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Abstract

The bifurcation of Zambia’s agricultural land markets prevents
smallholder farmers from participating in modern food marketing chan-
nels. High transaction costs in terms of time and financial resources
make conversion of customary land into commercial land title pro-
hibitively expensive for smallholder farmers. The simulated conver-
sion of land title, without changing ownership, instigates a reallocation
of capital and labor resources in the modeled economy that benefits
smallholders in their roles as producers and household owners of fac-
tors of production. With the increase in commercial land area, labor
becomes scarce and farm production becomes more capital intensive,
thus increasing labor productivity and smallholder household income.
This analysis highlights the importance of integrating land markets
and giving smallholders an effective increase in the range of their re-
source allocation decisions.

Keywords: Land Markets, Smallholder Farming, Economic Growth
JEL Classification: Q13, O13, F43
author email: lars1102@Qumn.edu



1 Introduction

The world has recently witnessed the beginnings of a remarkable transition in
emerging economies from traditional food marketing channels to commercial
channels employing the technology common to advanced countries. Modern,
commercial food marketing channels have been growing rapidly compared
to traditional food marketing channels in economies across Latin and South
America, south east Asia, and parts of Africa (Weatherspoon and Rear-
don 2003). Traditional food marketing channels consist of small stands and
hawkers selling in the informal, open air market or on the streets (Kaynat
and Cavusgil 1982). Modern marketing channels, on the other hand, are
relatively more capital intensive from the farm-gate to the processor, and
finally to the retailer (Reardon et al. 2003). This study examines, from the
point of view of structural adjustment, the effect of this transition story on
smallholder farmers, who participate in traditional food channels.

In the course of economic development, farms and food marketing firms
introduce more capital intensive methods of production along with new tech-
nologies. As a result, labor productivity rises in the modern relatively capital
intensive sectors, with the tendency to pull labor from the traditional sec-
tor. Thus, the evolution of the modern food marketing channel instigates
changes in the allocation of capital and other resources. However, many of
these economies feature missing markets that, in the process of transition
growth, can adversely affect the traditional farm sector due to high transac-
tion costs and transaction risks (Emongor 2008, Dorward, Kydd, Morrsion,
and Urey 2004). Primary food products (as opposed export crops such as
coffee, almonds, cocao) produced by the traditional farm sector tend not to
be exported, so that the farm gate price faced by traditional farmers tends
to be uncorrelated with world prices. For example, Weatherspoon and Rear-
don (2003) show with FAO statistics that in Africa very little fresh fruit and
vegetable production is imported or exported. Whereas, commercial farm-
ers and primary commodity wholesalers, like their counterparts in advanced
countries, tend to have access to foreign markets, making their products a
traded good. Thus, price transmission from food retail to the farm gate af-
fects traditional farm prices differently than prices received by commercial
farmers. Moreover, many traditional farms in dry-land areas are of rela-
tively small acreage, and located on marginal, less fertile land areas that are
economically distant from markets (World Development Report 2009).

For this, and perhaps other reasons (such as the lack of well-defined and



enforceable property rights and problems with contract enforcement), land
in traditional farms tends not to be rented out to the owners of commercial
farms. Consequently, the transition to more modern marketing channels
servicing modern supermarkets can be particularly worrisome to owners of
land in traditional farms. This effect is possibly made more onerous when, as
numerous studies suggest (Stokke 2009, Weatherspoon and Reardon 2003),
the rate of transition from modern to traditional channels appears to be
occurring at a pace that exceeds the historical pace experienced in today’s
advanced economies (Reardon et al. 2003).

Transitions in food marketing channels also create structural adjustment
difficulties as relative factor prices change in response to new patterns of sec-
toral supply and demand. Differences in capital intensity across sectors affect
factor incomes and profits. Labor and capital flow to the expanding, more
profitable sectors, which bid up factor prices, while other sectors experience
higher factor costs and lower profits. If a factor market is not integrated,
such as agricultural land in Zambia, additional difficulties arise since the
allocation of resources is not able to adjust to price signals.

2 Zambia in Transition

In this study, we select the economy of Zambia because it is in the early
stages of the transition process from traditional food channels to modern,
commercial channels. Zambia represents a modern copper and other base
metal mining and refining industry set in the environment of a traditional
agrarian economy. The capital intensive mining industry, which earns most
of Zambia’s foreign exchange, also generates some intermediate processing
and fabrication of the metals. Although the mining industry is dominant, it
employs relatively few workers compared to the agricultural sector.

Zambia falls in the low income group of nations with a GNI of US$12.5
billion and total population of 12.9 million in 2009. Life expectancy at birth
was 45 years compared to the low income group average of 57. GNI per
capita was US$960 versus US$1,126 for sub-Saharan Africa and US$512 for
low income nations.

As a percentage of GDP, the structure of the Zambian economy con-
sists of services—44.3%, industry—34.1% of which manufacturing is 9.6%, and
agriculture-21.6%. The primary industries are base metal mining and metal
refining. The leading exports are copper, cobalt, electricity, tobacco, flowers,



Figure 2.1: Map of Zambia
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cotton, copper cables, maize and sugar. Leading imports include machin-
ery, transportation equipment, petroleum products, fertilizer, food stuffs,
and clothing. While Zambia is highly urbanized, especially in Copperbelt
province, agriculture represents about 85% of employment.

In colonial times, white settlers farmed large estates found along the line
of rail. In comparison, the average smallholder farm is just a few hectares.
This legacy is part of the story of the bifurcation of Zambian food channels.
Smallholder farmers, because of their small scale, low levels of education, and
geographic dispersion from the benefits of infrastructure and larger markets,
face higher transaction costs that inhibit competition (Ortmann and King,
2010). Because they are not integrated, agricultural land markets in Zambia
present roadblocks to smallholder farmers seeking to gain entry into mod-
ern food marketing channels. Zambia’s two agricultural sectors are based on
different systems of land tenure. Smallholders farm about 93% of Zambia’s
farmland, which is organized under customary land tenure. Tribal chiefs re-



tain authority over this land. Commercial farmers own the remaining 7%,
which is organized under freehold title, allowing them to buy and sell and
take out mortgages. Although land title conversion is legal in Zambia, it is
prohibitively expensive for smallholders in terms of time and financial cost.
The goal of this paper is to explore the structural effects, and particularly
the effects on smallholder profits, on the Zambian economy of a conversion of
a quarter of customary lands to freehold status. Such a conversion does not
imply a change in ownership or payments of rents and profits, but simply a
change in sector status from traditional farming to commercial farming. This
study does not contemplate the specific mechanisms under which this con-
version would occur, but examines the effects on the economic performance
of Zambia’s sectors.

