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:Recent litcrat:-.Jre reflects increasing professior.al intf'.rest ";:J<J 2.g:-ir.ul.7".!r7.l 

econanists in the behavicur of mar:cetir.g to:L.-ds an.:! L, t.~ ~=s:u:,::.e i:<.:.-.d.,~·l='! 

coru:;eque.nces arising fran policies c,f offi-::ial r,,at:ket in::c>i·ve:·,'.:iY·. 

this viork is of a theoretical nature (e.g. Just, llaz~ll a.--rl Scc:r.-::~z7o, :'.:.:•:..::.-1 

and Schmitz). 

frar. an empirical ex.'.lllU.nnt.i on of the actual ,:,erfc=.'1CP. of m~·ket:ir.g ro,.::·ds. 

This paper examines the: behaviour of agricultural r.-.:'::.-keti.ng o::i.1..ds j :1 S:<.>t:• 

Africa. 

the major econar.ic variables under. ~ c<mtrol of the vari.0u3 ':Y:>ards eY.2.:71:i.~:·:vi. 

to detennine what 1_J01icie.s the b0ards have a:::tua Uy :Collo,cd. 

are found to be significant differencez J.n be.'l..'lvio;ir l:etwcen the va".'iO''""" l:n,t:c:'!s, 

it will be argued that in several important L,stanC'i::S t.'"le !x_Jlicies -::,f t:...: b-::a.r:ds 

have been neutral - had U-.e::-e been no markct.ing t:odrd in c-.xis~r!!,ce ~:e sit.~'--='-~·~o-, 

would have been little different.Y 

to be found in tJ1e de'! facto constraints 011 the p:,we.r c'.: t.he h::iards. 

conslraints are of a political rather than strictly ecorartic r:atur~. It ~s 

suc,gested that practical influences S".Jch as these cast SCIT'8 d::ubt on the 

possibi.lity of recent theoretical ~rk yielding uSeful nrescript.ive r:olicy 

guidelines . 

THE S'l'RUcru!>.E OF THE SOCJl'H AFRICAN ~ING 001\.RD ~M 

Du'Cing the period u.'rler r=iew (1950-1974) Sout.'1 Jl.fricar: marketi:.._:; ooards 

functioned in te= of the 1938 '.'larketing Act, revised in 1%8 (A:t No. 59). 

Gene.rally, separate roards existed for each crop, al tha.igh there \·:ae, r;•, ,Jax:e 

of sarie centralisA.tion of control. 

responsible for other winter cf'_reals (oats, bar!.ey and rye), th:? 11-,,12e &,,-,rd 

for <Jrain arrl sorghum .i.n aclrlitio:1 to riaize (o:;rn). /!ethc:ds of =ket 

invei-vcntion dJffer.ed. 

single channel sche:n?s,2/ t-~ilst tl1e 71eat !.~.urd ~rcs!X):-.s;.b~~ !:or L"'E'~:', rrntton 

ard fY:>::.-k) fwicticlled on a ::loor/price sJq,hts r=:::»1.:il l:,ru;is. 



, 
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The !-',arket:.in:J Act was enabling, rx,t obligatory. The machinery for 

estnlishJng m...rketirry xiards was set up, thouqh the l\ct did not itself 

snecify which Loan1s were to be established. Ry 1973, h<Y.,-ever, there 

were 22 boards tn ex.isten::e, all functioning largely i.roepen::l.ently in 

dete.rmintl'g price levels arrl other operational strate,Jies. An :important 

factor ccr.rcn to then dll, hawever, •,as the e.xlstence of a voting majority 

of ;:,roducer r,:-presentatives on all t'1e boutls. niis was a le;Jal requirement 

in i:err.i.s of the Marketing Act,Y additional toard me11bers being selected to 

re;:,rc,s<c,n c t.h<a Dt•rartrne.'"lt of J\<Jl.•ic.ul ture, cor.s:.uners, wholesalers am other 

intcn~st grou;:,s. 

?Ja,,r.er..:> ir: t.11€ 11.lrket.rng .i-'\ct is there any statement of the objectives, 

c'.L•J,c~- ::,f the in:!ividu.il i.Joardl; or of the l!'arketing, system as a whole. 

,·:e •-'1u~. hd·1e ro obviOlS yardstick against whic.."1 to judge their perfo:ona.'lCe. 

