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Why Warehouse Receipts Why Warehouse Receipts –– The The 
Zambian Market ConditionsZambian Market Conditions

�� Segmented Market Segmented Market 
�� Less formal chain dominated by Less formal chain dominated by 

smallholder produce and smallholder produce and 

�� Relatively more formal channel for Relatively more formal channel for 
commercial farmers’  produce.commercial farmers’  produce.



Why Warehouse Receipts Why Warehouse Receipts –– The The 
Zambian Market Conditions (cont’d)Zambian Market Conditions (cont’d)

�� The smallholder chain characterised The smallholder chain characterised 
by small itinerant traders and the by small itinerant traders and the 
following attendant problemsfollowing attendant problems
–– IlliquidityIlliquidity

–– Marketable surplus sold early in harvest seasonMarketable surplus sold early in harvest season

–– No formal quality standardsNo formal quality standards

–– The cost of transacting is high The cost of transacting is high 

–– Heavily depressed farm gate pricesHeavily depressed farm gate prices



Why Warehouse Receipts Why Warehouse Receipts –– The The 
Zambian Market Conditions (cont’d)Zambian Market Conditions (cont’d)

�� The commercial producers’  chain The commercial producers’  chain -- shorter, shorter, 
more formal, and often involves contracts more formal, and often involves contracts --
formal or verbal.formal or verbal.
�� Informal commodity standardsInformal commodity standards
�� Parties Parties -- better informed about market pricesbetter informed about market prices
�� Transact using modern communication facilities e.g. Transact using modern communication facilities e.g. 

telephones, thereby reducing transaction costs.telephones, thereby reducing transaction costs.
�� Decisions to sale usually influenced by Price levels.Decisions to sale usually influenced by Price levels.
�� Ability to defer sale because of better capitalisation and Ability to defer sale because of better capitalisation and 

access to better storage facilitiesaccess to better storage facilities



I lliquidity In Smallholder  I lliquidity In Smallholder  
Produce ChainProduce Chain

The small traders:The small traders:

�� Are underAre under--capitalisedcapitalised

�� Have little or no access to bank loans, andHave little or no access to bank loans, and

�� Tend to be refused suppliers’  credit from Tend to be refused suppliers’  credit from 
producers due mainly to lack of trust.producers due mainly to lack of trust.

�� Often required to extend 14Often required to extend 14--21 day credit 21 day credit 
to millers.to millers.



Smallholder  Produce Chain Smallholder  Produce Chain --
Ear ly Panicky SalesEar ly Panicky Sales

Marketable surplus sold early in harvest Marketable surplus sold early in harvest 
season because of season because of 

�� weak capacity to defer saleweak capacity to defer sale

�� lack of efficient storage facilities and lack of efficient storage facilities and 

�� liquidity pressure. liquidity pressure. 



Smallholder  Produce Chain Smallholder  Produce Chain ––
Lack of Formal Quality StandardsLack of Formal Quality Standards

�� Grain sampling by sight and highly Grain sampling by sight and highly 
subjective. subjective. 

�� Smallholder produce is discounted at the Smallholder produce is discounted at the 
mills because of uncertain quality standardmills because of uncertain quality standard



Smallholder  Produce ChainSmallholder  Produce Chain --
High Transaction CostsHigh Transaction Costs

�� lack of reliable information about lack of reliable information about 
available supplies from particular available supplies from particular 
locations; and locations; and 

�� transport costs are high due to poor roads, transport costs are high due to poor roads, 
and, related to that, and, related to that, 

�� lack of required means of transport.lack of required means of transport.



Smallholder  Produce Chain Smallholder  Produce Chain --
Heavily Depressed Farm Gate Pr icesHeavily Depressed Farm Gate Pr ices

�� OverOver--supply at harvest season and supply at harvest season and 
illiquidity in the trade leading to widen illiquidity in the trade leading to widen 
trade margins between the farm gate and trade margins between the farm gate and 
mill gate.mill gate.
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