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Chapter 1  

Introduction 

1.1 Introduction 

Studying agro-industry institutions of Tanzania is timely and relevant, 

because Tanzania is currently implementing the “Agriculture First” 

(Kilimo Kwanza) Program (URT 2009) in order to increase economic 

efficiency. The program, which consolidates the Agricultural Sector 

Development Program (URT, 2007) aims at improving national food 

security. It also sets trade and marketing policies in order to stimulate 

agricultural production for domestic consumption and export. 

Therefore, institutional arrangement is essential in the process of 

organising and directing the resources under this program efficiently. 

Normatively, efficiency requires formal assignment of property rights 

prior to carrying out transactions. Otherwise, the costs of carrying out 

transactions may jeopardise the benefits to be obtained from the 

outcomes of the transactions. The findings obtained in this thesis from 

four case studies in the agro-industry of Tanzania reveal that economic 

agents partly adhere, circumvent, or obstruct formal rules in order to 

maximise (private) benefits. The study also shows that the institutions 

adapt to cope with such behaviour in order to increase efficiency, or 

lower transaction costs. In addition, the findings show that imported 

foreign rules combined with informal rules have been able to enhance 

private ordering. These rules increase efficiency and promote 

decentralisation processes in grassroots communities. Nevertheless, 

transaction costs among the four cases are still very considerable and a 

further lowering of these costs would increase efficiency.  

The structure of this chapter is as follows. Section 1.2 explains the 

reasons for studying the efficiency of the agro-industry institutions of 

Tanzania. Section 1.3 gives a synopsis of the institutions of Tanzania. 

Section 1.4 sketches the theoretical approach. Section 1.5 contains the 

research questions. Sections 1.6 discuss the limitations of the study. 

Section 1.7 provides an overview of the book.  
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1.2 Studying efficiency in agriculture 

In recent years, for example the years 2006 and 2007, agriculture 

contributed only approximately 26 percent to the Gross Domestic 

Product (GDP) of Tanzania. Agriculture in Tanzania is dominated by 

smallholder farmers (peasants) cultivating farms with a typical size 

between 0.9 hectares and 3.0 hectares (URT(a), 2008). About 70 

percent of Tanzania’s crop area is cultivated by using hand hoes, 20 

percent by ox plough and 10 percent by tractor (URT(a), 2008). It is a 

rain fed agriculture. Furthermore, the peasant farmers or smallholder 

farmers (SHFs) are engaged in agriculture mostly to produce food for 

their families (subsistence farming). Agriculture takes up 5.1 million 

hectares annually out of 44 million hectares suitable for crop 

production (URT, 2008). Eighty-five (85%) percent of 5.1 million 

hectares is for domestic food production. Agricultural activities 

contribute to the household food security in a country whose 

population is increasing at approximately 2% per year with a current 

population of 42 million people. It also contributes by supplying the 

biological inputs to the agro-industry factories. Apart from being a 

major employer of the majority of Tanzanians, URT (a) (2008) reports 

that labour productivity in agriculture is falling due to the application 

of poor technology, dependence on irregular and unreliable weather 

conditions.
1 

Interestingly, however, agricultural GDP has grown at 

3.3% per year since 1985, the main food crops at 8.5% and export at 

5.4%. However, in order to halve abject poverty, the government 

estimates that it needs to boost overall economic growth from the 

current 5.8% (2007) to at least 6% - 7%. In 2009, the government of 

Tanzania announced a new phase of using agriculture as the pivotal 

sector to lead the economy when it published its “Agriculture First” 

policy. This policy hopes to start a new phase of green revolution in 

Tanzania.  

Meanwhile, a farmer in Turiani Ward finds his sugarcane field on fire 

just the day before he wanted to harvest and since he cannot sell 

fermented sugarcane, he needs to let it rot. He will not receive any 

income that season. A tobacco farmer has delivered tobacco leaves to 

the cooperative society and the farmer, therefore, is waiting to receive 

payment according to the contract signed between him and the buying 

company. He receives a notice that his tobacco is unsuitable for 

smoking and, therefore, it has been discarded. That farmer will have no 

tobacco income that season. Somewhere in the Kilombero valley, a 

farmer grows sugarcane. At the time that he is preparing to harvest, he 

                                                
1
 See also www.tanzania.go.tz/agriculture.html. 
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receives the notice from the harvesting committee that his field will not 

be harvested as the quota for selling sugarcane has already been 

reached that year. The farmer will receive no income and remains in 

debt for previously borrowed subsidised fertilisers.  

The research in this thesis shows that these inefficiencies occur in 

Tanzania’s agro-industries. Although different stakeholders may 

promote agriculture, firstly it needs to address the underlying economic 

organisational problems that lead to the examples sketched above. 

Such inefficiencies are wake up calls to study contractual governance 

in order to increase efficiency in the agro-industry institutions. 

Studying these agro-industry institutions and their problems may offer 

a lesson to policy and lawmakers in order to find instruments and 

policies that increase agro-industry efficiency. With that, a focus on 

economic institutional design may indeed promote the agricultural 

sector to lead the economy and contribute to alleviate poverty among 

the majority of Tanzanians whose livelihood depends on agriculture. 

1.3 Synopsis of the institutions of Tanzania 

The government of Tanzania is administered in the traditional three 

tiers of government, which are the executive, judicial and the 

legislative branches. The executive branch includes the president and 

his cabinet who are elected every five years through the multiparty 

system that started in 1985. The judicial system is comprised of the 

Chief Justice and the court system. The legislature branch comprises 

the members of the parliament whose electoral areas (jimbo) vote for 

them. The electoral areas are different from the regions or districts, 

they depend on the number of the members of the constituents 

(electoral areas) (URT(b), 2002; URT(c), 1998). 

The population of Tanzania includes 120 ethnic groups on the 

mainland. Religious institutions are Christianity (35%), Islam (35%) 

and traditional beliefs (around 30%). Zanzibar is roughly 98% Muslim.  

Tanzania has been stable and peaceful since independence in 1961 

under its first president Julius Kambarage Nyerere. President Nyerere 

implemented the Ujamaa-African socialism in 1967, upon which 

villagisation policies followed. The villagisation policies required 

people to live in collective villages (Hyden, 1980). This policy 

abolished private ownership as the means of production. In 1982, 

market liberalisation policies were necessary after the failure of 

Ujamaa policies to deliver the required social services and Nyerere 
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resigned. After Nyerere’s resignation in 1985, his successor, Ali 

Hassan Mwinyi, attempted to raise productivity and attract foreign 

investment and loans (Mwapachu, 2005). He dismantled government 

control of the economy and encouraged private ownership of 

resources, especially for business undertakings. This policy continued 

under Benjamin Mkapa (1995-2005). Currently, with President Jakaya 

Kikwete, the policies of liberalisation of markets and decentralisation 

by devolution are ongoing. The four case studies in chapter five, six, 

seven, and eight are used to explain the economic institutional set up of 

the agro-industry of Tanzania. The four cases’ findings reveal whether 

or not the private sector has been able to support the government 

efforts in implementing decentralisation and poverty alleviation 

policies, and whether the grassroots communities have been able to 

participate in the economy.  

1.4 Theoretical approach 

In this study, the agro-industry institutions of Tanzania are reviewed 

using three interdependent theories: property rights theory, transaction 

cost theory, and agency theory. Each of these three are necessary as the 

institutions reflect the way in which property rights are allocated and 

upheld, how contracts are used including the specific nature of the 

produce and the incentives inherent in these contacts that motivate 

inefficient self-interested behaviour. The above-mentioned examples 

exhibit the existence of the problems caused by lack of “well assigned” 

property rights. It also indicates specific organisational problems, and 

wrong incentives that generate adverse behaviour. Property rights 

theory shows why these rights are important to allocate and uphold to 

lower transaction costs. Transaction cost theory focuses on transactions 

(based upon allocated property rights) and the governance system 

surrounding those transactions. Agency theory focuses on incentives in 

contracts, the adverse behaviour that might result, and the instruments 

to counter that behaviour. In chapter 3, these theories are discussed 

more fully, within the setting of the research subject. 

1.5  Research questions 

In this study, the following research questions are formulated: 

1. What are the contractual relationships between factory owners 

(FOs) and smallholder farmers (SHFs)? 

2. What governance problems are encountered, affecting the 

contractual relationships? 
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3. Why do these governance problems arise? 

4. What lessons can be drawn in order to improve the efficiency of the 

agro-industry institutions of Tanzania? 

1.6 Limitations of the study 

The study confines itself to studying smallholder farmers (SHFs) and 

factory owners (FOs) who grow and process sugarcane, tea, and 

tobacco. Therefore, it does not involve the whole agro-industry sector 

in Tanzania. As the study intends to investigate the role of the private 

companies operating in the grassroots communities, the study limits its 

scope to firms contracting the grassroots communities. Given the 

government policies of stimulating private sector involvement in 

agriculture, farmers and firms who contract on agricultural produce are 

of paramount importance for the future of Tanzanian agriculture. As 

this research started in 2007, only five companies were contracting the 

grassroots communities in Tanzania. Four of these five companies are 

taken up in the case studies in this thesis.  

The private property rights issue is a new phenomenon in Tanzania, 

which contradicts with the collective ownership inherited from the 

Ujamaa African socialism. Only the companies that are exercising 

private property rights to carry out transactions through contractual 

agreements are involved in the study. This limits the research findings 

to these private contractual settings. However, with the promotion of 

private ownership (and most often at the same time foreign investment 

capital as well) the research findings are also of interest to sectors that 

are in transition or on the brink of such a transition.  

Theoretically, this study builds upon the Coase Theorem to understand 

the reasons why SHFs and FOs choose different alternatives when they 

transact. This study attributes “well-assigned” property rights as 

facilitators of private negotiation. Failure to assign the property rights 

in a certain way to allow minimising transaction costs also creates 

agency problems. It does not study other types of institutions apart 

from those that affect the property rights assignment and the contracts 

in the agro-industry institutions. 

Even though there are many informal contracts in Tanzania, the 

selected cases involve formal contracts between SHFs and FOs. The 

aim is to look for the contracts, which support grassroots communities 

to transact in the market. This case study limits its focus on the three 

agro-industries, which are sugarcane, tobacco, and tea. It investigates 
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four cases and the unit of analysis is the FOs and SHFs who contract 

with each other. 

1.7 Structure of the book 

There are ten chapters in this book. This chapter provides the 

introduction, the theoretical approach, the research questions, and the 

limitations of the study and the structure of this book. Chapter 2 gives 

the reader the background information on the agro-industry institutions 

of Tanzania. It sketches the historical development of the institutions 

and describes the status of the industries that are studied in the cases 

(i.e. sugarcane, tobacco, and tea). Chapter 3 provides the theoretical 

framework of this thesis and includes, property rights theory, 

transaction cost theory and agency theory. Building on these theories, 

the behavioural alternatives for farmers in a Tanzanian context are 

discussed. It also develops the Farmer Behavioural Model (FBM), 

which explains the choice among these alternatives. Chapter 4 

discusses the methodology used in the research. Chapter 5 contains the 

case description of the Mtibwa Sugar Estate Limited (MSEL). Chapter 

6 contains the case description of Kilombero Sugar Limited (KSCL). 

Chapter 7 describes the case of Alliance One Tanzania Limited 

(AOTL). Chapter 8 discusses the case of Tanzania Tea Packers 

Limited (TATEPA). Chapter 9 provides an analysis of the data 

obtained from the four case studies and gives a cross-case analysis. 

The last chapter (Chapter 10) concludes and summarises the findings 

and gives policy implications. 
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Chapter 2  

Background of agro-industry 

institutions in Tanzania 

2.1 Introduction  

The background of the agro-industry institutions of Tanzania includes 

the early history of agriculture as the occupation of first human 

activity. Agricultural activities started with the early Bantu who 

immigrated to Tanzania circa 1.000 BC. The first plantations started 

circa 800 AC when the Arabs started planting sugarcane and clove in 

Zanzibar. Between 1981 and 1919, the Germans who ruled Tanzania 

(by then Tanganyika) intensified farming and developed railways to 

improve the infrastructure. From 1919 to 1961, the British rule 

emphasised indigenous involvement in agriculture and introduced 

cooperative societies. After independence in 1961, the government of 

Tanzania enhanced the cooperative societies through villagisation 

policies. In 1982, the government implemented trade liberalisation 

coupled with privatisation and decentralisation policies.  

This chapter has eight sections. Section 2.2 discusses the early history 

of agriculture. Section 2.3 concerns the design of the cooperatives of 

the agro-industry. Section 2.4 gives a short summary of the 

institutional changes towards independence. Section 2.5 discussed the 

agro-industry institutions after independence. Section 2.6 discusses the 

cooperatives during the Ujamaa period. Section 2.7 focuses on the 

agro-industry institutional performance. Section 2.8 provides a 

summary and conclusion. 

2.2 Evolution of the agro-industry institutions  

Agriculture is, after hunting and gathering, one of the prime economic 

occupations of humankind. As Tanzania is the home of humankind, 

agricultural activities have had an important role in its evolution. It is 

in Tanzania that the oldest man who ever lived on earth was found in 



 8 

1959. On 17th, July 1959, Dr. Mary Leakey and her husband Dr. Louis 

Leakey excavated the skull of that man in Olduvai Gorge, Arusha 

Tanzania (Kimambo & Temu, 1960).
2
 That skull was marked as the 

ancestor of the original indigenous savannah Bushmen and 

hunter/gatherers of Tanzania. The Bushmen of Tanzania are the 

Hadzabe who live near Lake Eyasi. The historical study of Kimambo 

& Temu (1997) shows that it were the Bantu groups who came from 

Ethiopia and West Africa with farming skills circa 1.000 BC. They 

started farming in Tanzania while the Hadzabe remained 

hunter/gathers. The Bantu possessed ironsmith skills, which they used 

to make hand hoes used to grow food. Their main occupation was 

subsistence farming and cattle rearing. Subsistence farming still 

employs the majority of Tanzanians (Hyden, 1980).
3 
 

The Arabs, who migrated to Tanzania, circa 800 AD, introduced 

commercial farming in Zanzibar where they started planting sugarcane 

and cloves. The commercial farming intensified during the German 

rule between 1881 and 1919 (Kimambo & Temu, 1997). The Germans 

encouraged ownership of plantations. In 1892, the German government 

commissioned Richard Hindorf, an agronomist, to start an agro-

industry development project in Tanganyika. He set up sisal, coffee, 

wild rubber, cotton, and tea plantations.
4
 He also encouraged 

indigenous people to grow these crops. The government supplied good 

quality seeds (especially cottonseeds) free to the African growers. The 

term "out-growers" was coined at that time. The Germans would buy 

the farm produce from the smallholder farmers (SHFs), bundle it 

together with the produce from the plantations, and export it to 

Europe.
5
 The German built the central railway line from Dar as Salaam 

to Ujiji-Kigoma (1901-1914) and the railway line from Mombo to 

Moshi (1899) to facilitate cash crop transportation. 

World War I (WW I) left the Germans institutional experimentation 

immature. In WW I, the British navy put blockades in the Indian 

Ocean. The country could neither export farm produce nor receive help 

                                                
2
 The out of Africa theory considers that all human beings evolved from Africa e.g. 

this explanation is available at the National Geographical Society websites: 
http://news.nationalgeographic.com/ 

3
 Subsistence farming is a form of self-sufficiency farming in which a farmer grows 

only enough food to feed his family. In the literature, those who carry out 
subsistence farming are called peasants. Hyden characterised this kind of farming 
as a peasantry mode of production.  

4
 Tanzania in its current form, is the outcome of the union between Tanganyika and 

Zanzibar. Where Tanganyika is the current Tanzania Mainland and Zanzibar is the 
island located in the Indian Ocean. 

5
 The term “out-growers” means those who grow a certain crop to sell to the 

“planters” who own plantations. 
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from Germany as the major transport route of farm produce is via the 

ocean. The blockades cut off the country from the rest of the world, 

mainly Europe. The British advanced into German territory 

(Tanganyika, now Tanzania Mainland) and continued steadily until 

from 1916 the whole country was eventually occupied.
6
 This 

interrupted the economic system and the institutions designed by the 

Germans. The Tanzanians, who had begun to improve their 

livelihoods, retreated to their old social-economic systems of 

subsistence farming.
7
 

Under the treaty of Versailles (1919), the British government received 

a League of Nations mandate to administer the Tanganyika territory 

(the Tanzania Mainland). In 1923, under Sir Horace Byatt, the first 

British governor of Tanzania, the British set into force the Land 

Ordinance (1923) to ensure that the African land rights were secure. 

The British governor encouraged the indigenous Tanzanians to join in 

efforts in order to produce cash crops for export. In 1924, the first 

cooperative society for growing and hulling coffee seeds (beans), the 

Bukoba Bahaya Union (BBU), started in Kagera (Kimambo & Temu, 

1997). In 1925, the Kilimanjaro Native Planters Association (KNPA) 

started in Kilimanjaro region to organise coffee farmers. Sir Donald 

Cameron, governor between 1925 and 1931, reorganised the system of 

native administration and set into force the Native Authority Ordinance 

(1926).
8 

With this, he hoped to build local government administration 

based on traditional (tribal) authorities. Also in 1926, the British 

government introduced the Legislative Council, which was to advise 

the governor.  

Sir Donald Cameron convinced the British government to build the 

railway from Tabora to Mwanza (1928). He requested the British 

government to allow British settlers to come to Tanzania to establish 

large plantations. Due to the great economic depression of 1930, the 

British government did not support new proposals put forth by the 

governor for further rebuilding Tanganyika’s institutions and 

infrastructures. There was no way but to start with a policy of self–

reliance, based on the production of primary goods for export and the 

building of new factories in the country instead of relying too much on 

the British government. In 1934, 31 cotton growers started an 

association called African Cotton Planters in the Morogoro region. 

                                                
6
 This is available at the Tanzania National Website: 

http://www.tanzania.go.tz/hitory.html 
7
 This is available at the Tanzania National websites: www.tanzania.go.tz. See also 

Kimambo & Temu (1997). 
8
 See http://www.tanzania.go.tz/history.html. 
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From that moment, colonisation of Tanganyika was not that important 

anymore to the British government due to the 1930s great depression. 

The government started to prepare the indigenous people to become 

independent. In 1945, the first two indigenous people became members 

of the Legislative Council. In 1947, Tanganyika was placed under 

United Nations trusteeship, and such trusteeship further diminished 

British interest in developing Tanganyika. The remaining efforts were 

directed to the enhancement of cooperative societies, which should 

make the indigenous people responsible for their own destiny.  

2.3 Designing the cooperative structure of the 

agro-industry 

Between 1947 and 1959, the British government commissioned David 

Gordon Hines, an accountant, to establish cooperative societies in 

Tanzania. During that period, Cooperative Officer’s (CO) posts were 

introduced in each district in Tanganyika (now, Tanzania Mainland). 

The COs supported Mr. Gordon Hines to train the members of the 

cooperative societies on electoral processes concerning the election of 

their committee members. In addition, the COs trained them in 

bookkeeping. The COs stimulated the smallholder farmers to 

commercialise their farms and market their farm produce. The 

cooperative societies in regions joined to form primary cooperative 

societies (PCS) per district. Every district, which produced cash crops, 

constructed factories with the help of the British government. Some 

cotton ginneries, coffee factories, and tobacco dryers were built at that 

time (Kimambo & Temu, 1997).  

Commercial farming was further intensified to produce raw material 

for the British industries such as clothes (cotton), tea (tealeaves), sugar 

(sugarcane), sacks (sisal), cigarette (tobacco), coffee (coffee trees), 

insecticides (pyrethrum) and nuts (cashew nuts and groundnuts). These 

crops were produced for export and since then they have been know as 

cash crops. The crops produced as food for Tanzanians, traded in the 

domestic market, were called food crops. Such food crops are maize, 

paddy, wheat, millet, cassava, beans, banana, and sweet potatoes. 
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2.4 Institutional changes towards 

independence 

In 1954, the Tanganyika National Union (TANU), the political party, 

started under the Chairmanship of Julius Kambarage Nyerere. TANU 

was not the only one. Other parties started but did not get enough 

support; among them were the United Tanganyika Party (UTP), Africa 

National Congress (ANC), next to several others. In May 1957, the 

Legislative Council demanded an increase in the number of indigenous 

representatives from two to five. The governor, Edward Twining, 

accepted this demand and the members were elected from the 

constituents of the Northern, Tanga, Eastern, West, and Southern 

Highland Provinces.9 In 1958, the new governor, Sir Turnbull was 

sworn in. In 1960, TANU won seventy out of the seventy-one seats in 

the new Legislative Assembly and Julius Kambarage Nyerere, was 

sworn in as the chief minister (i.e. Prime Minister). On December 9, 

1961, Tanganyika obtained its independence within the British 

Commonwealth institutional system. In 1964, Tanganyika and 

Zanzibar united to form the United Republic of Tanzania (URT) and 

Nyerere became the first president.  

2.5 Designing the Tanzanian institutions after 

independence 

Three years of independence and one year after the Union, the 

Africanisation policy gave priority to indigenous Tanzanians to occupy 

high governmental posts, although at the same time only few people 

were available to hold such posts. Many social service employees (i.e. 

teachers) had to take over the national, regional and district 

administration. Others were sent abroad to occupy embassy offices. 

Kimambo & Temu (1997: 245) argue that those people were the engine 

of developing entrepreneurship in the local communities. With their 

move to these high posts, villages and districts were starved of talent. 

At the same time, it created a new class of “big men”.
10

 

In 1963, in the TANU annual meeting, it was decided to merge the 

activities of the political party together with the central and local 

                                                
9
 During the colonial era, Tanganyika (the current Tanzania mainland) had four 

provinces. Currently, Tanzania has 27 regions which are shown in figure 11. 
10

 “Big men” in this context means people who would like to be employed in 
respectable jobs, but not doing any dirty work. Nyerere called them “Mangi 
Meza”, i.e. those who search for white collar jobs.  
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government in one political party institutional design (Maliyamkono & 

Bagachwa, 1990). In 1965, TANU implemented the cell system 

(Kimambo & Temu, 1997).
11

 The cell was TANU’s lowest level at 

which the grassroots communities were organised to carry out self-help 

projects, e.g. paving rural feeder roads. The cell comprised ten 

neighbourhood houses and elected its leader democratically (Kiongozi 

wa Shina). The cell leaders of a village together constituted the Village 

Development Committees (VDC, see Kimambo & Temu, 1997, p. 253; 

Mwapachu, 2005). The cells and VDC had a division secretary (Katibu 

Tarafa) and the district administrators (Area Commissioners). At the 

regional level, a regional administrator (the Regional Commissioners) 

was the overall in charge of the regional activities. Each secretary was 

TANU appointment. With this institutional arrangement, the political 

party system was taken up in the local government. The same applied 

to the cooperative society leaders. Any leadership in Tanzania required 

being a member of TANU.  

In 1967, Julius Kambarage Nyerere, after six years of independence, 

announced in the Arusha Declaration that the development strategy in 

Tanzania should be based upon the principles of socialism and self-

reliance (or “Ujamaa na Kujitegemea”). With the Arusha Declaration, 

the government nationalised plantations, estates, and food processing 

businesses (Maliyamkono & Mason, 2006). The government 

employees were not allowed to start any businesses or to associate 

themselves with income generating activities. All cash crops value 

chains in the agro-industry were integrated under government owned 

companies. In 1973/74, the government relocated about 60% of the 

people from their native areas to move to Ujamaa villages. Individual 

farmers saw their farms taken as the land was to be collectively owned 

and organised (Maliyamkono & Mason, 2006: 251). The intention was 

to enhance production through the cooperative societies and deliver 

social services efficiently given that people would live together and 

share the few available resources. The idea was to collect people who 

lived in the sparsely populate areas, to bring them to accessible areas in 

order to provide them with social services, while they continued 

working together in the African cultural context. Maliyamkono & 

Mason (2006) argue that the farmers were moved from small-dispersed 

peasant farms to nucleated settlements in order to be able to train them 

easily. This policy created more dependence among farmers than 

before. At the time Tanzania became independent, many did not 

perceive independence as being responsible for one’s own fate, but 

being free from so-called “brutality” (Maliyamkono & Mason, 2006). 

                                                
11

 The cell comprises 10 neighbouring households in the villages.  
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Brutality in this context means brutal working conditions. Prior to 

independence, citizens were being forced to build railways and other 

infrastructure, to pay taxes and receive wages based on output 

(Manamba). The Ujamaa villages were perceived, as villages where 

“freedom” was to be found. While, after independence, the Tanzanian 

government sought to increase productivity, the Wananchi (the 

citizens) perceived that living in the Ujamaa villages would free them 

from the “brutality.” Maliyamkono & Mason (2006) argue that the 

outcome of that perception created more dependence on the 

government instead of promoting self-reliance among the citizens of 

Tanzania and the nation as a whole.  

On 5th February 1977, TANU united with the Afro-shiraz Party of 

Zanzibar to form the Revolution Party, or Chama Cha Mapinduzi 

(CCM) in Swahili, but the one party supremacy continued. 

2.6 Cooperative societies institutions during 

Ujamaa period 

The cooperative societies, started under British colonial government, 

were a pivotal institution for agro-industry development during the 

Ujamaa village settlements. The Tanzanian government enhanced and 

emphasised the cooperative societies to become the commercial 

centres for the agro-industrial farm produce. The government 

introduced smallholder farmers (SHFs) schemes in which they could 

produce the agro-industry farm produce and sell that to the factories 

owned by the government. The Ujamaa policies encouraged each 

village to set up a place, gulio, or marketplace, where once a week the 

village members would meet to carry out cash crop transactions. 

During the Ujamaa period, TANU devised some institutions that dealt 

with agro-industry transactions. The government established crop 

marketing boards and crop authorities at the regional level during the 

Ujamaa period. These were, and still are today, responsible for 

governing the specific agro-industry cash crop such as tea, tobacco, or 

coffee. This entailed the creation of a government monopoly (Thiele, 

1986). During the Ujamaa period, all farmers had to sell to the primary 

cooperative societies (PCSs), not to other private dealers. The PCSs 

supplied the farm produce to the government owned factories. There 

was a single market channel for each agro-industry product and the 

government had the sole responsibility for buying, processing, 
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exporting, and redistributing primary, secondary, tertiary and final 

agro-industry products as indicated in figure 1. 

Figure 1 Agro-industry institutions and the governmental structure 

during the Ujamaa system 

 

 

 

Each division had a primary cooperative society (PCS) of which the 

members of the cells and villages were automatically members 

(Paciotti, Hadley, Holmes & Mulder, 2005). The PCS still exist today. 

All PCSs buy crops from the village members. The PCSs have 

temporary stores and they sell the crops to the Cooperative union (CU) 

at the district level. The PCSs were (in some areas still are) the primary 

assemblers selling the farm produce to the cooperative unions (CUs) at 

the district level. The CUs owned factories, ginneries, tobacco dryers, 

etc. The CUs sold the processed farm produce to the regional 

marketing boards for export. Each region had a specific crop authority 

and marketing board, such as the Coffee authority in Kagera or Cotton 

authority in Shinyanga. The role of the Zonal Crop Authority and 
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Marketing Board was to coordinate and take stock of the activities of 

the CU’s in each region.
12

 At the national level, the umbrella 

organisation of the crop and marketing boards coordinated the 

activities of the crop authorities and the marketing boards of the 

regional zones. 

The government through the crop authorities and the Ministry of 

Agriculture (via government extension officers) subsidised farm inputs 

on credit. Since the banks were under the government ownership (e.g. 

Cooperative and Rural Development Banks (CRDB)) the coordination 

was easy. Through this coordination, the government fixed the prices 

for farm produce on the local level. The farmer received the final pay 

after the government had deducted the (subsidised) costs of the farm 

inputs.  

Demise of Ujamaa agro-industry institutions  

Using the hand hoe did not give a farmer the time to produce food 

crops for his family together with the cash crops demanded by the 

primary cooperatives. At the same time, those who would labour much 

would receive almost similar social services as those who did not 

(Hyden, 1980). As there was too much monitoring of the farmers by 

government, farmers found it difficult to apportion their time to other 

activities, e.g. growing food crops (Hyden, 1980, 2006). Hyden (1980:  

148) argues that the forced transformation of SHFs from his traditional 

subsistence farming to collective production did not take in the 

background endowment a farmer had before moving to a Ujaama 

village. Hyden cites an example of some Singida villages, of which the 

people starved to death after having been uprooted from their 

traditional home villages to live in the new Ujamaa settlements. The 

SHFs started rigging the system by using fertilisers on their own crops. 

In 1978, when the economy slowed down, among others because of 

droughts and the war between Uganda and Tanzania, farmers ran away 

from the Ujamaa villages and returned to their original areas.
13 

The 

                                                
12

 These zones are the Lake Zone (Kagera, Mwanza, Shinyanga and Musoma 
regions), Northern Zone (Arusha, Kilimanjaro, Manyara and Tanga regions), 
Western Zone (Tabora and Kigoma regions), Central Zone (Dodoma and Singida 
regions), Coast Zone (Dar Es Salaam, Tanga, Morogoro and Coastal regions), 
Southern Zone (Ruvuma, Mtwara and Lindi regions) and Southern Highland Zone 
(Mbeya and Rukwa regions). 

13
 In 1978, Iddi Amin Dada of Uganda overthrew the first Ugandan president, Milton 

Obote. Nyerere opposed this coupe and led Tanzania into war against Iddi Amin. 
The economy was devastated because of war and the European countries and USA 
stopped supporting Tanzania. China and Russia, though, continued to support it. 
See also Mwapachu (2005).  
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economic problems of Tanzania had become insurmountable in 1978. 

The government could not continue to provide free social services to 

the Ujamaa villages. There was also external pressure attached to the 

Washington consensus (see below). Privatisation seemed inevitable.  

Cooperative societies after privatisation  

In 1982, the government accepted the Washington Consensus.
14

 After 

liberalisation, the state-controlled marketing boards were no longer 

involved in commodity exports (Wilson, 1998). They were 

transformed into crop boards, primarily responsible for sector policy 

and regulation and today they still play these roles. Private sector 

players are now large foreign companies and SHFs. The cooperative 

unions lost their dominance in the domestic market. The government 

has remained with the role of choosing the cash crops for farmers in 

the industries. 