But tr.cuc;h t:hJre is oo soec:ified objective, there is equally ro shortage 

of advice on ho.I to rehave. A tyr)ical e.xam;,le: " ••• apart fran the 

in.= pos:.t.lon, price fi.xin<J shalld also take acccunt of changes in 

prccuction costs, the elasticity of su1~ly an:i demand (as well as the loDJ 

ten11 shifts that can be expected in the supply arrl demand curves), tJ-ie 

prccuction ard col'lSUm!)tion treoos, prices of substitutes, the import 

possibclities and overall agricultural policy" }J Exactly ha.,, in practice 

one ca11 juq,Jlc these factors is by no means clear. Typically, there is no 

attanp':: to distin;ruish bebsleen benevolent sentiiren.ts aoo t_:>ractical advice. 

In the .wse.nce, then, oi any clearly defined objective we may sketch 

three t_)OSSible policy optionq theoretically available to the various 

In'U"ket.lNJ !::o.vd.3: 

i) 

ii) 

iii) 

3. 

price/quantity stabilisation on the local market, 

total revenue stabilisation, 

total revenue !113Ximisation. 

These three policies, thrugh not necessarily incanpatible, are likely 

to be so. There are, in addition, strong grourrls for anticipating the,'.: 

policy iii) would be follo.>ed. Such indeed was the clear expect..:ition of 

ecolX!'lists who criticised the marketing board system at the ti;ne of its 

introducti.on.1/ Producers, we recall, have a legally guaranteed votinJ 

majority on the boards. In addition the boards are endc1N€d with s,,>eet_)inq 

p:wers over both the local market as well i'ls foreign trade poHcies, 

subject only to the veto of the Minister cf Agriculture ;,ho (apart fr= 

the fact that he would himself nonnru.ly l::e a fanrer) would be well aware c~ 

the political in::luence of the rural electorate. 

canbined with the asb"U!l'ption of self-interest t.1-ierefore sugr,ests a policy 

of su'?))ly restriction on the local market associated wit.'1 relatively higl, 

consumer prices. 

4. THE PERFORMANCE OF THE 00.'\RDS 

The behaviour of 10 products is considered. Together these account for 

about 50 per cent by value of total agricultural rut?,lt in South Af;t'ica. 

The relationship between different variables assod.ated with the thr= 

suggested policies (Table 1) are exarnine-i. It is assumed that South ,\frican 

agri<:ulture is a pd.:::e taker in world markets. Transuort costs a:rl q..iality 

differences are assumed a:,ra.y. It is also asst.m:d (t..lr,u,::rh this does r:ot in 

arr:1 way affect subser,uent conclusions) that the local r=ket is :ruled by 

stra.ight line rather than constant elasticity da:'~"lnd =1.v8s. 

of the boards i.s sunrnarised i!1 Table 2. 

A polic-.1 cf total revenue max1misation requires that J.ocal p!:'ice (P 1) 

should be above world price (P 2) . '!his occurs significantly often tn t:-.e 
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case of wheat, grain sorghum, lamb, oats am rye. With the eKCE!'.)tiOn of 

<,rain SOC"]hU!:1, ll<'.WCVt!r, these products are all iJTqx>rted, which is not con-

sis tent with revenue rnaximis.'\tion behaviour. As further evidence, (=lumn 3) 

irdicatcs trot L'1ere is r.., product where local price has =nsistently rooved 

wit..'1 wo.::lJ !)rice (rot ever. r;rain sorghun). 

(iii) nust be rejected. 

Slr.'li.larly, policy (ii) can be rejected. 

It seal's therefore, that policy 

Total revenue has not been stable. 

In ::-ost years, for =st product.c1, total revenue l!Y.llTed in ~'l!ff.)clthy with total 

ootp..it, Q, (coll!!:tn 6). 

It wr:uld seen thc1;cfore, that we are obliged to accept poliC'.f (i). The 

eviderce in favoor of thls =nclusion is reasonably persuasive. It is the 

onl;- ore of tl-.e three ,.olicy O!)tions which allo,is ~rts, am five of the 

t,:m products studied are usually i.rrp:;rted. In addition, P1 appears to be 

uncorrelated with P2 d.S raJUired (colunn 3). Col\ll'!ln (7) which shows P1 

deflated by the Sc,.tt.'l Af:-!can =nst..""r.Cr price in::lex suggests t.liat real prices 

on the local market, have been e.xtraord.irarily stable for rn:,st products. 