The paper proceeds by describing the conceptual framework of a Ram-
sey growth model fitted to data on the Zambian economy and solved with
Mathematica. The model is customized with two farming sectors and two
food retail marketing sectors. Next, the baseline model is adjusted for the
land conversion scenario with changes to two statistics—land area and output.
The baseline model is then compared with the land title conversion scenario
described in the previous paragraph. The empirical results show that land
conversion increases smallholder and commercial demand for labor while the
capital market faces a variety of effects on the supply and demand sides. The
paper concludes with a discussion of policy recommendations.

3 The Model

3.1 Environment

e The economy produces four final goods, denoted Yj, a manufactured
good, Y,,, a service good, Y, and two food goods, one of which is
provided by modern food retail firms, Y,, the other by traditional food
retail firms, Yj.

e Two agricultural goods, and their accompanying wholesale - processing
- distribution services, are produced that supply the food retail sector.
This vertical production - processing - distribution chain is bifurcated,
one of which mostly supplies modern food retail markets, the other of
which mostly supplies the traditional food retail firms. The modern



food retail firms are supplied by the commercial - modern farms - mod-
ern food processing and distribution system. Denote this supply by
Y.. Traditional food retail firms are supplied by the more traditional

farm-food processing and distribution system. Denote this supply by
Yi.

e The markets for the service good Y5, retail food Y, and Y, are domestic
only. That is, international trade does not occur at the retail level for
these goods so that their prices, denoted ps, p,., pg, respectively, are
endogenous. International trade occurs for the manufactured good Y,
at a given world price p,,, and at the wholesale level for the modern
agricultural good Y, at the given world price p.. However, it is assumed
that the traditional farm-food processing distribution chain is confined
to the domestic market only and hence does not engage in foreign trade.
Thus, the supply produced by this chain Y}, is traded at a domestic price
pp, that is endogenously determined.

e All technologies are neo-classical constant returns to scale, and all mar-
kets are competitive.

e The current generation of households behave as though they take into
account the welfare and resources of their descendents. Household
members are assumed to grow at the rate n over time. Households
receive payments w and r* for the service flows of their stock of labor
L and capital K, and rental payments 7. and 7, for the service flows of
the land endowments H,, and H; in modern and traditional agriculture,
respectively. They exchange this income stream for expenditures on
consumption goods @);, j = m (manufactures), r (modern retail food),
d (traditional retail food), s (services) and savings.

3.2 Households

Households are represented by an infinitely-lived Ramsey model where pref-
erences for final goods v, Y, Ya, ys in per worker terms are expressed in
the following utility function. Households receive utility from the sequence
{@m;, ¢, qa, qs}ﬁigo expressed as a weighted sum of all future flows of utility

t=o00 1-60 1
/ u(qm, qr, 4d, qs) €(n_’0)tdt (1)
0 1—-46




The felicity function u(-) is assumed to be of the Stone-Geary form. House-
holds, assumed to be proportional to the number of workers, grow at the
rate

L(t) = " L(0) (2)

and discount future consumption at the rate p > 0. The ratio 1/6 represents
the inter-temporal elasticity of substitution, where we presume 6 > 1.

The household’s flow budget constraint expresses savings K at each in-
stant in time as the difference between income(wages and interest) and ex-
penditure on final goods. Foreign ownership of assets is not allowed so that
the stock of capital assets equals the the economy’s stock of capital K. Its
budget constraint is

k=w+k(r—n)+nH.+mH,—FE (3)

where expenditures on final goods is given by

E = &(pm, Dry Pd, Ps) g+ Dr+Yapa = é@g} { E i | ¢ < 1(qm, @ — Vv, da — Va, qs)}
= .
J
(4)

The implied no-arbitrage condition between capital and land for each
agricultural sector must hold at each instant in time such that the return to
capital equals the profits to agricultural land plus appreciation in the price
of land where Py; is the price of land.

5 PL._
= : == h 5
" PL¢+PL1"Z “ (5)

The first order conditions obtained from the present-value Hamiltonian
yield the Euler equation,
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where J\; is the share of super numerary expenditure &(p,,, p., pa, ps)q allo-
cated to the ¢ — th good




where ¢, = 0¢(-)/dp;. This relationship means that households will choose
a series of expenditures equal to the difference between the return on their
assets r their rate of time preference p and the weighted change in prices p;.
Households displaying a relatively high time preference (and small (r — p) )
will experience a small growth rate in expenditures; they have little incentive
to forgo consumption.

3.3 Firms
3.3.1 Manufacturing and service sector firms

The manufacturing and service producing firms employ neoclassical and con-
stant returns to scale technologies

Y; = Mm{]:](ALJ,K) Ymj Yoj Y—},j:m,s (7)
Omj Osj Ocj
that employ the services of labor L; and capital K, and intermediate factor
flows Y;;, where A = €* and x is the exogenous rate of factor augmenta-
tion. Expressing the technology in intensive form (i.e. in units of effective -
economy wide workers AL) yields
@] = Min {.F] <lj,;u'j> ,M, &, h} ) j =m,Ss
Umj Usj ch

where [; = AL;/AL and o;; are input-output coefficients that determine the
amount of intermediate input Y;;required to produce one unit of Y; output.
Firms behave to minimize cost subject to their technology, yielding, for j =

m,s
(Cj (QZJ,T‘k) + Z piaz-]) gjj = Min

R——— Uik miGs e,

b +r kj+i:;scpj0ijyijlyj:Mm {]—"J (lj>kj> Umj U:y ch}

3.3.2 The agricultural-food processing distribution chain

The modern agricultural-food processing distribution chain employs a neo-
classical and constant returns to scale technology
Ymc YSC }/;C
}/C:Min{fc<ALc,KcyBHc)7 7_7_}

Omc O-SC UCC

(8)
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where B = €7* and 7 is the exogenous rate of factor (e.g., land) augmentation
due to improvements in agronomic and other practices affecting the produc-
tivity of the sector specific factor H.. Since H. is specific to the sector, it is
convenient to express aggregate firm behavior at the sector level as

Te =T° (pvc, w, Tk) H.=

M c 1Yic Ac_Alc_ kl%c

subject to (8) expressed in intensive form, i.e., in units of effective economy
wide labor. The value added price pv. is defined as

PUe = pV° (Do D D) = Pe— D Dilie

1=m,s,C

For simplicity at this point, we impose the condition that the rate of factor
productivity growth of land equal the rate of labor productivity growth plus
the rate of growth of the work force, n = L/L, ie,vy=x+n.