Figure 2 Coffee procurement in the Kilimanjaro Native Cooperative 

Union 

 

 

                                                
14

 The term Washington Consensus was coined only in 1989. It includes the 
conditions given by the International Monetary Fund (IMF), the World Bank 
(WB) and the US Treasury Department to crisis stricken economies. The set of 
policies was directed to stabilise, privatise and liberalise the developing 
economies, including Tanzania.  
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Figure 2 shows that two options are available to the local coffee 

farmers to access the market of international commodity buyers based 

on the study that was conducted in Kilimanjaro by the Technical 

Centre for Agriculture and Rural Cooperation (CTA). CTA is a 

European Union agricultural developmental think-tank.
15 

The SHFs in 

Kilimanjaro may or may not join the cooperative society. The ones 

who join the rural cooperative society (PCS) are directly members of 

the CU (Cooperative Union (CU)). The CU acts as an international 

export agent for the farmers. If a farmer does not join the PCS, he sells 

his coffee to a small-scale rural buyer or a trade agent. The trade agent 

sells coffee to a large-scale trader who sells the coffee at the Moshi 

Coffee Auction.  

The CTA argues that the agro-industry prices in Tanzania are based on 

international market conditions and the local supply situations. Trade 

finance is provided by the commercial banking sector. The previously 

government owned banks, such as the National Bank of Commerce 

(NBC), the Cooperative and Rural Development Bank (CRDB) and the 

National Micro Finance Bank (NMB), have been privatised. The 

government is no longer involved in guaranteeing the debts of PCS 

members. There is also greater private sector involvement in the 

marketing of agricultural inputs. However, the role of the PCSs is still 

vital in the rural areas. Many SHFs continue selling crops through the 

PCSs and the private companies buy crops via PCSs. 

The four case studies, which appear in chapter 5, 6, 7, and 8, exhibit 

different modes of economic organisation of farming and trading in the 

trade liberalisation period, but essentially farmers choose between the 

two selling alternatives as sketched in figure 2 above. Figure 3 below 

illustrates the areas where the case studies explained in study are 

located.  

The cases that were studied are located in Morogoro, Tabora, and 

Mbeya regions and the industries involved are sugarcane, tobacco, and 

tea.  

 

 

 

 

                                                
15

 Available at http://www.cta.int/. 
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Figure 3 Map of Tanzania indicating the areas of the cases  

 

 

Figure 3 gives a map of Tanzania showing the location of the 

sugarcane, tobacco, and tea industries studied in this thesis. This study 

involves four agro-industries based in Morogoro (sugarcane, MSEL 

and KSCL), Tabora (tobacco, AOTL), and Mbeya (tea, TATEPA) 

regions. Although there are several places in Tanzania where 

sugarcane, tobacco, and tea are grown, only the studied areas are 

indicated. The figure shows all 26 regions of Tanzania, comprising 127 

districts (not indicated on the map).  

The sugarcane industry 

The sugar industry is one of the biggest large-scale agro-industries in 

Tanzania. It involves the SHFs as out-growers.
16

 The sugarcane 

industry in Tanzania started in early 1924 when Tanganyika Planters 

Limited was incorporated in Tanganyika in the Kilimanjaro region.
17

 It 

started to produce sugar in 1936. In a period of twenty years, it 

increased production from 6,000 tons in 1940/41 to around 20,000 tons 

of sugarcane in 1960/61 (Ramasubban, 2007). 
                                                

16
 This follows the German institutional design that included growers and out-growers 

schemes.  
17

 The Kilimanjaro region is located near the border between Kenya and Tanzania. 
This is the region where the Kilimanjaro mountain, the second highest mountain 
in the world, is located.  
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Figure 4 Trend of sugar production and consumption 

 

Source: Economic Survey, 2007. 

Figure 4 shows the trend of sugar production and consumption. Since 

1936, the production of sugar for the domestic market has increased 

significantly. In 1961, Mtibwa Sugar Limited (MSEL) started, 

followed by Kilombero Sugar Company Limited (KSCL) at Ruhembe 

(Matango, 2006). By 1976/77, a new factory of Kagera Sugar Limited 

was opened in the Bukoba district. However, Tanzanians consume 

more sugar than Tanzanian factories can produce. The sugar regulating 

body (currently the Tanzania Sugar Board) covers this short fall by 

allowing imported sugar on the market (Ramasubban, 2007). 

Ramasubban (2007:166) shows that Tanzania has been a net importer 

of sugar in thirteen years in a period of sixteen years between 1964 and 

1979. After trade liberalisation in 1982, sugar production has not yet 

increased enough in order to satisfy domestic demand. The Tanzanian 

government’s objective in sugar production is to expand sugarcane 

farms to meet domestic demand for sugar. 

Figure 4 shows the sugar production and consumption trend since 1978 

to 2007. Remember that the period between 1978 and 1982 was the 

period of Ujamaa. The period between 1982 and 1998 was a period of 

transition from Ujamaa to market liberalisation. In the period 1998 and 

2007, Kilombero Sugar Company Limited (KSCL) and Mtibwa Estate 

Limited (MSEL) were already privatised. The graph shows the 
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production gap between production and consumption. Tanzania cannot 

yet satisfy domestic demand of sugar.  

The tobacco industry 

In 1950, British WWII veterans started the tobacco industry of 

Tanzania in the Urambo district in the Tabora region. In 1951, the 

British Overseas Food Corporation was established to organise tobacco 

farming including the establishment of cooperative societies. The 

cooperative societies established tobacco-farming schemes in Tabora. 

Apart from tobacco, each farm would grow similar areas of maize, 

groundnuts, and rice each year. In 1950 to 1960, about 500 hectares 

were planted and the scheme produced between 300-350 tons of 

tobacco. In 1954, Tanganyika Agriculture Corporation (TAC) took 

over the schemes as a Tanganyika based company. The major buyers 

of tobacco were the East African Tobacco Company (EATCo) and the 

British American Tobacco Company (BAC). TAC established an 

indigenous tobacco grower scheme. It also offered training to SHFs. In 

1958, the SHFs were able to cure their tobacco on their own. The 

British government provided credit for buying farm inputs. The policy 

led to a growth in the farms of individual SHFs. After independence in 

1961, the British settlers left tobacco growing. The new Village 

Settlement Commission, which started in 1967, replaced the TAC and 

the Urambo Cooperative Society (UCS) was created. 

Between 1960 and 1970, tobacco spread over the whole region. In 

1971/72, the tobacco growers formed what they called the “Tobacco 

complex.” In 1973/74, about 1/3 of the Tabora region area was 

producing tobacco by out-growers. Villagisation policy supported all 

households to grow tobacco. From 1978, the Tobacco Board governed 

tobacco. The SHFs schemes were emphasised. 

Before privatisation (1976-1982), the production dwindled as indicated 

in figure 5. During the transition period between 1982 and 1998, it first 

stagnated but started to increase after 1991. The years 1997 and 1998 

saw a sharp increase in production followed by a sharp downturn in 

1999 and 2000. After the dip in 2000, production grew slowly but 

increased dramatically after 2003.  
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Figure 5 Tobacco production trend in Tanzania  

 

Source: Economic Survey, 2007. 

The tea industry 

According to the data provided by the Tea Board of Tanzania, German 

Settlers of the Agricultural Research Station at Amani, Tanga 

introduced tea in Tanzania in 1902. It was grown at Kyimbila in 

Rungwe District, Mbeya region in 1904. Commercial production began 

in 1926 and increased considerably after WW II, when the British took 

over.  

Before independence, tea was produced in estates, which were owned 

by foreigners. The Tanganyika Tea Board established by the British 

government handled all tea related matters. Smallholder tea farming 

began after independence in 1961. In 1968, the government initiated a 

full-fledged program to develop the smallholder tea producers. The 

Tea Ordinance Act (Cap 291) was amended and the Tanganyika Tea 

Board was replaced with Tanzania Tea Authority. All aspects of 

smallholder tea marketing and trade came under the responsibility of 

the Tanzania Tea Authority (TTA).
18 

 

It is noteworthy that each industry shows a slowdown or stagnation in 

agricultural output during the period of the Ujamaa system. During the 

Ujamaa period (between 1967 and 1982) the marketing boards were 

making losses and had to be subsidised by government, which also 

provided input subsidies (Maliyamkono & Bagachwa, 1990; 

Malyamkono & Mason, 2006). The situation arose partly from 

inefficiencies in the marketing system as well as from exchange rate 

                                                
18

 See also figure 1 in this chapter. 
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controls, which limited the revenues generated from commodity 

exports (Hyden, 2006). The boards therefore found it difficult to match 

domestic commodity prices with rising inflation (leading to real 

decline in producer prices) and making it less profitable to produce 

these crops. The government was also finding it increasingly difficult 

to cover the high cost of subsidised crop production and marketing 

(Cooksey, 2003). 

Figure 6 Tea production since 1976-2004 

 

Source: Economic Survey, 2008 

Figure 6 shows the tea production trend from 1976 to 2004. As for 

other cases, tea production during the Ujamaa period stagnated. After 

privatisation, the industry started growing.
19 

 

In the Ujamaa system private property rights were abolished. The 

production mode was the one which Williamson (1985: 217) calls 

communal-ehm. In which “ehm” are initials used by Williamson to 

explain the term “every man for himself.” When the government is 

omnipresent, individuals’ interests are jeopardised. As a result, 

individuals become opportunistic and satisfy their own interests first 

instead of maximising the interest of the whole group. This happened 

with the Ujamaa set up. Ujamaa leaders and employees circumvented 

the Ujamaa system and maximised their self-interests. The economy 

dwindled. The government leaders became corrupt, farmers lacked 

markets as they produced low quality goods. The omnipresence of the 

government failed to manage the details of each cooperative society. 

                                                
19

 Other data on export and the amount of the SHFs produced since 1995 to 2004 are 
taken up in Table 1. 



 23 

Table 1 Sugarcane, tobacco and tea production in Tanzania, in tons 

Year 95 96 97 98 99 00 01 02 03 04 

Sugarcane/sugar 

Production of 

cane x 1.000  1,28 1,37 1,30 0,98 1,27 1,25 1,33 1,62 1,81 2,34 

SHFs 

contribution  370 372 347 176 320 341 284 389 411 670 

SHFs (%) 29 27 27 18 25 27 21 24 23 29 

Sugar 

produced  105 116 116 116 113 117 136 165 190 223 

Consumed 238 268 275 271 101 100 122 142 167 290 

Export n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a 

Tobacco 

Production 25 23 30 35 51 38 24 25 28 44 

SHFs 

contribution 25 23 29 35 51 38 24 25 28 44 

SHFs (%) 100 100 100 100 100 100 100 100 100 100 

Local sales  22 15 30 27 10 n/a n/a n/a n/a n/a 

Export 3 8 0 8 41 n/a n/a n/a n/a n/a 

Tea 

Production 116 94 91 121 106 106 119 111 132 128 

SHFs 

contribution  22 13 7 7 7 6 9 13 32 32 

SHFs (%) 19 14 8 6 7 6 8 12 24 25 

Local sales  11 n/a 23 n/a n/a n/a 2 3 3 3 

Export 105 n/a 68 n/a n/a n/a 117 108 129 125 

Source: Economic Survey, 2008 

Table 1 shows the industry economic indicators after the Washington 

consensus. In 1982, the World Bank and the International Monetary 

Fund (IMF) advised Tanzania to implement the Washington consensus. 

This required the country to liberalise markets, fiscal discipline, and 

redirection of public expenditure. Redirecting public expenditure 

means to direct resources to those areas that offer both high economic 

returns and the potential to improve income generation, such as 

primary health care, primary education, and infrastructure. In addition, 

the Washington Consensus advises tax reform (i.e. lower marginal 

rates and a broadening of the tax base), interest rate liberalisation, 

competitive exchange rates (i.e. leave the Tanzanian Shilling’s (TSh) 

value to float), trade liberalisation, liberalisation of inflows of foreign 

direct investment, privatisation, deregulation (i.e. abolish barriers to 

entry and exit) and secure property rights. These conditions have 
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changed the monopoly of cooperative societies in Tanzania, but there 

is still a long way to go to an efficiently governed agro-industry. 

Table 1 below shows the overall industry performance based on the 

data from the Economic Survey, 2008 (URT(a), 2008). The production, 

consumption, as well as export in each of the three industries are 

increasing, except for sugar export. The sugar export is not significant 

in the economy, as the demand for sugar is higher than supply. The 

sugar that is exported is mainly to the European Union (EU). 

According to an EU report, obtained from the SBT, the EU normally 

set quotas as to how much Tanzania can export to the EU market 

(URT(g), 2006). 

Although the Tanzanian government stimulates the industry to export 

sugar in order to gain foreign currencies, specific sugar export data is 

not available from the reports of the Bank of Tanzania and the 

Economic Survey, due to its insignificant contribution to the export 

sector.
20

. 

2.7 Summary  

Chapter 2 gives background information on the agro-industry 

institutions of Tanzania. The chapter explains the evolution of the 

agro-industry institutions of Tanzania. The agro-industry institutions of 

Tanzania have changed over time. They are influenced by the history 

of Tanzania, which includes the Bantu groups, the Arabs, the colonial 

period, and the period of independency, including the Tanzanian way 

of collectivism, Ujamaa. During the Ujamaa period, the villagisation 

policy forced farmers to start collective farming. During that time, the 

cooperative societies, established by the British government, were 

emphasised. The Ujamaa period proved an institutional failure and this 

led to the implementation of the Washington Consensus. Currently, in 

agriculture the private sector is in control of the economy. This chapter 

also summarises the performance of three agro-industry institutions, 

the sugarcane industry, the tobacco industry, and the tea industry, of 
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 The Economic Survey and the Bank of Tanzania’s Economic Bulletin are available 
at http://www.tanzania.org.tz. Interviews with SBT and BOT Research 
Department officials revealed that there are ongoing efforts which, if successful, 
will increase the capacity of the industry via European Union initatives ((URT(s), 
2006; EC Response Strategy for Sugar Industry of Tanzania: Sugar Board of 
Tanzania.and URT(u), 2008). The Economic Survey 2007. Dar es Salaam: 
Government Printers. 
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which four cases are taken. These studies are discussed in the chapters 

five, six, seven, and eight. 
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Chapter 3  

Economic Organisation 

3.1  Introduction  

The essence of economic organisation is to explain why economic 

agents choose to organise their activities in the way they do. The 

agents can carry out any economic activity in various alternative ways. 

Thus, choosing one alternative among the others must have a reason. It 

is expected that rational economic agents choose alternatives that are 

likely to achieve efficiency. The efficient choice in business 

undertakings is the one that abates the magnitude of transaction costs at 

the lowest possible level. Each alternative, regardless whether it is 

efficient or not, thus has its transaction cost which is to be seen as the 

opportunity costs for the other alternatives. Obviously, the best choice 

is the one with the lowest level of transaction costs. This choice 

maximises social welfare and that of the agent if the cost is fully born 

by that agent. Thus, a failure to choose the best alternative, for 

whatever reason, e.g. because of the prevailing institutional 

framework, is costly to the society. In other words, such a failure is a 

feedback on poor performance of prior arrangements. Some of these 

prior arrangements may be associated with property rights, which can 

be non-existent, incorrectly defined, or simply unenforceable. Then 

negotiation, writing, signing and executing of contracts in markets will 

not occur, or may only occur at high transaction costs (de Sotto, 

2000).
21

 

Apart from the importance of well-assigned property rights, other 

institutional factors, equally important for the economic agents, hinder 

agents to attain efficiency. For example, the assignment of rights may 

not realise its economic potential because of a low level of education 
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 De Sotto (2000: 18-20) takes Peru as an example and explains how the legal system 
increases transaction costs in the market. In Peru, the cost of legal registration was 
1,231.31 times the monthly minfimum wage. Obtaining legal authorisation to 
build a house on state owned land took nearly 7 years, required 207 administrative 
steps in 52 government offices This legal system is not that different from 
Tanzania. For example, land registration (title deed) must be done in Dar es 
Salaam. The people who like to establish businesses in the districts have to pay a 
lot of money to go to Dar es Salaam, only to register.  
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of agents, or a mindset, which obstructs them to internalise that 

potential.
22 

This will come up in the discussion on a model of farmers’ 

investment choices in section 3.10. 

Institutions are referred to as the rules of the game (North, 1990; 

North, 2005). When institutions are referred to as being the rules of the 

game, North (1990) portrays economic agents as players in the field 

and who need rules to play the transactions game. Carrying out the 

transactions entails playing a business game, which allows competition 

among the players. These players need rules to play a fair game. In this 

light, property rights can be seen as the basic fundamental framework 

for the game: they provide the basis upon which players interact; 

contracts are built upon this foundation and can be interpreted as 

further explicating the rules of the game. For example, players do have 

the option to change rules by re-allocating part of the rights via 

contracts, i.e. alter the game.  

As can be expected, institutions differ from one country to another, 

depending on an economic system governing the agents in that 

respective country. These institutions can either be formal (i.e. defined 

by law) or informal (i.e. unwritten but defined by cultural norms and 

values). In a Northian perspective, formal institutions are rules laid 

down in laws, which have universal coverage within a state (i.e. apply 

to every citizen), and are enforced via the state’s institutions (its 

enforcement agencies and courts). Informal institutions are vested in 

cultural norms and values within a specific group in a society. Informal 

institutions are not laid down in laws, do not necessarily have universal 

coverage within a state, and are not enforced via the state’s institutions 

(Buscaglia, 1999).  

From primitive stages of markets to advanced ones, contracts are part 

of everyday life. Every transaction occurring in markets of goods or 

money involves contracts. Contractual agreements are, for example, in 

every ask, bid, sell, and buy. They may be expressed orally or in 

writing. However, there can never be contracts without either informal 

or formal property rights assigned to individual agents. The assigned 

property rights depend on the institutional frameworks prevailing in an 

economy. For example, in a majority of developing countries, such as 

Tanzania, two forms of property rights exist, formal and informal. 

Formal property rights support formal contracts (supported by law, or 
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 URT (2005: 12); National Strategy for Growth and Reduction of Poverty (NSGRP). 
In V.P.S. Office (Ed.): Mkukuki na Nyota. The National Strategy for Growth and 
Reduction of Poverty (NSGRP, or MKUKUTA in Swahili) gives a definition of 
poverty, which is a lack of income, or a lack of education. 
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also called written contracts), informal property rights support informal 

contracts (not supported by law, or unwritten contracts). The formal 

contracts are considered more efficient than informal contracts, 

because they can be legally enforced in case of breach. Informal 

contracts cannot be enforced through the legal system and thus need to 

rely on informal mechanisms to prevent breach (North, 1990: 50).  

This chapter introduces property rights theory, transaction cost theory, 

and agency theory. Underlying these theories of economic organisation 

are three assumptions central to explain behaviour of economic agents. 

These assumptions are opportunism, asymmetric information and 

bounded rationality. The assumptions will be addressed in the second 

section. The third section discusses property rights theory, which helps 

to explain the agro-industry of Tanzania as an economic system. The 

section on property right theory discusses the characteristics of 

property rights and the need for a good assignment of these rights. 

Next, transaction cost theory shows why different organisational 

alternatives add costs to the contracting parties. Section 5 discusses 

agency theory. The theory explains economic organisation through the 

lens of the principal-agent relationship and its associated problems. 

These problems are discussed in section 6. Section 7 discusses some 

remedies to these different behavioural problems. The behavioural 

solutions include instruments like screening, monitoring and bonding 

and collective action. Section 8 describes the contract learning cycle 

for farmers. Section 9 sketches the behavioural alternatives for farmers. 

This choice among alternatives is modelled in section 10. Section 11 

provides a summary. 

3.2 Behavioural assumptions  

Within these theories of institutional economics, a set of common 

assumptions is used. These assumptions concern the nature of man 

(Jensen, 2000; Jensen & Meckling, 1976). From these assumptions, it 

follows that the costs of transacting cannot become zero. Man is 

opportunistic, bounded rational, and he is confronted, in his dealings 

with others, with an unavoidable form of information asymmetry. 

These three assumptions together give rise to (transaction) costs, which 

raises the question of economic organisation discussed above: from a 

societal perspective, it becomes important to choose that set of 

institutions that minimises costs.  
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Opportunism 

Opportunism may occur at different stages in the contracting process. 

Opportunism increases transaction costs in the market (Williamson, 

1985). According to Williamson (1985), when a party in a contractual 

relationship jeopardises the mutual interest in favour of his own 

interest, the party who does so is opportunistic. Williamson defines 

opportunism as “self-interest seeking with guile” (Williamson, 1985: 

65). Opportunism includes not only the more obvious forms of 

cheating, but also calculated methods of misleading, distortion, 

disguise, deception, and confusion. Normally, parties enter into a 

contractual relationship to benefit from it. When both parties benefit 

from that relationship, that relationship is mutually beneficial. Such a 

mutual contractual relationship leads to the satisfaction of each party’s 

needs. Williamson (1985) explains the differences between a modern 

contracting man and an orthodox utility maximising man (the one 

espoused by neoclassical economics) in two respects. The first 

difference is the limited ability to receive, store, retrieve, and process 

information (or man is bounded rational, see below). The second 

difference is about self-interest. Whenever contracting man solicits any 

contract, self-interest drives his motives. This makes a contracting man 

a more troublesome kind than the fully rational utility maximising man 

(Williamson, 1985). He is troublesome because he discloses 

information in a selective and distorted manner, which helps him to 

maximise his self-interest. Calculated efforts to mislead, disguise, 

obfuscate, and confuse are thus admitted as a possibility in a 

contractual relationship. 

Some studies on Tanzania show that opportunistic executives or 

employees of factories squander profits accrued to the company due to 

egoism (Brockington, 2007, 2008; Dyer, 2005; Ford, 2008; Werniuk, 

2005). For example, Brockington (2007) found opportunistic local 

government leaders who squandered local government project funds. 

He describes the misuse of taxes, which might have otherwise boosted 

local government capacity to deliver services to citizens including 

entrepreneurs who in turn would pay more taxes. The author used the 

phrase “milking a cow without feeding it.”
23 

This phrase shows that 

taxing entrepreneurs without building good infrastructures to facilitate 

entrepreneurial development among them is not sustainable. Equally, 

Dyer (2005) found out how external donors’ funds for supporting 

education were misused by opportunistic local government leaders. 

However, a number of right steps to curb such corruptive tendencies in 
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 Brockington (2007: 114). 
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the country have been initiated. For example Ford (2008) discussed 

undergoing efforts of the government of Tanzania to tackle these 

endemic problems in the society. 

Bounded rationality 

Bounded rationality refers to the limited cognitive abilities of human 

agents to select an optimal solution to a given problem (Kahneman, 

2003(a, b); Kahneman, Tversky, & Slovic, 1982). The cognitive ability 

varies with intelligence, level of education, exposure, and experience. 

The contracting parties make choices (decisions) under three 

unavoidable constraints. Firstly, they have limited and unreliable 

information (de Wit & Meyer, 2004; Guttel & Harel, 2008; Simon, 

1999). Secondly, the human mind has only limited capacity to evaluate 

and process the available information. Thirdly, only a limited amount 

of time is available to come to a decision. Individual parties may not 

fulfill their obligations taken up in the written contract due to time 

constraints. These limits (bounds) on rationality make it impossible to 

draw up contracts that cover every contingency that may occur. Hence, 

contracts will be incomplete and therefore parties will see a need to 

have them renewed or renegotiated later.  

Regardless of the information disclosure to the parties who contract, 

information utilisation during the contracting process depends on the 

ability to code, transform, and process and make use of that 

information (Simon, 1995, 1998). In the contracting process, one party 

may disclose information, but at the stage of execution, unforeseen 

circumstances due to the limited cognitive ability of the parties may 

result into an unintended outcome. Actually, with the information 

deluge through the recent development of internet and other 

information systems, the modern contracting man is confronted with 

information overload in retrieving, translating, selecting information, 

and making use of such information at the correct time. Such an 

information deluge, also, exacerbates bounded rationality, which in 

turn increases transaction costs in the market.  

Information asymmetry 

Asymmetric information occurs when at least some relevant 

information is known to one party, but not to all parties involved in the 

process of entering and executing a contract. If hiding such information 

to the other party has no harm to the mutual interest of the contract, the 

contract execution will attain the intended outcome. However, if such 
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hiding does harm to one of the contracting parties, the intended 

outcome will not be efficient.  

Information asymmetry exists in all phases of carrying out transactions 

in the market. It results in negotiating, haggling, writing, signing, 

rewriting and resigning of the contract. Information asymmetry causes 

markets to become inefficient, since not all market participants have 

access to the information they need for their decision-making 

processes. Asymmetry of information increases transaction costs in the 

market and makes that contracts remain informational incomplete. 

3.3 Property rights theory 

Property rights help to allocate resources because they give the parties 

the basis for contracting. Contracts are means of allocating resources 

efficiently (Coase, 1988). The Coase theorem states that when property 

rights are well-defined (assigned) and transaction costs are zero, the 

allocation of resources will be efficient regardless of the initial 

assignment of property rights (Cooter & Ulen, 2006; Cooter & Schäfer, 

2007; Dnes, 2005). Well-assigned property rights imply that the one 

holding these rights among others can be assured to be the beneficiary 

of the associated income flow. Coase has spent his time explaining the 

way assignment of property rights supports contracts. In his book, 

Coase (1988) discusses how economic agents can negotiate privately in 

order to lower the opportunity cost of overusing social resources. 

Therefore, the cost of not assigning property rights, according to 

Coase, includes the hindrance of private negotiation. Thus, if property 

rights are not well assigned to users, formal contracting becomes costly 

or even impossible. If this happens, it causes inefficient resource 

utilisation (de Sotto, 2000; de Sotto & Cheneval, 2006). De Sotto 

(2000) refers to a case from developing countries, including Tanzania, 

to demonstrate the importance of formal property right assignment. De 

Sotto & Cheneval (2006) find that informal property rights cannot be 

used to access credit or pay taxes. Informal property rights cannot help 

communities to lift themselves out of poverty, as it is difficult to create 

wealth in the informal property ownership model. In the study of de 

Sotto & Cheneval (2006), conducted in 2005 among different 

entrepreneurs across Tanzania, the authors found that 98 percent of 

entrepreneurs operate informally (extra-legal). The authors concluded 

that private negotiation in such situations could only allow informal 

contracts and informal conflict resolution. Based on the findings, de 

Sotto & Cheneval conclude that different development models 

borrowed from the West do not succeed in most of the developing 
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countries because the property rights are not well assigned in these 

countries.  

Characteristics of property rights 

From an economic perspective, formal property rights are bundles of 

rights that give the owners the discretionary ability to use and to 

exclude others. These bundles of rights have at least four features, 

namely, exclusivity, transferability, appropriability, and divisibility 

(ETAD) (Malloy, 2004). 

Exclusivity means that the owner has the right to exclude others from 

using his property. Exclusivity is efficient because it makes it possible 

for the holder of this right to evaluate costs and benefits as no other has 

access to his property. This exclusivity also implies that when property 

is transferred this exclusivity is also transferred to the other party. 

Another reason as to why exclusivity is efficient is that it encourages 

innovation and invention. The exclusive ownership encourages the 

owner to invest in his property in order to maximise its value, as this 

value will be his and not someone else’s (Cooter & Schäfer, 2007). 

Cooter & Schäfer (2007) associate the persistence of poverty in 

different developing countries with a lack of assignment of exclusive 

property rights. The authors describe the extreme example of 

Zimbabwe in 2007 when the incumbent government seized land 

belonging to white farmers. Mugabe, the incumbent president of 

Zimbabwe, gave the land to those who had no ability to add value to 

the land. As a result, Zimbabwe faced hunger and poverty. Exclusivity 

needs protection of property rights; otherwise others may easily 

appropriate value from the good or asset. A legal system arranges for 

that protection of peoples’ ownership in order to be able to enjoy the 

income stream associated with the good or asset.  

Another characteristic of property rights is transferability. 

Transferability allows the transfer of resources or property from an 

inefficient use to the most efficient use. Transferability makes it 

possible to exchange property rights among economic agents. Hence, 

transferability is one of the characteristics of property rights that lead 

to an efficient use of resources. 

Appropriability means a right to generate and consume the income 

from the owned resources. The residual income (that is, revenues 

minus costs) determines the impact of economic output. The owner is 

motivated to maximise the value of his property, because he is 

motivated to increase the residual value. This attribute also leads to 
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economic efficiency, since the owner of these rights is motivated to 

work hard in order to maximise his income stream. However, an 

individual is motivated to increase residual value only if that claim is 

assigned to him. 

Finally, property rights are characterised by divisibility. This means 

that an owner of a property has the right to reallocate parts of the rights 

associated with his property. For instance, if an owner of a house 

decides to rent part of it to someone else, he divides his bundle of 

rights in such a way that the tenant enjoys part of the housing amenities 

for a fee, while the owner still has all other rights. A second example 

concerns the farmer who employs some people for e.g. harvesting. 

These people may enter the farmlands for harvesting, but obviously do 

not have the right to sell the harvest themselves. The farmer may also 

rent his farm for a specific period (i.e. a year) to someone else either 

for a share of the harvest or a fixed fee (and probably some extra 

conditions). This agent then has the right to farm the land, harvest to 

produce and might even sell the harvest, but not sell the property. After 

a year he is obligated to return the farm to the original owner. This 

divisibility makes it possible to (sub)divide rights in such a way that 

the owner may maximise the value of that bundle by using others that 

are better equipped or talented than the owner himself.  

3.4 Transaction cost theory 

A transaction cost is a cost incurred when making an economic 

exchange, apart from the stated price of a good or the service rendered. 

Transaction costs of ex ante and ex post nature are usefully 

distinguished. The ex ante costs include costs of finding contracting 

parties, drafting contracts and negotiating. The ex post costs of 

contracting take several forms. These forms include the haggling costs 

during correcting ex post misalignment in the execution of contracts, 

governance structure costs, bonding costs, and contract enforcement 

costs (Williamson, 1985: 20-21). For example, the cost of buying an 

orange includes other costs beside the price of the orange itself. Buying 

the orange involves energy and effort to find out which type of an 

orange one prefers to others, where to get it and at what price. If a 

buyer travels from his home, buying the oranges would include 

transport costs to reach the market as well. After arriving at the market 

place, one will have to negotiate for a right price, a fact that takes some 

time as well. After reaching the agreed price, the buyer will have to 

exert some energy to settle the payment. Therefore, the costs to the 

buyers are higher than the cost of the orange itself. These additional 
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costs to the direct cost (price) of the orange are all considered 

transaction costs. This transaction cost is influenced by the economic 

system (institutional framework) as the system drives the costs 

associated with the market, the accessibility to that market and the 

payment system. Other factors include the behaviour of the two players 

(the seller and the buyer of an orange) who may cheat in pricing it or 

hiding information about it. Sometimes, the two may use more time to 

negotiate on price and incur haggling costs before concluding on the 

price. If the buyer likes to eat an orange everyday and he finds it costly 

to buy them on the market, he may choose to grow his own oranges 

instead of buying them. In the end, market transaction costs may force 

a person to decide to produce his own raw materials in case these 

transaction costs in the market are higher than the full cost of 

producing the goods himself. 

