of the
study,” whereas hypotheses show the “predictions the researcher makes about the
expected relationships among variables” (Creswell, 2009, p. 132). This study investigated
the impact of the Zambian agricultural policy on grain trade. It sought to answer and test
the following research questions and hypotheses:
Research Question 1 (RQ1): What is the impact of the Zambian food reserve
agency’s purchases on grain trade?
Null Hypothesis 1 (Hol): The Zambian food reserve agency’s purchases
do not significantly impact grain trade.
Alternative Hypothesis 1 (H1): The Zambian food reserve agency’s
purchases significantly impact grain trade.
Research Question 2 (RQ2): What is the impact of government spending on input
subsidies on grain trade?
Null Hypothesis 1 (Hol): Government spending on input subsidies does
not significantly impact grain trade.
Alternative Hypothesis 1 (H1): Government spending on input subsidies
significantly impacts grain trade.
| gathered secondary data about the main policy instruments, including the
government’s grain purchases and spending input subsidies. | ran a time-series analysis

to investigate the causal relationship between these policy instruments and grain trade.
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Data on grain trade included imports and exports of key grains such as maize and rice.
All of these data are available from secondary sources.
Theoretical Framework

Researchers use theoretical frameworks to place their research studies in context
as they seek to establish congruence between concepts and observations. Frankfort-
Nachmias and Nachmias (2008) asserted that theoretical systems enable researchers to
explain and predict phenomena through empirical research. I used a combination of trust-
based theories to explain and predict the effects of the Zambian agricultural policy on
grain trade. These theories included ecology of games theory and the Kingdon garbage-
can model.

Ecology of Games Theory

This theory was developed by Norton E. Long in 1958. It addresses the
interaction between institutions, also referred to as games, that pursue different interests,
and how “players in each game make use of players in the others for their particular
purposes” (Long, 1958, p. 251).

The prevailing wisdom is that collaboration between institutions reduces
transaction cost and maximizes policy outcome. Scholars in the policy arena refer to this
collaboration as “institutional rational choice” and define it as “inclusive decision
processes that bring together multiple stakeholders, [and] help build networks and trust
(Lubell, McCoy, & Henry, 2010, pp. 287-288). However, the “ecology of games theory”
suggests that collaboration between institutions may increase transaction costs as it

introduces “a new game overlaid on” the existing policy and institutional configuration
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(p. 290). Policy games are defined as “arenas of competition and cooperation structured
by a set of rules and assumptions about how to act in order to achieve a particular set of
objectives” (Lubell et al., 2010, p. 289). Using this theory, Long (1958) distinguished
governance polity as a “more contrived artifact” and the economy that can function even
when unplanned (p. 251).

The paradigm of competition and cooperation between the activities of the
agribusiness sector and government socioeconomic policies contributes to the analysis of
trust-related issues among Zambian grain industry players. In fact, Abbink, Jayne, and
Moller (2011) argued that the lack of trust between the private sector and the agricultural
policies of the government of Zambia produced a “paranoia effect” that tends to crowd
out private-sector agricultural trade and amplify government intervention (p. 3). The
authors argued that this situation tends to increase the level of public spending on the
agricultural sector, as the government fears the eventuality of food insecurity if the sector
is left to other players.

The ecology of games theory also indicates that collaborative institutions may be
trapped in the formulation of symbolic policies that are geared to simply “quell political
discontent” (Lubell et al., 2010, p. 291). In addition, due to the effects of “institutional
rational choice,” political survival strategies can direct government spending to areas
where other institutions can serve more efficiently (Araral, 2009, p. 867). Bates and
Block (2013) concluded that electoral competition led to an increase in agricultural
growth in African countries and influenced a policy shift from urban-bias to rural bias.

However, they did not investigate the effects of this shift on agribusinesses (Bates &
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Block, 2013, p. 373). Experts argue that public policies create winners and losers as
governments struggle to strike the right balance between equity and efficiency (Hyman,
2014). Porter and Kramer (2011) addressed this policy dilemma by promoting “the
concept of shared value,” which reflects an assumption that policy trust leads to more
value creation and higher public benefits than government spending alone (p. 66). This
concept makes a case for inclusive business practice and partnerships between the private
and public sectors.