The traditional agricultural-food processing distribution chain behaves
in the same manner as the modern chain, albeit with same functional form
for technology but different parameters to capture the relatively more la-
bor intensive nature of this chain, and its lessor reliance on service inputs
Y. Firms in this sector employ a neoclassical and constant returns to scale
technology

Y, = Min {]—"h (AL, Ky, BHy) ,

)
Omh Osh Ohh

where B = €7* and 7 is the exogenous rate of factor (e.g., land) augmentation
due to improvements in agronomic and other practices affecting the produc-
tivity of the sector specific factor Hj. Since Hy, is specific to the sector, it is
convenient to express, aggregate firm behavior at the sector level as

" (pvh,w,rk) H, =

J— . . 7 — B —_— k/\
%gf{(ph Z szzh) U — Wl — 7 kh} (10)

i=m,s,h
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subject to (9) expressed in intensive form, i.e., in units of effective economy
wide labor. The value added price pvy, is defined as

pon = po" (Dn, PmsPs) =0 — Y Dioin
i=m,s,h

Again, we impose the condition that the rate of factor productivity growth
of land equal the rate of labor productivity growth plus the rate of growth
of the work force, n = L/L, i.e., vy =z + n.

3.3.3 The modern and traditional retail-food firms

Modern retail food firms employ a constant returns to scale neoclassical tech-
nology

)/7" = Min {-FT (ALT,Km}/cr)a )

Umr O-ST

employing labor L,, capital K, and wholesale-level food Y., that we assume
initially (and relax later), is only produced by the modern farm - processing
- distribution chain of firms. As in the case of manufacturing and service
sectors, cost minimization leads to

(CT 'w T ,pc Z pzazr> yr

’LmS

Similarly, for the traditional retail food firms, we have the technology

Yia Y }

Umd Osd

Yd MZTL {]:d (ALd,Kd7Yhd)

which implies the cost function, per effective worker units,

(Cd w, rk ,ph Z szzd> Ud

zms

In this case however, p;, is endogenous.

11



3.3.4 Summary

Figure 3.1 depicts the main features of the modeled four-sector economy.
Agricultural food-processing distribution chains, as described above, out-
line the economic structure of their respective vertical marketing channels
as shown in the traditional and modern food channels. At the farm level,
output is represented by a production function consisting of labor, capital
and land inputs. The particular technology employed in each sector deter-
mines the scale of contribution of each of the factors. Cost minimizing firms
choose the production process with the most efficient combination of factors.
Intermediate inputs are assumed to contribute to production in a Leontief
fashion. At the beginning of the chain are the service flows of primary fac-
tor inputs. At the end of the agricultural segment of the marketing chain
is derived demand for agricultural produce at market-clearing prices. The
difference between the price of output and the cost of intermediate inputs
is the value added by the firm. As product moves upward from farm to re-
tail, firms add value at each stage of production (Stern 1988). The value
added price represents the contribution of the firm to the overall final output
value. In various degrees, depending on the levels of technology and the fac-
tors employed, food marketing channels add value at each successive stage
of production as the product moves further away from its original status as
a primary commodity (Kislev and Peterson 1982). At the farm level, food
products exhibit characteristics of commodities, while as they move through
the marketing channel they acquire other characteristics such as place, time,
and form. The modern food marketing channel, as the data presented later
shows, tends to be relatively more capital intensive than is the case of the
traditional channel. Moreover, due to uniformity of product and resources
to assemble and distribute product, the commercial farm-wholesale market
is presumed to have access to foreign markets so that a constant and given
world market price p. prevails. The traditional farm-wholesale sector is pre-
sumed to supply domestic markets only so that the price p, endogenous.
This structure causes growth in the rest of the economy to impact the
modern and traditional sector in different ways. As capital deepening occurs,
the manufacturing and service sectors compete for resources, causing wages
relative to capital rents to rise. Since, as the data suggest, the commercial
farm-wholesale-retail channel is relatively more capital intensive than the
traditional channel, capital deepening can cause unit costs of the traditional
relative to the modern channel to rise thus, all else constant, increasing the

12



Figure 3.1: Flowchart of Zambian Modeled Economy
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marketing margin between traditional farm to retail outlet. This increasing
margin can depress the price received by traditional farmers relative to the
price received by farmers in the modern sector while at the same time in-
creasing the retail price of food in the traditional relative to modern food
retail outlets. Effectively, capital deepening can lead to negative terms of
trade effects on the traditional sector causing, to the extent resources are
mobile, resources to depart the traditional sector.
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3.4 Definition and Characterization of Equilibrium

Given the initial prices, ps(0), pr(0), p-(0), pa(0), resource endowments { K (0), L(0), H(0)}
and constant world market prices, p,,, p., a competitive equilibrium is a se-
quence of positive prices

{ps (t)u Pn (t> » Pr <t> ) pd(t> }tE[O,oo)

positive household consumption plans

{@n(1),@(1),4a(1), G5 (1) }1cp0,00)

positive factor rental prices

{@(t),r(), Te(t), Ta(t) }refo,00)

for labor, capital, the two types of agricultural land, respectively, and pro-
duction

{Um (£), U7 (1), Ya (), Ys(£), (), Un(t) }ejo,00)
and resource allocation plans

~ ~ ~ ~ ~

{0, (0 R (0), R, B8, T (0, T (). T (6), T8, T, ), (1) }

te[0,00)

such that at each instant of time ¢, households maximize utility subject
to a budget contraint and firms maximize profit subject to technology and
resource constraints.

It is convenient to characterize equilibrium in two parts, an intra-temporal
and a temporal component.