The -.l')ht of evidence sew.is therefore to point to the =nclusion that, 

t,.,• and l.argE>, ttc effect of the maxketir>.J boards has been to stabilise local 

price. It is, ho.cver, or.,en to an alternative internetation. In the case 

ot tlie two =t important prcx'lucts, beef and maize, wh.l.ch together account 

for one thinl by value of agricultural output, local prices have been 

nr..:irk.'\l,ly close to world prkes (=lumn 5) • Had these marketing boards 

r-ct t:!Xistcd, it is reasonable to argue, local prices would have been little 

different. It is therefore necessa..7' to ~ the question: Why did these 

h."">'L.-ds choose not to use the iq>ressive array of marketing powers at their 

disposal? 

l 

s. 

Dc.-ms has suggested tr.at I!Dnopoly theory yields u.-aeful predictions orJ.y 

because of specific ownership arran;ienents. The conventional textbock theory 

needs to be !!Dre carefully spelled rut. Implicit in the theory is the 

assl.lm!)tion that the decision maker aloo O-Nl'lS the fixed factors. 

rights situation, in other words is closely definoo. 

n--.e prope...-:-t:y 

In the case, of narketing boards, ~ver, we have an obvioos case of t.'1e 

separation of ownership fran control. nie pooole who make the price 

decisiom, are not the same as those who make the production decision an::1, 

crucially, there is no direct relationship J:::etween the decision an::1 the rewards 

accruing to the decision maker. Although a high producer nrice rnay be 

important to producer board m::rnbers it is unlikely to be their only objective. 

Other factors are also important - the desire to avoid adverse p.lblic 

criticism, for example. 

If therefore, econcmic theory fails to provide satisfactory e:<!,lanation 

for the behaviour of marketing boards it is because 'econ::rnic theories of 

gov-errrrent ••• universally fail to assign any rrotives to the rien in goverrment'. 

(Dcwns, p.283). This is an important failin,, ircreasingly recognised as 

goverment activity expands to occu:ny an ever widening area of eco:lOT'ic 

activity. What is necde:rl is a theory to explain the l:.ehaviour of goverrn?.nt 

regulatory agencies in a satisfactory an::1 enpirically refutable way.§./ 

Although the parallels bet;,;een regulatory agencies in the United States 

an::1 marketing boards in Sooth Africa shculd not be pressed too ha ... -d, m.riy of 

tl1e similarities are striking. As far as the sLl"\.lcture, the experierx:-e in 

the Uni.ted States that 'there i.s unlikely to be effective org3.nisation of the 

consurrers as.a group' (Russell ard Shelton, p.8) Se6!lS to a~m:ixi.mate the 

South African experience. Sir.'J.larly, we could agree that re:;ulation ccc.,-urs 

not to prolect t.he =nsumer agai~st unbridlP.d nonopoly rx:t"'2-::, h.:t rM~'1er at: the 
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i!istigation of the reg,llated filln3 themselves. It is often a cheap (arrl legal) 

w:•y to <.'!"Crate a cartel. Sin1i.larly, close parallels 11re to be fam::l in the 

F..:::.;_[~~~ of tl:e variais agercies. In the south African case it is easy 

t.:: : i rd c~idf!nc-e in support of Po,~~r that • one of the functions of regulation 

is t-.o p;rfom distri!:.o.:tlve an::1 allccative chores usually ae.sociated with tt1e 

tax.ir,-, er financial branch of qoverrment'. 

To un::!er::st<lnd t..~ l.P..havirur of marketing boarc.1s better it is necessary to 

,:onsider the problems faced by each board in r.iakinJ its pricing decision. 