Kingdon Garbage Can Model

Politicians and public administrators develop and implement public policies in a
complex environment. In addition to different streams such as problem, politics, and
policy streams, there is a myriad of stakeholders with divergent goals that make the
policy formulation process an “organized anarchy” (Kingdon, 2011, pp. 84-86).

The Kingdon garbage can model helps in framing and contextualizing the
Zambian government’s intervention in the agricultural sector. This model also helps in
analyzing and interpreting the impact that government spending has on other “policy
games,” including trust between agribusinesses and government agencies (Lubell et al.,
2010, p. 289).

| collected secondary data on grain trade in Zambia and investigated the
relationship between grain trade volumes and government agricultural spending levels,
focusing on input subsidies and grain reserve. This research provides additional empirical
evidence that explains and predicts the indirect effects of the theory of trust in the

agricultural policy domain.
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Nature of the Study

To fill the gaps identified above, | conducted a time-series study to investigate the
impact of the Zambian agricultural policy on combined grain import and export volumes.
The study had two independent variables: the quantity of government grain purchases for
its food reserve agency and government spending on input subsidies. Grain purchases
were measured in metric tons, whereas government spending on input subsidies was
measured in monetary terms using the Zambian Kwacha. The study also had one
dependent variable that consisted of grain trade volumes combining volumes of grain
importation and exportation. The dependent variable was measured in metric tons and
focused on key grains, including maize and rice.

| used secondary data that were published by the Zambian Central Statistical
Office (CSO) and Food and Agricultural Organization of the United Nations (FAQO), as
well as Michigan State University. The data covered a 10-year period from 2003 to 2013.
| used multivariate time series analysis to analyze these time-series data. Vector
autoregressive analysis enabled the assessment of causal relationships between the
variables of this study.

Variables and Operational Definitions

Below are operational definitions of the key variables that | sought to measure

and analyze in this research:
Grain Trade
Grain trading is a step in the agricultural value chain that fulfills the function of

moving grains from areas of surplus to areas of deficit as dictated by the market
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fundamentals of supply and demand (Odozi, 2015). Grain traders “play a central role in
the decisions that producers make about what to grow, where and how, in what
quantities, and for which markets” (, Burch, Clapp, & Murphy, 2012, p. 10). The
Zambian grain is traded at both domestic and international markets. The government of
Zambia controls the supply and demand of grain at the domestic marketplace. The
government uses both input subsidies and grain purchasing to influence market forces
and deal with the dilemma of ensuring that food remains affordable in urban centers
while maintaining incentives for rural farmers to continue the production of key grains
(Bates & Block, 2013).

Agricultural trade is usually measured as export plus imports (Brigham, 2011).
Zambia uses two policy choices to influence the international agricultural trade. These
policy choices include import substitution and export promotion. It is evident that
increased export boosts the growth of the Zambian economy (Chimfwembe &
Seshamani, 2014). This research focused on international grain trade and used data on
import and export of key grains, including maize and rice.

Food Reserve

Governments intervene in the grain market through the creation of strategic grain
reserve (Mason & Myers, 2013). The main goal of food reserves is to “overcome supply
shortage in markets as a result of harvest failures or unavailability of international
supply” (Kornher, Kalkuhl, & Mujahid, 2015, p. 6). In addition, food reserves help

governments manage price volatility and keep enough stock that can be distributed to
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people affected by drought, flood, or any events that prevent them from having enough
food (Galtier, 2013).
Input Subsidy

Agricultural input subsidy is one of the mechanisms for transferring public
resources to producers in order to reduce farmers’ cost of production and encourage the
adoption of productivity-enhancing inputs such as improved seed and fertilizer (Chirwa
& Dorward, 2013). Policy objectives of agricultural input subsidies in developing
countries include “short-term private input market development, replenishment of soil
fertility, social protection for poor subsidy recipients, and national and household food
security” (p. 22).