3.4.1 Intra-temporal equilibrium

Given the sequence {E (t), 2 (t)} , intra-temporal equilibrium can be
t€[0,00)
characterized by the following ten equations in ten unknowns

Q= ('I/Earkvprapdapsaphagmagra@\dags) (11)

Firms in the final goods sectors m,r, d, s, earn zero profits
Cm(@’ Tk) - (pm — OmmPm — OsmPs — Ucmpc) =0 (12)
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CT({&’ Tk>pc) - (pr — OprPm — Usrps) =0
dr~ k _
c (U),T 7ph) - (pd — OmdPm — Usdps) =0

c’ ({57 Tk) - (ps — OmsPm — OssPs — chpc) =0
Markets clear for:
Labor
(@, )G + (@, 7%, pe) T + (D, 7, )Y + 5,(W, )7y
— 7 (pve, @, vV H, — 7 (po, @, r*)H), = 1 (13)
Capital

~

C:*r’i (@7 rk)/y\m + C:k ({57 Tk7p6>i/y\'r + Cgk (@) Tkaph):/y\d + cik (ﬁ}, Tk)ys

— 7o (pUe, W, Tk)]/'\fc — ﬂfk (pop, Ws, rk)ﬁh —% (14)

and, the supply of the agricultural good produced on traditional farms equals
intermediate demand!

W;Lh(pvh,@, rk)ﬁh — cﬁh(@, r pn)ga =0 (15)

Demand and supply for final retail goods clear, for:
the supermarket retail food market

~ =N Ae(r) g
8E/3pr=y7«=%+% (16>

the traditional retail food market

- DAY
OF/0py = Ya = % + 74 (17)

IThe supply of the commercially produced agricultural good is an inequality because
of the possibility of international trade.
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and the service good market

- )\S€ : q ~ ~ A ~ A
aE/aps = ( ) =Ys — O0ssYs — OsmYm — OsclYec — Osh¥Yn (18>

s

where, upon substituting the reduced forms (19) for w and r*, we have the
supply functions for commercial and traditional agriculture which, to lower
notational clutter, are expressed as a function of the endogenous variables
ps, and pj, only

~

o (pv., w, r*)H,
Opv,

Yo = U (PssPn)

~

aﬂ'h(p’U}“ ’&77 rk)Hh

_ ~h
Un " (ps, ) Bpon
To derive the model’s equation of motion, it is useful to reduce the di-
mensionality of the intra-temporal conditions.

3.4.2 Reducing the dimensionality of the system

We first express the four zero profit conditions (12) in the six unknowns
{@7 Tkapwpdapsvph} as functions of Ps and DPn:

{0 =W (ps,pn), ™ = R(ps,pn), pr =P (0s:pn)» pa=P*(ps,pn)} (19)

Next, through expenditure, E, use the relationship between final demand for
modern retail food (16) and traditional retail food(17) and solve for modern

retail output, ¥,
~ )\T‘ pd ~
U=+ —Wa— ) + 7 20
2 5= ) (20)
With this result, we substitute for 7, into new factor market clearing equa-
tions.
This gives us three equations that are linear in 4,,, y4, and ys which we

solve and express as a function of endogenous variables only:
gm = g’m <psvph7k> (21)
gs = gs <psaph7 if)

~

@d - ?jd (psaphvk)
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and thus

-\ A PY(ps,n) -
Jr = 4" (Ds, >k>:_ ’ (~d< ) 7k)_ >+ r 22
Ur =7 (p Ph N P (e p) I (Porn Ya) + 7 (22)

From the home good market clearing condition (18), we have

~ Ds S 7
€ (prmphvps) q= )\_Y (ps>phk) (23)

where
Y/s (psaphl%> = ((1 - Uss) ﬂs <p87ph7 I%) - Usmgm (pmpha /2;) - O'scr[jc <p37ph) - Ushgh (p57ph>>

and
€~<pm7phaps) =& (pma P (psvph) 7Pd (ps>ph) >ps)

3.4.3 The Steady state

We first substitute reduced forms (19) for @ and r*, the supply functions,(21)
and (23) into the budget constraint to obtain

l;c =K (ps,ph, /2:) = (24)

W (ps, pn) + R (D5, pn) (k — 2 — 8 — 1) + 7 (ps, p) He + 7" (s, 1) Hy—

()3
Ps ~3 7. ~m 7. ~c ~ \
)\_ <(1 - Uss) Yy <psaph7 k) + OsmlY (psapm k) + OsclY (psaph> + Ushyh (psaph)> -
W P" (ps, pn) — vaP? (ps, 1)

Substituting for g4 from (21) into traditional farm level market clearing (15)
yields

7 (s on)) Hy — & (0o, 1))§° (ps,ph, k) =0 (25)
From Euler (6), we have the steady-state condition
R (ps,pn) =p+ 9+ 0x (26)

If a steady state exists, we find the root <p‘ff, e, /%55> satisfying (24) and

either (25) and (26). Knowing (pff, pgs,/%”), the remaining endogenous

variables can be obtained using the reduced forms (19) and (21).
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3.4.4 Differential equations

Our first differential eqution is (24). We need two additional equations.
Define the traditional farm level market equation (15) as

Hh <p87ph7 ];') = 7’:‘:Zh<p87ph>>]§'z - éZh (pmph))gd (psaphv ]%)
and time differentiate
h 7\ h 7\ - h ~\ 7 _
Hps (psapha k) Ds + th <p87ph7 k) Ph + H]% (psaphv k) k=0 (27>

The second differential equation is obtained by time differentiating the
home good equation (23). The result is expressed as

i oA\ _ 1o
E (Pm» s Ph) 4 ( > oNE 4 &) =1 (psY (-) + Y, () Ps + prYy (4) pr 4 psYy () k’)

jords P
where
pe _ B epn)psps B epi)pnpn (28)
Pr P (ps,pn) ps P (ps,pn) pn
Iﬁ B P;;i(ps’ph>ps& Pgh(ps;ph)ph]ﬁ
pa  Pipspn) ps Pl(ps.pn) Dph

Next, substitute the Euler equation (6) for ¢/q and simplify

. 0—1 )1
6(pm,ps,ph)Q<T > Aj&+5(rk—5—p—9$)) = (29)

j=rds D

1 Ve S . S . S ]
(08 O p e ma¥ O+ .55 () )

We have three non-linear and autonomous differential equations (24),
(27) and (29) in unknowns {fc,ps,ph} that are linear in the dot variables

{l%, Ds, ph} . We can use this system to obtain the three differential equations

~

ko= K<ps,ph,l%> (30)
ps = PS (pmph?l%)

ph - Ph (p&ph?/;)
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3.5 Agricultural Land Market Integration

The purpose of this analysis is to evaluate returns to smallholder farmers from
changes in the size of the smallholder and commercial farmland areas. The
baseline model structures two separate land markets in which title transfers
are very difficult to complete in terms of time and expenditure for smallholder
farmers. Effectively, the two land markets are not integrated. This separation
reduces the opportunity for asset allocation for smallholders. Since only
freehold land can be mortgaged, smallholders holding customary title have
greater difficulty accessing credit facilities.