Transaction costs are critical in deciding whether to produce a product 

or buy it from other producers. Transaction costs then also include the 

costs of moving an item from one place to another, including transport 

costs, loading and unloading costs, administrative costs, policing and 

enforcement costs - which are the costs of making sure that the 

counterparties comply with the contract terms and take appropriate 

action if not. Williamson (1985) furthered the analysis by putting 

forward a theory of transaction costs, which relates the characteristics 

of the transaction to the governance structure. Parties will search for a 

governance structure, which minimises the transaction cost associated 

with a specific exchange. According to Williamson (1985), transaction 

characteristics as specificity, frequency and uncertainty, drive these 

cost as well as the choice for a specific governance structure.
24

 

Therefore, in many markets exchange may take different forms 

depending on the characteristics of that exchange. For instance, in 

markets for sugarcane and tea differences in contracts, regulating the 

exchange, occur due to the characteristics of the produce (i.e. its 

specificity and frequency).  
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 Williamson (1985) defined these governance structures as market based (with three 
kinds of contracting modes, i.e. classical, neoclassical and relational) and unified 
governance (i.e. the firm). The term governance is now very widely used and 
becomes difficult to define strictly. From a Northian perspective, the term 
governance means the rules of the game. These rules are needed to coordinate 
activities in society in general, in a firm or within a contractual relation.  
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3.5 Agency theory  

Agency theory explains the behaviour in the relationship between a 

principal and an agent. In this relationship, the principal hires the agent 

to perform services on behalf of the principal.
25

 The theory addresses 

two specific issues in this relationship. The first is that the agent has a 

different goal than the principal has and that the goal of the agent may 

conflict with the one of the principal. Due to opportunism, information 

asymmetry and bounded rationality it is prohibitively costly (or simply 

impossible) for the principal to write a complete contract in order to 

instruct the agent perfectly. The second issue is that the principal as 

well as the agent will look for solutions to mitigate that goal 

incongruence and the resulting behavioural problems. These solutions 

are to be found in incentive schemes (in other words finding an 

appropriate payment scheme), monitoring (information that the 

principal uses to control the agent), and bonding (ways in which the 

agent can prove his loyalty to the principal’s goal). Variants of the 

principal-agent relationship can be found in the relation between 

shareholders and management, between management and employee, 

insurer and insured, real estate agent and client. All parties are 

presumed to act in their own interests. Conflicts arise between the 

principal and the agent when the self-interest of the agent overrides the 

interest of the principal.  

3.6 Factors causing governance problems 

Ex post opportunism: moral hazard 

Moral hazard is opportunistic hidden action by an agent, or contract 

party, in contractual relationships. The classic examples are to be 

found in insurance contracts. Moral hazard arises when the behaviour 

of the insured changes after he has purchased insurance coverage 

(Cooter & Ulen, 2006). Cooter and Ulen (2006) give an example of the 

insurer who insures property (a house, for example) at higher value 

than its market value. Such an insured party has an incentive to set fire 

to his property in order to receive compensation that is higher than the 

market value of the insured home. To compensate for such costs, the 

insurers include an additional charge in the premium involving such 

properties and might prescribe fire protection devices. 
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 The seminal paper on agency theory is the one written by Jensen & Meckling 
(1976). 
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Moral hazard affects, for example, donor agent’s projects, which 

support poor nations such as Tanzania. Agents who work on behalf of 

a donor agency may enrich themselves first instead of supporting the 

group targeted by the donor agency. Another example concerns 

development project leaders who may take the donated funds to 

construct their own houses or other personal projects instead of 

spending it on the targeted project. Donor agencies may be unable to 

discover the misuse of such donated funds. This makes that the 

agencies suffer from moral hazard.  

Hidden information: adverse selection 

Adverse selection occurs in the pre-contractual phase when one of the 

parties to the contract hides information relevant to the other side.
26

 

The most cited classical example on adverse selection is that of the 

lemon problem (Akerlof, 1970). The “lemon” problem arises from the 

inability of buyers to differentiate between the qualities of a certain 

product they like to buy in a market. When a seller has more 

information on a product than a buyer has, the buyer is likely to suffer 

an adverse selection problem. A seller operates at a comparative 

advantage due to information asymmetry. In the Akerlof example, the 

seller of used cars sells lemons (i.e. bad cars) and good cars and he is 

aware of that. However, the prospective buyer cannot ascertain the 

quality of the car before the transaction. The seller may sell the lemon 

at the same price as the good car. If a buyer buys the lemon car, he 

pays too much and the seller gets too high a price.
27

 Rational buyers 

will know that this might happen to them and will discount the price of 

all cars for the possibility of ending up buying a lemon. This leads to 

good cars, which are worth more to the owner than the price he may 

get on the market (due to the “lemon” discount), do not come to the 

market at all. With the best quality cars not on the market, in general 

quality deteriorates even further, depressing prices of all cars. This 

leads to the effect that the owners of the next best quality refrain from 

selling, depressing prices further. The end of the story, according to 

Akerlof (1970), is that the market will cease to exist. In order for a 

second hand market to exist other supporting instruments (i.e. forms of 

guarantees) are needed to overcome the adverse selection problem.  

In the sugarcane context (see the cases on MSEL and KSCL in 

chapters 5 and 6 respectively) the sucrose level in sugarcane is the 
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 Adverse selection is also often indicated with the term “hidden information”. 

27
 Obviously, for adverse selection to do its work it need to be assumed that the 

benefits to the seller of selling a lemon are higher than not selling that lemon but a 
good car.  
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hidden information, but in contrast to the Akerlof example, it is not 

available to the seller but to the buyer of the cane, giving rise to 

conflicts and mistrust. 

Adverse selection is a major problem facing insurance companies. This 

arises because the insurance policy (e.g. a fire insurance policy or car 

insurance) is especially attractive to the high-risk clients. For these 

clients the costs of the policy is lower than the value of the contract to 

them. It is the high-risk clients for which this especially applicable. 

Low-risk clients evaluate the policy as too expensive to them as the 

costs are higher than the benefits. When the insurer selects and insures 

the high-risk clients then this adds costs to the insurer, depressing 

profits. Adjusting premiums will drive lower-risk clients from the 

market, leaving a subset of clients with higher risk profiles (Cooter & 

Ulen, 2006). The adverse selection arises due to asymmetric 

information between insurer, insured, and the opportunistic hiding of 

information. 

Hold out problem 

Hold out is a problem that occurs during contract execution. When the 

parties contract with each other, they expect each party to perform. 

One of the parties may decide, for whatever self-interested reasons, not 

to fulfill his obligation during the contract execution, while the 

counterparty’s activities depend on the other party’s performance. In 

other words, the non-performing party hinders the continuation of the 

performance of the other party. Hold out problems in the supply of raw 

materials will negatively affect the end-producer in an industry.  

Hold out problems cause chaos in the production planning which may 

result into losses for the company. Normally, firms plan their activities 

for a month, a year, or even a longer period. These plans include 

projects, which require contractors to accomplish the stated goals in 

terms of the milestones of the projects. When a party holds out, he 

disturbs reaching these milestones of the contracted project activities or 

other daily routine tasks. 

An example of such holdout problems can be found in the case of 

MSEL, discussed in chapter 5. The SHFs conspired not to sell 

sugarcane at the beginning of the season when the factory opened for 

the crushing of the sugarcane. The SHFs forced MSEL to buy their 

sugarcane during the peak period when the sucrose levels in sugarcane 
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are at the highest level.
28

 With this, they disrupted the planning of the 

factory and caused a peak in the supply in the dry season, which the 

factory found difficult to handle.  

Collective action and free riding  

A collective action problem may occur when more than two parties 

need to cooperate to accomplish a certain task. Each individual expects 

the others to act according to the agreement. Parties in this cooperation 

may lay down some rules that guide their cooperation. While 

performing the agreed task, some of the individuals may decide not to 

accomplish or shirk their tasks at the same time; they then benefit from 

the efforts of the others. Those who benefit without contributing their 

efforts are free riders. Free riding happens because of self-interest 

motives among the members of the group who are expected to 

contribute or participate in the accomplishment of the task. This 

problem is frequently observed in the production of public goods. Free 

riders do not participate in the production of public goods or the 

conservation of public property, but they still use the goods produced 

by the efforts of the others who toiled for such a public good (Hardin, 

1993; Olson, 1965). Hardin (1993) explains that individual rational 

choice is preferred to social choice. Choosing a social choice implies 

group efforts and shared values. Hardin argues that individual 

rationality requires the preference to be transitively ordered in such a 

way that the more preferred alternative is chosen. In case members 

benefit more from the group efforts, the group activities are preferred 

to individual efforts. If the efforts outside the group are more beneficial 

and satisfying than those in a group, the individual will obviously 

choose to remain outside the group. If the efforts are for the production 

of a public good that cannot exclude those who do not participate, the 

free rider will enjoy the benefits of the efforts of others regardless of 

any strategy the group leaders may have put in place.  

Organising a small group is easy, put differently: in economic terms it 

involves lower costs, compared to organising a large group. With an 

increase in the numbers of participants, organisation becomes more 

costly and free riders emerge more easily (Olson, 1965). It is more 

costly to disseminate information, to monitor the efforts of the 

participants and to make them cooperate when the group is huge. One 

mechanism is to appoint a group leader, who is allocated the task to 

inform and monitor the participants and focus the efforts. Such a 

mechanism shares some obvious characteristics with a hierarchical 
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 This example is explained in detail in Chapter 5. 
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organisation. Another strategy is to break up the task in smaller 

subtasks, which are assigned to individuals. The subtasks are easy to 

monitor. Again, this shares some obvious characteristics with the 

hierarchical organisation. At some point such an informal organisation 

runs into the problem of a lack of (formal) authority of the group 

leader, leading to friction among members, increasing the cost of 

organising (Olson, 1965; Williamson, 1988). It is necessary to 

eliminate free riding because free riding leads to a breakdown of the 

cooperative efforts ex post and ex ante. In the case that the group 

cannot eliminate the free rider problem; the group will disintegrate, as 

every individual member will expect that the others are likely to free 

ride on the efforts of others. Furthermore, if this behavioural risk is 

known prior (i.e. ex ante) to the organisation of the common effort, 

than even the organisation of the group will not come about. 

Collective action problems occur in the agro-industry, for example, 

when the SHFs form a group of 10 people to apply for a loan. The loan 

is given in the form of fertiliser to the group of ten people; they need to 

repay the loan collectively. If one of them fails to repay the loan, the 

group has to repay it. When one of the group members free rides, i.e. 

uses the fertiliser not on the intended crops or by selling it to someone 

else, he will fail to deliver the contracted output and fail to repay the 

loan. This type of free riding is a collective action problem and, most 

commonly, leads to group disintegration.  

3.7 Some solutions to governance problems 

The agent problems caused by opportunism, asymmetric information 

and bounded rationality can be abated using various strategies in order 

to minimise transaction costs. Solutions that may resolve agent 

problems are screening, collective bargaining, incentives, monitoring, 

and bonding. 

Screening  

Screening is a preliminary assessment of job candidates or investment 

opportunities based on specific criteria. Screening is a form of 

purposive sampling of the parties at the first stage of the contracting 

process. Not all individuals who intend to start a contractual 

relationship are given the chance to contract. Screening is a common 

practice for the parties who have the decision making power in a 

contractual relationship. In the agency theory, screening is the work of 

the principal who screens the agents to enter the contract. 
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In agricultural investment, the screening of smallholder farmers who 

can produce good quality farm produce is essential, because not all 

farmers are capable of producing the required farm produce for 

processing good quality agro-industry products such as sugar, tea, 

tobacco, coffee and others. Screening may help the factory owners to 

contract smallholder farmers who can produce the required quality. 

Screening costs are ex ante transaction costs that parties incur to search 

for parties.  

As an example consider tea farming. The Tea Research Institute of 

Tanzania (TRIT) is contracted by the tea producer (WATCO) to screen 

farmers for their farming practices. Only those farmers that can show 

good quality tealeaves are eligible for delivering tea to WATCO.29 

Collective bargaining  

Collective bargaining is a method of negotiation in which employees 

use authorised representatives to assist in the negotiation with the 

principal on common goals. Normally, employees, farmers, students, 

consumers, and producers form various forms of associations. In those 

associations, representatives are elected to work with the employers, 

crop boards, university management, and producers to organise a 

functional relationship in which issues pertaining to the mutual 

interests of the principals and agents can be resolved.  

Collective bargaining is a useful mechanism that increases the 

information flow and mitigates information asymmetry. When the 

suppliers of, for example, sugarcane express dissatisfaction with prices 

via their representative, collective bargaining is an instrument to arrive 

at a mutual consensus concerning acceptable prices. The case studies 

show that collective bargaining comes up in all the cases. In chapter 2 

the organisational set up of this system is discussed. It is at the national 

level, e.g. the tobacco board that negotiates the contractual conditions 

for farmers with tobacco processing factories in concordance with the 

Tanzanian Tobacco Industry (URT(d), 2001). This procedure is not 

only limited to the tobacco industry but all cash crops in Tanzania have 

such a collective bargaining organisation according to the laws of The 

United Republic of Tanzania (URT(b), 2002). 
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 See chapter 8 for the tea case. 
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Incentives 

In agency relationships the principal rewards the agent. Agency theory 

shows that it matters how the principal rewards his agent. Different 

forms of pay can be discerned: a flat fee or fixed salary, a piece rate 

system, a sharing rule based on e.g. profits, a compensation mechanism 

based on a company’s stock, or a mix of these. Depending on the type 

of relationship, one of these forms may be more attractive than the 

other available alternatives. The problem arises from the fact that it is 

not easy to determine the forms of incentives that stimulates the agent 

to spend his efforts towards realising the goals of the principal. Apart 

from the pecuniary form of pay, other non-pecuniary elements do play 

a role in the remuneration of the agent. Housing, availability of staff, 

cars, nursery schools, and all kind of other small amenities may act as 

an incentive for the agent to perform his duties. The principal’s 

challenge is to find the form of pay that motivates the agent to expend 

efforts precisely in such a way that the principal benefits from such 

efforts. However, as the agent has his own goals and his efforts are 

largely unobservable to the principal, the agent will try to minimise his 

cost (that is effort) and to maximise pay (pecuniary and non-pecuniary) 

given his goals instead of those of the principal. This trade off on the 

part of the agent will lead to a less than perfect match between the 

goals of the principal and, given the impossibility to write a complete 

contract, a less than perfect incentive scheme. 

Monitoring 

Monitoring is an activity or process in which a principal undertakes to 

supervise his agent in using his property rights. The principal may 

conduct the monitoring by watching remotely, or managing by walking 

around to keep an eye on the activities the agent undertakes on his 

behalf. As the agent is self-interested he may cheat, lie and manipulate 

the situation to favour him (Coase, 2006; Williamson, 1993). The agent 

may use the power delegated to him by the principal to enrich himself. 

For this reason, the principal must spend resources on monitoring, 

apart from the contracted payments to motivate the agent.  

Monitoring can also be seen as a form of policing. The principal 

invests resources to police the agent as he sets security guards to 

inspect what the agent does. In the developed countries and some other 

developing countries, computerisation has helped the principal to 

monitor agents. The tea factory owned by Tanzania Tea Packers 
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Limited (TATEPA) uses a digitised weighing machine to monitor the 

weighing of the tealeaves by agents in Tanzania.
30

  

Bonding  

By posting a bond, that is an asset, property, or promise with some 

value, with the principal, the agent makes it costly to himself if he does 

not perform his tasks optimally. If he does not perform, then the 

principal may foreclose on the bond and keep the proceeds. The agent 

then looses that value. With posting such a bond, the agent promises to 

adhere to the rules set out in the contract as it is costly not to do so. 

Williamson (1985) discusses such a mechanism in the context of 

transacting via exchanging hostages in order to bind parties to 

performance. Bonding is difficult in situations in which one of the 

parties to the contract has no valuable assets or property to offer as a 

bond. As the case studies reveal, bonding might be an instrument to 

mitigate opportunistic behaviour, but it is hard to organise as farmers 

lack valuable properties. Only in the TATEPA case a form of bonding 

comes up in which farmers invest in shares of the factory via a 

deduction of their sale proceeds. 

3.8 Smallholder farmers’ contract learning 

cycle in Tanzania  

The contracting process can be divided in several stages, e.g.: sending 

an offer, negotiating, accepting (after successful negotiation), writing, 

signing, executing, renegotiating, and renewing a contract. In different 

contracting settings, the stages may differ from each other depending 

on e.g. the attitude of the parties, the type of goods or assets, and the 

time between payment and delivery. For this research, these stages can 

be categorised as follows: contract formulation, execution, behavioural 

change, independent contracting, and contract renewal through a 

primary cooperative society (PCS). In Tanzania, individual SHFs may 

contract with factory owners (FOs) directly, or they may contract 

through a PCS.  

Stage 1 is joining the PCS. Joining a PCS is very common as since 

colonial time, after independence and Ujamaa period, all cash crops
 

value chains were vertically integrated through the cooperative society 
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 See chapter 8 for details. 
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model.
31

 These organs were all under the governmental control. After 

privatisation in 1982, the crop boards are still government agencies 

supervising the agro-industry institutions. The boards now regulate 

crop production and processing. The cooperative societies still organise 

SHFs according to the laws of the United Republic of Tanzania 

(URT(b), 2002; URT(e), 2003). The leaders of PCSs, thus, negotiate 

on behalf of the SHFs, members of the PCSs.  

Figure 7 Farmers contracting learning cycle 

 

Figure 7 shows the learning cycle in contracting in Tanzania beginning 

from stage one when FOs and SHFs formulate a contract through their 

respective PCS. 

                                                
31

 Cash crops are the category of crops that are produced mainly for sale. The reader 
needs to understand that Tanzania is a young nation which became independent in 
1961. During colonial days, all crops that were produced for earning cash were 
produced for export to Germany, or later to England. Indigenous crops that were 
planted for domestic market were not called “cash crops”. Currently, many 
indigenous crops are still sold on the market, but they are usually called food 
crops.  
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Stage 2, after signing the contract, the FOs and the government of 

Tanzania, in collaboration with donor agents, train the SHFs. SHFs are 

trained in how to use these inputs and how to adhere to the contractual 

obligations. The SHFs have different understandings of the contractual 

clauses. Some think that the contract is just a formality and some 

others do understand their obligations. Normally, the PCSs organise 

farmers in groups of ten. Members need to join a group in order to 

receive subsidised fertilisers and other inputs (e.g. herbicides, but also 

ploughs and even tractors) via the PCSs. The group receives the 

fertiliser and the other inputs on credit. Procedurally, the group 

registers its name, then receives fertilisers and other inputs, and after 

the harvest repays the associated loans of all the group members.  

In stage three, SHFs decide what to do. A farmer may decide not to 

comply with the contract, or hide himself somewhere after receiving 

the fertilisers. Others may partly adhere to the contract, but decide to 

use the fertilisers in different ways instead of using it for the intended 

crop. Others farmers are faithful to all conditions of the contract. 

Stage 4 is when SHFs actually understand what the contract entails. 

Such a farmer knows exactly what obligations are taken up in the 

contract he signs. At this stage, the farmer may decide to operate 

independently from the PCS and negotiate directly with the FO. He 

then ceases to use the cooperative society for obtaining farm inputs on 

credit. He finds it is useless to contract through the PCS because it 

increases transaction costs to him (PCS fees, time-consuming 

meetings). Independent farmers reach this stage through the training 

offered by the FOs, the government and donor agents. The independent 

farmers understand exactly what it takes to grow good quality farm 

produce and maximise their return on investment in fertilisers and their 

future contractual claims. These successful SHFs may raise their own 

capital through applying to different banks in Tanzania and obtaining 

loans to buy farm inputs, or save part of their income to buy the inputs. 

Since Tanzania has huge plots of unutilised land, the farmers may 

apply for sufficiently sized plots of land and expand their operations.
32

 

Others who have not reached this level of understanding continue to 

operate through the PCS in order to still receive training and technical 

assistance. Through training SHFs are able to understand the use of 

fertilisers and the value of their efforts. They also learn how to obtain 

fertilisers from the government agencies and other sources. For various 
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 Such a farmer may even go to the virgin forests, which are not owned by any 
individual, and start farming.  
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reasons the majority of SHFs has not yet reached the stage of 

independent contractor, and thus continues to operate via the PCSs.  

3.9 Behavioural alternatives for the farmer  

Figure 8 shows a decision tree, summarising the behavioural choices 

for a SHF as soon as he receives the farm inputs. The actual 

behavioural alternative that is chosen by a SHF is revealed after 

signing the contract, or during contract execution.  

 

Figure 8 Farmers Decision Tree 

 

Figure 8 shows that in order for a poor farmer to receive subsidised 

farm inputs on credit, he has to join a PCS. Alternative A characterises 

a farmer who directly sells the fertiliser he receives in the open market 

in order to obtain income.
33

 Poor SHFs have a strong incentive to get 
                                                

33
 Normally, the Government of Tanzania negotiates with foreign donor countries to 

buy fertilisers at subsidised prices. The fertiliser is sold by government agencies at 
subsidised prices. Because farmer A does not know the actual market price of 
received fertiliser, on credit from FOs, he sells the fertiliser at an even lower price 
to willing buyers.  
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income as quickly as possible in order to solve current monetary 

problems. 

Actually, this is a departure from one of Coase’s (1988) assumptions 

that endowments are irrelevant in allocating rights. In situations of pure 

poverty, allocations do matter. In a situation of poverty, a farmer will 

have a (very) short planning horizon, or a very steep discount rate. The 

immediate future is much more important than the distant future. This 

might be due to a poverty of mindset, which leads to an 

underestimation of future benefits (Narayan, 1997; URT(f), 2005). Due 

to this, a farmer receives the fertilisers perceiving that fertiliser to be 

free which decreases the willingness to pay. As the willingness to pay 

for the fertiliser is zero - due to lack of means and a lack of farming 

knowledge -, while he can get a positive price for it on the market, the 

incentive to sell is high. The fertiliser is sold immediately after 

receiving it. As he sells it directly on the market, he will not be able to 

repay the subsidised fertiliser later. In order to escape this obligation, 

he runs away from the village and settles somewhere else. Sometimes, 

SHFs who are knowledgeable in the industry may ask him to register 

as a member of the cooperative society in order to receive subsidised 

fertiliser. When a poor SHF receives the coupons for getting the 

subsidised fertilisers on credit, the poor farmer directly sells the 

fertiliser to the other SHFs at low prices in order to receive income 

immediately.  

With alternative B, the farmer (SHF B) receives fertiliser, but uses it 

for his own crops instead of the contracted crops. To him his own 

crops are more valuable than the contracted crops. These other crops 

provide his family a living in the immediate future (either by selling or 

direct consumption). Experience has taught him that it is difficult for 

the factory to impose sanctions if he does not deliver the contracted 

crops later at the factory. However, he will end up in debt, as he will 

not be able to repay the subsidised fertilisers. For the next period, he 

has either to hide or move his family to virgin lands, or change his 

name and apply for membership again. 

With alternative C, SHF C uses the fertilisers partly on his own crops 

and the remaining part on the contracted crop, as he does not have 

enough funds to buy enough fertiliser for his own crops. This, in turn, 

gives a lower yield than expected or a lower quality for the contracted 

crop. With this, revenues will be depressed and he either receives a low 

pay from the FO, or ends up in debt, but less so than farmer B.  
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With alternative D, SHF D uses the fertiliser on the intended crop and 

later sells it to the factory. When this farmer has harvested he sells it to 

the FO and receives the net sales income. The FOs and other agencies 

involved in offering fertilisers on credit, deduct their loan amount. The 

smallholder farmers get the residual income and may decide to 

continue farming the same crop the next season. 

With alternative E, SHF E has enough wealth to be able to buy 

subsidised fertilisers
 
on his own in the market. Such a farmer has 

accumulated enough wealth and knowledge to act as a fully 

independent producer over the years. While SHFs A, B, C, and D are 

members of the cooperative societies (PCS), only SHF E can be seen 

as an independent contractor. Membership of a PCS is of less interest 

to him as he is able to contract for farm inputs himself without the need 

of an intermediary (PCS). 

3.10  The Farmer Behaviour Model (FBM) 

Based on the discussion concerning the behavioural alternatives 

available to a farmer, it is quite clear that different SHFs may have 

different time preferences, planning horizons, knowledge and wealth 

levels. Part of these differences can be analysed in a more stylistic 

setting in order to illustrate the wealth effects that are associated with 

the behavioural alternatives. However, for this analysis, a short 

departure from the assumption of bounded rationality is needed, i.e. 

one must assume full rationality. A farmer is then fully aware of his 

agronomic knowledge, his agronomic productivity, and his time 

preference. Farmers differ only with respect to their level of agronomic 

knowledge. Hence, this makes that farmers can be categorised in five 

categories, corresponding to the behavioural alternatives specified 

above. The farmers do know their category ex ante, but others do not. 

Furthermore, farmers cannot switch between categories for the 

moment. With some additional assumptions, it is then possible to 

analyse the wealth effects that arise with respect to consumption and 

investment decisions within the framework of Fisher (1930).
34

 

It is easy to see that this set up is difficult to integrate with the one in 

Figure 8. This shows five outcomes reflecting SHFs who come to a 

decision based on their specific situation. Due to differences in wealth, 
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 The assumptions are that these decisions can be viewed within a single period 
setting with two dates, that no uncertainty exists with respect to the productive 
outcomes, that the fertility of land is constant within this time frame and that 
productive opportunities are characterised by marginal decreasing returns.  
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agronomic knowledge and time preferences, individual SHFs will 

experience different levels of utility. An additional unit of money may 

thus deliver different levels of utility for different SHFs in the agro-

industry. It seems likely that an additional unit of money is worth less 

to a rich SHF than to a poor one. Therefore, once a farmer receives the 

fertiliser, he has the option to either use the fertiliser on the crops, or 

sell it on the market to solve immediate problems. Obviously, the SHF 

who sells the fertiliser immediately after receiving it, will not earn any 

income at that time when others sell their farm produce after the 

harvest. Given different levels of wealth and agronomic knowledge on 

farming practices, the monetary value of fertiliser may have a higher 

utility to an SHF who is very poor than to a rich SHF who is able to 

use the fertiliser productively on his land. For the analysis below to 

work, farmers are assumed to have equal utility functions, only to 

differ with respect to their level of agronomic knowledge. Although 

this obviously limits the analysis, it illustrates the effects of that 

difference with respect to production and consumption decisions. 

Figure 9 Contract decisions and welfare outcome for SHFs 

 

Legend:  

• MVF: market value of fertiliser. 
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• Exp(Revi): the expected value of revenues of farmer i at time 

T2, where i = B, C, D and E.  

• Ii: Indifference curves showing the utility of i = B, C, D, and E  

• 1+R = farmer discount rate.  

Figure 9 shows the behaviour of the farmer which is revealed soon 

after a farmer has received fertiliser on credit. The figure shows the 

production possibility frontier (PPF) for the five different categories of 

farmers. For instance, farmer E has the most extensive agronomic 

knowledge and thus can produce alongside curve PPFE. The value of 

the contract he is able to secure, is higher for him than the value of the 

contract that e.g. farmer B, producing alongside curve PPFB, may 

obtain Farmer B has no obvious way to directly step into the footsteps 

of farmer E as he does not possess the agronomic knowledge. The 

production possibilities differ for each category as each corresponds to 

a different level of agronomic knowledge. This makes that the PPF of 

farmer B is below the one of farmer C, which on its turn is below the 

one of farmer D, which is below the one of farmer E.  

In the figure, four indifference curves portray the typical marginal rates 

of substitution of farmers in a category for time T1 and time T2 

consumption. They show the optimal amount of investment in fertiliser 

on factory crops. It is only for farmer A that no PPF is taken up, as he 

immediately sells the fertiliser after receiving it. At the tangency of the 

indifference curves and the production possibility curves a discount 

rate (1+R) is shown (assumed to be equal for farmers). The intersection 

of this line with the horizontal axis (not drawn) gives the subjective 

present value of a farmer’s investment in his farm. As this imaginary 

intersection is always outside the PPF, every farmer (excluding farmer 

A) perceives it to be worthwhile to invest the fertilisers at time T1 on 

either the contracted crops, or his own crops. 

The starting point of the PPF is at point Z on the horizontal axis, as 

every farmer receives (via coupons) the same amount of subsidised 

fertiliser.
35

 The horizontal axis shows the monetary value of the 

fertiliser (MVF), which for each category of farmers, equals a value of 

OZ.  

This standardises the horizontal axis upon the value of subsidised 

fertiliser available to farmers. The expected revenues are portrayed on 
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 Farmer E, being an independent farmer, also receives the same amount of coupons 
as any other farmer. As this amount of fertiliser may not be enough for him he 
buys additional fertiliser via the government agencies or via other poor farmers 
selling fertiliser in the market. 
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the vertical axis of figure 9. Starting with farmer A in figure 9, he 

receives subsidised fertiliser, worth at current market prices OZ, in 

coupons of e.g. 50 kg. Farmer A does not use the fertiliser at time T1 

for yielding cash crops at time T2, but sells it immediately on the 

market. Figure 9 shows that farmer A will sell the fertiliser at any price 

up to the amount OZ. Farmer B applies the fertiliser to his own crops. 

The PPFB in figure 9 is associated with his own crops and not with 

factory crops. For this reason, the nutritional value of the fertiliser is 

(partly) wasted. This is depicted in Figure 9 as a partial use of fertiliser 

(BZ), while the remainder (OB) is not used productively. As this 

farmer lacks knowledge and skills of good agronomic practices, he 

harvests a low yield on the crops amounting to a total revenue of 

Exp(RevB). From this revenue, the loans for farm inputs have to be 

deducted. If these are larger than Exp(RevB), the farmer ends up in 

debt. Farmer C apportions the amount of fertiliser CZ on factory crops 

and the remainder OC on his own crops. The yield amounts to Exp 

(RevC) for farmer C. Loans then need to be deducted from this 

revenue. Farmer D utilises the full amount of fertiliser on the factory 

crops (OZ). This yields a revenue of Exp(RevD) where the PPF crosses 

the vertical axis. Similarly, farmer E utilises the full amount of 

fertiliser and invests in additional fertiliser (and possibly other agro-

inputs for an amount of EZ) to yield the revenue of Exp(RevE). 

Development path for farmers 

Ideally, the training and services offered by the FOs, the government of 

Tanzania and the donor agencies to SHFs, develop farmers who sell 

fertiliser on the spot market to real entrepreneurs in the agro-industry. 