Assumptions

Agrarian societies engage in export when they produce significant surplus. In fact,
Saverimuttu and Rempel (2004) analyzed the determinants of grain imports and found
that “a policy that increased the price farmers receive for food crops, relative to the price
received for export crops, would reduce the need to import food” (p. 534). My study
assumes grain export and import quantities represent the true image of grain trade. The
government of Zambia restricts grain trade, especially exports; however, it rarely imposes
a total ban. It uses export quota to control export volumes. In general, Zambian farmers
are net buyers of grain; therefore, volumes traded on domestic markets can be misleading
as farmers sell and go back to buy the same grain from traders, who manage to store and
speculate with price increase (Mason & Myers, 2011). These dynamics transform many

smallholder farmers into net buyers because of lack of access or limited access to
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appropriate storage facilities and risks of incurring high postharvest losses (Armah &
Asante, 2006).
Scope and Delimitations

The government of Zambia uses public expenditure and trade restrictions to
achieve its agriculture-related goals. This study focused on the two public policy
instruments that the government uses: spending on agricultural input subsidies and
government purchases of grains. This means that the study did not investigate the effect
of agricultural trade restrictions in terms of an export ban or export quota.

Limitations

Grain trading, one of the economic activities that dominate the Zambian formal
and informal sector, has employed many Zambians since 2002 (Resnick & Thurlow,
2014). However, available data on imports and exports of key grains cover the formal
sector. This means that the study did not cover occasional or ad hoc, informal grain trade.
This may affect the external validity of the study, in that the extrapolation of study results
to the whole universe of grain trade may erroneous. However, the study population is
implicitly defined by the fact that time-series data assume consistency in grain trading.

This study used quantitative methods; therefore, it did not capture opinions or
interpretations of the study population. A “sequential explanatory strategy “of mixed
methods would have added qualitative data to explain what the numbers revealed
(Creswell, 2009, p. 211). Qualitative data would have enabled the study to gain insights
into causal relationships between Zambian agricultural policy instruments and external

trade volumes. A rigorous time-series analysis of data addressed these limitations. In
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addition, a political economy analysis included in the literature review helped in
dissecting the reasons behind specific annual budget allocations and grain purchases.
Significance

There has been a lot of research on the impact of agricultural subsidies on
production, productivity, and poverty in Zambia. However, the impact of the key
instruments of the Zambian agricultural policy on grain trade has not been ascertained.
The Zambian government uses input subsidies and price stabilization mechanisms to
support the development of its agricultural sector. These two instruments are supposed to
increase the volumes of grain traded. Saverimuttu and Rempel (2004) suggested that
export parity pricing boosts local production, which leads to a surplus. However,
Caracciolo, Depalo, and Macias (2014) found that Zambian agricultural policy forces the
exit of many international grain traders.

The best policy outcome makes “at least one person better off while making no
one worse off” (Mikesell, 2013, p. 22). In the grain industry, government policies may
affect farmers, traders, and consumers. This research on the impact of Zambian
agricultural policy on grain trade provided additional empirical evidence to explain and
predict the indirect effects of the theory of trust embedded in policies regulating the grain
industry in Zambia.

This study fills this gap and raises public policy makers’ awareness of the need to
consider both intended and unintended consequences during the agricultural policy
making process. The public and private sectors perform complementary functions to

improve people’s quality of life. Government policies must strike the right balance
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between equity and efficiency of the marketplace. This research contributes to the
existing literature about the appropriate role of the public sector and the private sector in
supporting key sectors of the economy such as agriculture to create value and sustain
social and economic development.
Summary

This study was designed to investigate the impact of the Zambian agricultural
policy on grain trade. The study used time-series data to detect the relationship between
grain trade and the level of government involvement in terms of spending on agricultural
subsidies as well as government grain purchases over a 10-year period.

This study bridges a gap in the existing literature by focusing on the impact that
the Zambian agricultural policy has had on grain trade. Prior research focused on how the
policy impacted the general populace, especially the poor segments of the Zambian

population.
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Chapter 2: Literature Review
Introduction

The growth and sustainability of the African agricultural sector depend on private
sector investments and the ability to sell agricultural commodities to high-paying export
markets. Zambia shifted its economic policy from import substitution to export
promotion to accelerate its economic growth. In fact, Chimfwembe and Seshamani
(2014) found “bidirectional causality between export and economic growth” (p. 14). This
means that export causes economic growth and, at the same time, economic growth
causes export. These authors recommended that the government of Zambia put in place
policies that promote export because their econometric analysis showed a “stronger
causality from export to economic growth” (p. 14). However, Caracciolo, Depalo, and
Macias (2014) asserted that “the unpredictability of the Zambian government policy over
the last decades has forced the exit of almost two-thirds of the major international grain
trading firms present in the country” (p. 496).