The analysis uses a one period adjustment to agricultural land market
shares occurring in the beginning year, 1980. The model is subsequently
solved going forward into future years. A comparison of results against the
baseline model indicates how farming output and profits change with various
degrees of market integration.

This exercise simulates the transfer of traditional lands to freehold title.
The effect of this transfer is to reallocate a portion of smallholder land to
the commercial farming sector. This reallocation does not imply that small-
holders lose control or possession of their land. Rather, smallholders retain
ownership and rights to profits, but now operate with commercial farming
technologies and access to modern food retail markets.

The magnitude of adjustment for this land integration analysis is based on
historical estimates. In order to better understand the long-term impact of
changes in land shares, we increase the magnitude of the simulated changes in
land area, finding that the trends are similar to those of smaller magnitudes in
line with historical estimates. Thus, we settle on a 25% change in smallholder
land area.

Among other measures of profit, farm profit per hectare provides insight
into the productivity of farmland. Determining farm area is more difficult
for Zambia due to data limitations. Type of land title can give an idea of
the relative size of the farming sectors. By this measure, 93% of land is
customary title and 7% is freehold title. However, Siegel (2008) finds that
only about half of the freehold titled land is used in agriculture. Table 10.1
describes Zambia’s usage of land.

Although Zambia’s agricultural area, which includes arable land and pas-
tures, is 21.4 million ha, only 2.9 million ha is arable land, about 13%. Ad-
ditionally, although 47.9 million ha are classified as traditional lands, only
2.9 million is arable. Based on title, 92.8% is customary land and only 3.6%
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Table 3.1: Zambia Land Use Summary, 1994

Hectares
Surface Area 75,261,000
Land Area 74,339,000
Agricultural Area 21,473,000
Arable Land and Permanent Crops 2,873,000
Arable / Agricultural Land 0.1338
Arable / Land Area 0.0386
Land by Title Hectares
Land with Title Deeds 3,700,000
Traditional Lands 47,900,000
Total 51,600,000
Share based on Title Share
Traditional (customary title) Land Share 0.928
Freehold title land share (non farming land) 0.036
Freehold title - commercial farming share 0.036
source: Seigel (2005)
Allocation of Arable Land Hectares Share
Traditional Farm Share of Arable Land 2,666,990 0.963
Commercial Farm Share of Arable Land (about 0.036) 103,005  0.037
Total Arable Land 2,769,995 1.000

source: WDI

21



is freehold commercial farmland. Allocation of arable land according to the
above shares implies that traditional farms account for 2,666,990 ha and
commercial farms 103,005 ha.

Siegel (2008) uses survey data to create a distribution of farms by size
categories. Small-scale producers are the most numerous at about 800,000.
Their average farm size is just over 3 ha. Emergent farmers average about
12.5 ha. Large-scale commercial and corporate farms make up the commer-
cial farm sector, which is very small in terms of number of operations and
total area. Aggregated totals give an average smallholder farm size of 3.58
ha, constituting a 0.957 share of arable land, 3,041,995 ha. The commercial
farm share is 0.0431 representing 137,005 ha. The profit per hectare equation
uses these totals.

Table 3.2: Distribution of Farm Area in Zambia

Share of Area

Approximate Approximate

N. of Producers Farm Size (ha) Total Area (ha)
Small-scale producers 800,000 3.05 2,440,000
Emergent Farmers 50,000 12.50 625,000
Large-scale Commercial Farms 700 100.00 70,000
Large corporate operations 22 8,000.00 176,000
Total 850,722 3,311,000
Aggregated Totals (adjusted to agree with title deed estimate)
Smallholder Farms 850,000 3.58 3,041,995
Commercial Farms 269,005
Total Farm Area 3,311,000

0.737
0.189
0.021
0.053
1.000

0.919
0.081
1.000

source: Seigel (2005)

From the baseline model, per hectare profits for commercial farms are

153,155 ZKW in 1995, about 5.9 times as great as smallholder per hectare
profits. By the 55th period, in 2035, commercial farm per hectare profit rises
to 329,376 ZKW and the ratio falls to about 4.1. Over time, per hectare
profits continue to increase with smallholder farms slowly approaching com-
mercial farm profits.
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3.5.1 Conversion of 25% of Smallholder Farmland to Commercial
Farms

This analysis, which represents a one-time shift in the distribution of farm-
land between customary and freechold tenure, compares the alternative sce-
nario to the baseline as a normalized departure from the baseline in per-
cent terms. Because this shift is a one-time event, model results generally
show immediate adjustments followed by convergence toward the long-term
baseline values. Moreover, since the following charts show the difference be-
tween the analysis and baseline, it is not apparent which statistic is changing.
Movement of the difference is relative to the state of the two measures.

The conversion of 25% of existing smallholder, customary tenure agricul-
tural land (about 760,499 ha) to commercial, freechold title status, amounts
to a 282.7% increase in commercial land area. The essence of this conversion
is the reclassification of 25% of smallholder lands to the commercial farming
sector. Smallholders retain ownership of this land and continue to earn profits
and land rents from it. Significantly, this newly converted land now employs
more capital-intensive production technologies. The output of this land may
now be marketed to modern retail food channels or exported. The objective
is to observe the impact of such a conversion on the structure of the economy
and thus understand the benefits of land market integration. Although the
decline in customary land is 25%, the percentage increase in freehold title
land is more than eleven times greater because the commercial farming sector
is proportionately much smaller. The conversion of land tenure also adjusts
the share of technology between customary and freehold lands, which in turn
affects the productivity of land. However, land share is the only factor ad-
justed in this exogenous fashion. The model adjusts complementary supplies
of labor and capital through the factor market equations. In the following
charts, the orange line represents this simulation. The (25) means a 25%
decrease in customary tenure land and the 283 means a corresponding 283%
increase in freehold tenure farmland.

Starting with economy-wide effects, we observe that Zambian GDP ini-
tially increases by about 1.8% compared to the baseline. This effect dissipates
overtime as simulation model converges with the steady state.