SHFs may develop from a category A farmer to a category E farmer, or 

vice versa depending on farmer behaviour and the economic and legal 

system prevailing in Tanzania. The essence of this development is to 

increase their agronomic knowledge so that they can become more 

productive, i.e. may choose a point alongside a higher production 

possibility frontier. The increase in agronomic knowledge gives the 

farmer the tools to increase productivity and control quality. Such a 

development may also change the planning horizon of a farmer, 

changing the discount rate. This cannot be shown in the graph above as 

the categories then become incomparable.
36

 Nevertheless, in practice, 

when SHFs undergo training, their behaviour may change, and they 

may incorporate a longer planning horizon in their activities. As they 
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 It implies that farmer E would value the outcome of each alternative differently 
compared to farmers in the other categories, and vice versa. The graph then 
becomes specific to each farmer. 
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plan for a longer period, the farmers start (partly) adhering to the 

contractual agreements, the farmers’ perspectives on future income 

changes. 

 

Figure 10 Farmer development path 

 

Farmers who are transforming from producing with a low productivity 

to increased productivity in their farm, benefit directly because they 

receive higher revenues than before that transformation. 

In Figure 10 a development path of an individual farmer is represented 

by the bold line from A to E. With the agronomic development of a 

farmer productivity increases, quality increases, contractual costs 

decrease, and opportunistic behaviour diminishes. The farmer, 

therefore, increases his wealth, thus lifting himself out of poverty. The 

development also increases factory productivity via higher quality, a 

higher crop yield, and reliability. The whole value chain benefits 

including the government via lower cost of social cost programs and 

higher revenues via the collection of taxes. 

The development path, however, can be taken in two directions. With a 

positive development, the transaction costs go down as behavioural 
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problems diminish in the agro-industry. Therefore, this results in 

increased contract compliance over time and from the perspective of 

FOs, a decrease in farmer opportunism. The development might also 

be in the other direction, i.e. a SHF who has already attained a certain 

productivity level may fall back to a lower productivity category, due 

to e.g. unforeseen adverse circumstances (floods or other adverse 

weather incidents), contract problems (e.g. wrong incentives, collective 

action problems), or a lack of formally defined property rights (e.g. 

unenforceable ownership rights). 

3.11  Summary 

The theoretical analysis in this chapter has been built on property 

rights, transaction costs and agency theory. It has been pointed out that 

institutions are the rules of the game that determine the behaviour of 

economic agents. In addition, economic behaviour influences the rules 

of the game in a sort of feedback loop. The institutions include 

merchants, gilds, hawkers, tribal groups, church groups, banks, 

government bodies, university, firms, and other organisations.  

The chapter has discussed how the behaviour of people shapes the 

behaviour of their institutions as well. In many developing countries 

such as Tanzania, to a certain extent, many transactions cannot take 

place under the aegis of law because of the large informal sector in the 

economy. In such an economy, transaction cost is high, as participants 

cannot rely on formal institutions to protect their property rights. The 

behavioural problems are the result of asymmetric information, 

bounded rationally and opportunism. These problems increase 

transaction costs when parties contract. These behavioural problems 

explain the magnitude of transaction costs in the economy. In this 

chapter agency problems such as moral hazards, adverse selection, and 

collective action and hold out are discussed. Furthermore, a number of 

solutions to abate the different economic organisational problems are 

discussed. The proposed solutions include screening, monitoring, 

bonding, and collective bargaining. Finally, in a more stylised setting, 

the chapter illustrates the wealth effects associated with the various 

behavioural alternatives. That stylistic model, the Farmer Behavioural 

Model (FBM), helps in highlighting the benefits of schemes that 

increase agronomic knowledge. 
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Chapter 4  

Methodology 

4.1  Introduction  

This chapter describes the methodology chosen for this thesis. It 

investigates the steps taken to answer the research questions by 

describing the use of the methods from the inception of the Ph.D. 

research project to the conclusion of the study. Section 4.1 introduces 

the approach, including research questions and the choice of a 

qualitative case study approach. Section 4.2 discusses the development 

of a theoretical model. Section 4.3 gives additional specific details 

about the research design. Section 4.4 discusses the main limitations of 

the methodology. Section 4.5 provides a summary. 

4.2 Approach 

Figure 11 illustrates the process that was followed to carry out this 

doctoral research project, starting from the conception of the problem 

as discussed in chapter 1. Following the research cycle developed by 

Nachmias & Nachmias (1996: 20), seven consecutive steps have been 

taken in this study. The research process started with the stating of the 

research problems followed by the research design (Nachmias & 

Nachmias, 1996).  

The third step was (conceptual) model building. The fourth stage was 

to develop the measurement of the variables (among others via an 

interview guide), which was used in the fifth stage of the data 

collection. The sixth stage was the data analysis, followed by the 

seventh stage of the generalisation of the findings from the four case 

studies (Yin, 2003).  

The four cases in this study are MSEL (sugarcane), KSCL (sugarcane), 

AOTL (tobacco), and TATEPA (tea). 
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Figure 11 stages of the research process 

 

Source: Modified from Nachmias & Nachmias (1996: 20). 

 

In the centre of figure 11 the property rights, agency, and transaction 

cost theories are represented by the word “theory” which guided this 

research study. Each of these steps will be discussed in more detail in 

the sections below. 

4.3 Developing the research problem 

The research project is part of a larger project involving both the 

University of Groningen, faculty of law, and the Mzumbe University in 

Tanzania. This cooperation is within a program aimed to strengthen the 

research capacity of Mzumbe University and to enhance 

decentralisation and governance in Tanzania. One of the problems in 

Tanzania concerns poverty of its people and many of the governmental 

policies are aimed at relieving this poverty. This specific research 

project within the program was to take the policy on devolution and 

decentralisation of the Tanzanian central government as the object of 

study and find out whether such a policy helps in relieving the social 

problems of poverty of low income and of the problem of mindset or 

attitude. The research proposal was sent to the University of Groningen 

via the academic supervisor of the cooperation program, prof. dr. J. de 

Ridder. The proposal was accepted and the research at the University 

of Groningen started in 2006. Between the 1
st
 of October 2006 and the 
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30
th
 of September 2007, the research problem was refined by means of 

additional literature review on property rights, agency and transaction 

cost theories. This yielded the research problem discussed in chapter 1. 

In this stage, the foundations for the theoretical framework were 

developed and the empirical part of the research was designed. In order 

to limit the size of the study, it was decided to seek out the relevant 

practical issues concerning governance and decentralisation in 

Tanzania within the agro-industry firms operating in the grassroots 

communities.  

Formulating the research questions  

As the research project developed its economic institutional 

framework, based upon property rights, agency theory and transaction 

cost theory, together with an empirical focus upon agro-industry issues, 

the focal point of the research is undoubtedly economic efficiency 

within an institutional setting, also called new institutional economics 

(see Eggertsson, 1990). The research questions are formulated from 

this setting. Chapter 1 introduces these questions while chapter 2 

introduces the most important institutional developments in Tanzania 

that serve as necessary background to any interpretation of the research 

findings. Chapter 3 describes the specific theories of institutional 

economics (Eggertsson, 1990; North, 1990) used in this study. In 

studying actual agro-industry institutions, the cases in this study reveal 

how important it is to have such a framework. The research questions 

addressed are: 

1. What are the contractual relationships between factory owners 

(FOs) and smallholder farmers (SHFs)? 

2. What governance problems are encountered, affecting the 

contractual relationships? 

3. Why do these governance problems arise? 

4. What lessons can be drawn in order to improve the efficiency of the 

agro-industry institutions of Tanzania? 

The research strategy used to answer these four research questions is 

qualitative in nature, invloving case study design and theoretical 

modelling.  

4.4 The specific research design of this study 

The research design is the overall systematic organisation of the 

research process, which includes the study goals, objectives, questions, 
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procedures to obtain data, analyse these, and generalise results. The 

research design of this study had the following procedures and 

activities. 

Preliminary activities and pilot study 

The first preliminary activity was to conduct an extensive literature 

review to develop the theoretical framework explained in chapter 3 of 

this study. Among others, the seminal work of Coase (1937, 1961), 

Jensen & Meckling (1976) and Williamson (1985, 1993, 2003) was 

studied intensively. In addition, research on property rights (Cooter & 

Schäfer, 2007) in developing countries was studied. The second step 

was to develop the framework further in order to explain the 

contractual relationship between FOs-SHFs. A third step was the 

preliminary interviews with experts who had some experience 

concerning contracting in the agro-industry of Tanzania (Ashimogo, 

2005) and in the field of institutional studies (Nkya, 2007) of Tanzania.  

As part of the process in designing the study, the researcher conducted 

three in-depth interviews and two focus group discussions (FGDs). The 

in-depth interviews started with one at the Sokoine University of 

Agriculture (SUA), one at the Mzumbe University and one with 

officials of Mtibwa Sugar Estate Limited (MSEL) to test the interview 

guide. The experts were representative of key participants who could 

give their perceptions on the property rights assignments in the agro-

industry. The MSEL officials were directly involved in the use of 

property rights. The preliminary interview had purposes such as:  

• Gaining a preliminary background on the assignment of property 

rights, contract, and transaction costs in the value chain. 

• Investigating whether the research topic was warranted. 

• Setting the scope for the research study.  

These interviews deepened the researcher’s preliminary understanding 

of some of the concerns and issues related to assessing the efficiency 

of the agro-industry in Tanzania. The in-depth interviews and the 

FGDs at SUA and MU consisted of individual experts (12 at SUA and 

10 at MU). The same interviewees were also asked to participate in the 

FGDs. The same applied to the MSEL pilot study. Ten (10) experts 

were involved and 15 smallholder farmers who were members of the 

PCS (Mtibwa Out-growers Association, MOA) were involved in the 

pilot case study of MSEL. The pilot case study of MSEL, also being 

the first case study to be written, was extensively discussed, corrected, 

discussed again, and corrected. After that, it was used as the format for 
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the other three cases. As Yin (2003: 80) insists, “the pilot case report is 

mainly of value to the investigators,” the pilot study needed to be well 

written in order to become the format reference of the others. More 

time was thus spent on writing and re-writing the MSEL case, than any 

of the others.  

Development of the framework and conceptual model 

The theoretical framework guided the research as it was based on the 

literature review and the knowledge gained from previous research 

(Kamuzora, 2005, 2009) The developed conceptual framework was 

constantly used and tested in the process of conducting this case 

research. In that sense, the framework was enhanced by the findings 

and vice versa: the data and interpretation of phenomena was enhanced 

because of the theoretical framework. Ultimately, this constant 

juxtaposing of theory and data generated the Farmer Behavioural 

Model, which aims at explaining the behaviour of the SHFs in the 

contractual relationships found in the agro-industry institutions.  

Measurement of variables 

The theoretical framework was instrumental in specifying the 

measurement of the variables. The framework details the variables that 

need to be taken into account. Chapter 3 discusses the problems that 

might come up in contractual relations and the use of certain 

governance instruments to mitigate these problems. These problems 

and instruments can be observed based on researching documents, 

especially contracts and property rights, and informal agreements via 

(among others) interviews with participants. Once problems, included 

in the framework or not, are identified further probing via either 

interviews or group discussions as to why these problems have come 

up yield additional information on the same variables, but also reflect 

on the underlying assumptions of the framework. The observation and 

subsequent measurement of the variables is guided with an interview 

guide, prepared before the data collection. It contains subjects that are 

based on the specific contractual relation. The guide helps the 

researcher in posing questions during an interview and keeps open the 

opportunity for interaction between researcher and participants (Ritchie 

& Lewis, 2006). The content analysis measurement strategy in 

qualitative research increases participation and the possibilities of 

emerging variables during the data collection as it offers the chance to 

the participants to contribute their ideas (Ritchie & Lewis, 2006: 200-

202). The interview guide is taken up in Appendix 1. The guide 
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includes property rights (the company profile), service provision (local 

government relationship), contractual relationship, modes operandi 

(the value chain) and efficiency criteria.  

Choosing a qualitative approach  

Employment of qualitative (interpretive) research methods was 

desirable over quantitative (positivism) methods because of the nature 

of the problems under study. As the project focused upon efficiency in 

a specific economic sector (agriculture), with the aim to uncover 

governance problems on a micro level (grassroots communities), 

qualitative research methods are called for. Even for the USA, Coase 

(1988) found it imminent to study “why” industries organise their 

activities in the way they do and come up with legal action that may 

improve such industries. As it is important to study economic 

organisation in such a giant economy as the USA, it is probably even 

more important for poor economies, such as Tanzania, to study agro-

industries in order to remove bottlenecks, i.e. inefficiencies, and 

implementing policies as Kilimo Kwanza. Even though the agro-

industry is still in its infancy, it is important to study what exactly is 

taking place when it comes to contractual relationships between factory 

owners (FOs) and smallholder farmers (SHFs) who are the key players 

in the agro-industry of Tanzania. In studying these relationships on a 

micro level in Tanzania it is obvious that not many data are available 

for a study like this, while at the same time such governance problems 

are not very well documented, described or understood in developing 

countries. Indeed, this project starts in unchartered waters.  

The characteristics of qualitative research are suitable to studying the 

organisation of the agro-industry of Tanzania because of the following 

reasons: 

It enables to focus on a holistic perspective: Qualitative research in 

itself is not limited to reduction of variables, for example limiting the 

analysis to linear relationships. The combination of the theoretical 

conceptual framework, discussed in chapter 3, and qualitative research 

techniques are appropriate methods to understand the implication of 

the legal and economic variables affecting farmers’ behaviour (such as 

incentives, property rights and contracts). With qualitative methods, 

one is able to explore, describe, and explain the transformation from 

inefficient operations to efficient governance of the agro-industry’s 

value chain. 
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It incorporates flexibility in the design in the cycle of the research 

process: Qualitative research employs descriptive methods, which are 

used to understand legal and economic issues without being restricted 

to a preconceived conceptual framework. It describes the concepts, 

activities, the behaviour of participants, and their perceptions in the 

value chain of the agro-industry. These descriptions are important in 

describing the governance of the agro-industry institutions in Tanzania. 

With qualitative research, flexibility is created. Although a theoretical 

framework is helpful, given the nature of the problems and the 

complexity of actual empirical settings, qualitative research enables the 

researcher to account for and incorporate new variables in the analysis. 

New additional information that emerges in the process of empirical 

research can be taken in.  

It focuses on process and outcomes: Being process oriented research; 

qualitative research is, given the characteristics of this project, more 

advantageous than a quantitative research approach. The qualitative 

research approach accommodates additional information.  

It accommodates a specific form of fieldwork different from survey 

techniques: The actual fieldwork, i.e. data generating methods, used to 

conduct this study, differs from that of quantitative research. It 

involves personal face-to-face interaction between the researcher and 

the interviewees. The researcher immersed herself into the actual 

situation of the participants via direct and participant observation of the 

value chain activities in the agro-industry. A theoretical framework 

then helps to focus research efforts, but not so much as to blind one to 

relevant variables that emerge from these interviews and observational 

techniques. Furthermore, it enables to researcher to probe perceptions 

and activities of people deeper than any survey can do. Apart from 

focusing efforts, the framework at the same time limits the discretion 

of the researcher herself in interpreting the findings.  

Choosing the case study approach 

The case study design provides an in-depth examination of a 

phenomenon (Yin, 2003). As this study aimed at studying the property 

right assignment, the agency problems and transaction costs 

concerning the FOs-SHFs contractual relations, the case study is the 

appropriate method. In developing countries such as Tanzania where 

secondary data concerning property rights is scanty, if there is any such 

data, and not reliable (Craig & Douglas, 2000: 258), then the case 

study approach is necessary. In order to conduct research in the 

developing countries, specifically in Tanzania, one is required to 
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collect the primary data oneself (Craig & Douglas, 2000). Craig & 

Douglas argue that the databases in developing countries are 

unavailable and those which are available concerning marketing and 

other business data are not reliable. Hence, triangulation of methods 

with emphasis on collecting primary data becomes necessary to a study 

of the governance of agro-industries.  

The case study design facilitates the use of multiple methods 

(triangulation) for data collection and analysis. With multiple methods, 

primary data sources and documentary sources, focus group 

discussions, in-depth interviews with key participants and observations 

of the value chain activities of the agro-industry are all usable in the 

process of building a case database and writing a case study. Such 

multiple sources improve the quality of the data and research findings 

(see Yin, 2003: 150-151). 

Choosing the case study approach is furthermore appropriate because 

of the questions this research intends to answer (Silverman, 2006). The 

case study provided answers to the questions with respect to how, 

what, and why (Yin, 2003). A general intention of choosing the case 

study is to scrutinise the underlying reasons why the FOs and SHFs 

behave in a certain way when they carry out their transactions in the 

agro-industry. The study of economic behavioural problems does not 

require the application of rigorous quantitative methods and 

mathematical models (Ashimogo, 2005) because these models are 

unable to capture the specific contractual relations, governance 

instruments, problems and solutions the FOs and SHFs have come up 

with in order to operate efficiently.  

4.5 Model building: a Farmer Behavioural 

Model 

Model building is the third stage in figure 11. In the first stages of the 

research, the theoretical framework is developed based upon property 

rights, agency and transaction cost theories. The starting point is found 

in the literature and based upon the specific research questions and the 

Tanzanian setting adapted to take account of institutional specifics. 

This literature guided the initial stages of this research and set the stage 

for the development of the empirical part in the research design. The 

Farmer Behavioural Model was developed as a further refinement of 

the theoretical framework in combination with the findings obtained 

during the stage of the data collection and case study writing. The first 
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empirical findings and efforts to interpret them within the light of the 

theoretical framework pointed to a further refinement of the theoretical 

framework via a conceptual model that might grasp the economic 

reality of farmers’ situations. With that, the model has been developed 

in a kind of conjunct way, an interplay between theory and empirical 

research. As such, a qualitative testing of the model has occurred, but 

actual validation of the model needs to be done on a different set of 

cases. This is something that has to be reserved for further research. In 

developing the model, new additional conceptual insights arose. For 

instance, the model relates concepts such as credit, repayment of the 

loan, use of borrowed fertilisers, agronomic knowledge to a farmer’s 

choice. Next, the model revealed that there might be an institutional 

development path, which might allow changes in institutions to be 

addressed and assessed on their consequences for efficiency. As the 

research process did not have a goal of developing a generalisable or 

testable model, in itself, the model was an exercise in developing a 

descriptive and an initial explanatory model that would adequately 

represent the characteristics of the studied agro-industry institutions. 

Through the process of this qualitative case study, the goal of 

exploration and description took precedence over generalisability, 

predictability, and model testing.  

4.6 Data collection techniques 

The study employed four types of data collection techniques, which are 

documentary review, in-depth interviews, focus group discussions, and 

direct observations.  

Documentary review 

Documents were collected, mainly from: 

• The High Court office for the Laws of The United Republic of 

Tanzania. 

• Internet sources for agro-industry Acts, obtained from the websites 

of the agro-industry regulatory boards (including the Tanzania Tea 

Board, the Sugar Board of Tanzania and the Tobacco Board of 

Tanzania).  

• The crop boards documents (SBT, TBT, TTB). 

• Contract documents and company reports of MSEL, AOTL and 

TATEPA, obtained from the officials who were interviewed. 
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During the interviews, the officials substantiated their opinions with 

the available documents on request.  

• Newspaper articles. 

In-depth interviews 

In-depth interviews were recorded with the help of a mobile phone 

handset. The interview was transcribed in the evening of the same day 

the interview was held. This yielded interview-reports. These basic 

reports included the exact spoken words of the participants. To carry 

out the interviews, the participants were visited in their farms, 

factories, and offices. Before interviewing them, the researcher sent 

letters to the Ward Executive Officers who could authorise these 

interviews. The smallholder farmers of Turiani, Kilombero, Kapugi 

and Ibiri wards were interviewed individually and at different times. 

An interview took about 30 minutes. In total, about 45 participants 

were interviewed, comprising of two officials per each case study (a 

total of 8 officials), two local government officials at the ward level (a 

total of 8), two cooperative society leaders (a total of 8) and 21 SHFs 

(an average of 5 per case).  

Focus Group Discussion (FGD) 

In each case study, four different FGDs were held. FGDs consisted of 

15 members or more. In each case FGDs were formed with 15 officials 

from different departments, 15 employees, 15 PCS members and 15 

government officials, at different times and places. Members were 

selected using a snowballing sampling technique.  

The first FGD was carried out with officials, the second one with 

employees, the third with the SHFs in the grassroots communities and 

the fourth with government officials as Ward Executive Officer (WEO) 

and Village Executive Officers of the respective area. The FGD with 

the officials was purposefully arranged and used in carrying out 

snowballing of the participants in the other FGDs. Snowballing, or 

referral sampling, is a technique used by among others marketing 

researchers (Craig & Douglas, 2000). Using snowballing in this study 

meant to start with a purposively arranged meeting and asking 

participants to identify other members of the target population. For 

example, after the FGD with the officials conducted at MSEL, the 

issue of holdout emerged as the officials claimed that cutters boycotted 

cutting sugarcane. To find evidence and a different perspective, the 

next FGD was with cutters. In this way, the FGD was employed in all 
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four cases, first using purposeful sampling then followed by a snowball 

sampling strategy. 

Direct observation 

Observing the value chain and the artefacts of the products of the four 

factories was another source of data to provide evidence in relation to 

efficiency. Yin (2003: 92) proposes a factory visit as one part of a 

research methodology. If a case study is about new technology, 

invention or innovation, observation of such technology at work is 

important. Taking photos in the field is also recommended (Yin, 2003).  

The direct observation of the actual processing procedures at the 

factories and the farming activities of SHFs were important in 

understanding the value chain, and assessing specific idiosyncrasies, 

apart from generating data, which were used to compare the four cases. 

For instance, a factory visit at MSEL was instrumental in 

understanding the actual processing of the sugarcane and 

understanding of a measurement problem.  

With the contracts obtained from the officials in the interview, direct 

observation through visiting the SHFs and the factories made it 

possible to find out whether or not the activities were conducted 

according to such contracts. For example, at MSEL, although the 

contract requires MSEL to buy sugarcane only from MOA members, it 

was observed that MSEL buys sugarcane from independent SHFs.  

The four research techniques were used in order to maximise the range 

of available information, improve the trustworthiness of the data, and 

provide a basis for triangulation between data sources (Ghauri, 

Gronhaug, & Kristianslund, 1995)). Each data source has its advantage 

and disadvantages. By combining them, inadequacies of one source or 

technique can be supplemented by the advantages of other sources or 

techniques. The combination of the four data sources is a mechanism 

of gaining different perspectives from participants, official records, 

personal interpretation, and direct experience with the agro-industry 

institutions. 

Data management 

The data collection activities resulted into a rather bulky amount of 

qualitative data. With this, two challenges arose: data management and 

data analysis. 
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Qualitative research, especially when using different methods of data 

collecting, results in large amounts of descriptive and interpretative 

data. To handle these data, it helps to have a theoretical framework, or 

conceptual model. In this study, that particular framework consists of 

institutional economic theories and, in the process of refining that 

framework with findings in the pilot case study, the Famers’ 

Behavioural Model. This framework not only assisted in organising 

and orienting the study and the data collection, it assisted in the 

development and application of coding the data as well (Ghauri et al., 

1995; Nachmias & Nachmias, 1996). For instance, in the pilot phase of 

the empirical research, interview data was essential for understanding, 

capturing and relating variables from the theoretical framework to 

observable phenomena and the interpretations of phenomena given by 

the interviewees. In subsequent stages of analysis, these interview 

reports were used as input for data reduction via the theoretical 

framework.  

Qualitative research needs to tackle the researcher’s influence upon the 

gathering of the data and the interpretation of that data. In order to help 

mitigate this problem, the theoretical framework limits a researcher’s 

influence upon the data collection and interpretation. Furthermore, by 

using different data collection methods, the data could be cross-

checked for consistency. Interviews were recorded and transcribed into 

written reports. This limits or eliminates a researcher’s influence upon 

the findings. Further data reduction and data analysis can be checked, 

if needed, against the actual interview results. The documentary 

material was collected and a database consisting of seven separate 

folders was created. These folders contained the Acts (first folder), the 

Laws of Tanzania (second folder), the contract documents and reports 

of MSEL (third folder), KSCL (fourth folder), AOTL (fifth folder) and 

TATEPA (sixth folder). Other documents, including soft copies of the 

Laws of Tanzania obtained from the High Court’s office, some 

company reports sent by the company officials and other documents 

obtained in soft copies via e-mails were contained in the seventh 

folder. This folder also contained the interview transcriptions. Copies 

of relevant documents in those folders were made in order to use in 

Groningen, the Netherlands.  

4.7  Data analysis  

“Data analysis consists of examining, categorising tabulating, testing, 

or otherwise recombining both qualitative and quantitative evidences 

to address the initial prepositions of a study” (Yin, 2003: 109). This 
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form of data analysis starts more or less directly at the moment when 

qualitative and quantitative data is collected. Organising the data in 

tables helps making sense and helps organising the material. The 

theoretical framework directs the construction of such tables. Examples 

of such tables can be found in each of the case chapters and in the cross 

case analysis in chapter 9. These strategies were used to square the 

theoretical arguments with the empirical findings in order to answer 

the four research questions (Yin, 2003). 

 Exploratory analysis  

According to Yin (2003:5), if the research question focuses mainly on 

“what” questions, an exploratory research design is called for. With the 

first question, “What are the contractual relationships between factory 

owners (FOs) and smallholder farmers (SHFs)? exploratory analysis is 

warranted. To answer this question, the exploration of the crops’ Acts 

in relation to the contract documents was necessary. The corroboration 

of the documentary data and participants views on the contract 

answered the “what” exploratory questions. The analysis (chapter 9), 

explores the types of contractual relationships. 

The second research question is also exploratory in nature: “What 

governance problems are encountered that affect the FOs-SHFs 

contractual relationships? Here in-depth interviews and focus group 

discussions yielded the material to understand the problems that 

participants experienced in that relationship. 

Descriptive and explanatory analysis  

The theoretical framework generates a general descriptive model of 

farmer behaviour. The general agency theoretical notion that with an 

incentive contract one expects an increase in the variable specified in 

that contract, can be tailored to the situation. For example, if a factory 

provides the incentive that it will pay higher prices for sugarcane 

containing higher sucrose levels, it is to be expected that farmers will 

strive to increase sucrose levels in their sugarcane. One obvious 

strategy is then to look whether this relationship holds in the actual 

case. The research becomes explanatory if one starts to try to answer 

the question why this relationship holds, or if it does not, why it does 

not hold. In this direction, this part of the research triggered the further 

development of the framework into a model of farmer behaviour. The 

conceptual framework did not discern categories of farmer behaviour, 

but the subsequently developed model, FBM, does. As such, that 



 68 

model is descriptive in nature; it focuses on the alternatives farmers are 

confronted with, given the contractual characteristics of the 

relationship. Furthermore, it specifies the variables that are 

instrumental to a farmer’s choice. That part of the model can be used in 

an explanatory manner. It posits a line of reasoning, i.e. a model, which 

explains behaviour. In other words, it provides a theoretical answer to 

the question why farmers behave in a specific way. This is actually the 

third research question “Why do these governance problems arise?” It 

should be noted that the general theoretical framework and the 

empirical findings have together driven this explanatory part of the 

research. It is the analysis of the data together with the application of 

the framework that yielded this model. The model does provide an 

answer to the question why specific behaviour is found in the four 

cases, but as it has been built upon this data itself, the model needs 

further validation on other external data in order to ascertain its 

explanatory power.  

Based upon the exploratory, descriptive, and explanatory analyses, the 

fourth research question “What lessons can be drawn to improve the 

efficiency of the agro-industry institutions of Tanzania?” can be 

answered. As chapter 1 already contains a discussion on the limitations 

of the study, it should be noted that further research could point out 

whether the policy recommendations can be taken outside the domain 

of the cases studied in this thesis.  

4.8 Limitations of the qualitative case study 

approach 

In the 1960s, researchers became concerned about the limitations of 

quantitative methods. Hence there was a renewed interest in the case 

study approach using qualitative methods through the development of 

the concept of a "grounded theory” (Glaser & Strauss, 1967). 

Dependency on a single case made it impossible for a case study to 

provide generalisations. However, Yin argues that the case study 

approach is not myopic and that it is possible to generalise to theory 

(analytical generalisation; Yin, 2003: 10). In this way, consideration of 

a single case can be acceptable. Furthermore, it is the rigor with which 

a case is constructed that also matters. Yin details the procedures that 

result in the required methodological rigor.  

As the case research methodology contains a range of solutions, 

devices and strategies that can be used to tackle research problems 



 69 

(Silverman, 2006), the case study approach seems especially 

appropriate to explore what, how and why SHFs and FOs carry out 

transactions in the way they do. Concepts such as incentives, 

opportunism, asymmetric information, bounded rationality and 

behavioural outcomes are neither easy to be observed nor to be put into 

numerical quantifications. It is the case study methodology with which 

a researcher is able to study these phenomena.  

Obviously, the qualitative case research methodology has its limits. 

These are logical consequences of the methodology, well known and 

discussed extensively elsewhere (see Yin, 2003; Silverman, 2006). 

This is not the place to reiterate them but to acknowledge such 

limitations. The main one being that a generalisation to populations is 

not possible. So no statistical inferences can be made nor can any 

further statistical analysis, especially the testing of relationships 

between variables, be done. Thus, whether the Farmer Behavioural 

Model is a correct representation of farmers’ behaviour in Tanzania (or 

for that matter anywhere else in developing countries) cannot and will 

not be claimed. Nevertheless, the model has descriptive power here 

and might have it in other settings too, but that is something to find out 

in the future or for other researchers. Furthermore, the use of the case 

methodology coupled with the particular choice of cases limits this 

study’s domain. These limits have already been acknowledged above 

and are an inescapable consequence of the nature of the study and the 

available data. In the end, case study research methodology has its own 

place within the whole population of methodologies, it has its own 

strength and weaknesses, and, with that in mind, contributes to our 

understanding. It is hoped that the discussion in this chapter has made 

it clear that the chosen methodology, given the nature of this project, is 

the only and correct one and that it, within the methodological 

boundaries, makes its own contribution to our understanding.  