The government of Zambia has prioritized the agricultural sector and invests in
grain production and marketing. Government spending on agriculture has increased the
production of grains but has not significantly reduced poverty in Zambian rural areas (,
Burke, Jayne, Mason, & Shipekesa, 2011).

Past research has investigated the impact of Zambian agricultural policy on food
security and poverty; however, the impact of this policy on grain trade has not been
ascertained. A review of existing literature enables researchers to contextualize their

research topic and “clarify the relationship between the proposed study and previous
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work conducted on the topic” (Rudestam & Newton, 2007, p. 62). Creswell (2009)

recommended that the literature review for quantitative studies focus on secondary data
and information “related to major independent and dependent variables” (p. 44).

This chapter provides an overview of previous research on the interaction
between government agricultural policies and the performance or livelihoods of nonstate
actors. | also discuss existing literature on agricultural policy and its instruments, as well
as the effect of Zambia’s agricultural policy mix.

Key sections of this chapter include literature on the impact of public policy, and
specifically agricultural policy; the context in which the Zambian agricultural policy was
developed; the scale of government intervention in the agricultural sector; and the
operations of grain traders. The chapter also shows gaps that exist in the research
conducted on the impact of Zambian agricultural policy.

Literature Search Strategy

Most of the articles cited in this literature review were retrieved from the Political
Science Complete databases available at the Walden University online library. Sage and
John Wiley & Sons publications feature highly in this literature review. I also used
relevant working papers, books, and reports from various institutions. The key search
words included policy, agriculture, Zambia, grain, and trade. Boolean operators that |
used to combine search words included AND, OR, and NOT. Most of the peer-reviewed
articles, books, working papers, and reports included in this review were written in the

last 5 years.
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Theoretical Foundation

Poverty and Trade Theories

Theory of poverty. There are several theories of poverty; two of these are
relevant to political and public policy arenas. These theories include “individual
deficiencies” and “social phenomena” (Bradshaw, 2006, p. 6). The design and
effectiveness of interventions to address poverty-related issues depend on the theory that
dominates the views of policy makers. Proponents of “conservative” views postulate that
individual deficiencies are the dominant cause of poverty, whereas those who ascribe to
“liberal” views point fingers at social phenomena (Bradshaw, 2006, p. 6). These views
influence the choice of antipoverty policies and programs.

The recent impressive economic growth in Mozambique epitomizes the limits of
both conservative and liberal views when considered separately. Economic growth did
not change the status of poverty significantly in Mozambique, where the agricultural
sector employs “about 80 per cent” of its population (Cunguara & Hanlon, 2012, p. 627).
Mozambican economic growth hinges on increased foreign direct investment in
“megaprojects” for the extraction of minerals, infrastructure development, and
international development aid (Cunguara & Hanlon, 2012, p. 626). Some development
partners and donors who represent the liberal theory of poverty argue that the most
effective strategy for reducing poverty is investing in “health, education, water, and
roads” (Cunguara & Hanlon, 2012, p. 634). These views led the government of
Mozambique and its donors to neglect the agriculture sector. On the other hand, Malawi

and Zambia defied development partners or donor countries and decided to initiate
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subsidy programs to shore up the agricultural sector. Rickard (2012) asserted that
“subsidies are one of the most direct ways government can protect citizens from the costs
of trade using national budgets” (p. 1181). To protect consumers from high prices of
maize meal, the Zambian Food Reserve Agency offloads its stock to millers at a
subsidized price (Kuteya & Jayne, 2012).

The cumulative and circumstantial theory combines both individual deficiencies
and social phenomena theories of poverty. The cumulative and circumstantial theory of
poverty involves the argument that “economic, political, and social distortion or
discrimination” represent the main cause of poverty and that antipoverty programs should
be complex to address this complex phenomenon (Bradshaw, 2006, p. 10). Addressing
both systemic and individual-related causes of poverty in agrarian economies requires
adequate incentives for farmers to adopted yield-enhancing technologies and access
stable markets. In fact, Cunguara and Hanlon (2012) noted that “surplus households in
northern Mozambique that have the assets and favorable conditions to produce much
more staple food for the market are discouraged from doing so by the instability of prices
and markets” (p. 626).