In the four charts below, decomposition of GDP into income by source
reveals that labor and smallholder farms capture most of this increase while
capital rents fall. Commercial farm income also rises just over 200% on a
283% increase in land area. Commercial farm profit shows persistence in

23



Figure 3.2: Zambia GDP Projection

1072
27 T T -
-5, +56

o -10, +113
£ 15l ----15, +169 | |
O
7 - - =20, +226
m . -25, +283
L‘é <
=
5 051 |
[oF
o)
A T

07 e e LT LT T TR —

| | | | | | | | |
1980 1990 2000 2010 2020 2030 2040 2050 2060

contrast to smallholder profit. With reduced land area, smallholder income
actually increases at a rate of about 2.2% due to a combination of higher
prices received and more productivity. As we will see later, capital rents fall
mainly from a related fall in industrial production.

A decomposition of GDP by expenditure shows that the representative
household spends a larger share of income on food of both types, and ser-
vices, while industrial goods and savings shares fall. The reason for rising
food expenditures is specific to the sector. In the case of traditional food,
the positive variance from baseline of about 0.55% is due to higher prices in
an inelastic demand environment. Alternatively, the 0.7% increase in mod-
ern food expenditures is attributed to higher production volumes. Service
expenditures also increase, perhaps due to a lower price of labor resulting
from falling smallholder output.

Industrial goods, however, register the largest change in expenditures.
Specifically, in the modeled economy, international trade in industrial goods
and the commercial farm intermediate good must balance. In this analysis,
commercial farm production increases with the surplus exported to the rest
of the world. This expansion of commercial farm exports, by definition,
calls for an offsetting increase in industrial good imports. At the same time,
consumption of industrial final goods rises against the baseline. Together,
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Figure 3.3: GDP by Income: Capital Rent
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Figure 3.4: GDP by Income: Wage Income
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these effects make excess demand for industrial goods even more negative.
Moreover, savings expenditures also fall, but with increasing magnitudes. By
the time the half-life to the steady state is reached, saving expenditures are
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Figure 3.5: GDP by Income: Smallholder Farm Profit
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running about 1.4% below the baseline. The expenditure story suggests that
households compensate for increased expenditures for food and industrial
goods by trimming back on residual savings while depending on increased
imports to satisfy their industrial demands.
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Figure 3.7: GDP by Expenditure: Traditional Food
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Figure 3.8: GDP by Expenditure: Modern Food
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The drop in the ratio of savings to GDP confirms the change in expen-
ditures. The ratio initially falls 2.0% from the baseline. In addition, the
decrease in the savings/GDP ratio appears to only slowly revert to the long-
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Figure 3.9: GDP by Expenditure: Industrial Goods
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Figure 3.10: GDP by Expenditure: Services
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run growth, baseline growth path.

In contrast to the savings/GDP ratio, the capital/GDP index rises at a
sustaining rate, reflecting the increased deployment of capital in the farming
sectors. The increase, though, only shows a 0.6% increase from the baseline
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Figure 3.11: GDP by Expenditure: Saving
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at the half-life to the steady-state. Although industrial production falls,
commercial farming manages to use more capital, thus generating a slight
net increase in the ratio.

Figure 3.12: Ratio of Savings to GDP
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Figure 3.13: Capital to GDP Index
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The alternative model predicts that prices will increase against the base-
line with an initial jump of 0.9%, reflecting the increased demand for re-
sources resulting from the simulated transfer of land. The details by sector
reveal that all prices increase against the numeraire, industrial goods.

In response to the transfer of farmland, the cost of labor rises almost
3.0% and the return to capital falls about 1.1%, relative to the baseline. This
result implies that the marginal productivity of labor in Zambia increases.
The reduction in smallholder farmland has a proportionately smaller effect
on its labor force. In addition, the shrinking industrial sector has a relatively
small effect on the labor market. Although commercial farming output grows,
the effect on labor is relatively small because its technology is more capital
intensive than smallholder farming. The largest positive factor for labor
demand appears to originate in the growth of the labor-intensive services
sector.

It is interesting to note that the rise in labor cost is more than double
that of capital, suggesting that labor faces a greater shock than capital. This
contrast would imply that labor becomes relatively more scarce compared to
capital.

Smallholder farm-gate prices initially jump 1.6% while commercial farm-
gate prices rise only 0.44%. This variance may be explained by increased
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Figure 3.14: General Price Index
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Figure 3.15: Labor Cost per Worker
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supplies due to more cultivated land. The question of why all prices rise may
be approached by considering the influence of relative factor prices. The
increase in land allows the commercial farming sector to expand, increasing
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Figure 3.16: Return to Capital
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complementary demand for capital and labor, while the smallholder sector
releases more labor than capital. This increased demand for capital increases
capital rental income to households and simultaneously raises the cost of
capital, the intensive factor of industry. The new demand for capital also
places pressure on the labor market, as the modern food retail channel can
afford to pay higher wages. The result, a higher maket clearing wage, places
pressure on the labor-intensive services sector, forcing it to raise prices to
cover higher labor costs.

Traditional retail food prices also initially jump 1.6% while modern retail
food only rises 0.44%. This variance may be explained by increased supplies
due to more cultivated land. Similarly, the traditional channel supply is now
constrained, resulting in a higher price increase.

Simulated farm output rises for both sectors compared to the baseline.
Smallholder farm output unexpectedly rises a modest 1.3% against baseline
results. With 25% less smallholder farm area, one would expect output to
fall. This result suggests, as described below, that smallholders respond to
the reduced land holdings and higher farm gate prices by shifting to more
capital-intensive production.

Commercial farming output rises almost 3.0% above the baseline based
on a 283% gain in land holdings. The weak response in commercial farm
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Figure 3.17: Price of Smallholder Agr. Good (Traditional Retail Equivalent
Price)
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Figure 3.18: Price of Commercial Agr. Good (Modern Retail Equivalent
Price)
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Figure 3.19: Price of Traditional Food Retail Final Good
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Figure 3.20: Price of Modern Food Retail Final Good
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output reflects lands relatively small degree of factor productivity compared
to labor and capital.
Farm profit per hectare sums up the effects of transitioning a quarter of
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Figure 3.21: Price of Services
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Figure 3.22: Smallholder Farm Output
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smallholder farmland to the commercial farming sector. Not surprisingly,
smallholder profit per hectare rises about 36% compared to the baseline
result. The obvious factor is the reduction in farmland area, the denominator
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Figure 3.23: Commercial Farm Output
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of this statistic. In addition, another factor, probably higher farm gate prices,
causes profit per hectare to increase an additional 11%.