4.9 Summary 

This chapter details the methodology that is chosen for this research 

project: qualitative case study methodology. The chapter discusses the 

approach taken and gives specific details on its design. Given the 

nature of the research subject – the economic organisation of the 

Tanzanian agro-industry –, the research questions – private governance 

problems in the value chains of a very limited number of specific 

agronomic industries –, and the availability and reliability of data, the 

case study research methodology is the appropriate one to choose. In 

this chapter the role of theory, measurement of variables, data 
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collection, data management, and data analysis are discussed in order 

to account for the internal and external validity of the study. The 

chapter points out the limitations of the approach and the limits of the 

study itself. With the chosen methodology, no generalisation to the 

populations of (Tanzanian) farmers is possible. In addition, the specific 

setting of the cases, limits the findings to these cases. Nevertheless, the 

cases are not that specific (with regard to either agricultural produce, 

the Tanzanian setting or the fact that it involves private enterprise) that 

these findings cannot be of any use in other settings. The results 

presented in the remaining chapters will inform other researchers or 

policymakers of relevant variables or potential relationships, create 

awareness for specific factors that might generate specific responses, 

and provide ideas concerning the efficiency of governance instruments. 

In that sense, the results of this study surely extend beyond the 

boundaries of its cover. 
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Chapter 5  

Mtibwa Sugar Estate Limited 

(MSEL) 

5.1 Introduction  

Mtibwa Sugar Company Limited (MSEL) is a property of Tanzania 

Sugar Industries Limited (TSIL), which is owned by a consortium of 

Tanzanian businesspersons from Turiani. MSEL’s headquarters and 

operations are in the Turiani Wards, the Mvomero district in the 

Morogoro region. MSEL contracts smallholder farmers (SHFs) who 

are members of a registered non-governmental organisation (NGO) 

which is Mtibwa Out-growers Association (MOA). The interaction 

between MOA and MSEL is dependent on the Sugar Industry Act 

(2001) that bestows the power on the Sugar Board of Tanzania (SBT) 

to regulate the sugar industry. Before the opening of the harvesting 

season, MSEL and MOA agree upon the terms of the contracts based 

on the nature of sugarcane, which is a major raw material of the sugar-

processing factory. MSEL uses sugarcane to produce sugar, bio-

energy, animal feeds, fertilisers, and ethanol. During data collection, 

MSEL was neither using ethanol nor selling it, but there was ongoing 

research among MSEL, international agencies and the Tanzania 

Electricity Supply Company (TANESCO) that show the potentials of 

changing the ethanol into usable bio-energy and other products.
37

 At 

MSEL, the efforts of the farmers determine the amount, quality, and 

quantity of sugarcane. All sugarcane products such as sucrose, water, 

fibres, and other biological contents differ in accordance with the 

harvesting cycle and from farm to farm.  

MSEL offers high prices to SHFs who deliver sugarcane with high 

sucrose content. The contract between MSEL and MOA members 

motivates farmers by including a clause specifying that the higher the 

sucrose levels (sugar content), the higher the price. This implies that 

with more efforts of SHFs in the farm, the higher the sugar content in 

                                                
37

 URT(s) (2006). EC Response Strategy in respect to Sugar Industry of Tanzania, 
Sugar Board of Tanzania. 
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the sugarcane will be. Those who labour much are supposed to earn 

more, but due to difficulties in measurements, this has not yet been 

realised by the farmers.  

5.2 Producing good quality sugarcane 

To produce good quality sugarcane that contains more sucrose in order 

to make sugar as a final product, SHFs must be competent at predicting 

the sugarcane life cycle. Sugarcane has a life span of three to five years 

as far as planting and replanting are concerned. SHFs plant sugarcane 

once within four or five years and harvest once each year within this 

period. 

Harvesting at MSEL’s estate and at SHFs’ farms takes place three or 

four times before they plant another new “plant crop”. Farmers’ costs, 

in growing sugarcane, include different kinds of fixed and variable 

costs. The fixed cost is the farmers’ own labour because the SHF 

normally does not hire farm workers. He manages his farm himself. 

However, at different points in time the SHF does hire tractors and 

borrows farm inputs such as fertilisers and crop pesticides. The SHF 

weeds, harvests and transports the crops to the factory. The initial 

investment is high when a farmer plants a new “plant crop” and in the 

subsequent years costs decrease. Planting involves costs such as 

clearing the farmland and buying new seeds. The farmer does not incur 

these costs in the following years. 

Yield for a farmer means sugarcane output in tons per hectare. The 

harvesting takes place when sugarcane matures. The plant crop in the 

first year yields more sugarcane than the proceeding harvests (“ratoon 

crop”), but its return on investment is lower than that of the ratoon 

crops. These costs translate into a low return on investment as far as 

the plant crop is concerned.  

The physical appearance of sugarcane is an important but not decisive 

factor in determining quality. The most important factor for 

determining the quality of the cane is the sucrose level in the stem. 

There are different factors, which occur within the lifecycle of 

sugarcane that affect the sucrose content. These factors are timing to 

maturity, arrowing (flowering), climatic changes, burning, and 

agronomic knowledge. Together, these good farming practices yield 

sugarcane with high sucrose content.  
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5.3 Effect of seasonal fluctuations on sugar 

content 

Climatic conditions and seasonal weather changes affect sucrose 

levels.  

Figure 12 Relationship of seasonal fluctuations and quality of 

sugarcane 

 

 

Figure 12 shows the relationship between the dry season (sunshine) 

and the rain season (wet season) and the level of sucrose in the 

sugarcane stem.
38

 

Sucrose levels are at an optimum under the conditions of sunshine, low 

humidity, low night temperatures, and low rainfall. The year starts with 

a very dry short period in January, but as this period lasts for only one 

month, January’s sunshine does not increase the sucrose levels 

significantly. This short dry period is followed by a long period of 
                                                

38
 This graph is a representation of a discussion with the sugarcane experts at the 

Sugarcane Development Department at MSEL.  
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heavy rainfall in February until May. The long dry season starts at the 

end of May and continues through to September. A long period of 

rainfall in Tanzania starts at the end of August, but this rain is not 

sufficient to make the land wet enough to enable the sugarcane roots to 

absorb much water from the soil. This rain continues until September. 

A shorter period of heavy rainfall occurs during October until 

December. In October, rainwater starts to diminish the sugar content as 

the roots absorb water, which affects the sucrose content. The sucrose 

levels in the stem of the sugarcane are at the highest from the end of 

June until the end of September. At MSEL, these months are 

considered the harvesting season.
39

 

Sugarcane grows rapidly in the rain seasons between October to 

January and between February to May. Therefore, many physiological 

activities take place during these periods and the plant does not store 

much sucrose in the stem. Instead, it uses sucrose to grow. During the 

rain seasons, the invertase enzyme (the enzyme that destroys sucrose 

levels) is more active in the sugarcane plant than in the dry season. 

Harvesting in the period between June to September is recommended 

because during this time of year the sugarcane yields the highest level 

of sucrose in the stem. Many farmers like to sell their sugarcane 

between August and September. Hence, governing the sugarcane 

supply chain is about harvesting at that moment when the sucrose 

levels in sugarcane are at the maximum. However, good farming 

practices increase sucrose levels in sugarcane regardless of the season. 

Good farming practices include applying the required amount of 

fertilisers in the sugarcane farm, weeding, burning, and harvesting at 

the required time.  

5.4 Contract of sugarcane 

MSEL and SHFs, via MOA, negotiate every year before the opening of 

the crushing season (May) over the contract between farmers and 

factory. Among others, the contract specifies prices, credit, and 

organisation of the harvesting, payment and transport. These items are 

discussed below. 

                                                
39

 During the interview, the sugarcane growers called it Msimu. Msimu is a Kiswahili 
term for harvesting season. At MSEL, Msimu is the time for sugarcane cutters 
from different regions of Tanzania, contracting transporters, and the machines that 
process sugarcane to produce sugar in the factory. Indeed, Msimu makes Turiani a 
lively area economically.  
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Furthermore, it should be noted that MSEL offers more than only 

contractual services. The company also clears roads, and on its 

premises has a school for farmers, a hospital, and a football team 

(Mtibwa football club).  

Pricing, credit and services (Clause 10)  

MSEL has devised a scheme in which the price of sugarcane depends 

on the level of sucrose. The higher the sucrose level, the higher the 

price per ton sugarcane. Sugarcane with a sucrose level below 8% is 

not accepted. When such sugarcane is delivered, the Mill Operations 

Committee (MOC, to be discussed below) is obliged to look into the 

matter and to propose a solution. In the year 2007, sugarcane with an 

8% sucrose level fetched 27,464.46 Tshs, while a level of 14% got 

44,244.20 Tshs per ton for the sugarcane transported from a nearby 

zone.
40

 This relationship between pricing and sucrose level is linear. 

The pricing is agreed upon every year, based on the then current sugar 

prices of the world market. 

MSEL offers training, agronomic knowledge and fertiliser on credit in 

order to support the efforts of SHFs. MSEL employs extension officers 

who offer training sessions and visit villages to offer specific 

agronomic advice to individual farmers. The SHFs must allow MSEL 

staff, government staff, or appointed representatives of MOA to inspect 

their fields. 

MSEL extends credit services to SHFs. Farmers, being a member of 

MOA, may apply for subsidised fertiliser. The government provides 

the subsidy. Farmers can get this fertiliser via MOA’s office. MSEL 

pays for the fertiliser (the non-subsidised part) and transports it to the 

MOA office. This fertiliser is then to be repaid by the SHFs through a 

deduction on the revenues of the sale of sugarcane to the factory. 

Farmers need to apply for subsidised fertiliser in a group of ten or 

more. The whole group is responsible for repayment of the fertiliser 

supplied to the group.  

                                                
40

 MSEL charges transport costs through pricing. The SHFs whose farms are close to 
the factory pay less transport charges than those whose farms are far-flung.The 
prices are set according to four zones. Therefore, the price schedule of 2007 
showed that the nearest ton of sugarcane fetched the highest price and the most far 
away ton the lowest price.  



 76 

Organisation of the harvesting (Clause 14) 

MSEL’s extension officers carry out maturity tests in the cane fields 

(refractometer test) before harvesting in order to monitor sucrose levels 

in the sugarcane. The officer must take into consideration the time for 

harvesting and the urgency of crushing. After sampling the sucrose 

level, the analysis must take place as soon as possible. The result is 

reported to the MOC and if the cane is mature, and then the farmer 

receives a notification when his cane is to be harvested.  

The Mill Operations Committee oversees the harvesting proceedings. It 

is a committee, which comprises two people from MOA, two from 

MSEL and one technical officer of MSEL as chairman. Clause 14 

requires the MOC to undertake the scheduling of the harvesting. It sets 

up weekly harvesting schedules, specifying the required order of 

sugarcane from both SHFs and MSEL’s cane fields. MSEL organises 

the transport of sugarcane from the farm to the factory. The contract 

states that if the sucrose levels fall below an average of 8% in the 

laboratory analysis, the committee must immediately investigate this 

anomaly. 

Clause 14 also requires the MOC to support the SHFs whose fields 

accidentally catch fire so that they receive the highest possible priority 

to harvest their sugarcane, regardless whether or not they are scheduled 

to be harvested later than that time. When fire accidents occur in cane 

fields, a farmer has to report to MOA main office. The MOA main 

office gives him the permission to report to the MOC within 6 to 12 

hours after the fire incident. Within that time span, the MOC must 

decide whether to harvest the burned cane within 48 hours depending 

on the availability of cutters and other logistical considerations.  

Payment (Clauses 27 and 29) 

Clause 27 of the contractual agreement compels MSEL to pay SHFs 

their dues within 30 days after they deliver sugarcane to the factory. 

From the payment, MSEL deducts any amounts relating to credits and 

costs of services provided to SHFs by MSEL. Other deductions are 

statutory such as taxes and MOA levies. MSEL deducts for the 

following: 

• Cane cutting, 

• Cane transport, 

• Grab loading, 
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• TASGA
41

 contribution, 

• Cess (local government taxes on agricultural produces), 

• MOA loaders costs (if one hires a loader from MOA), 

• MOA membership. 

Clause 29 of the agreement is about the burning of SHFs’ cane out of 

the harvesting schedule. The affected farmer must pay a penalty of 5% 

of the income received after selling the sugarcane. In case of accidental 

fires, one who is not a member of MOA must pay 7.5% out of the 

income obtainable from selling the accidentally burned sugarcane.  

Transport 

MSEL contracts transporters from any interested party/company 

owning trucks. During the harvesting season, drivers report to the 

MSEL’s transport supervisor in the Out-growers Development 

Department (OGD). They sign the contract and the transport supervisor 

gives the driver a document containing the designated route of his 

truck and the schedule. The information contained in the document 

includes truck, route, and zone, name of the farm and the owner of the 

farm. 

The driver drives the truck to the farm where the sugarcane cutters 

have already cut the sugarcane. When the driver parks the truck, the 

cutters help to upload the cane using the cane loaders. After uploading, 

the drivers transport the sugarcane to the factory. The time it takes to 

transport the sugarcane from the farm to the Cane Yard depends on the 

distance of the farm to the Cane Yard. 

5.5 Managing the value chain  

MSEL controls SHFs during harvesting operations through the Mill 

Operations Committee (MOC). The MOC schedules zones for 

harvesting, arranges for the testing of sugarcane maturity, and approves 

harvesting schedules. It lists the names of the farmers to be involved 

and gives the SHFs notice of the date and time of harvesting three days 

before harvesting commences. This gives the SHF time to burn the 

cane one day before cutting.  

                                                
41

 TASGA means Tanzania Sugarcane Growers Association. It is a national umbrella 
organisation of all sugarcane growers associations in the country.  
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Burning of sugarcane  

Burning is part of the agricultural good practices. The mature 

sugarcanes have dry leaves and green leaves hanging on the plant. 

Sometimes, it is not easy to see the stem of mature sugarcane due to 

these leaves. Dry sugarcane leaves release a powdery substance that 

causes the skin to itch on contact. The burning of these leaves 

facilitates the harvest of the canes. Burning does not destroy the stem 

shoot of the sugarcane plant due to the natural water content in the 

stem.  

Burning has the disadvantage of accelerating the inversion rate (that is, 

the inversion of sucrose into glucose and fructose). Inversion 

immediately starts after burning. The inversion process completes 

within 48 hours. Therefore, it is one of the good farming practices for a 

farmer to burn a controlled acreage of land and to ensure organisation 

of cutting, logistics, and processing. When cutters cut the sugarcane, 

they also remove the top part of the plant in order to slow down the 

process of inversion. 

As part of their sucrose level management, both MSEL and SHFs are 

keen to organise the burning of sugarcane. They make sure that they 

organise the burning so that labour, trucks, and the capacity of the 

factory can accommodate to harvest the burned sugarcane within 48 

hours. MOC prepares a schedule that takes care of the volume and the 

weight of sugarcane for each operating day. This schedule helps the 

MSEL and SHF to minimise the losses that result from any delay after 

burning.  

The MOC ensures that the SHFs and MSEL comply with the 

harvesting schedule and makes sure that there is no interruption to the 

Daily Rate of Delivery (DRD). The DRD means that MOC plans 

towards fulfillment of the factory crushing capacity of 160 tons of 

sugarcane per hour. The MOC also oversees the measurement of the 

sucrose levels and the pricing.  

Randomised off-loading at the Cane Yard 

The trucks off-load sugarcane at the Cane Yard (CY) after driving 

through the Weighing Bridge (WB), which determines the weight of 

the cane in the truck. At the WB, the responsible MSEL employee 

retrieves the information from the computer concerning the truck, 

based on the document the driver shows at the WB. After registering at 

the WB, the truck off-loads the sugarcane at the CY and the driver then 
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goes to the supervisor to take another farm order. The driver does not 

necessarily return to the same farm, but goes to the farm stated on the 

document he is given. All the trucks off-load sugarcane at the CY in a 

random fashion. The truck can off-load its sugarcane on or close to 

piles of cane previously deposited, or elsewhere. It is common for a 

pile of sugarcane at the CY to contain sugarcane from different farms, 

because of the different capacities of the trucks. The trucks have 

capacities ranging between 8 and 12 tons. Thus, a pile of 50 tons may 

contain the sugarcane of four to six trucks from different farms. The 

cane loader loads the cane heap onto the feed table. The feed table is an 

elevated flat leveled-table, which allows the sugarcane to slide onto a 

conveyor belt. In July and August, there are many piles waiting on the 

feed table to be crushed. The conveyor belt takes the sugarcane into the 

crushing machine. A computerised weighing scale records the number 

of tons the cane loader lifts and pushes into the crushing machine.  

The juice released from the cane in the crushing machine is channeled 

to a tank. A sugar analyst of MSEL takes a sample of the juice from 

the channel each time when 50 tons of cane has been crushed. This 

sample is analyzed on sucrose content in the MSEL laboratory. The 

outcome of this analysis is attributed to farmers whose cane has been 

deposited in the CY. As the piles in the CY are randomly formed, the 

piles are randomly fed on the feed table and the cane of farmers is not 

clearly identifiable in the piles, the correct attribution of the outcome to 

specific farmers is not guaranteed. Attribution might even be 

completely random if many small farmers in the peak season deliver 

their cane in random fashion to the factory. Especially the smaller 

farmers suffer from this random attribution. Much larger farms will 

block a couple of days in the harvesting schedule and be the only one 

to deliver cane to the factory. The sampling outcome will then not be 

random.  

As the price of the cane is based on the sucrose content in the sample, 

the actual revenues for a small farmer is also subject to chance. It 

might be that the revenues do not reflect the sucrose content of his cane 

but that of another farmer. Depending on the effort and agronomic 

knowledge of that farmer, compared to his own effort and knowledge, 

this might yield revenues (grossly) above or below the sucrose content 

of the cane the farmer actually delivered. For a big farm, this problem 

is irrelevant as the price is based upon samples that actually correspond 

to the delivered cane. 
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5.6 Measurement mistrust and opportunistic 

burning 

The way samples of juice are taken results in random attribution of 

sucrose content to (small) farmers. It is obvious that when the juice 

samples are taken from randomly formed piles consisting of different 

randomly uploaded (parts of) a pile of sugarcane on the feed table, 

correct attribution is nearly impossible. This gives rise to confusion 

among farmers. For example, when a farmer receives different 

measurements of sucrose levels relating to his farm, it raises the 

suspicion that he is not treated correctly.
42

 In a focus group discussion 

farmers lamented that there was cheating in the measurement system.
43

 

All the farmers who participated in the interviews claimed to receive 

low prices. However, one of the MSEL officials complained about 

farmers’ resistance to change.
44

 He said that sugarcane growing started 

a long time ago in Turiani, but people were still not following good 

farming practices and this lowers sucrose levels.  

The measurement problem is even more pronounced as SHFs strive to 

sell their sugarcane in the dry season in order to maximise the sucrose 

levels. In the peak season, small farmers are especially affected by the 

measurement problems due to random off-loading, piling and 

sampling. They are too small to prevent the random attribution of 

sucrose level.  

In the interviews, independent (large) farmers said that the difference 

between sucrose levels in the rainy season compared to the dry season 

is not that big when good farming practices are followed. They said 

they sell in the rainy season and then are able to fill the daily crushing 

capacity of the factory for several days, or even one week, without 

mixing their harvest with the harvest of any other (small) farmer during 

crushing. According to them, this eliminates the measurement problem, 

as the sampling will correctly reflect the sucrose level of their harvest. 

The smaller SHFs complain about this and say that the independent 

farmers bribe the employees in order to obtain high sucrose levels. 

Smaller SHFs thus suspect things as nepotism, corruption, and 

                                                
42

 Recently, one of the SHF’s reported in The Guardian News Paper of 17 June 2008. 
43

 “It is better to work with the MSEL under the government, where we were 
receiving equal payment. Now the measurement is not clear, it is like lottery,” said 
one of the participants.  

44
 “We have the problems of dealing with farmers who lack skills of crop husbandry 

and capital to invest in expanding their farms. So it becomes difficult for us to 
encourage them to stick to good farming practices.”  
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patronage by MSEL employees in the allocation of sucrose content. 

This has created mistrust among the smaller SHFs. 

The measurement system demoralises the smaller SHFs. The farmers 

who labour much in the farm become demoralised when they receive 

the same prices as other SHFs who do not labour in the same way. 

MOA members have been complaining about the treatment when it 

comes to payment.
45

 Whatever resources MSEL is employing to create 

a transparent system of measurement of the sucrose contents, mistrust 

will stay if attribution of the sucrose content seems more like a lottery. 

MSEL has failed to create a measurement system that gives an 

individual farmer a payment based on the specific cane the farmer 

delivers to the factory.  

Another difference between small and big farmers is to be found in the 

contractual setting. The bigger independent farmers sell sugarcane to 

the factory without being a member anymore of MOA. They negotiate 

with MSEL themselves. Those farmers do not even apply for the 

fertilisers on credit; they buy fertilisers on the market. Smaller farmers 

do not have the means to be independent from MOA. Normally, MOA 

negotiates on their behalf with MSEL. As they have no capital to buy 

fertilisers, they have to apply for subsidised fertiliser via MOA via a 

group loan and group collateral. In the interview, some SHFs had a 

dream that when they will have enough capital, they will stop being 

members of MOA as they think MOA does not help them. Although 

extension officers of MSEL and the Tanzania Sugarcane Institute train 

farmers who are members of MOA, the measurement problem stands 

in the way of consistently improving sucrose levels so that SHFs may 

profit from their efforts.  

MOA members also claim that MSEL does not offer the prices 

according to the contract. The contract states that where sucrose levels 

fall below 8% in the laboratory analysis, MOC must hold a meeting 

immediately to investigate the cause of this anomaly and come to a 

final decision. The word “anomaly” in this context, means that MSEL 

does not accept sugarcane with sucrose levels below 8%. For example, 

farmers who sold sugarcane in January 2007 were assigned sucrose 

levels ranging from 6.7% to 9.6%. MOC should have investigated the 

lower yields. However, as the cane has already been crushed and the 

juice been taken up in the processing, it is impossible to revert the 

process. As it is unclear to what pile of cane in the CY this sucrose 

level is attributable to, it is also useless to stop the crushing process, or 
                                                

45
 This was revealed during a focus group discussion at the MOA office in Turiani in 

2007.  
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if still present in the CY to identify the specific cane. It is therefore 

hard for MOC to find the cause of this anomaly.
46

 The MOC may then 

decide to pay the farmer according to the pricing relation specified in 

the contract based upon this sucrose level. Farmers then complain that 

MOC doesn’t do anything about the low yields they are attributed. 

Farmers with low yields might then not receive any income as the 

contractual deductions (e.g. loan repayment, cess, etc.) leave a farmer 

in net debt.  

Race to burn sugarcane 

Burning sugarcane is one of the good farming practices. Prior to 

harvesting, cane is burned in order to remove the cane leaves and 

facilitate the cutting. However, burning immediately accelerates the 

inversion of the sucrose into glucose and fructose. To prevent 

sugarcane from fermenting, the processing must start within 48 hour 

after burning. Otherwise, the cane ferments and becomes useless for 

the production of sugar. For farmers, it is interesting to burn the cane 

when it matures just before the moment of arrowing, because the 

sucrose level is then at its highest. The peak in the sucrose level in cane 

is in the dry season, which is the period between June and September.  

Farmers are able to rudely gauge and estimate the level of sucrose in 

their cane.
47 

Given the pricing system (price is dependent on sucrose 

level), it is in the interest of every individual farmer to harvest in the 

dry season. Although the MOC sets up the harvesting schedule, MSEL 

cannot process all mature cane that SHFs might deliver in the dry 

season on a daily basis.
48

 If the harvesting schedule on a specific date 

does not contain the name of the farmer who has his fields full with 

mature sugarcane, the only possibility of having his cane harvested on 

time is to “accidently” burn the cane. This will force MOC (according 

to clause 14) to prioritise the harvesting of those particular fields. 

However, when the farmer reports the fire accident early in the next 

morning to the MOC office, he will find many other farmers with 

mature cane who were also not included in the harvesting schedule and 

who want to report a similar fire accident.
49

 It is not easy to 

                                                
46

 Causes might be arrowing (blossoming, resulting in a rapid reduction of the sucrose 
content) of the plant and thus harvesting to late, lousy farming practices or too 
little effort weeding etc. But each of these causes are difficult to establish ex post. 

47
 Based on agronomic training and experience over the years, farmers can assess the 

maturity of cane. See also MSEL report number 1 of 2007 of Mtibwa Sugar 
Estates Limited Company Brief. 

48
 According to MSEL officials daily crushing capacity is 160 tons x 24 hours = 3,840 

tons.  
49

 The interviews with SHFs revealed that this has actually happened.  
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accommodate everybody because unscheduled burning puts pressure 

on the cutting, transport and processing resources. MOC thus selects to 

harvest (accidentally) burned sugarcane of a few farmers and is forced 

to leave the harvest of the others on the field. Those who are not 

among the few that get their sugarcane harvested, see their sugarcane 

rotting in the fields. These latter farmers will be impoverished as they 

will be without any revenue, but still in debt for services, seed and 

fertiliser supplied to them on credit by MSEL.
50

 

Apart from accidental fires and fires set by farmers themselves, the 

year 2007 included a third group of participants having an incentive to 

set fire to the cane. Due to a pay dispute between MSEL and cane 

cutters, the cutters refused to work on the MSEL farm itself. The 

cutters held out for higher wages. Because of this, the factory did not 

get enough sugarcane to run efficiently and MSEL asked the SHFs to 

start cutting their cane. The SHFs were prepared to pay the cutters 

twice as much as the rate provided by the MSEL farm. After cutting 

the cane in farms, cutters set fire to cane fields of other farms at night 

in order to continue their work at the more attractive rate. This 

unorganised fire setting proved to be so problematic for the MOC that 

it could not handle the timely transport of the cane to the factory. 

Therefore, those farmers that did not have their cane accepted saw their 

cane rot in the fields.  

5.7 Summary 

MSEL is a case study of contractual relationships between MSEL and 

SHFs of sugarcane in Turiani Ward. The data collection concerning 

this case took place between 2007 and 2008. The findings show that 

producing sugar from sugarcane depends on the knowledge of the 

sugarcane producers. This makes that MSEL works closely with SHF 

in order to obtain good quality sugarcane. A farmer who grows good 

quality sugarcane has agronomic knowledge pertaining to maturity, 

timing the burning of sugarcane, required agronomic conditions, and 

the timing of the arrowing (blossoming) of sugarcane. Seasonal 

fluctuations also matter to both SHFs and MSEL, because it affects 

sucrose content in the stem of sugarcane. Sucrose content affects the 

price of sugarcane and the amount of sugar produced in the factory. 

The higher the sucrose levels in sugarcane, the higher the amount of 

processed sugar per ton in MSEL factory. MSEL sets prices according 

                                                
50

 Some famers have been protesting about this in the local newspapers. See The 
Guardian of 27th January 2007. 



 84 

to the sucrose levels in sugarcane delivered at the factory. The higher 

the sugar content in sugarcane delivered, the higher the price per ton 

the farmer receives.  

Unfortunately, the incentive strategy has not yet realised its full 

potential in Turiani. Although farmers work hard in individual farms, 

when it comes to payment, they receive prices, which are not what they 

bargain for due to sampling and measuring problems. Knowing that, 

farmers postpone selling sugarcane in the rainy season expecting to sell 

sugarcane in the dry seasons when the sucrose levels in the stems are 

high in order to increase the chances of getting high prices. Moreover, 

MSEL and SHFs have agreed on various clauses and one of these is to 

protect a farmer from accidental fires. This clause has turned out to 

motivate SHFs to opportunistically burn sugarcane. SHFs are misusing 

this clause to burn sugarcane out of the schedule knowing that clause 

29 of the contract sanctions MSEL to buy their sugarcane in case of a 

fire accident. 
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Chapter 6  

Kilombero Sugar Company 

Limited (KSCL) 

6.1 Introduction  

Kilombero Sugar Company Limited (KSCL) is a property of ILLOVO 

Sugar Limited (ISL), a South African company, which owns 55% of 

the shares. The Government of Tanzania still owns 25% of KSCL and 

ED&F Man Holding Limited, a company based in the United Kingdom 

owns 20% of KSCL. It is the largest sugar-processing company in 

Tanzania and it processes two types of sugar at two factories. These 

two factories are Msolwa (Kilombero 1, or K1) and Ruhembe factory 

(Kilombero 2, or K2) which started in 1962 and 1977 respectively. K1 

produces brown sugar and K2 is the only factory in the country which 

produces refined white sugar. K1 and K2 contract members of 

Kilombero Cane Growers Association (KCGA) and Ruhembe Out-

growers Association (ROA) respectively. The two factories started as 

government initiatives to involve smallholder farmers who collectively 

grew sugarcane in the Ujamaa farms. The Ujamaa farms started during 

the establishment of Ujamaa villages when the smallholder farmers 

came from different parts of the country and settled in the Kilombero 

valley in order to grow sugarcane. The Ujamaa farms were assigned to 

the Ujamaa villages. At that time, both factories were under 

government ownership. With the trade liberalisation policies the 

previously government owned companies were privatised. In 1998, 

both K1 and K2 were privatised.  

This chapter explains the natural fertility of the Kilombero valley, the 

organisation of the SHFs and the contracting for sugarcane. 

Furthermore, it discusses the transportation contract and the 

governance of the sugar value chain. Finally, this chapter compares the 

efficiency of KSCL with MSEL.  
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6.2 The natural fertility of the Kilombero 

valley 

The Kilombero valley is a flat bowl-like physical structure. It lies east 

of the Udzungwa Mountains and extends to the north and south of the 

Great Ruaha River in Kilosa District. The valley has warm climatic 

conditions, enough short and long rainfall seasons. The warm climatic 

conditions in the Kilombero valley are favorable for growing 

sugarcane. The short rainy season starts in November to December and 

the long rainy season starts in March to May. These rainy seasons 

provide excellent cane growing conditions in the areas at the base of 

the Udzungwa Mountains. 

The rains affect the amount of sucrose levels in sugarcane, as 

explained in the MSEL case, but the Kilombero valley is much more 

fertile than the Turiani area. The bowl-like structure facilitates 

receiving alluvial soil in the valley. The water of the tributaries to the 

rivers in the valley runs from the volcanic soils of the Udzungwa 

Mountains and the Southern Highlands. The tributaries bring fertile 

alluvial soils to the valley during the rain seasons. They also facilitate 

irrigation. The major rivers running through Kilombero valley are the 

Kilombero River and the Great Ruaha River. The Great Ruaha River 

originates from a number of large and small streams at the Northern 

slopes of the Poroto and the Kipengele mountains, which are in the 

Southern Highlands. The river carries alluvial soil of the Usangu plain 

and several other rivers join it. The Kilombero River originates from 

the main tributaries of the Rufiji, Mpanga, and Kihanzi rivers. All 

rivers pass through Kilombero valley and ultimately join the Rufiji 

River. The Rufiji River pours its water into the Indian Ocean. In 

addition, Kilombero valley collects natural fertility from the wildlife in 

the untouched preserved land of the Udzungwa Game Reserves and the 

Mikumi National Park. The dung of wildlife, the protected fauna, and 

the remnants of dead animals fertilises the Kilombero valley as 

rainwater runs through the protected areas. 