Political economy analysis of policy choices reveals winners and losers of policy
proposals. Taking a forward-looking approach to poverty analysis to identify “who is
likely to remain poor in the future,” governments of countries in which agriculture
employs the majority of people put in place policies that subsidize the cost of inputs for
smallholder farmers and ensure that they have guaranteed markets for their produce

(Carter & Barrett, 2006, p. 178).
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Appropriate targeting is essential for the success of subsidy programs. In Zambia,
the subsidy program increased total production but did not reduce poverty significantly
because of lack of surgical targeting (Mason, Burke, Shipekesa, & Jayne, 2011). This
study brought grain trade into the equation for reducing poverty and investigated the
impact of such subsidies on grain trade.

Theory of trade. Trade is the concept of exchanging goods and services between
entities. This study focused on international trade, which deals with the exchange of
goods and services between countries. The trade theory is built on the work of Adam
Smith, as refined by David Ricardo (Birgham, 2011). Most trade theories consider
absolute and comparative advantage as the basis for free trade among nations
(Schumacher, 2012).

Trade increases access to goods and services as it opens economic sectors. In fact,
trade openness was the basis of the rapid growth in the “South Asian Tigers” countries
(Birgham, 2011, p. 732). Chimfwembe and Seshamani (2014) found a strong relationship
between export and economic growth in Zambia. However, Abizadeh and Pandey (2009)
found that “trade openness had a small and possibly negative effect on the growth of total
factor productivity for the agricultural sector” (p. 555). This study focuses on the effect of

the Zambian agricultural policy on international grain trade.
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Conceptual Framework
Concept of Trust in the Public Policy Domain

| anchored this study on the “theory of trust” in the public policy domain (Lubell,
2007, p. 237). The concept of trust integrates two theories of public policy: the Kingdon
garbage can model and ecology of games theory.

Kingdon garbage can model. According to this model, public policies are
developed and implemented in a complex environment. In addition to different streams
such as problem, politics, and policy streams, there is a myriad of stakeholders with
divergent goals who make the policy formulation process an “organized anarchy”
(Kingdon, 2011, pp. 84-86).

The Kingdon garbage can model helped in framing and contextualizing the
Zambian government’s intervention in the agricultural sector and the political economy
of the Zambian grain market. This model also helped in analyzing the impact that
government spending had on other “policy games,” including trust between
agribusinesses and government agencies (Lubell et al., 2010, p. 289).

Ecology of games theory. This theory was developed by Norton E. Long in 1958.
It involves the interaction between institutions, also referred to as games, that pursue
different interests and how “players in each game make use of players in the others for
their particular purposes” (Long, 1958, p. 251).

The prevailing wisdom is that collaboration between institutions reduces
transaction costs and maximizes policy outcomes. Scholars in the policy arena refer to

this collaboration as “institutional rational choice” and define it as “inclusive decision
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processes that bring together multiple stakeholders, [and] help build networks and trust”
(Lubell et al., 2010, pp. 287-288). The institutional rational choice framework enables
the analysis of “incentives of actors involved, the context that influences their behavior
and the outcomes of strategic interaction among rational actors” (Araral, 2009, p. 869).
However, the “ecology of games theory” suggests that collaboration between institutions
may increase transaction costs as it introduces “a new game overlaid on” the existing
policy and institutional configuration (p. 290). Policy games are defined as “arenas of
competition and cooperation structured by a set of rules and assumptions about how to
act in order to achieve a particular set of objectives” (p. 289).

The paradigm of competition and cooperation between agribusinesses and
government socioeconomic policies contributes to the analysis of trust-related issues
among Zambian grain industry players. In fact, Abbink, Jayne, and Moller (2011) argued
that lack of trust between the private sector and the agricultural policies of the
government of Zambia produced a “paranoia effect” that tended to crowd out private-
sector agricultural trade (p. 3). The authors argued that this situation also tended to
increase the level of public spending on the agricultural sector because those in the
government feared the eventuality of food insecurity if the sector were left to other
players.