As for commercial farms, profit per hectare displays an interesting U-
shaped pattern. As additional amounts of land are transferred from the
smallholder sector, profits per hectare first fall by 35% and then recover to
a decrease of about 20% compared to the baseline. This trend suggests that
two opposing factors are at work. Commercial farm profit is the only statistic
to display such a reversing trend. On the one hand, as land area increases,
profit per hectare falls. On the other hand, commercial farming experiences
a scale advantage which begins to outweigh the land area effect starting after
a 113% increase in land area.

Another interesting feature of both farm profit trends is their remarkable
stability in the projection. While the alternative output (see next paragraph
below) drifts back toward the baseline, both farming sectors protect their
profit margins. This suggests that the alternative allocation of farmland is
superior to the constrained, baseline allocation.

Farm labor productivity also rises with output for both sectors. Small-
holder farmers become about 1.35% more productive compared to the base-
line while commercial farmers are about 3.0% more productive. The rise in
labor productivity indicates the presence of capital deepening. As the in-
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Figure 3.24: Smallholder Farm Profit per Hectare
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Figure 3.25: Commercial Farm Profit per Hectare
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dustrial sector scales back output, industrial demand for capital falls. As
the rental rate of capital falls, its lower relative price increases the demand
of the two farming sectors. The shift in land resources and related relative
factor prices leads smallholder farmers to employ more capital in intensive
production. Commercial farmers, on the other hand, increase demand for
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capital as they put newly acquired land into extensive production.

Figure 3.26: Smallholder Farm Labor Productivity
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Figure 3.27: Commercial Farm Labor Productivity
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Agricultural labor shares show the impact of the simulated transfer of

38



smallholder land to the commercial farming sector. Relative to the propor-
tion of land converted, the share of smallholder labor following to the com-
mercial sector is less than 1.0% compared to the baseline. On the commercial
farming side, labor share increases from the baseline a sustained 200%. Note
that compared to the baseline, much of the loss in the smallholder labor
share is made up over the course of the projection. However, the increase in
commercial farming workforce numbers is sustained, meaning that commer-
cial farming can continue to profitably employ these workers with its current
technology.

The loss in the labor-intensive smallholder labor share is relatively small,
revealing just how large the smallholder farming sector is. The more capital-
intensive commercial farming sector experiences a relatively large inflow of
labor. This result shows the relatively weak effect of land as a factor of
production. Since the relative factor intensity of land is relatively small com-
pared to labor and capital, the effect of marginal changes in the quantity of
land is subdued. Also, the dissipating fall in smallholder labor share indi-
cates that the sector is receiving most of the labor force growth. Commercial
farming also receives a small proportion of the smallholder labor force growth.

Figure 3.28: Labor Share - Smallholder Agriculture
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The next two charts detail the effect of the land transition on the down-
stream stages of the two food channels. Both the traditional and modern

39



Figure 3.29: Labor Share - Commercial Agriculture
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retail sectors lose about 0.8% in labor share compared to the baseline. The
interpretation of this trend is that the relatively small retail sectors cannot
compete for labor with the growing commercial farming sector.

Figure 3.30: Labor Share - Traditional Retail
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Figure 3.31: Labor Share - Modern Retail
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3.5.2 Comparison of the Land Conversion Case with the Baseline

The purpose of the alternative case is to evaluate returns to smallholder
farmers from limited integration of smallholder and commercial farmland
areas. The extended purpose of this analysis is to understand the impact of
these changes on the structure of the Zambian economy. In this analysis, 25%
of Zambia’s smallholder sector land is converted to the commercial farming
sector. This 25% exchange of smallholder land is effectively a change in
agricultural sectors where smallholder farmers continue to own their farms.
Commercial farming technology now replaces former smallholder technology,
along with associated revenues and expenses.

A general observation of this exercise is that changes in factor endow-
ments, such as in this case of agricultural land, generate economy-wide ef-
fects all along the production and marketing chain. Since factor endowments
help shape the nature of production from the earliest stages until final con-
sumption, they have a strong influence in the design of production chains
and marketing channels.

A second observation is that as the alternative and baseline models ad-
vance in time, most, but not all indicators converge with most gains and losses
from the one-time change in land endowments dissipating. In the long-run,
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both the alternative and the baseline trend toward the steady-state, albeit
from different starting points. However, it is not readily apparent which
modelbaseline or alternativeadjusts to make up the difference.

In summary, table 3.3 lists the dominant value for each departure statistic
of the analysis. Next to each value is a description of the values trend (up or
down) and whether it is converging or diverging in relation to the baseline
trend. A - indicates if a trend tapers off in the future. A - - indicates a
relatively flat trend.

A comparison of statistics highlights major departures from the baseline.
In the first section, GDP by income shows the expense paid by capital income
in exchange for the advance of the other sectors. Overall, GDP advances
about 1.8% with differences to baseline dissipating. Important for this study,
smallholder farm profit advances 2.2% while commercial farm profit surges
208%.

For final goods expenditures, modern food advances a small 0.7% while
traditional food is slightly behind. Services advance the most at 2.8%, most
likely a result of higher incomes. Expenditures on industrial goods dropped,
a result of the function of the balanced trade assumption in the model. As
commercial agriculture exports increased, imports of the other traded good,
industrial goods, rise to automatically balance trade. This adjustment re-
sulted in the simultaneous effects of slashing domestic production and stim-
ulating consumption of imported goods.

The ratio of Savings/GDP and the index of capital/GDP show a one-
time reduction of savings and a small rise in the capital stock relative to
GDP. The two statistics almost appear to offset one another. The fall in
Savings/GDP is slowly made up over time, but the capital /GDP ratio slowly
diverges, reaching 0.6% towards the half-life of the projection. Savings and
capital accumulation appear to take a negative shock from which they slowly
recover over 50 years.

Prices tell a story of an immediate shock that diminishes over time. The
general price index rises 0.9% against the baseline. Labor and capital factor
prices each experience similar shocks reflecting the relatively more scarce
labor supply. The price of the smallholder agricultural good rises 1.6% while
the commercial agricultural good rises only 0.4%. Following the marketing
channel, the price rise for the retail traditional good is 1.6%. Modern food
prices remain more stable, about 1.2% behind traditional food prices. This
result shows that price transmission appears to exist along the traditional
marketing channel, although the direction of causation is not evident.
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In a surprising result, smallholder output advances 1.3% against the base-
line in spite of losing 25% of its land endowment while commercial farming
output grows by 3.0%.