Although SHFs and the KSCL estate use fertilisers, the land is good 

enough to supply the nutrients for growing sugarcane. KSCL owns 

13,000 hectares of land within the Kilombero valley of which 7,900 

hectares are used to grow sugarcane in its estate.
51
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 These data are correct for the year 2008.  
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6.3 Economic organisation of SHFs in 

Kilombero valley 

The SHFs’ out-growers organisation follows the historical, political, 

and social economic transformation of Tanzania. The out-growers 

associations at KSCL started in 1961 as farmers’ groups. These 

farmers’ groups transformed into Ujamaa settlements during the 

villagisation policies. These groups grew sugarcane for the government 

owned factories of KSCL. After privatisation, the Ujamaa collective 

model continued to organise the SHFs. 

The organisation of SHFs follows KSCL’s factory locations. The 

headquarters and operations of KSCL are in the Kilombero valley, 

which is divided into two districts. KSCL owns two factories of which 

one is located in the Kilombero district (K1) and the other in the Kilosa 

district (K2), both in the Morogoro region. All SHFs’ farms are in the 

valley, but organised by two farmers associations. The farms of the 

SHFs who supply sugarcane to K1 belong to the Kilombero Cane 

Growers Association (KCGA) of the Kilombero district. Those who 

supply sugarcane to K2 grow sugarcane in the farms located in the 

Kilosa district and their organisation is the Ruhembe Out-growers 

Association (ROA).  

Both associations are members of the umbrella organisation of 

Tanzania Sugar Growers Association (TSGA) and are regulated by the 

Sugar Industry Act 2001. Since both associations are bounded by a 

similar contract to KSCL, this case takes KCGA as the representative 

of both associations in the study. 

KCGA 

KCGA has 14 objectives as stated in the association’s constitution.
52

 

All objectives are aimed at negotiating with KSCL on issues related to 

pricing, transportation, buying, and marketing farmers’ sugarcane. 

Other ones are to motivate farmers to plant sugarcane, receive credit 

services, and repay loans.  

KCGA motivates farmers to join farmer community groups growing 

sugarcane. It is the role of the association to educate farmers on 

sugarcane farming, competitive farming, and environmental protection. 
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 The KCGA constitution, 2001. 
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KCGA organised members in the Ujamaa village system, but every 

individual member has his own sugarcane farm. The owners of the 

neighboring farms form groups. In 2008, members of KCGA were 

organised into 50 groups located in 11 villages. The community 

members in these villages register with KCGA in order to supply 

sugarcane to K1. KCGA has 4,200 members living in villages like 

Mkamba, Kidatu, Msolwa-Ujamaa, Msolwa station, Miwangani, Sanje, 

Mkula, Kamukila, Sonjo, Mangula, and Magereza. The members 

supply approximately 40 - 50% of all crushed sugarcane at K1. The 

Ruhembe Out-growers Association (ROA) has 1,989 members.
53

 

The constitution of KCGA defines the groups as voluntary sugarcane 

farmers, who engage in farming activities in the Kilombero valley. It 

defines membership and obligations. Membership depends on having 

an interest in sugarcane farming and supply sugarcane to KSCL. 

Obligations are to pay membership fees, attend meetings, and adhere to 

good farming practices. Each village in the districts elects five 

members to represent the village in the Executive Committee. Every 

member attends the Annual General Meeting every year. KCGA 

leaders complained that this annual meeting is very costly to organise.  

6.4 Contracting for sugarcane 

At KSCL, the contract is annually renewable, prior to the 

commencement of the harvesting season. ROA and KCGA may bring 

any issue that emerged in the preceding season to the table for 

discussion in the annual Review Date meeting (RD). The members of 

the two associations have the right to send proposals concerning the 

amendment of the contract prior to the RD. The renewed contract 

bounds the KCGA members as soon as the amendments have been 

incorporated in the contract. The contract is binding after it has been 

signed in the last RD meeting. A KSCL official observed that the 

2008-contract includes more than 50 amendments, proposed over ten 

years. Still new proposals were on the table to be renegotiated in the 

RD of 2009. 

Pricing of sugarcane (Clause 5) 

Since the start of buying sugarcane from SHFs in 1962, the price of 

sugarcane was set to fluctuate with the sucrose level in the sugarcane 

supplied by the SHFs. KSCL offered prices according to the sucrose 
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 So, in 2008, both associations had 6,189 members together. 
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levels measured in the laboratory, similar to the procedure at MSEL. 

After contract renegotiations between 1999 and 2000, in 2001 KSCL, 

ROA and KCGA representatives agreed to fix the prices at a 9% level 

of sucrose. Given the fertility of the area, this sucrose level was 

thought to be achievable for every farmer, while it mitigated the 

variability in income for farmers. It was seen as a good incentive for 

smallholder farmers to grow more cane and as a solution to the 

measurement problem.  

The Roles of the Operating Board (OB) (Clause 8) 

The Operating Board (OB) governs the sugarcane supply chain of 

KSCL. The OB comprises of four representatives from KSCL and two 

representatives from each of the two associations, ROA and KCGA. 

Thus, the OB comprises of eight people who oversee harvesting 

activities. The OB is the liaison between KSCL and the two 

associations. It ensures that the SHFs comply with the Sugarcane 

Supply Agreement (SCSA) and the Sugar Industry Act 2001.
54

 The OB 

receives the estimate of sugarcane KSCL needs in that year for the 

factories (K1 and K2) in the crushing season (Msimu).
55

 After 

receiving this estimate, the OB calculates the operational tasks for the 

following harvesting season and assigns the sugarcane supply tasks to 

the two associations. The assignment specifies the amount of 

sugarcane to be supplied by each association to the respective factories 

per day, week, and month. The OB announces this assignment in the 

local newspapers in January of every year prior to the crushing season. 

In this announcement, the OB reminds the associations to reassign the 

quotas announced in the newspaper to individual farmers who are able 

to supply the sugarcane in the next season. The association leaders use 

the announced quotas to estimate and prepare the harvesting schedules. 

The leaders of the associations have to submit the estimates before 30 

April (at 12:00 hours) prior to the opening of the crushing season. If 

they fail to do so, then the association in question might not be allowed 

to harvest its sugarcane in the coming season. 

The SHFs start supplying the sugarcane at the end of the month of May 

of every year. On 15 May each year, KSCL submits an estimate of the 

following year’s Net Division Proceeds (NDP) that is to be 

consolidated in the overall yearly budget. These NDP is to be 
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 The Sugar Industry Act, 2001, and KSCL annual report, 2008. 
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 Msimu is a term for the period in which the two factories crush sugarcane, mainly 
between April and November.  
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consolidated into the plan of ILLOVO International Company Limited 

(ISICL).  

Rejection of sugarcane (Clause 5) 

The contract empowers the OB to inspect sugarcane before it is 

weighted at the Weighing Bridge (WB) and to reject the cane that is 

not suitable for crushing. It also bestows power on the OB to reject 

sugarcane that is supplied with less than an 8% sucrose level. The 

contract prescribes that when the average sucrose level in the 

sugarcane falls below 8%, the OB needs to give notice to the factory 

management to find a solution. 

Fire insurance policy 

Unlike MSEL, KSCL no longer provides insurance against accidental 

fires. The clauses that gave such an insurance against accidental fires 

were removed from the contract. At KSCL, SHFs have been informed 

that the accidental fires are caused by malicious people or careless 

farmers who do not put firebreaks between one farm and another.
56

 

ROA and KCGA members receive training on how to control fires. If a 

fire incident happens and the SHF is not in the schedule he needs to 

bear the costs himself.  

Pre-harvesting and sales proceeds 

Pre-harvesting field operations (i.e. good farming practices before 

harvesting takes place) are the responsibilities of an individual farmer. 

Kilombero Community Trust (KCT), established by the owners of 

KSCL in 2001, monitors and provides advice to SHFs on good farming 

practices from the time of planting to the harvesting. KSCL field 

officers check sugarcane quality just prior to harvesting. Transportation 

arrangements and associated costs are the responsibility of individual 

farmers. When a member of ROA or KCGA happens to appear in the 

schedule, he needs to make his own arrangement with ROA and 

KCGA leader to contact UNITRANS. He has to make sure that his 

sugarcane reaches the factory, is weighed, and then crushed. Altough 

KSCL offers cane cutting services, the farmer has to pay the costs 

involved in cutting. The two associations have acquired their own 

                                                
56

 This is according to George Mlingwa’s report (Gerge Mlingwa is the Chairman of 
the Tanzania sugar Growers Association, which is the umbrella organisation of 
smallholder farmers in the sugar industry). This report was presented at the World 
Association of Beet and Sugarcane Growers.  
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sugarcane loaders, which the members can hire and pay a rental fee to 

their associations. KSCL pays 90% of the sales proceeds at the 

moment the farmer delivers his sugarcane at the factory. The remaining 

10% is paid in May; the next year after the company has sold and 

exported the sugar of the previous season. In May the overall sugar 

sales of ISICL have been audited. 

Credit and services 

KSCL has delegated the activities of offering credit and services to the 

Kilombero Community Trust (KCT). KCT helps the farming 

community to obtain loans, for not only sugarcane development but 

also other crops. KCT provides the loan services via KCGA and ROA. 

Furthermore, it offers training services, e.g. for entrepreneurship 

development. KCT carries out developing programs in the community 

such as supporting and building schools, health services provision, 

building primary courts houses and providing electricity for the 

community.  

The owners of KSCL have endowed KCT with estate farmland to plant 

sugarcane. Eighty percent (80%) of the proceeds of the harvest of this 

farmland is used for funding its loan operations and its extension 

services. Twenty percent (20%) is used for the development of the 

local community. Provision of such services has attracted many donor 

agents to donate funds for the community development in the 

Kilombero valley.  

During the focus group interviews, the leaders of the two associations 

were positive about what KCT does for the community. However, the 

SHFs who participated were less positive about the way these services 

were provided. They were confused by the way, in which the KCT has 

taken up the name of “community” in its own name, while the 

community itself was not involved. They would like to get involved as 

it was before privatisation when they were working in the Ujamaa 

communities.  

Furthermore, the role of KCT is not clear to the majority of the 

participants whose interest it is to sell sugarcane to the factories. In 

their view, KCT uses scarce production capacity, which might be used 

to crush the KCGA and ROA members’ sugarcane. The SHFs could 

crush less as part of the quota was assigned to KCT as KSCL regarded 

KCT as part of the community.
57

 According to the participants, in 2008 
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 The production of KCT is included in the quota for the associations.  
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only 50% of the SHFs were able to sell their sugarcane to KSCL. The 

participants said that because of the problems of not being able to sell 

sugarcane as before, many SHFs are now shifting to growing rice and 

maize instead. Rice and maize farming are booming nowadays. 

Logistics and opportunistic drivers 

When KSCL was privatised in 1998, there were not enough trucks 

available to haul sugarcane in the fields. KSCL contracted private 

drivers and private trucks to expand transport capacity. 

To speed up the haulage and transport of sugarcane from the SHFs’ 

farms and from the estate farms, KSCL automated the Weighing 

Bridge (WB). Trucks passing through the entrance gates of the WB are 

now automatically weighed and the information is automatically 

recorded in a computer system. The owner of a truck was paid 

according to the tons of cane the trucks hauled and this was related to 

the capacity of the truck. The driver received payment based on the 

tons he delivered according to the records of the computerised 

automatic WB.  

This automation turned out to create a new problem of cheating truck 

drivers. The drivers wanted to maximise weights. With this set-up, 

drivers hauled sugarcane, but packed sacks of sand or heavy iron bars 

first in order to increase the weight of the truck. Some drivers drove 

around with a truck full of sand or iron bars. They conspired with the 

guards at the rear gates, which were not automatically operated. After 

off-loading sugarcane, or sometimes even pretending to off-load 

sugarcane, a truck driver then went out through the rear gates, either to 

re-enter the WB with the same load, or to return to the fields to haul 

new sugarcane. 

When KSCL discovered these tricks, it terminated the contracts with 

the private truck drivers, and fired some of its own employed drivers. 

Many of KSCL’s own trucks were already damaged because of 

carrying too heavy loads throughout the sugarcane-harvesting season. 

KSCL then contracted UNITRANS Company Limited (UNITRANS) 

in 2001 to deal with all motor vehicles at KSCL. UNITRANS, on its 

turn, contracts private drivers. 

UNITRANS registers trucks, which have a capacity of six tons in order 

to prevent extreme wear and tear of the roads and to monitor the 

drivers. Trucks with a higher capacity than six tons are required to 

partition the body into two sections. During the harvesting season, the 
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owner may use only one of the sections. The trucks are inspected for 

roadworthiness every two months throughout the harvesting season, 

and also to check whether drivers rig the system again. If there is any 

damage of the Weighing Bridge due to poor driving, UNITRANS and 

the owner(s) of the trucks have to compensate the damage. Failure to 

pay for the damage might lead to termination of the contract. In 

addition, the contract requires UNITRANS to keep the approved trucks 

on the KSCL’s premises during the harvesting season.  

6.5  Coping with overproduction  

Figure 13 below shows the sugarcane production trend from the SHFs 

and the estate. The topmost line shows the sugarcane supplied from 

KSCL’s own estate.
58 

 

Figure 13 Production of sugarcane of ROA and KCGA, 1992008 

 

The other line represents the sugarcane supply from ROA and KCGA 

members. Until 1992, the factories were not running at full capacity 

and the SHFs supplied less sugarcane to the factory than the estate did. 

The participants in the group discussion revealed that between the 

1980s and 1990s only very few farmers were attracted to KSCL, 
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 Each factory (K1 and K2) has a separate estate, but both are under the same 
ownership and management. 
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because of non-attractive prices and transportation problems. The ROA 

and KCGA members shifted from planting sugarcane towards rice and 

maize farming. Others abandoned farming and migrated to the cities to 

find other employment. Furthermore, between 1995 and 1998, K2 was 

closed down due to a lack of spare parts. This also forced SHFs to quit 

sugarcane farming in Kilombero valley. Figure 13 shows that between 

1995 and 1998 production dwindled. 

After privatisation in 1998, the new KSCL owners rehabilitated the K2 

factory. This increased the demand for sugarcane supply in the valley. 

KSCL offered incentives to farmers to resume sugarcane farming. 

These incentives were such as offering low interest rate loans for 

buying farm inputs, clearing the roads for easy transportation of 

sugarcanes, building health centres for sick farmers, offering primary 

school materials, and advice on good farming practices. With an influx 

of farmers into the valley from 1999 onward, more sugarcane was 

planted and harvested every year. The members of the two associations 

were able to sell all sugarcane they were able to supply. Figure 13 

shows that from 1998 to 2005 sugarcane supply increased 

dramatically.  

From 1999, when the rehabilitation of K2 was done, ROA members 

could sell all their sugarcane to the K2 factory again. Figure 13 shows 

an increase of sugarcane supply to KSCL from the associations’ 

members. In addition to that, the 2002 negotiation fixed the sucrose 

levels at 9%, which motivated the SHFs to produce even more 

sugarcane. Figure 13 shows the increased sugarcane supply starting 

from 2003 onwards. In 2005, KSCL capped the amount of sugarcane 

SHFs could deliver to the factory in order to stop the increase in 

production. To comply with the cap, the associations were forced to set 

up a harvesting schedule in which not every member could be taken 

up.
59

 

From the year 2005, ROA and KCGA leaders set up a schedule in 

which the sugarcane of whole villages is harvested instead of a 

schedule in which small amounts of sugarcane of every farmer in the 

whole valley are harvested. The leaders thus had to prioritise members 

in order to give every member a chance to sell his sugarcane. To 

adhere to the assigned quota, different members could sell only in 

different seasons. For example, a member might have sold in the 

crushing season of 2006, but not in 2007 or 2008, depending on the 

allocated quota.
 
Those farmers who were not included to sell their 
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 Due to floods in the valley, especially hindering the harvesting in the estate in 2006, 
SHFs were able to supply more sugarcane than the cap initially allowed. 
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sugarcane had to cut down their cane in order to preserve the plant for 

next year’s harvest.  

This assignment of the rights to sell generates another problem. During 

the focus group interviews, participants complained that they were 

treated unequally as they thought that some of the members bribed 

ROA and KCGA leaders in order to be taken up in the harvesting 

schedule. The participants alleged that their leaders conspired with the 

OB to manipulate the schedule. This manipulation favoured those 

members who could bribe. The participants claimed that when such 

manipulation happened, their leaders and the OB could not write the 

names of favoured SHFs in the schedule. However, they could secretly 

allow them to harvest regardless of the harvesting schedule and sell. 

The participants claimed that this happened because of the time-lag 

between planting and harvesting.  

All farmers start planting sugarcane in the long rainy season of January 

to May with the expectation to sell in the following year in the month 

of May. KSCL releases harvesting quotas usually in January of the 

following year, while the sugarcane has then already matured. The RD 

(review date) meeting, which amends the contract and approves the 

schedule, takes place in April. Farmers thus get to know the harvesting 

schedule only in April of the year, while the sugarcane is waiting to be 

harvested. The SHFs, who are not in taken up in the schedule, need to 

cut their sugarcane and let it rot. Failure to sell the sugarcane in the 

season means losses to the farmer, because unharvested sugarcane 

sprouts and becomes unsuitable for crushing as it loses sugar to feed 

the sprouting stem.  

In the group discussion, participants expressed their outrage that some 

farmers could harvest every year, while their names were not even 

scheduled. Meanwhile others whose names were listed in the schedule 

were skipped. This gave rise to the allegation of bribery. The 

association leaders pointed out that these allegations were likely to 

come up, as not all members whose names appeared in the schedule 

could actually harvest as by the time of harvesting their sugarcane had 

already sprouted, or was physically unsuitable for harvesting. 

Inspection of farms by extension officers prior to harvesting might 

result into the removal of the name of the farmer of the schedule by the 

OB. The OB had the right to remove them out of the schedule simply 

because their sugarcane was not good for harvesting. This created a 

supply gap in the schedule that needed to be filled. New ones that did 

not originally appear in the schedule might then take that place.  
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The participants explained how it had been good for them to receive 

fertilisers and farm inputs from KCT, but they were outraged because 

they could not sell their sugarcane every year to KSCL.
60

 As SHFs 

received subsidised fertilisers every year, they could divert it to grow 

maize and rice. The SHFs participants stated that with the sucrose level 

fixed at 9% it did not matter if one applied fertilisers to grow sugarcane 

or not. The participants said that the “unfair” assignment of rights to 

sell stimulated the culture of not using fertilisers in the sugarcane 

farms. The fertilisers were used to grow rice and maize instead. 

6.6 Comparing the efficiency of KSCL and 

MSEL 

As explained in chapter five and in this chapter, both KSCL and MSEL 

strive to maximise the sucrose level contained in the sugarcane crushed 

at the three factories. The sugar production of the two companies since 

1992 to 2008 can be compared in order to assess their relative 

efficiency. Regressing the amount of sugarcane against the sugar 

produced in the same year, compares the efficiency between MSEL 

and KSCL in relation to the tons of sugar produced per tons of 

sugarcane crushed per year. The outcome of the regressions is 

presented in two figures. With the aid of two figures, one can assess 

the relative efficiency of the two factories. Note that this also compares 

the farming efforts by SHFs as these partly drive sucrose levels in 

sugarcane. 

Together with the farming efforts of SHFs, the monitoring system and 

the valley’s natural endowment, KSCL is a more efficient sugar 

producer than MSEL based on sugar produced by the two companies. 

Figure 14 below shows the relation between sugar produced and 

sugarcane crushed for MSEL and KSCL respectively. The left hand 

side of figure 14 shows that one ton of sugarcane crushed at MSEL, 

gets 0.086 tons of sugar over the past 16 years. At KSCL, one ton of 

sugarcane crushed delivers 0.105 tons of sugar.  
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 Depending on the actual amount of sugarcane harvested in a year, the harvesting 
cycle might be less or more than two years for an individual farmer. Due to the 
increasing number of members in the valley and the corresponding increasing in 
sugarcane, it might take more than two years for the associations to prepare a 
schedule which includes all members. 
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Figure 14 Efficiency of MSEL and KSCL sugar production 

 

 

Table 2 Comparing KSCL and MSEL 

Periods 

corresponding 

to 

institutional 

change  

Firms  Cumulative 

total tons of 

sugarcane 

crushed (x 

1,000) 

Cumulative 

total tons of 

sugar 

produced 

(x 1,000) 

Ratio of tons 

of sugar to 

tons of 

sugarcane 

crushed (in %) 

 1992-1998  KSCL  3,724  316  8.5% 

   MSEL  2,469  205  8.3% 

 1999-2002  KSCL  1,444  154  10.3% 

   MSEL  1,022  92  9.0% 

 2002-2008  KSCL  7,147  792  11.0% 

   MSEL  3,122  275  8.8% 

 

Table 2 provides additional descriptive statistics on the sugar yields of 

the two companies. The table shows that before privatisation (1992-

1998) KSCL and MSEL realised a sugar yield of respectively 8.5% 

and 8.3%. This shows that KSCL was on average only slightly more 

efficient than MSEL in the period 1992 to 1998, even though the land 

in Kilombero valley is more fertile than in Turiani. After 1998, the 

Tanzanian government privatised the sugar processing facilities. In the 

period after transformation from Ujamaa to private ownership (1999 to 

2002), both companies contracted SHFs on sucrose levels. Both 

companies increased their yields, with KSCL reaching a much higher 
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yield level than MSEL, 10.3% versus 9.0% respectively. In 2002, 

Kilombero changed its policy, which allowed farmers to sell their 

sugarcane at a fixed sucrose level of 9.0% regardless of the exact 

sucrose levels in the sugarcane the farmers supply. 

At the same time, KSCL increased the monitoring of the quality of the 

sugarcane that was to be supplied in the farm and at the entrance gate 

before crushing. This change has further increased KSCL’s efficiency 

by 0.7% on average. Although the period on which data is available, is 

still relatively short, it seems safe to conclude that KSCL is able to 

produce at a higher efficiency; it crushes more cane with a higher 

sucrose content thus yielding more sugar. 

6.7 Summary 

The chapter describes the Kilombero Sugar Company Limited (KSCL), 

the largest sugar producing company in Tanzania. Unlike MSEL, 

which is discussed in the previous chapter, KSCL contracts sugarcane 

delivery while MSEL contracts sugar content in the cane delivered by 

SHFs. Therefore, at KSCL, the more sugarcane the SHF delivers, the 

higher the sales income he receives. As discussed earlier in Chapter 5, 

prices are, next to the amount of sugarcane, depending on the quality 

of sugarcane in terms of sucrose levels the SHF delivers. 

The chapter also compares the efficiency of the two factories. It is 

shown that both cases had similar sugar yields during the Ujamaa 

period. However, after privatisation KSCL seemed to be able to 

operate more efficiently than MSEL partly because of more fertile 

land. Furthermore, at MSEL, SHFs used fertiliser to grow sugarcane, 

while at KSCL farmers’ diverted fertiliser to rice and maize farming. 

Still sugar yields are higher in Kilombero due to its geographical 

location. The effect of the contractual change in 2002 to a fixing of the 

sucrose level in Kilombero, together with the monitoring of the 

sugarcane prior to crushing has lifted sugar yields at KSCL. The other 

side of the coin is that this policy led to opportunistic use of fertiliser 

and created mistrust especially among farmers that are not yet fully 

experienced sugarcane growers. 
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Chapter 7  

Alliance One Tanzania Limited 

(AOTL) 

7.1 Introduction  

Alliance One Tanzania Limited (AOTL) is a company, which owns a 

tobacco factory facility in Morogoro. The main activity of the facility 

is to sort, grade and package tobacco leaves into different sizes of 

packs according to customers’ demand. The major buyers of tobacco 

from AOTL are the Tanzania Cigarette Company Limited (TCCL) and 

international companies such as Phillip Morris International. 

In 1995, AOTL started as Dimon Company Limited (DCL) in the 

Tabora region. The company started the business activities during the 

second phase of leadership in Tanzania.
61

 The second president, Ali 

Hassan Mwinyi, who took over from President Nyerere in 1985, 

introduced liberal market policies. The second phase government, 

therefore, has the name of the ruksa period because the president 

promoted the Washington Consensus policies.
62 

Many governments 

owned enterprises were privatised including the tobacco government 

owned companies. The Tanzania Tobacco Board remained as a 

regulator of the industry instead of being involved in the production of 

tobacco. The Dimon Company Limited (DCL) changed its name in 

2005 to Alliance One Tanzania Limited (AOTL).  

                                                
61

 The first term president was President Julius Kambarage Nyerere who served as 
president for 40 years during the Ujamaa period. The second term leadership was 
for president Ali Hassan Mwinyi, who served for 2 periods, i.e. 10 years. The 
third term leadership was for Benjamin Mkapa, also serving for 2 terms. The 
current fourth term leadership is for president Jakaya Mrisho Kikwete.  

62
 The term “Washington Consensus” is used for the period between 1970s and 1990s 

when the term was coined to refer to the common denominator in the policy 
advice of the Washington-based institutions (e.g. IMF and World Bank). These 
policies include tax reforms, fiscal discipline, interest rate liberalisation, 
competitive exchange rate, trade liberalisation, liberalisation of inflow of foreign 
direct investments, privatisation, deregulation and secure property rights.  
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As described earlier, primary cooperative societies (PCSs) have been 

part of the social fabric of the Tanzanian farming community from 

colonial period until today. Hence, when Dimon started buying tobacco 

in Tabora in 1995, the cooperative societies were there. Therefore, 

DCL decided to contract SHFs through the existing primary 

cooperative society. Currently, the PCS is still the contractor of AOTL. 

In 2001, DCL and another tobacco company, the Tanzania Tobacco 

Leaves Company Limited (TLTCL), set up a joint venture known as 

the Association of Tobacco Traders of Tanzania Limited (ATTT), or 

also known as “A-triple T”, to facilitate extension services, to provide 

grading services and administrative and logistical services. AOTL and 

TLTCL buy tobacco from cooperative society members. AOTL 

transports tobacco through the central railway line to its Morogoro 

based factory. Although AOTL buys tobacco leaves from farmers in 

different regions of Tanzania, this case study confines itself to the 

contracting of tobacco farmers in the Tabora region.  

7.2 Regulating the tobacco industry 

The Tanzania Tobacco Board (TTB) regulates the tobacco industry. 

The TTB was established in 1972 to organise production, processing 

and marketing of tobacco products. Before the privatisation era, the 

TTB dealt with all aspects of the tobacco value chain in Tanzania. For 

example, TTB owned a factory in Morogoro and it was directly 

involved in selling processed tobacco leaves on internal and export 

markets. With the privatisation of the tobacco production, the TTB 

sold its factories to TLTCL. TTB was restructured into a regulatory 

agency.
63 

As a regulatory agency, the TTB set up the Tanzania 

Tobacco Council (TTC). The TTC comprises of growers (via the 

representatives of PCSs), traders (tobacco companies, i.e. AOTL and 

TLTCL) and other experts (Ministry of Agriculture). The council 

discusses issues pertaining to the industry. Within the TTC, the 

participants set up the contractual terms that are to be used to contract 

SHFs. This concerns prices, grading, fertiliser loans and extension 

services.  

As discussed in chapter 2, the PCSs in Tanzania date back to colonial 

times and were much encouraged during the Ujamaa period (1961-

1982). At that time, the government owned the factories and the major 

means of production. All farmers sold their crops through cooperative 

societies, which would then supply the crops to government owned 

                                                
63

 According to the Tobacco Industry Act 2001.  
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factories. After the introduction of trade liberalisation policies from 

mid 1980s, the tobacco farmers, like many other Tanzanian farmers, 

remained members of the cooperative societies.  

To become a member of the tobacco related cooperative society, a SHF 

needs to register with a PCS. The PCS then submits a list of the names 

to TTB. The list shows the acreage of land a farmer has at his disposal 

to grow tobacco and the corresponding inputs required by each SHF. 

Every applicant must make sure that he has at least 0.8 hectares of 

land, which is prepared for growing tobacco, a barn, a tobacco store, 

woodlots, and some financial capital. The farmer must complete an 

application form, attach a photograph, and submit these to his 

respective PCS.  

The PCS collects all members’ applications and sends them to the 

TTB. Afterwards, the PCS, the AOTL, and TTB examine the 

application and if the applicant fulfills the conditions, the TTB issues 

an identification card to the tobacco farmer. The card displays the 

farmer’s photograph, name, location/village, society name, and the 

farmer’s identity number. On behalf of the members, the PCS leaders 

sign the contract regarding the cultivating and the selling of tobacco. 

The District Cooperative Officer (DCO) and TTB approve the contract 

between the PCS and AOTL or TLTCL to buy tobacco from SHFs in 

Tanzania. 

7.3 Contracting the tobacco smallholder 

farmers 

There are two companies which contract tobacco farmers in the Tabora 

Region. These companies are AOTL and TLTCL. In the period before 

the planting season, i.e. between May and August of each calendar 

year, SHFs need to contract with the tobacco factories. In the Tabora 

region, farmers need to form a group of ten in order to sign a contract 

with AOTL. Joining a group is necessary. A group of ten members 

gives each member the right to apply for a loan. However, the farmers 

need to stand surety for each other for the loans these farmers receive 

to buy fertiliser. The PCS officials record the loan information of each 

group and the members. After registration, the group of 10 receives the 

farm inputs such as fertilisers from AOTL. Although every individual 

farmer owns a tobacco farm separately, he receives farm inputs only 

through the group. When one member defaults, the group is 

responsible to repay the loan or trace the defaulter to force him to 
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repay the loan. It is thus important for a farmer to join a group with 

members he can trust.  

The tobacco contract specifies crop production estimates per hectare, 

crop volume, and corresponding input requirements. AOTL is obliged 

to report monthly to several offices, namely: the district agricultural 

officer, the regional agriculture officer and the TTC with regard to the 

tonnage of crops purchased, the average price offered and the inputs 

distributed to growers within the existing farming contract. The buyers 

are also supposed to offer extension services to the contracted SHFs. 

The TTB has the powers to inspect and verify the quality of the 

extension services rendered by the buyers. The deduction of the value 

of the inputs provided on credit from tobacco sales by SHFs is 

regulated in the Tobacco Industry Act (2001).  