Ecology of games theory indicates that collaborative institutions may be trapped
in the formulation of “symbolic policies” that are geared to simply “quell political
discontent” (Lubell et al., 2010, p. 291). In addition, political survival strategies can

direct government spending to areas where other institutions can serve more efficiently
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due to the effects of an “institutional rational choice” approach to policy making (Araral,
2009, p. 867). Bates and Block (2013) also concluded that electoral competition led to an
increase in agricultural growth in African countries and influenced the policy shift from
“urban-bias” to “rural bias” (p. 373). Bates and Block’s findings support the argument
that the development of public policies should always take into consideration “political
equilibria” even when stated policy objectives are to “remove market failure” or
“correcting distortion” (Acemoglu & Robinson, 2013, p. 190).

Experts argue that public policies create winners and losers as a government
struggles to strike the right balance between equity and efficiency (Hyman, 2014).
However, the “shared value” theory can help in contextualizing the assumption that
policy trust leads to more value creation and higher public benefits than government
spending alone (Porter & Kramer, 2011). This concept makes a case for inclusive
business practices and partnerships between the private and public sectors.

Key Variables and Concepts
Impact of Public Policy

Development projects and business initiatives have a hierarchy of measurements
that policy makers and investors track to ensure that a specific policy or program
achieves its goals and intended impact. Rossi, Lipsey, and Freeman (2004) argued that
“impact theory” defines “the nature of the change in social conditions brought about by
program action” (p. 64). Impact represents the highest effect that a specific policy or
program has on the target group or a segment of the population. However, policy or

program evaluators also assess the relevance and efficiency of the “organizational plan
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and service utilizations plan” that the administrators use to implement policies or
programs (Rossi at al., 2004, p. 64). Policies or programs have two types of indicators
that enable evaluators to ascertain effectiveness and efficiency: impact indicators and
process indicators. These indicators enable policy makers to make informed decisions in
the process of designing, renewing, or discontinuing a particular program or policy.

Rosenbloom, Kravchuk, and Clerkin (2009) defined policy impact as “the extent
to which a policy causes change in the intended direction” (p. 349). These authors argued
that policy impact relates to the causal relationship between policy prescriptions and the
results of implementing proposed policies. Public policies may result in expected
outcomes or produce unexpected impacts on the target sector or population. Economists
and public policy analysts use the “Pareto criterion” to measure or predict the overall
impact of a policy and ensure that “at least one person is better off from a policy action
and no person is worse off” (Mikesell, 2013, p. 22).

However, most research on the impact of the Zambian agricultural policies has
focused on the effects that these policies have on the food security and poverty of the
general population, both urban and rural. None of these studies have closely looked at the
impact that policy instruments have had on the agribusiness sector, especially in the area
of grain trade. In this research, I looked at import and export data and analyzed the
relationship between these data and policy instruments that prevailed during each period

covered in this study.
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Agricultural Policy

Agricultural policy refers to “the set of government programs directly influencing
agricultural production and marketing decisions” (Casavant, Infanger & Bridges, 1999, p.
353). Agricultural policy is one of the public policy areas that impact people living in
both urban and rural settings, as well as small businesses and multinational corporations.
In fact, public policy is a tool that governments use to direct investments in different
areas of the economic and social life of their citizens. Governments use public policy to
redistribute resources and achieve equity and efficiency (Hyman, 2014; Mikesell, 2013).

In many African countries, the performance of agriculture affects the survival of
political figures due to the dominant role that agriculture plays in these countries’ social
and economic sectors (Bates & Block, 2013). The agricultural sector is the main source
of income, food security, and nutrition for the Zambian people. Therefore, the production
and marketing of agricultural commaodities take center stage in Zambian social and
economic policies. The government of Zambia has prioritized this sector by using public
expenditure instruments to shore up grain production since “the early days of
independence” (Sitko & Kuteya, 2013, p. 4).