OJ.tplt .:.s a furction of ~s factors of which only the price of that 

;-i:-c:rluct is directly urder the control of the t-oard. Weather, costs, natural 

!.:i?.ci.rds arrl the decisions of iroividual farmers are rot. ~bst i.mp::>rtantly, 

t..1-irl prices of substitutes (an::1 t?Jen ccr.plcr.ents) in prodw.:tion are frequently 

beyond the.ir cor•trol. Further, with the exceJ?tion 42f ve::1etables, which si<;-

r.ificantly are rot controlled, fe,, a')ricultu::-al products are sold directly to 

~t urrlergo furt.he:r ~essing or are sold to other far.ners 

(as cattle fee:l, etc,). '!°11UJ<Jh consumers may be a diffuse, disorganised 

grcu::,, the food ?["QC'eSSing industry is probably reasonably pcr,ierful. This 

l'.lCa!lS th.'l.t. if continurus clashes are to be avoided sane modus viverrli needs 

Gi\·e.n t.'-,,;, =:ilexities of the fact.ors irn;olved, costs obtaining information 

ard of re.:ichlng a<Jre<ment on a suitable price are likely to be high. Sane 

rule of thumb is necessary whic.'1 is defensfole both to varioos political 

ir.ter::-,;t groups on 1--olitical aro ec:ira!lic <;roonds, The world price fulfills 

this r(,q-.!irement, arrl explains the behavioor of maize arrl beef markets. In 

the case o: wheat, however, rx>litic;i.l factors are crJ':!r-riding arrl m:>rx:,poly 

~.:?I" has been used ~o secure relatively hi'Jh !)l'Oducer prices. The Sooth 

Africa:. ~.rience can t.~efore be interpreted as illustrat.ive of the relative 

~rlessness l~f ,11:1rketir,g boards to i\Chteve significant variations in market 

prices ur.less sur~10rtoo t,y oolitical interest groups. 

7. 

6 • CXJ!,,"CUJSIOO 

If this interpretation is co=ect we are forced to vie,, re,c,,n'.: literatl.:re 

favouring market intervention policies in a m:,re scer,tical light. It is 

of course always possible to !"'.ake o.ne rer.son better off at the exjX'l".se of 

saneb:xly else. Further, when two parti.es enJage in trade, we can conclud-~ 

that they do so because both par+-...ies expect to benefit. If a third party 

is en;iaged to oversee this trade, if he has privileged acc.-ess to infoDMti.on 

arrl functions with al.truism, then both trading parties may be better off 

than they would be in the absence of the third p'llty. On s=h four-.:;ations 

is recent tli.eoretical v.0rk based. In Pigcmrian manner sare regulatory 

authority is invoked to ir:.l.erJene in the market, an::l does so costlessly. 

'In the Pigouvian tradition, the J::ureaucrat is both informed and irr,::rn.'P'::ible, 

in the Coase fr=rk he is i<J?lOrant an::l incorruptible.' (Buchanan). 

This simplification (which is of carrse readily acknowledged by the authors 

of many recent n-odels) may not matter much if the r.lOdels are seen as r.v1~e-

matical toys. But one :iI!lagines that they are interxled to be sane'.:hi~ rrore 

than that. Thoogh they largely abstract fran political factors, they =e 

designed to provide sore sort of re!!)re.sentation of the real world. Yet 

political decision rraking is the~ of marketirYJ l::,o,;>.rds.2/ Thc:y are 

stepchildren of the political process. '!'he Market provides a Certain 

distribution of wealth. This is judged t-.o be un.."'atisfactory by certain 

interest groups ard a marketin<J lx>ard is set up to attem;:,t to provide a 

differe."lt one. If the South J1£rican experierce can re gen-:ralisecl, marketing 

lx>ards are not established to rraxirnise econanic welfare. 

to redistribute it - though in this they rnay not be as su:::cessbl as tl,e 

architects of these scheres WO\!ld have wish9d. 
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1'hc effect of thi!' is that marketing boords will seldcr.t folle111 Oj?t.llnising 

[.>ii•..l~ defj_r,1..>,;\ in te.ons of co1wentional econanic variables. Similarly, evalu-

a~ L•;-~ st.,.ilie" wl.11 u.;,-ually sh-::w that bcarJs have be.'iaved less than optimally. 

B-s.1t t.liis ,re.:ins r.:>thing t'.nre than that variables other t-.han sfm!:>le econanic 

~r.tJ.~,.le:; !,:ive cntc.1·ed +-..he c-.alculations of the bonrd concernec. 