The farming contract specifies the prices and payment procedures, 

which were already agreed upon in the TTC. A standard contract 

between AOTL and A tobacco farmer will show that AOTL will 

deduct 5% of the sales price from a farmers revenues for the district 

council as a district cess (a form of agricultural product tax), society 

levy 5%, unions levy 2.2 %, apex cooperative society levy 1% and 

TTB 0.1%. In addition to this, AOTL will deduct the amount of money 

the farmer owes due to the borrowed farm inputs. 

For the next season, AOTL needs to make sure that the SHFs have 

repaid all their loans before they can sign a new contract (URT(d), 

2001). If this is not the case, AOTL may not provide that farmer with a 

loan for the farm inputs. 

7.4 Influence of Ujamaa legacy to the SHFs 

During the Ujamaa period (1961-1982), the SHFs received many 

services including subsidised fertilisers from the government agencies 

for what seemed to be a free service through the PCS. The government, 

through the respective crop boards, bargained and contracted with 

different domestic and international dealers on behalf of the members 

of the PCS. The government marketed and sold the tobacco the farmer 

harvested.  

The crop boards based the payment to farmers on anticipated world 

prices after deducting the boards’ expenses. The SHF received the 

remaining income, which he perceived as his the total income from the 

sale of the crops. If there were arrears, the farmers were paid the 
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difference. The farmers were not well informed about the details of the 

system and they interpreted all services as free from the PCS. After all, 

during the Ujamaa period, all PCSs, including the crop boards, were 

under the government control and were involved in all stages of the 

crops value chain.  

History of defaulting 

Defaulting on loans started in the ruksa era after the privatisation of the 

tobacco factories. The farmers registered their names with more than 

one tobacco company, and each of these companies offered the SHFs a 

loan for farm inputs, as the law required this. Figure 15 shows the 

impact of the defaulting behavior on the production of tobacco. 

 

Figure 15 Tobacco total sales in tons per year in Tanzania 

 

As usual, the PCSs were supposed to take care of all transactions as 

before privatisation. Figure 15 shows the drop in production between 

1997 and 2001, as many of the SHFs defaulted on the repayment of 

farm input loans. As farmers saw it, the loans were free handouts from 

the government, but now administered by the tobacco companies. Due 
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to that experience, the SHFs, especially in rural areas, did not 

understand that the loans were connected to the delivery of formerly 

free services. All this resulted in a fall in the production of tobacco.
64

 

In order to mitigate this problem DCL and TLTCL established ATTT 

in 2001 to control the offering of services to farmers, streamline 

tobacco leaves procurement, and the promotion of tobacco leave 

production among farmers.  

7.5 Introducing A-triple T 

A-tripleT, or ATTT, is owned by AOTL and TLTCL, each having a 

share of 50%. The major reason to establish A-triple T was to control 

the SHFs who contracted with DCL (the company that changed into 

AOTL) and TLTCL. The SHF entered into contract with AOTL and 

TLTCL at the same time. Some SHFs could easily default on farm 

inputs because of the competition between the two buyers. 

With ATTT, it has been easy to sort out the farmers who contracted 

with both of the two companies, but still there is a long way to go. The 

objectives of setting up the ATTT were, and still are, to offer extension 

services, distribute farm inputs, assisting in buying tobacco, following 

up logistics and repayment of the loan from the faithful farmers and the 

defaulters. ATTT conducts all activities on behalf of the two 

companies. However, despite the presence of ATTT, some of the SHFs 

in Tabora region are still facing many unsettled disputes in the primary 

court because of defaulting repayment of loans received as farm inputs 

on credit.  

7.6 Grading at the “gulio” and the “PCS” 

Apart from growing tobacco, the SHFs harvest, cure, dry, bale, grade, 

weigh, and take the cured tobacco bales to the market centres (gulio) 

on specific days. At the gulio the TTB classifier assigns a grade to each 

bale, which the farmers call “a government grade.” After the TTB 

classifier, the ATTT classifier also grades the tobacco and attaches a 

sticker with his grade to the tobacco bale. Thereafter, the PCS classifier 

also grades the tobacco and records this on a separate sticker on the 

bale, or sometimes records it in a separate notebook. Grading is done 

by the way of smelling, touching, feeling, visual inspecting, and 

tasting.  
                                                

64
 The Economic Survey, 2007 and the interviews among the officials at AOTL –

Morogoro office. 
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The contracted transporters then take the bales from the gulio and bring 

them to the PCS store. An ATTT official and the contracted transporter 

assign a PCN,
65 

which contains the information about the bale 

including the owner’s particulars and the grades. At the PCS’s office, 

all three classifiers (TTB, ATTT and PCS agent) agree on a single 

grade of that bale of tobacco, in the absence of the SHF. This grade is 

recorded on a sticker on the bale. The ATTT and the PCS official feed 

the particulars of the tobacco bale into the computer and send an e-mail 

to the factory officials in Morogoro. From the PCS store, the baled 

tobacco with the final grade is to be transported to Morogoro by 

railway to the factory. A last round of grading takes place in the 

factory in Morogoro in order to arrive at the final grade, which is the 

basis of the price for the tobacco leaves. Through the PCS, AOTL then 

pays the farmers based on this grading system. 

7.7 Transportation of tobacco 

The shipping officers at the railway station receive the tobacco bales.
66

 

The officers pick about 10% of the bales at random and reweigh them 

to confirm whether the bales weigh as the information provided 

indicates. If there is any difference(s) in the weight this is recorded at 

the railway station. The bales are then grouped for a specific wagon. 

For such a group of bales, an officer attaches a dispatch that contains 

information such as wagon/truck number, date, name of the ATTT 

classifier, and transport cost to the bale and records the information in 

a computer system. The system produces a consignment note for the 

tobacco company and automatically sends an e-mail to the factory with 

a copy to the railway station officer of Morogoro.  

From the railway station of Morogoro, the tobacco is transported to the 

AOTL or TLTCL factories. The railway line passes under the roof of 

the factories. The computer system reads the coded information on the 

bales.  

7.8 Grading at the factory  

The inspector at the factory inspects the quality of the bales and 

decides on a final grade. The final grading, thus, takes place in the 

absence of the SHF and the three other classifiers. The inspector at the 
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 PCN is a number which is placed on the bale for identification purposes.  
66

 Shipping officers are the railway station employees contracted by AOTL to send 
tobacco to the Morogoro factory.  
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factory may degrade or upgrade the tobacco bales. In the case that the 

inspector at the factory assigns a bale with the lowest three grades out 

of more than the 100 grades, then the inspector has the right to discard 

the tobacco as unsuitable. The grade assigned determines the price of 

the tobacco and thus the amount paid out to farmers.  

After the final grading, the factory sends the information back to the 

PCS who transmits the information to their members. The information 

includes the name of the PCS member whose tobacco has been 

discarded, upgraded, or degraded and the resulting amount of payment 

per person per grade. The same information is sent to ATTT officials. 

The ATTT accountant pays the SHFs through their PCS.  

7.9 Farmers’ perceptions of grading 

SHFs complained of this grading system. In the group discussion, the 

participants revealed their suspicions that grades were swapped. They 

said that the stickers on the bales could be easily detached from the 

bales, or swapped by some malicious persons during classification, 

transportation, or at the factory. When a sticker on a bale with a good 

grade is swapped with a sticker on a bale with a bad grade, the first one 

might end up discarded at the factory, while the latter may get payment 

for a low graded bale.  

Discarding unsuitable tobacco has raised many questions to the SHFs. 

The participants still question why the tobacco has to go through all the 

classifying stages when it is later to be discarded at the factory. Such a 

grading system is difficult for the farmers to grasp and the system has 

created mistrust. The SHFs believe that those who receive high grades 

pay bribes. For example, farmers knew some cases where a few 

farmers, known for not practicing good farming techniques, ended up 

with better tobacco grades than those who know good farming 

practices. The same applies to a farmer who claimed to have used good 

farming practices, but at the end, received information that his tobacco 

was graded “unsuitable for smoking” and therefore discarded. 

The Tobacco Industry Act, 2001 (URT (u), 2001), provides for three 

classifiers, one from the PCS, the TTB, and ATTT each, in order to 

ensure that each individual is awarded the correct grade for his 

tobacco. These classifiers are supposed to grade the tobacco at 

different times and meet later to compare the grades they have 

awarded. During this joint grading session, they are supposed to check 

and to make sure that there are no huge discrepancies between the 
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grades awarded by each classifier. The possibility of reaching an 

agreement on joint grade before feeding it in the computer, or the bale 

being transported to Morogoro seems to be a solution to the farmers' 

complaint. However, joint grading has even raised more suspicions. 

The group discussion participants claimed that the three classifiers 

collude to give high grades to classifiers’ relatives. The participants 

claimed that the classifiers sometimes swap the stickers to favour their 

relatives or those who give bribes.  

Another complaint of the farmers was about the long period between 

selling and receiving payment. It takes more than two months for a 

farmer to receive the payment. This made it difficult for farmers to 

meet their financial obligations. Farmers may thus wait for a long time 

and then may end up with a lower grade than expected, or receive 

information that their tobacco has been discarded in Morogoro. 

Meanwhile, during the waiting period farmers get in debt in order to 

pay school fees for their children or to take care of their family. The 

farmers, who participated in the discussion, explained that many 

farmers are outraged due to the fraudulent practices and sometimes a 

farmer revenges by defaulting. 

Although grade swapping and opportunistic re-grading may happen in 

the Tabora region, it is hard to prove. Factory officials state that 

farmers sometimes claim higher grades than actually awarded to cover 

their agronomic ineptitude. As the grading system is also very 

complicated (encompassing more than 150 different grades), it makes 

it difficult for farmers to grade their own produce correctly. 

Complexity coupled with a lack of transparency in grading makes it 

difficult to encourage and build trust among the SHFs. 

7.10  Defaulting behaviour in Ibiri 

Many farmer groups borrow farm inputs, but find it difficult to repay 

the loan later. Farmers think that farm inputs are too expensive to 

recoup the cost. They believe that the prices of farm inputs have 

increased because AOTL would rather increase its profits than offer a 

fair price. During the group discussion, farmers in Ibiri explained what 

happened in 2007. The participants said that a group of 10 members 

failed to repay the loan, because three members did not harvest enough 

tobacco leaves.  

The participants revealed that there were two reasons behind this 

defaulting. Reason one was that some farmers did not use the fertiliser 
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for the intended tobacco crop. They did not grow tobacco at all. 

Instead, they used the fertiliser on other crops such as maize and 

groundnuts. Alternatively, some farmers apportioned the fertiliser to 

both tobacco and groundnuts. Since groundnuts fetch better prices on 

the local market, these farmers planted a smaller acreage of tobacco 

then was expected from them. When they harvested the tobacco, they 

received a low grade due to a shortage of fertiliser. These farmers 

remained with an outstanding loan to repay in the following season. 

Therefore, the group in question was unable to settle their contractual 

obligation in relation to the AOTL contract. 

The second reason was to be found in the fact that tobacco is more 

labour intensive compared to other crops. Therefore, farmers who 

committed themselves to growing good quality tobacco leaves could 

not undertake other income generating activities during the period 

before harvesting because of the care the tobacco needs. While waiting 

for payment from AOTL, these farmers needed to borrow some money 

from their neighbours and friends promising to repay the borrowed 

money as soon as they received the tobacco sales income. The 

financial situation worsened when the tobacco grades were too low to 

fulfill the loan obligations, or when they received the message that 

their tobacco was discarded. 

In the new tobacco season, those whose tobacco was discarded in the 

previous season, applied for farm inputs from a PCS under another 

name. A farmer might join another PCS, or might even change his 

registered name in his home village PCS. After changing PCS or his 

name, the farmer might apply for farm inputs again and start another 

tobacco farm. In Ibiri, when farmers received these inputs, they sold 

them directly on the spot market to independent farmers, or used them 

on other crops instead. Such farmers became so-called “run away”-

farmers.
67

 The “run away”-farmer is the term used to describe the 

farmers who hide from the ATTT officials. The villagers (neighbours) 

being aware that their neighbour was a defaulter, when they saw the 

ATTT officials coming to visit the defaulter’s farm, informed the 

defaulter to run away and hide. This meant that villagers conspired to 

hide the “run away”-farmer. ATTT officials who visit villages were 

easily recognisable as they drove ATTT cars. Also all extension 

officers in Tabora were provided with red motorcycles, which they use 

to visit the farms. The “run away”-farmer grew tobacco and in many 

cases sold that to an “influential” person, whom - the participants claim 

– was able to manipulate the grades.  

                                                
67

 The Swahili term is Jifiche for these farmers. 
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The remaining members of the group of the “run away”-farmer in his 

original home village did not repay the whole loan. It was not easy for 

them to say where their fellow defaulting groupmembers went, because 

such a culprit is still their colleague or close relative. The cultural norm 

and values do not allow group members to betray the defaulter. 

Furthermore, the farmers believed that these incidents occur randomly 

and any farmer might default at some point in time. The members were 

not yet ready to cooperate with ATTT because they had lost trust, 

especially with respect to the pricing and measurements of their 

tobacco leaves.  

ATTT started to file lawsuits to claim damages. It had to collaborate 

with the local government officials such as Ward Executive Officer 

(WEO) and Village Executive Officer (VEO) in the process of dealing 

with such civil cases. However, due to a shortage of magistrates and a 

long distance to the nearby courthouse such cases took, and still take, a 

long period to settle. In a number of cases when claims were awarded, 

the values of the properties of the convicted were not enough to recoup 

the loans. Such a “run away”-farmer then needed to live in a mud 

house and farm land which had a lower value than their original plot. 

One of the participants in Ibiri was able to show the houses of the “run 

away”- farmers. The houses were worthless. No villager would take it 

even if it would have been given for free. The participants said that the 

court system could not resolve the disputes, as the value of the 

properties of the poor person was often lower than the value of the 

farm inputs received. For example, during the data collection period, a 

piece of land with a mud house was being auctioned, but nobody 

showed up to buy. The participants said that unless AOTL would 

decide to buy the properties of the defaulters, nobody would be 

interested in buying the mud hut together with the exhausted land, 

while the farmers knew that they could go to a neighbouring village 

and could start farming there. One might even better move somewhere 

else in the pori.
68

 In addition, he might better start planting tobacco in 

virgin fertile soil than buying the auctioned land of a neighbour. 

Furthermore, the cultural values in Ibiri are such that the buying of 

auctioned land and houses of neighbours is not seen as socially 

acceptable behaviour. The values are to assist or help a neighbour 

when he has problems, especially when in the perceptions of the 

villagers the discarding of tobacco happens randomly. 

                                                
68

 Pori means the virgin forest. If one clears the forest and plants crops, then the 
plants are fertilised by the organic fertiliser from the humus of the forest.  
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7.11  New bargaining system  

The problems of the farmers who receive farm inputs from ATTT and 

fail to pay the loan obligations have created a new bargaining system. 

Some SHFs who understand the importance of good farming practices 

(via the training provided by PCS and ATTT) have decided to contract 

individually instead of contracting through the cooperative societies. 

These farmers buy fertilisers in cash on the markets to grow crops. 

Such farmers have realised the importance of growing tobacco. Other 

farmers have acquired agricultural knowledge and they have financial 

capital. These farmers have initial capital to start their tobacco farming 

activities without needing credit. Participants reported that these SHFs 

exacerbate the defaulting behaviour as they entice the poor SHFs to 

receive subsidised fertilisers and sell it to them. As the number of 

independent farmers increases, the demand for subsidised fertilisers 

increases too, and at the same time the number of defaulters increases. 

7.12  Summary 

The chapter presents the case study on Alliance One Tanzania Limited 

(AOTL). Even though the AOTL operates in the whole country, the 

case has confined itself to explain the contracting of tobacco farming in 

Tabora region. It shows that AOTL is not alone in the tobacco 

industry. The second company in the industry is Tanzania Leaf 

Tobacco Company Limited (TLTCL). Both companies have factory 

facilities in Morogoro. They contract farmers in Tabora, transport 

tobacco by rail to Morogoro. The SHFs grow tobacco on their own 

land and sell their tobacco through the PCS, or independently to AOTL 

and TLTCL. Both companies set up a joint venture, ATTT that is 

owned by AOTL (50%) and TLTCL (50%).  

ATTT distributes farm inputs on behalf of the two companies. In 

addition, ATTT facilitates the provision of tobacco extension services 

and participates in the grading of tobacco. This sharing of technical 

capabilities in the value chain has enabled AOTL and TLTCL to 

enforce the contracts through ATTT privately. However, some SHFs 

still default on the loans. The chapter also details the Ibiri ward case 

where SHFs receive a loan for various farm inputs from ATTT and use 

the inputs to different purposes. These farmers may sell the inputs on 

the spot market, use it on other crops, apportion some of the inputs to 

other uses, or use all inputs on the tobacco crop. The chapter also 

shows that different strategies have been employed to change the 
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behaviour of the farmers. The major strategy has been to keep training 

the SHFs and there is some evidence that SHFs are changing from 

being defaulters to independent operating farmers. An independent 

farmer does not need to borrow the farm inputs, but buys his own 

inputs and sells the harvested tobacco leaves directly to the factory. 

However, as the number of independent SHFs increases, the demand 

for fertilisers also increases. The increased demand for fertiliser makes 

the independent farmers to entice the poor farmers to join a PCS in 

order to receive subsidised fertilisers in the group and then sell it to 

them. The consequence of this is to create another series of farmer 

defaults in the system. 
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Chapter 8  

Tanzania Tea Packers Limited 

(TATEPA) 

8.1 Introduction  

Tanzania Tea Packers Limited (TATEPA) started in 1995 via the 

acquisition of some of the assets of Tanzania Tea Blenders, which was 

then part of the Tanzania Tea Authority.
69

 The Tanzania Tea Authority 

(TTA) was transformed in 1998 to a government agency, now Tea 

Board of Tanzania (TBT), which since then regulates the Tanzanian tea 

sector.
70

 In 1999, TATEPA went public on the Dar es Salaam stock 

market (DSE). It became the third largest company at DSE in 2008. 

TATEPA owns 75% of the stock of the Wakulima Tea Company 

Limited (WATCO). WATCO buys fresh tealeaves from the 

smallholder farmers (SHF) who are members of the Rungwe 

Smallholders Tea Growers Association (RSTGA). The Rungwe 

smallholder farmers own the other 25% of the stock of WATCO. 

WATCO processes the tealeaves into dried tea and sells it to wholesale 

companies on the domestic and export markets. TATEPA sells 

WATCO tea under the Chai Bora brand in the domestic market. It sells 

tea to Teadirect, a subsidiary of Cafédirect Limited, which markets the 

tea internationally under the fair trade mark. Headquarters, marketing 

centers, and distribution channels of TATEPA are all in Dar es Salaam.  

Tanzania has 15 tea companies, including TATEPA. In 2008, 

TATEPA had a 70% market share in the domestic market. Apart from 

the domestic market, TATEPA is the only tea company that supplies 

tea for the global fair trade niche market. 

This chapter describes the organisation of the smallholder farmers in 

Rungwe, the role of the fair trade organisation, tea farming, and the 
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 The assets comprised, among others, tea processing facilities, tea estates, and 
offices of TTA. 

70
 This is according to the Tanzania Tea Industry Act, 1997. 
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contracting system. It shows how TATEPA minimised opportunism in 

the value chain. The chapter ends with a summary. 

8.2 Tea farming and plucking tea  

The tea value chain starts with the nursery. In the nursery, tealeaves are 

propagated into a new tea bush. After three months, the new tea bush is 

taken from the nursery and planted in the farm. It starts to produce 

tealeaves after 1 to 3 years after planting, depending on agronomic 

conditions. After planting, the bushes grow and continue to give leaves 

for a long time in Rungwe because of the climatic conditions.
71

 Tea 

farming involves seed production, selection, nursery management, 

planting, and development of the bush, fertiliser application, pruning, 

plucking, and finally transporting the leaves to the factory. Tealeaves, 

which have a dark green colour, are wide and thick, and have a good 

aroma, produce good quality tea. The SHFs are responsible for 

increasing these specific qualities of the tealeaves via good farming 

practices. 

Farmers pluck tealeaves three times a week. The farmers association, 

RSTGA, has organised the SHFs in tea villages. These villages are 

divided into two groups of 77 villages. The first group plucks tealeaves 

on Monday, Wednesday, and Friday. The second group plucks on 

Tuesday, Thursday, and Saturday. 

It is necessary to start plucking tealeaves early in the morning in order 

to avoid the direct sunshine. Plucking is a tiresome manual job, as the 

pluckers have to pluck leaf by leaf. Pluckers stand for more than eight 

hours. Up until now, there is no mechanisation process of plucking 

tealeaves in Rungwe or the whole country. For this reason, the 

maximum weight a person can pluck ranges between 35 to 45 kilos per 

day. 

Effects of seasonal fluctuations on weights of leaves  

The dried leafage is required for making tea, and therefore, waterly 

leaves are costly to remove water during tea processing. During the 

rainy seasons the leaves contain too much water. They are heavier than 

in the dry seasons. In the rainy season, transporting and handling of 
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 This was observed at the Manouw farm which was the first tea farm in Tanzania 
started by the Germans in 1902. The bush which was planted there still delivers 
tealeaves. That bush has become a tea tourist attraction on its own. The bush is 
very short, one may think it is only two years old.  
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wet tealeaves is more difficult as the roads are slippery and the leaves 

are heavy to carry in the baskets. With heavy weights, the leaves 

increase transportation costs. The heavy and waterly leaves add 

additional costs to the processing, as the leaves need to dry longer.  

Regardless of those implied costs, WATCO continues to process tea in 

the rainy season and even offers the same prices as in the dry season. 

The SHFs, who were interviewed, revealed that they would like to sell 

in the rainy season in order to maximise weight. WATCO officials, 

who participated in the focus group discussion, said that WATCO is 

motivated to continue processing tea in the rain season because SHFs 

can supply many more tealeaves as the bushes sprout more leaves. 

 

Figure 16 Tea harvesting and seasonal fluctuations  

 

Figure 16 illustrates the seasonal fluctuation of tea harvesting 

throughout the year. The fluctuations affect the weight of tealeaves. 

During the rainy season (February-May), tea stems sprout many watery 

leaves, which are heavier than the ones that sprout in the dry season 

(June-October). 
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8.3 Fairtrade Labelling Organisation (FLO) 

rules and certification  

The Fairtrade Labelling Organisation, FLO, owns the fair trade mark. 

This mark shows that fair trade standards have been met in the 

production of agricultural produce. The producer who meets the FLO 

standards receives a fair trade certificate and his product may carry the 

fair trade golden standards’ mark. Marking the product with fair trade 

golden standards fetches higher prices as the consumers of the product 

are voluntarily willing to buy those products at a higher price than 

when it is not certified. The FLO designs the standards which intends 

to minimise the imbalance of power in trading relationships, unstable 

markets, and the problems of exploitative pricing.
72

 Important generic 

fair trade standards are the following:
73

 

• All operators are subject to inspection and certification. (p. 5) 

• Products must be physically traceable to the seller, documents must 

be provided showing such traceability. (p. 5-6) 

• “Contracts between producers and buyers (…) are mutually agreed, 

well documented and clearly understood (…).” (p. 6) 

• “[T]rade partnerships (…) are based on mutual respect, 

transparency, and commitment.” (p. 8) 

• Enable pre-financing for producers who request it. (p. 9) 

• “Fairtrade payers must pay at least the Fairtrade Minimum Price 

(…).” (p. 10) 

• “Fairtrade payers must additionally pay a Fairtrade Premium for the 

product.” (p. 11) 

• “The fairtrade premium is intended for investment in the producers’ 

business and community (…) or for the socio-economic 

development of their community.” (p. 14) 

WATCO was acquired by TATEPA in 2001. In 2003, WATCO and 

the tea estate Kibena earned the fair trade status. With that, WATCO 

started selling tea to Teadirect, a subsidiary of Cafédirect, the latter 

being a fair trade trading organisation founded by international NGOs.  

                                                
72

 This according to the FLO document available at the offices of SHFs’ organisation.  
73

 See Generic Fairtrade Trade Standards, Fairtrade Labelling Organisations 
International; http://www.fairtrade.net/standards.html. The above standards are 
taken from this document (page numbers refer to the pages in that document). 
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8.4 Organising the SHFs via RSTGA  

The members of Rungwe Smallholder Tea Growers Associations 

(RSTGA) are the SHFs who own individual farms with an acreage 

ranging from 0.25 to 2 hectares. When WATCO was not yet privatised 

(i.e. the period 1974 - 2001), the SHFs sold their tea through the 

Rungwe Tea Cooperative Society (RUTECO). In 1998, as privatisation 

policies were implemented, Rungwe farmers founded RSTGA as a 

new non-governmental organisation next to RUTECO to organise the 

Rungwe tea farmers themselves, as they were dissatisfied with the 

existing cooperative structure. With RSTGA, a completely new 

governance structure was designed. In 2007, the Rungwe district had a 

population of approximately 307,000.
74 

RSTGA had approximately 

15,000 members growing tea in 114 tea villages. These 114 villages 

were, and still are, hierarchically organised in 14 tea sub-schemes, 

which on their turn are taken up into nine tea schemes. These tea 

schemes form the Rungwe Tea district.  

The smallest constitutional unit in the Rungwe district is the 

household. Several households form a hamlet, or kitongoji.
75

 Several 

kitongojis make a vitongoji, a constitutional village. The 162 villages 

are organised within 30 local government wards. The wards are 

divided over 4 divisions, which are also the lowest level of the central 

government involvement in the district. The district commissioner 

(DC) is appointed by the central administration. On the district level, 

the local government authority (LGA), i.e. the Rungwe district council, 

consists of the ward councillors as representatives of the people in the 

kitongoji.  

The set up of this separate tea governance structure has generated some 

controversies. Central government (CG) and local government agency 

(LGA) officials objected to the empowerment of the RSTGA members 

in the Rungwe tea villages outside the official district structure. In 

interviews with these officials, it became clear that they were looking 

for possibilities to retain farmers in RUTECO instead of becoming 

RSTGA members. In focus group discussions, members of RSTGA 

explained the bitter experience they have had when selling tea through 

RUTECO. Prices were lower, the system was not transparent, 

sometimes payment was not forthcoming, and contributions were 

higher. The RSTGA members perceived themselves differently from 
                                                

74
 This data was revealed in the interview with the Rungwe District Planning officer 

in 2008. 
75

 The hamlet in rural areas is called the Kitongoji, which is similar to a street in the 
urban areas. 
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those who were not yet member. They would not like to sell tea 

together with RUTECO members who had no experience in good 

farming practices.  

 

Figure 17 Rungwe tea district organisation structure 

 

 

In figure 17, it is indicated that the highest decision making body in the 

RSTGA organisational structure is the Annual General Meeting 

(AGM). Issues concerning RSTGA strategies and planning are decided 

in the AGM, which is held at the end of each year. Each tea village 

sends two delegates to attend the AGM. The delegates are elected 

every five years. The election of RSTGA leadership positions in the 

different levels, subschemes and schemes, also takes place every five 

years. The AGM supervises the RSTGA board, comprised of the nine 

members of the schemes. These members elect a Chairman, Vice 

Chairman, General Secretary, and Vice General Secretary to form the 

secretariat of the board. The secretariat manages the daily operations of 

the association and the RSTGA staff: the accounting team, including 

the Senior Accountant and Junior Accountant, and two secretaries and 
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one driver. This economic organisation structure is shown in figure 17 

below.  

RSTGA started two separate foundations, the Rungwe Smallholder 

Farmers Tea Development Trust Fund (TRUST) and the Rungwe Fair 

Trade Fund (RFTF). In both foundations members of the RSTGA 

board act as the trustees of these foundations. TRUST owns 25% of the 

shares of WATCO, while TATEPA owns 75% of that company.
76 

In 

the Board of Directors of WATCO, two members represent TRUST, 

while five members represent TATEPA. Apart from the shareholding 

in WATCO, TRUST attracted Tshs 198 million from the African 

Development Foundation (ADF) for enhancing the farming skills of 

the SHFs and increasing their knowledge in cultivating tea. With 

RFTF, RSTGA has the possibility to manage profit-making activities, 

for instance the exploitation of community based tourism via the 

Rungwe Tea & Tours concept. Via RFTF, RSTGA further 

contemplates the introduction of a new tea brand “Chai Yako” and the 

start of a community bank for the SHFs. 

8.5 Contracting  

The Tea Board of Tanzania (TBT) regulates the tea industry and 

constructs the contract to be signed by the tea factory owners and 

individual SHFs. The contract is supposed to be renewed annually. 

However, the individual members of RSTGA have never signed a 

contract. The RSTGA chairman signs the contract on behalf of all 

famers with WATCO.
77

  

In interviews conducted with RSTGA, WATCO, TATEPA and 

officials of the transporting company Jilanjo, it was revealed that the 

negotiation on the contract was between WATCO, TATEPA, TRIT, 

Cafédirect and FLO, but not with individual SHFs. The officials 

explained why it was like this. They said that SHFs needed not to be 

given information, which might disrupt their focus on growing tea and 

the associated income. For example, telling SHFs about the fair trade 

premium that their tea generates and is used for development projects 

in the villages, might turn out not to be supported by the SHFs. Many 

would probably like to receive cash instead. As FLO obligates the 
                                                

76
 RSTGA as non-governmental organisation has no right to own shares in 

corporations according to the laws of Tanzania. See Chapter 337 of the Societies 
Act.  

77
 This was observed in the Mkataba wa Uuzaji wa majani ya mabich baina ya 

mkulima na watengenzaji majani: Umeidhinishwa na Bodi ya Chai Tanzania 
document. This was a Swahili written contract obtained from the RSTGA office.  
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premium to be invested in development projects, paying it out in cash 

to farmers would directly jeopardise RSTGA’s, WATCO’s and 

TATEPA’s fair trade mark. Therefore, the RSTGA leader signed the 

contract.  

Screening and monitoring through TRIT 

To become a member of RSTGA, a farmer must first prove that he is 

able to grow high quality tea. In order to ascertain whether this is the 

case, the Tea Research Institute of Tanzania (TRIT) screens these 

farmers and, if needed, offers additional training in good farming 

practices.
78

 TRIT has a formal contract with WATCO to supply 

training to the SHFs on good farming practices. Furthermore, it also 

provides advice on factory development and transportation of tealeaves 

from farm to factory. TRIT extension officers are allocated to specific 

villages to work with SHFs. Their role is to screens members who 

apply for RSTGA membership. After the initial screening, the TRIT 

extension officer keeps visiting the SHFs in his area from time to time 

to inspect nurseries, tea quality and provide advice on farming 

practices. One of the ways in which TRIT trains farmers is to select a 

demonstration farm per village. In this farm, the extension officer 

shows the farmers in the village good farming practices. They also use 

the Kyimbira estate, which is a property of WATCO, to carry out 

agricultural experiments. If an experiment in the Kyimbira farm turns 

out successfully, then the experiment is repeated in the village 

demonstration farms.  