Further down the marketing channels, retail supplies roughly follow their
intermediate goods producers. Note that commercial farm output rises 2.9%
while modern retail supply increases only 0.7%, which allows for increased
exports. Smallholder output rises 1.3%, slightly higher than traditional retail
expenditure, which rises only 0.6%, for an unknown reason, perhaps relat-
ing to Stone-Geary preferences. In the modeled economy, traditional retail
purchases all the smallholder output.

Profits per hectare clearly reflect the adjustment in land endowments.
Commercial profits per hectare fall 19.4% on the increase in agricultural
land area. Smallholder profits are more robust than commercial profits, los-
ing proportionately less land than commercial farming gains, but registering
a larger magnitude growth in profit per hectare, 36.0% versus (19.4%). The
trend in smallholder profits is more stable than the U-shaped pattern of com-
mercial profits. Smallholder farm profit, reviewed above, provides a complete
picture of profitability, including volume and price effects.

Labor productivity on commercial farms increases 2.9% versus only 1.3%
for smallholder farms. Under the alternative case, smallholders now have less
farmland over which to apply capital and labor. However, the percentage loss
in the smallholder labor force is relatively small compared to the large labor
gains for commercial farming. In addition, some smallholder labor migrates
to the commercial farming sector, reducing smallholder labor supply.

Across both sectors the increase in capital per farm worker remains stable
at 4.1% compared to the baseline, indicating the presence of capital deepen-
ing. As capital deepening is a ratio of capital to labor, changes to either or
both factors may affect it. This result supports the idea of increasing labor
productivity in the preceding paragraph. The smaller gains in smallholder
labor productivity confirm the effect of differing starting points for capital
intensity.

3.6 Conclusion and Policy Recommendation

In conclusion, the results of the land market integration analysis illustrate the
interactive nature of the intermediate goods sectors and their factors. This
analysis tells a story of Rybczynski like growth resulting from an increase
in the endowment of commercial farmland. The expansion of commercial
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Table 3.3: Land Market Integration Analysis Summary Statistics

Magnitude and Direction of Change from Baseline

Chart Departure Trend
GDP 0.019 converge |
GDP-Income: Capital Rent (0.011) diverge |
GDP-Income: Wage Income 0.029 converge |
GDP-Income: Smallholder Farm Profit 0.022 converge |
GDP-Income: Commercial Farm Profit 2.084 converge |
GDP-Expenditure: Traditional Food 0.006 converge |
GDP-Expenditure: Modern Food 0.007 converge |
Capital/GDP Index 0.006 diverge 1 -
Labor Cost/Worker 0.029 converge |
Return to Capital (0.011) diverge 1
Price of Smallholder Good 0.016 converge |
Price of Commercial Good 0.004 converge |
Smallholder Farm Profit per Hectare 0.362 -
Commercial Farm Profit per Hectare (0.194) -
Smallholder Farm Labor Productivity 0.013 converge |
Commercial Farm Labor Productivity 0.029 converge |
GDP by Expenditure: Industrial Goods (1.247) converge 1
GDP by Expenditure: Services 0.028 converge |
GDP by Expenditure: Saving (0.001) diverge |
Savings/GDP Ratio (0.020) converge 1 -
General Price Index 0.009 converge |
Price of Traditional Retail Final Good 0.016 converge |
Price of Modern Retail Good 0.004 converge |
Price of Services 0.013 converge |
Smallholder Output 0.013 converge |
Commercial Output 0.029 converge |
Supply: Traditional Retail 0.006 converge |
Supply: Modern Retail 0.007 converge |
Supply: Industry (0.208) converge 1
Supply: Services 0.028 converge |
Capital per Smallholder Farm Worker 0.041 converge |
Capital per Commercial Farm Worker 0.041 converge |
Number of Smallholder Farm Workers (0.008) converge 1
Number of Commercial Farm Workers 1.996 -
Labor Share: Smallholder Farming (0.008) converge 1
Labor Share: Commercial Farming 1.996 -
Labor Share: Traditional Retail (0.008) converge 1
Labor Share: Modern Retail (0.017) converge 1
Capital Share: Traditional Retail 0.033 converge |
Capital Share: Modern Retail 0.023 converge |
Notes: — = flat trend; - = trend tapers off
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farmland increases derived demand for capital and labor, resulting in in-
creased household income. Other sectors cannot afford to match the higher
wages and release labor to commercial farming. In this modeled economy
of balanced trade, increased commercial output and exports lead to higher
imports of industrial goods, thus reducing demand for domestic industrial
goods. Commercial farming experiences growth and profitability as it draws
additional labor and capital resources into production.

These results highlight the importance of a sound institutional framework
to the Zambian economy. In the context of the larger, national economy, fac-
tor markets benefit from clearly defined property rights and minimal transac-
tion costs. These features have the additional benefit of enabling smallholders
to participate in modern food marketing channels. One specific step to aid all
smallholders is to strengthen and streamline the legal infrastructure serving
farmers who desire to convert title of their land. While not all smallholders
would be ready and desiring to convert title, those who desire should be able
to do so with a reasonable expenditure of time and financial resources.

Moreover, the model allows for considerable freedom in the design and
implementation of legal and trade policies, a task Zambians will have to work
through. It is important to recognize that tradtional agriculture is composed
of smallholders at different levels of technology and labor productivity. In
light of this diversity, it is important to take the time to listen to the ideas
of smallholder farmers at different levels of production and to take note of
resources and endowments at their disposal. Thus, further research into the
effectiveness of micro-level interventions would be beneficial, with the goal
of discovering which approaches advance smallholders closer to participation
in the modern marketing channel.

Third, the Government of Zambia should seek to create a policy environ-
ment that treats labor and capital mobility well, especially for smallholders.
Recent advances in payment system technologies may be useful here. Also,
efforts to improve the effectiveness of marketing channels—storage, contracts,
aggregation, sorting, grading, etc.—would help too.

Lastly, these results show that simultaneous policies of targeting the poor-
est of the poor and encouraging emerging and commercial farming to thrive
can be complementary objectives. A both/and approach would be more ef-
fective than an either/or approach. Since no one policy approach can serve
all types of farmers, it would be useful to research what approaches are most
effective in each case.
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