It nuy be in:p-:,,:::.:mt to ccm,;ider, for ei<a'lT,'.)le, the merr.1:-ership of boards arxi 

the relation,,h.ip bctwee.~ diffe.i:ent boards. In other 'M:lrds e1e effective 

co:,straints c-n t.~ actions cf boards. These variables, tha1cyh not readily 

S"-k"\r'!t.i!:.;_able, may ,.~11 turn out to be the Jn::JSt important. 

·-. -- -- ··-~- ------- --~------------------------

! . 

I 
-- ----" 
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l'ABLE 1: MARKETING BOARD roLICI:':S 

--
P O L I C I E S 

Vnriables 
Pl, Ql Stabilisation I TR Stabilisation TR Hax!.r.:isaticn 

p· 
2 

Q2 

Q 

TR 

Imports 

Exports 

!£z: pl' Ql 

~!Rl 

Pz, Q2 

Ql+Q2=Q 
+ 

II 

Pl' Ql + P, if 1'2 ,- Hl\ z. L 

- pl if Pz< H"Rl 

Stable - p2 if P2>:W.\ 

+ p2 if P2 < HR1 

z. pl' Ql + Pl if r 2, MR1 

- pl if P2 < MR1 

+ Q Stable 

+ p2 

. 
If Q <:.Q !lever 

If Q >Q Possible 

Local price and ~uantity, 

Marginal revenue on local market, 

World price and quantity sold overseas, 

Total local production, 

Positively correlated, 

Negatively correlated, 

Uncorrelated, 

I ~ MRl 

< 
.., 

I ·1 
+ Pl I 
- P~ 

I. 

+ Q2 

+ l' 
2 

z. Ql 

+ Q 

Never 

Possible 

Thus, for a policy of total revenue maximisation we 1ooulcl expect world 

price to be equal to m<1rginal revenue on the local =rket, :md J.ess than 

local price but positively correlated with it. 

I 
I 

I 

l 
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TABLE 2: MARKET! t-:c ::oA,J) !lEIV,VIOUR 

----, board !',:-oducl Value as No, of No. of Net: i= Average No. of Real F 
:t of years years porter deviation ye.?rs 1/SPl 
total P1>r2 Pl+ Pz (M) or of r1 from Q + TR 
:t~ricul- expor-

p2 tu,·al tcr (X) 
outrut ( % ) 

I (1974/5) 

(1) (2) (3) {4) (5) (6) {7) 
I 
I 

23/2: 13123 r~ 1-lwb 5,0 M + 41.7 16/23 86,99/14.30 

I Beef 11,& 16/25 15/24 X t t,. 7 20/23 63,84/13,17 

I I Por:t 
I 2,6 l/24 16/23 X - iJ.6 13/23 59,56/4.36 

C 
~·!ai ze 22,2 10/25 11/24 X - 7,5 23/2: 6.24/ 0,63 

Gr:iih 1,0 221~; 12/24 X ~31,0_ 22,2z- 8,24/ 2.36 ~Orl,h, 
, 

. ,~11e.:1t 6,0 211;~ 7125 M + 37,t, 21,12: 12,19/ 1,32 I ' I C~-:~s '2,7 2012; 5124 M + 23,7 24/2; 7,97/ I l,01-
I 

R;·e 0,0 19/2; 7122 M + :n,o 22/23 7,86/ 0,45 

Earley t),2 5I 25 8124 M - 9,3 21/23 6,89/ 0,99 

Oil.- Gro1,nc · 
1,7 3i2.s 9124 % - 15,4 22i23 20,20/3,66 r r.uts 

! ---

* Sitnificr.nt at the 99 % level. 

In each case r2 is export price of 1:1&jor trading partner or U.S. whole­

sale pr.tee. 

Standard deviation, local price deflated by Consumer Price 
Index. 

y 

Jj 

1/ 

11. 

These conclusions are similar to those obtained in other f;t'.-Jdies. 
St-ie f<Jr example, /,gru:wala. 
With the exception of grain sorghum which was riarke:ted on a floor price basts. 

Section 28(2), Act No. 59, 1968. 

y Cannission Report, RP 19/1972, pp.123-124. 

1/ See for ex.'.lll1!Jle, Richards, p.503. 

fj_l See Tullock for a discussion of three hypotheSf'..s regard.ln<:! r~mlatocy 
l:.ehaviour. 

11 Canpare Kahn: 'One inherent weakness of regulation is its involvEment 
with the politic:'il r-,r=ess'. 9.326. 
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