Contextualizing the Zambian Agricultural Policy

Chapoto (2012) conducted an analysis of the political economy of the food price
policy in Zambia that was consistent with Kingdon’s multiple streams agenda-setting
framework. Chapoto’s account showed the need for a “policy window” where problem,

policy, and politics converged to create an opportunity for an equitable and efficient
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agricultural policy (Kingdon, 2011, p. 165). Kingdon argued that public policies are a

product of multiple streams, including problem, politics, and policy streams.
Problem Stream

In 1990s, the government of Zambia embarked on macroeconomic reforms. To
transition from a planned economy to a market-based economic system, the government
liberalized economic activities, and privatized many state enterprises. It is in this context
that the Zambian government “stopped subsidizing the production and consumption of
maize” in 1991; a decision that led to high agricultural commodity prices and subsequent
food riots threatened to overthrow the government (Chapoto, 2012, p. 3; Poulton, 2014).
Furthermore, in order to mitigate the effect of “several drought cycles in 2004 the
government decided to diversify the agricultural portfolio rather than focusing solely on
maize (Sichoongwe, K., Mapemba, L., Tembo, G., and Ng’ong’ola, D., 2014, pp. 150-
151).
Policy Stream

To avoid food shortage and high prices for staple foods, the government of
Zambia decided to intervene at both upstream and downstream levels of the grain supply
chains with a major emphasis on maize. The government created the Food Reserve
Agency (FRA) in 1996 to solve demand problem by guaranteeing the market for farmers’
produce. The original mission of FRA was “hold buffer stocks and dampen price
variability”; however, the agency became a dominant player in the market and paid a

price that was above the market equilibrium (Chapoto, 2012, p. 3).
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In addition to buying farmers’ products, the government introduced subsidies for
agricultural inputs in 2002. This program started with subsidizing fertilizer and later the
government added subsidized seed. By the end of the 2012/2013 agricultural season, the
expanded range of crops benefiting from the Farmer Input Support Program (FISP)
included maize, rice, sorghum, peanuts, and cotton (Mason, Jayne, & Mofya-Mukuka,
2013).

Politics Stream

During an election year, politicians tend to promise an increase in public
expenditure on agricultural subsidies. In fact, the government of Zambia scaled up the
input subsidy program in 2008 following the election of President Banda and spent
unprecedented amount of money on FISP in 2011 - an election year. Mason and Ricker-
Gilbert (2013) analyzed the distribution and targeting of the FISP program and found that
from 1991 to 2011, constituencies that voted for the ruling party received more inputs
than others as a token of appreciation for their votes.

Election as a Policy Window

In unitary states, elections can predict the governance and policy options as
presidential majority in legislative bodies and their allies or satellite parties endorse most
of the ruling party policy proposals (Tewfik, 2010). This means that policy streams
(problem, policy, and politics) converge at the election time to provide a policy window
for the agenda that the governing coalition prefers. Bates and Block (2013) argued that

electoral competition led to an increase in agricultural growth in African countries and
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influenced the policy shift from “urban bias” to “rural bias” (Bates & Block, 2013, p.
373).

However, Zambian politicians and policy makers seem to embrace a renaissance
of the premultipartism era policies that focused on keeping agricultural commodity
“prices low for urban consumers while maintaining remunerative prices for maize
producers” (Mason, Jayne, & Mofya-Mukuka, 2013, p. 4). This policy alternative may
become fiscally unsustainable in the long-run and deliberate efforts might be necessary to
attract private investments in agriculture.

Scale of the Zambian Government Intervention in Agriculture

Common policy instruments that governments use to influence the agricultural
sector include “price support, direct payments, production controls, and credit” (Bates &
Block, 2013, p. 366). Zambia uses both supply and demand side instruments to influence
the production and marketing of agricultural commodities.

Supply side policy instrument. The government of Zambia spends a significant
portion of the agricultural budget on Farmer Input Support Program (FISP) that provides
farmers with subsidized fertilizer and seed for maize, sorghum, and millet. The
government uses input subsidies to increase the overall production of staple crops and
ensure that poor smallholder farmers also participate in the agricultural production.
However, most smallholder farmers are still net buyer of key grains (Mason & Myers,

2011).
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Table 1

Zambian Government Spending on Input Subsidy Program (FISP and Food Security
Pack Program), 2003-2012 Budget Years

Bﬁgft FISP (million ZMK)
2003 98050
2004 139990
2005 184050
2006 204540
2007 492080
2008 565120
2009 589010
2010 895390
2011 500000
2012* 499970

Note. Data from “Zambia’s Input Subsidy Programs,” by N. M. Mason, T. S. Jayne, and R. Mofya-
Mukuka, 2013, Agricultural Economics, 44(2013).
* Based on budgeted amount. The budget execution takes place in the subsequent year.

Implementation of the Zambian agricultural policy focused on grain production
and consumption subsidies that crowded out private sector companies (Abbink, Jayne, &
Moller, 2011). In addition to subsidies and price support, the government uses other
policy instruments including export bans, trade tariff, and licensing to influence the
quantities that are sold in domestic and export markets. However, these other instruments
are not regular and their use depends on lobbying or fear for food shortage (Sitko &
Jayne, 2011).

Demand side policy instrument. To ensure that smallholder farmers have a
guaranteed market for their produce, the government of Zambia put in place a Food

Reserve Agency (FRA) that is primarily in charge of buying and holding a strategic food
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reserve. However, the government has been using the agency to provide smallholder
farmers with a market that pays “pan-territorial prices that frequently exceed prevailing
market prices” (Jayne & Sitko, 2014, p. 10).

Table 2

Grain Reserve Agency’s Grain Purchases

Season FRA purchases in

metric tons
2003 54,846
2004 105,279
2005 78,666
2006 389,509
2007 396,450
2008 73,876
2009 198,629
2010 883,036
2011 1,751,660
2012 1,046,000

Note. Data from The Maize Price Spike of 2012/13: Understanding the Paradox of High Prices Despite
Abundant Supplies (p. 5), by N. Sitko and A. Kuteya, 2013, Lasaka, Zambia: Indaba Agricultural Policy
Research Institute (http://fsg.afre.msu.edu/zambia/wp81.pdf).

FRA’s practice of buying maize, rice, and cassava from farmers at a price above
the market equilibrium crowds out private sector grain traders (Chipoto, 2012). Grain
trading use market fundamentals of supply and demand to determine the price and
quantity of commodities they trade. This study clarifies the extent to which the supply
side policy instruments affect the involvement of the private sector in the Zambian grain
trading.

In addition to investigating the effect of each of these two policy instruments, this

study also investigated the combined effect of these instruments. The table below proves
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the argument that Bates and Block (2013) advanced on political and policy biases. In fact,
the data shows that in 2008, the government of Zambian more than doubled its
expenditure on Farmer Input Support Program (FISP) as the ruling party wanted to attract
rural voters. The government campaigned on “expanding the share of fertilizer it
subsidized from 60 to 75 percent” (Resnick & Thurlow, 2014, p. 14). Data for the
subsequent election cycle of 2011 suggest that the incumbent wanted to attract the rural
producer by increasing government purchases to guarantee high prices and increasing
subsidies on agricultural inputs.

Table 3

FRA Purchases and Government Spending of FISP

v PRARUCISI gy HSTI g
2003 54,846 98.05
2004 105,279 92% 139.99 43%
2005 78,666 -25% 184.05 31%
2006 389,509 395% 204.54 11%
2007 396,450 2% 492.08 141%
2008 73,876 -819% 565.12 15%
2009 198,629 169% 589.01 4%
2010 883,036 345% 895.39 52%
2011 1,751,660 98% 500 44%
2012 1,046,000 -40% 499.97  .0.01%

Note. Author’s calculations using data from The Maize Price Spike of 2012/13: Understanding the Paradox
of High Prices Despite Abundant Supplies (p. 5), by N. Sitko and A. Kuteya, 2013, Lasaka, Zambia: Indaba
Agricultural Policy Research Institute (http://fsg.afre.msu.edu/zambia/wp81.pdf).

Private Sector Involvement
A sustainable growth of the agricultural sector requires efficient markets and a

policy environment that is conducive to private sector investment. Abbot (2010) argued
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that governments should coordinate their policy actions with the private sector, and that
government intervention should be rule-based, transparent, credible and predictable to
minimize negative effects or loss of livelihoods. Barret (2008) recommended the
combination of public policy instruments and private sector investment to enable farmers
to produce “marketable surplus” (p. 300). In fact, stated objectives of the Zambian
agricultural policy include “the reduction of production and marketing distortions of
maize” and “facilitating the growth of the private sector” (Tembo, Chapoto, Jayne, and
Weber, 2010, p. 60). However, “in recent years business increasingly has been viewed as
a major cause of social, environment, and economic problems” (Porter & Kramer, 2011,
p. 1). This perception led to an increased government intervention in key e