Pricing of tea 

Pricing depends on quality. In the Ujamaa period, the pricing system 

was based on eight grades of tea, with the first grade fetching the 

highest price. After privatisation and the setting up of RSTGA, 

WATCO discontinued using the grading system. As RSTGA farmers 

are screened on their good farming practices (and continue to receive 

training by TRIT extension officers), the quality of the tea is such that 

grades do not matter anymore. The tealeaves WATCO buys from 

RSTGA farmers are all of good quality. As the quality is uniform, the 

turnover of a farmer only depends on the weight of the tealeaves he 

                                                
78

 TRIT extension officers were selected from different research intuitions such as the 
Amani Tea Research Institute (Tanga region), Maruku Agricultural Research 
Institute (Kagera region) and the Sokoine University of Agriculture (Morogoro 
region). The director of TRIT, Prof. B.J. Ndunguru, is also a Professor of 
Agriculture at the Sokoine University. TRIT has its headquarters in Mfindi in the 
Iringa region. 
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sells to WATCO. Members supply tealeaves three times a week and 

receive payments at the end of every month. With the fair trade mark, 

farmers are guaranteed a minimum price.
79 

The fair trade premium is 

paid to RFTF. This trust uses the funds for poverty eradication and 

community development. WATCO pays RSTGA for the tealeaves. 

RSTGA pays the members every month in cash. RSTGA deducts a 

small amount, Tshs 5.00 in 2008, for each kilogram of tealeaves a 

specific member sold to WATCO. When a farmer has accumulated 

Tshs 2,000 in this way RSTGA buys a share of WATCO for the farmer 

from TRUST.
80

 Apart from paying Tshs 5.00 for buying WATCO 

shares, the members of RSTGA pay Tshs 2.00 as membership fees. 

In the focus group discussion, participants said that SHFs, initially, did 

not understand why they were advised to buy WATCO shares, but 

FLO tea visitors explained the importance of the scheme for SHFs in 

order to regain part of the ownership of the factory. All members 

agreed to buy shares as they sell tea. 

Self-monitoring of SHFs  

 Although TRIT initially screens farmers and then monitors them, 

farmers themselves monitor each other as well. This second monitoring 

system is the Village Tea Committee (VTC). Each village has a 

Village Tea Committee. The VTC comprises the chairman, the 

secretary/treasury and five committee members. The VTC supports the 

SHFs when it comes to good tea farming practices in Rungwe, but also 

monitors whether farmers attend their farms, follow good farming 

practices, and produce good quality tea.
81

 The VTC ensures that the 

agricultural inputs are ordered and distributed to the farmers on time. 

The VTC keeps track of the use of fertiliser in farms and the tealeaves 

plucked and sold to WATCO. It also keeps records of the outstanding 

loans, if the village has bought on credit. With WATCO, providing 

good prices for good quality tea, without having the need to grade the 

tea, members of RSTGA are keen on members who do not use good 

farming practices or do not use farm inputs. Any such member who 

attempts to sell a lower quality of tea must be reported to the TRIT 

extension officer or the VTC. The VTC then warns that member to 
                                                

79
 In 2007, the price for tea of RSTGA members was Tshs 110.00 per kilogram. On 

average, a RSTGA farmer receives approximately Tshs 97.000 before deductions 
a year. Note that in Rungwe, tea farmers, depending on the size of the tea farm, 
also grow bananas, beans, fruits, rice. 

80
 This figure was the price for one share of WATCO in 2008. 

81
 These activities of the VTC are taken up in the constitution of RSTGA. VTC 

members receive compensation for their monitoring work (called posho in 
Swahili). 
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improve his performance. The TRIT extension officer for that village 

will inspect him regularly and monitor his progress. 

Another important role of the VTC is to witness the transfer of the 

tealeaves to the truck drivers at the tea village buying centre. Each tea 

village has a buying centre where trucks collect the tea of the tea 

village members. The VTC inspects the tealeaves that are brought by 

members to the tea village buying centre. It supervises truck drivers on 

the handling of the tealeaves. The TRIT extension officer is also 

present to monitor the quality of the tea on behalf of WATCO.  

FLO surprise tourist visits  

The third monitoring system is systematic surprise visits by FLO 

members. One of the fair trade rules is that FLO members (i.e. the 

buyers of the fair trade product) have the right to visit and inspect 

production facilities and the work conditions of employees in tea 

estates and smallholder farmers. For example, FLO institutions such as 

the Max Havelaar organisation might visit WATCO at anytime without 

prior notice. FLO organisations asked the RSTGA to start the Rungwe 

Tea & Tours (RTT), in order to attract tea tourists and facilitate the 

FLO visitors.
82

 Apart from the fair trade premiums, the surprise visits 

are part of the package to ensure that RSTGA, WATCO, and TATEPA 

uphold FLO rules and fair trade standards.  

Credit services and community development 

WATCO also acts as a government agent supplying subsidised farm 

inputs in the Rungwe district. TRIT estimates the amount of farm 

inputs, including fertiliser, needed every year. The TRIT extension 

officer discusses with the farmer in a tea village the required amount of 

farm inputs to use in his farm. The TRIT extension officer visits all 

SHFs in his area to inventories the need for inputs. The officer submits 

the estimates for farm inputs to WATCO. WATCO uses these 

estimates to order farm inputs for all RSTGA members. WATCO 

distributes the inputs to selected shops in the neighbourhood of tea 

villages where farmers buy in cash the inputs at subsidised prices. 

Sometimes, the shop owner may supply fertiliser on credit to a tea 

village. As farmers receive monthly payments by WATCO for their 
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 The Rungwe Tea Tours (RTT) organises tours to visit the Bridge of God (Daraja la 
Mungu), the Kipunji monkeys, which are only found in Rungwe district, the 
Kaporogwe Falls, the Lake Masoko which is a traditional lake, the Udzungwa 
Ranges and the Kyejo Mountains. The tourists get involved in tea plucking, 
banana cooking and sharing cultural folklore. 
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tealeaves, the necessity to obtain credit to buy fertiliser, or other inputs, 

or use credit for supporting the family, has dropped.  

In every tea village, WATCO built small huts at the tea village buying 

centre. The huts protect the tealeaves from fermenting due to direct 

sunlight, making them worthless for processing. As the buying centres 

are near to a tea village, tealeaves are not exposed that long to sunlight 

after plucking and transporting the leaves from the farm to the centre. 

At the centre, the truck drivers pick up the tealeaves for transport to the 

WATCO factory. Apart from protecting tealeaves, farmers can wait for 

the trucks in the shade. Over the years, the huts have gained another 

purpose as small commercial centres. Farmers and small entrepreneurs 

use the huts to sell small items to people, e.g. fruits, matchboxes, 

phone cards. Some of the centres are also used to sell crops as bananas 

and rice.  

Part of the development of the huts as small commercial centres is 

attributable to WATCO for making sure that the roads to the huts are 

passable throughout the year. As tea is harvested all year round, it is 

important that the roads are passable. This benefits not only WATCO 

but also other users.  

WATCO also offers various social services to communities to alleviate 

poverty and increase welfare, as part of its obligations associated with 

the FLO rules. For example, WATCO has built tap water facilities in 

the tea villages, available for RSTGA members.  

RSTGA has given education the highest priority. Together with RFTF, 

it has built schools in Rungwe tea villages. The parents contribute 

indirectly to the building of schools through the fair trade premium that 

is received by RFTF and then allocated to development projects. After 

having finished building primary schools in each tea village and 

secondary schools in each Ward, RSTGA has plans to start building 

the Wakulima University.
83

  

Transport contract and the weighing of tea 

Between 1997 and 2005, Caspian Ltd was contracted as tealeaves 

transporter for WATCO. In 2005, it turned out that the Caspian drivers 

                                                
83

 This is in concordance with a policy in Tanzania following the implementation of 
the United Nations’ Millenium Development Goals (MDGs) which are translated 
in the National Strategy for Growth and Poverty Alleviation (NSGPA) or in 
Swahili: Mkakati wa Kukuza Uchumi na Kupunguza Umasikini Tanzania 
(MKUKUTA). These policies aim to have all children at the age of 7 attend a 
school by 2015. 
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cheated the tealeaves farmers. FLO surprise visitors discovered the 

cheating. Cafédirect warned RSTGA and WATCO that if this cheating 

continued it would lose the fair trade market. WATCO invited tenders 

for a transport contract. Jilanjo Limited (Jilanjo), founded in 2005, won 

that transport contract.
84

 The Caspian drivers cheated on the price they 

paid the SHFs who had no knowledge of the fair trade prices offered 

by WATCO. The driver would write various names of relatives or 

collaborators instead of the SHFs’ names on the delivery schedule. The 

drivers accumulate the tealeaves kilograms on these names. WATCO 

would then pay out fair trade prices to those names. This resulted into 

the situation that SHFs with even relatively large farms only registered 

a few kilograms, or were sometimes even absent in the paying 

schedule. Due to the low prices, some SHFs might be demoralised and 

even abandon tea farming.  

 After finding out about the cheating, WATCO commissioned TRIT in 

2005 to find out whether a solution was possible that would eliminate 

the cheating problem. With the help of Jilanjo, FLO member Max 

Havelaar, and Dutch retired engineers, TRIT constructed a suitable 

digital weighing scale suitable for rural areas.
85

 The scale was tested in 

the Nditu/Suma subscheme. The results were positive and the farmers 

accepted the new digital weighing scale.  

Every truck driver carries a digital scale when hauling and transporting 

tealeaves from SHFs. The truck stops at the tea village buying centre 

and the driver hangs the digital scale on the ceiling of the hut. He 

weighs the tealeaves in the presence of the farmer (the owner), the 

extension officer, and a member of the VTC. The digital scale indicates 

the weight, the amount of money payable, the place, the name of the 

SHF, the name of the driver and the time. This information is printed 

out as a receipt for the SHF whose tea is measured. The digital scale, 

also, stores the same data on its memory card. At the end of the 

working shift, the driver submits the digital scale with the stored 

information at WATCO’s Finance Department Office. The department 

processes the information and pays farmers via RSTGA. If it happens 

that the recorded information in the computer at the time of payment is 

incongruent with the information on the receipt, the SHF may use the 

receipt to compare the payment and claim what is due to him. 

However, not one of the participants in the focus group discussions 

attested of any discrepancies since the introduction of the digital scale.  

                                                
84

 Jilanjo Limited offers transport services and agricultural mechanisation.  
85

 The intellectual property right on the digital scale belongs to WATCO. 
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8.6 Benefits of private ordering 

In the focus group discussion with RSTGA leaders and interviews with 

WATCO officials, the participants highlighted the revolution that had 

taken place when FLO started to assess TATEPA and WATCO in 

2003. Since then the demand for WATCO tea from Tanzania resulted 

in increased prices due to good quality.
86 

However, focus group 

discussions in Kapugi tea village revealed that SHFs could not 

associate FLO with this revolution. Shop employees and SHFs 

expressed their gratitude with the managers of TATEPA and WATCO 

as these have brought good people, e.g. the TRIT extension officers 

and the Wazungu visitors, to the village and the support to build 

schools, roads and the provision of services in the village.
87

 The SHFs 

trust WATCO and the RSTGA leaders for what they explained to be 

“keeping promises”. In the group discussion in the Kapugi tea village, 

the participants said that WATCO, TATEPA, and the associated 

Wazungu had never broken any promise since they started to deal with 

them. They gave an example of road construction. Here the TATEPA 

director, Mr. P. Rowland promised to pave the roads, and WATCO 

did. Another example was the building of schools; mr. Rowland 

promised to build the schools, and WATCO did. The SHFs then 

compared this with politicians and said that many of them had been 

lying, as they did not follow up on their promises. The SHFs explained 

that the Wazungu of FLO were friends from Max Havelaar, Cafédirect 

and when they came to pluck tea with the SHFs they did so in a 

friendly manner.  

Several mechanisms that were employed in the tea value chain in 

Rungwe seem to have been instrumental in creating trust and 

minimising opportunism. These include the weighing of the tealeaves 

using the digital scale, the traceability mechanism, and the monitoring 

system within a new organisational structure.  

With the use of the digital scale, together with the monitoring by VTC 

and TRIT officers at the buying centres the possibility for cheating 

SHFs on their tea (either by manipulating the weights and/or prices) 

seems to have been eliminated. The solution of the cheating problem 

with the help of the digital scale has prevented a breakdown in SHFs 

motivation to grow tea. Presumably, the trust in TATEPA and 

WATCO could have been severely affected by the cheating if it had 
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 WATCO tea is sold at the Mombasa tea auction. It is the biggest East African 
International tea market. WATCO tea is among the highest priced teas. 

87
 Wazungu means “White” people in the Swahili language. 
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not been discovered. It is striking that it were outsiders, the FLO 

surprise visitors, who discovered the cheating.  

The digital scale system also complies with the FLO rules of 

traceability. With the digital scale, a database on tea production is 

electronically available for individual SHFs, Jilanjo Limited, RSTGA, 

WATCO, FLO, TATEPA, Teadirect, and Cafédirect. It is now possible 

to trace tealeaves from the farmer to the consumer of tea. Compliance 

to the FLO rule of traceability has guaranteed international fair trade 

consumers access to information on tea production in Rungwe. This 

has increased the attractiveness of producing tea for the fair trade 

mark.  

The monitoring system is threefold: screening and monitoring on good 

farming practices by TRIT, peer group monitoring by VTC preventing 

cheating on the side of farmers themselves, and monitoring by FLO 

visitors putting pressure on the producer, cooperative society and peer 

group monitors not to lower standards or to rig the system. The 

screening by TRIT before a SHF may become a member of RSTGA 

eliminated the grading system, which might be easily rigged or 

perceived as unfair. In return extensive monitoring is implemented to 

secure good quality produce. This system of monitoring is organised 

outside the normal governmental district system as this system is 

hindered by the perception of low productivity in the Ujamaa period, 

governmental incompetence and low quality produce under RUTECO.  

8.7 Summary 

Chapter 8 discusses the history and the status of Tanzania Tea Packers 

Limited (TATEPA). TATEPA started in 1994 by two founders and 

with the acquisition of WATCO in 2001 developed a niche-marketing 

channel for the fair trade market. TATEPA’s presence in the fair trade 

tea market has been successful for TATEPA, WATCO and the 

smallholder farmers of RSTGA. Farmers are trained to produce good 

quality tea. For this task, TATEPA contracted a special company, 

TRIT. TRIT promotes tea farming, trains SHFs and gives technical 

advice. The tealeaves are sold to a subsidiary of TATEPA, Wakulima 

Tea Company Limited (WATCO), using digital weighing scales. In the 

value chain, the Fairtrade Labelling Organisation (FLO) plays a major 

role in shaping the behaviour of the different agents in the tea industry.  

With the help of FLO, TATEPA has minimised opportunism through 

the introduction of a digital weighing scale to eliminate cheating by 
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opportunistic truckdrivers via the buying of tea at throwaway prices. 

The digital weighing scale, the screening of farmers and the monitoring 

of farming practices by TRIT, peer group monitoring by the Village 

Tea Committee and surprise visits of FLO members have abated 

farmer opportunism and have created trust in the value chain. Finally, 

yet importantly, farmers are organised via a separate non-governmental 

cooperative society, RSTGA. In this way, farmers, TATEPA, 

WATCO, and FLO circumvent the normal governmental structure in 

order to overcome the failure of that system.  

Following the FLO rules, TATEPA offers various services, apart from 

those obligated to do so by the Tanzania Tea Industry Act, 2001. 

TATEPA offers credit services via WATCO. WATCO is registered as 

one of the government agencies which supply subsidised agro-industry 

inputs to the SHFs. WATCO also offers other social services such as 

building schools, roads, and health centres and the provision of clean 

tap water in the tea villages. As a result, tea production has increased 

over the years in Rungwe as well as the living conditions of tea 

farmers. 
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Chapter 9  

Cross-Case Analysis 

9.1 Introduction  

This chapter compares the findings of the four cases, highlights 

similarities and differences, and puts forward arguments explaining 

these. The focus is on the contractual relationships between the 

smallholder farmers (SHFs) and the factory owners (FOs), the 

governance problems that come up in this relationship and whether the 

cases together might point towards a solution to these problems. The 

contractual relation of SHFs with an FO involves the pricing of the 

crop, quality and measurements, operating board, credit services 

provision, social services provision and transportation of crops.  

9.2 The contractual relationship between 

SHFs and FOs 

The contracts between SHFs and the FOs comprise the pricing, the 

quality and measurement, the organisation of the harvesting via the 

operating boards, and services provided by the FOs. These are 

discussed below. 

Pricing the crops 

The value of the crop for the farmer is measured in terms of the net 

sales income he receives after harvesting. In all four cases, the 

underlying philosophy of FOs is that more efforts exerted in the farm, 

using good farming practices, should result in higher quality, and 

should translate directly into higher sales income for farmers. Pricing, 

quality control, training, and services are all aimed at increasing the 

quality of crops next to the amount. Here, the FOs acts as principals, 

while the SHFs act as agents of the FOs.  

The pricing system is set by the Laws of Tanzania for each of the three 

crops. The respective boards (the Sugar Board of Tanzania, the 
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Tanzanian Tobacco Board, and the Tea Board of Tanzania) negotiate 

annually with the members of the cooperative apex societies and 

factory owners. The result of these negotiations are published in 

newspapers and used in all the contracts of FOs with specific primary 

cooperative societies. This is a specific set up in the Tanzanian context 

as the SHFs have been selling their farm produce through the 

cooperatives since British colonial rule. In three cases, MSEL, KSCL, 

and AOTL, SHFs sign contracts individually based on the generic 

pricing terms agreed on the national level. Only in the case of 

TATEPA, SHFs do not sign the contract themselves. All prices are 

based on world market prices, although with tea the FLO guarantees a 

minimum price for the farmer.  

Although the process of setting the pricing system is similar, the 

contracts differ in the way in which prices are set. Differences are 

related to the nature of the produce. Two of the crops are perishables 

(sugarcane and tealeaves) which require immediate attention as soon as 

the SHFs have harvested them, and one is not (tobacco). In all cases, 

prices depend on quality, based upon the specific farm produce. At 

MSEL, the price fluctuates according to the sucrose levels in 

sugarcane. At KSCL, the price is fixed on a minimum level of sucrose 

in the sugarcane (9% sucrose level). At AOTL, tobacco prices depend 

on the grades. In the tea industry, prices depends on the grading of tea, 

but at TATEPA, all harvested tea is of high quality and thus prices are 

set on the highest grade. At MSEL and AOTL, a farmer’s income thus 

fluctuates with the quality and quantity of the farm produce, while at 

KSCL and TATEPA income varies only with quantity.
88

  

KSCL started with a similar pricing schedule as MSEL, i.e. prices 

correlated with the sucrose levels, but this system was abolished in 

2002. KSCL, KCGA, and ROA members negotiated privately to 

neglect the regulations laid down by the SBT. KSCL and the 

associations decided to fix the price at a 9% sucrose level. This was 

done to circumvent the measurement problem, which is associated with 

the sucrose level in sugarcane. Due to the natural fertility of the 

Kilombero Valley, this level of 9% is attainable by many farmers. 

Although this solved the measurement problem, it generated others. 

These are discussed in separate sections below. When compared to 

MSEL, KSCL produces more efficiently as its ratio of sugar per ton of 

sugarcane is higher than that of MSEL.  

                                                
88

 Apart from the fluctuation due to world market prices. 
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TATEPA does not use the tea grading system anymore. The RSTGA 

farmers, all deliver high quality tea. Due to initial screening by TRIT, 

training and intensive monitoring (by peers as well as by outsiders such 

as FLO visitors), high prices due to the fair trade mark, TATEPA has 

no need to grade tealeaves. It is thus able to eliminate the problems that 

develop due to the measurement of the quality of the produce. 

The collective price setting process can be interpreted to mitigate the 

consequences of information asymmetry and haggling possibilities in 

private negotiations. First, as the SHFs who live in the rural area 

cannot easily observe the world market prices, it seems efficient for 

them to negotiate collectively. It ensures equal treatment of farmers 

across the country and corresponds with the Ujamaa legacy and the 

associated mindset of many SHFs that the government should do that 

for them. Second, it prevents haggling and rent seeking on local district 

levels by either FOs and/or local cooperative societies. This saves 

transaction costs. Indeed, the four cases do not show evidence of 

haggling or rent seeking with respect to pricing. The price setting on 

the national level is taken as given. Although KSCL and TATEPA 

chose not to use the system in measuring sucrose levels and the 

grading system for tealeaves respectively, they did use the national 

prices associated with a fixed sucrose level of 9% and the grade for 

high quality tea.  

Quality and measurement 

The section above has shown that quality of the produce determines the 

prices that FOs can obtain in the (world) markets. As quality is 

important to the FOs, the pricing is related to the quality of the 

produce. For example, the higher the sucrose levels in sugarcane the 

higher the amount of sugar produced. The higher the sucrose level in 

sugarcane the SHF delivers, the higher the quality of the sugarcane. In 

tobacco, the best grades make better tobacco and thus fetch higher 

prices than those with low grades. Although pricing is part of the 

contractual system to generate higher quality, is not the only 

contractual instrument. Controlling for quality is as important as is the 

price. In two cases, the FOs monitor quality prior to harvesting via 

separate monitors (TRIT, KCT). In the other two cases (MSEL and 

AOTL), such prior monitoring does not exist. In all four cases, FOs 

assess the quality of farm produce after harvesting and either accept or 

discard the produce. Assessing quality implies a standard against 

which the produce can be rated through a specific measuring system of 

a specific farm produce (i.e. sugarcane analysis, tobacco and tea 
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grading). Together with the pricing, the standard is set on a national 

level (between boards, the members of the cooperative apex societies 

and factory owners; see the section on pricing above),. The actual 

measurement is done locally. The way in which this is done differs 

from case to case, but in three of them monitors are contracted to 

(help) assess the produce (tobacco: ATTT; sugarcane in Kilombero: 

KCT; tea: TRIT) and in the MSEL case it is done by the factory itself 

(the laboratory department). In tea, additional monitors are the Village 

Tea Committees (VTCs) and FLO members. In tobacco, the regulatory 

body is also involved in grading the produce.  

In MSEL, the measuring of sucrose levels is done just after crushing 

the sugarcane. Although the sugarcane department can correctly 

measure the sucrose level of such a sample, it cannot attribute this 

finding correctly to the individual farmer who delivered this sugarcane 

to the factory. As there is no prior assessment of the quality in the 

farmer’s field, nor a form of attributing ownership of the sugarcane in 

the Cane Yard, the smaller farmers do not have evidence of sucrose 

levels in their specific cane, nor is it possible to prove that a specific 

reading corresponds to their sugarcane.  

In KSCL, quality assessment was similar to MSEL until 2002. After 

2002 negotiations between KSCL, ROA and KCGA decided to fix the 

sucrose level at 9% for sugarcane accepted by the factory. KSCL 

intensified quality control via a quality assessment of the sugarcane at 

the Cane Yard by the operating board (OB), either accepting or 

discarding the sugarcane. KCT sends out extension officers to farmers’ 

fields to inspect the sugarcane (apart from giving advice). If the 

sugarcane is not of sufficient quality, the farmer is taken out of the 

harvesting schedule. Although KSCL has no problem with the actual 

measuring of the sucrose level as it occurs in MSEL, farmers can no 

sell their produce every season anymore due to overproduction of 

sugarcane. As a result, farmers have diversified into the production of 

other crops using the fertiliser intended for the sugarcane, which on its 

turn jeopardises quality. 

In AOTL, the quality of tobacco is graded according to a complex 

nationwide system, comprising of 150 different grades. The farmer, the 

regulatory agency (TTB), the PCS classifier, and the joint venture 

ATTT at the gulio do the grading. Grading is done through touching, 

smelling and inspecting its physical appearance and thus involves a 

subjective judgement. Afterwards, the graders, not including the 

farmer, settle for a grade on the tobacco. A final round of grading 

occurs when the tobacco has been transported by rail to the AOTL 
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factory. ATTT trains and advices farmers, but does not assess the 

quality of tobacco prior to harvesting. The grading system is complex 

and not easy to comprehend for a farmer. This may easily lead to the 

result of overestimating quality by the farmer himself. As the second 

round of grading is neither transparent to the farmer nor communicated 

to the farmer, nor is the outcome of the final round, the definitive 

assessment of the quality and the corresponding payment might not be 

congruent with the outcome in the first round of grading. This leads to 

dissatisfaction of the SHFs, who might end up in debt, and then might 

run away from these obligations. The incongruence between the first 

and the last round of grading might be caused by SHFs who 

opportunistically overestimate their tobacco, but it might also be 

attributed to farmers who are unable to grade tobacco correctly 

themselves and/or classifiers who might hesitate to disappoint farmers 

directly in the first round. In addition, the perceptions of farmers of 

opportunistic switching of labels in the second round and/or 

perceptions of opportunistic downgrading at the factory further create 

mistrust in the relation. For individual farmers it is impossible to find 

out the real source of the divergence between the first and the last 

round of grading. The grading process and its outcome then become 

non-transparent. 

In TATEPA, the members of RSTGA produce only high quality tea. 

Although a grading system exists on the national level, in Rungwe 

RSTGA members do not need to use that system. Through TRIT, 

TATEPA screens the SHFs in order to make sure that only farmers 

who can produce good quality tea join the RSTGA and adhere to good 

farming practices. An intensive monitoring system exists to ensure a 

high quality of tealeaves. This monitoring starts in the farm via TRIT 

extension officers, quality assessment is done at the tea village buying 

centres by TRIT and VTC. Last, FLO visitors inspect farms as well as 

production facilities and assess payment policies of TATEPA to ensure 

the whole value chain adheres to fair trade regulations. Such  

inspection revealed that truck drivers rigged the system. TATEPA 

introduced the digital weighing scale in order to correctly assess the 

weight of the tealeaves and attribute that to the owner. This eliminated 

the opportunistic behaviour of truck drivers and created transparency in 

the system. As the RSTGA has devised an alternative governmental 

system (tea villages), apart from the district governmental system, it 

has been able to screen and select farmers to become members. This 

created tensions with the district authorities as it leaves some farmers 

out and empowers the RSTGA while it officially has no such powers.  
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Two cases (MSEL and AOTL) lean on prices as an incentive to 

increase quality, while two cases (KSCL and TATEPA) lean on 

extensive monitoring to either ensure a minimum level of quality 

(KSCL), or maintain high quality (TATEPA). In MSEL and AOTL, 

the assessment of quality leads to inefficient behaviour of SHFs 

wanting to sell sugarcane only in the dry season (MSEL) and farmers 

ending up in debt and then trying to rig the system (AOTL). In KSCL 

and TATEPA, assessment itself is not a problem, although in KSCL 

overproduction leads to the diversion of fertiliser and the relative 

neglect of the sugarcane. The only case in which the actual quality 

assessment is solved for both farmers and FOs satisfactorily is 

TATEPA. It solved the quality assessment by excluding lower quality 

tea from (non-RSTGA) farmers and intensively monitoring farmers 

and it solved the transparency problem with the digital weighing scale. 

Although prescribing such a solution to the other cases seems simple, it 

very much depends on the actual circumstances whether or not such a 

solution would actually work. In MSEL, a start might be to measure 

farmers’ sugarcane on sucrose levels individually (even in farms) and 

in AOTL farmers’ tobacco should get their definitive grade with the 

farmer present. Whether such a solution is technically or 

organisationally feasible is worth further study.  

Operating board 

The FOs in the agro-industry organises the economic activities of the 

value chain through Operating Boards (OBs) although in different 

ways. The OB set ups the harvesting schedule, organises the harvesting 

and the transportation of crops. In case the FO outsources this service 

to another outside entity, a contractual relation develops. Take the 

example of TATEPA where TRIT is contracted to perform such a 

service and AOTL where the joint venture ATTT is performing that 

function. In case the FO organises the OB itself it appoints the 

members of the OB, and no written contract is needed. Examples are 

MOC in MSEL and KCT in KSCL.  

At MSEL, MOC schedules the harvesting and monitors the sucrose 

levels on behalf of MSEL. MOC comprises two people from MOA, 

two people from MSEL and one technical officer of MSEL (the 

chairman). MOC needs to ensure the daily rate of delivery (DRD) of 

sugarcane supplied to the factory. It reports on any anomaly 

concerning sucrose levels (i.e. when it falls below the average of 8%). 

Accidental fires need to be reported to MOC. MOC then decides 

whether to harvest the sugarcane. Not harvested SHFs perceive a 
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conflict of interest here, as MOC members are also farmers themselves 

and therefore might favour some over others.  

At KSCL, the Operating Board (OB) comprises of four representatives 

from KSCL and two representatives from each of the two associations, 

ROA and KCGA. The OB has similar functions as those of MOC in 

MSEL; added to that is the assignment of quota to the associations. 

KSCL sets the quota of sugarcane to be harvested, OB assigns them to 

the associations, and these assign quotas to individual farmers. The OB 

inspects the sugarcane delivered to the factory and may reject it if it is 

of low quality. If the delivery schedule cannot be met (e.g. due to low 

quality), then the OB fills that supply gap with sugarcane from other 

farmers whose sugarcane has been assessed by the KCT as being of 

good quality. Filling the gap in this way has created suspicion among 

the SHFs who perceive favouritism and bribery associated with OB’s 

management of the harvesting schedule. Such suspicions also stimulate 

to divert subsidised fertiliser to other crops (maize and rice) instead of 

the contracted one (sugarcane).  

AOTL has allied with TLTCL to set up the joint venture ATTT in 

order to mitigate the problem of farmers’ opportunistic defaulting. 

ATTT does not schedule harvesting activities, nor does it arrange for 

transport from the farm to the gulio. Officers of ATTT provide 

extensions services to farmers and grade tobacco at the gulio. ATTT 

still faces the problems of defaulting farmers in the Tabora region.  

TATEPA outsources the monitoring and control services via TRIT. 

TRIT does not schedule the harvesting as tea is harvested continuously 

throughout the year. TRIT officers train RSTGA farmers, provide 

advice, and monitor tea quality. Scheduling is not needed, as it is in 

KSCL and MSEL, as factory capacity is not a bottleneck (even when 

tea is sold in the rainy season) and tea is not graded anymore. 

In two cases the respective OBs have the responsibility to harvest 

planning (MSEL and KSCL) and in two cases it does not (ATTT and 

TATEPA). Sugarcane needs planning due to the fluctuation in sucrose 

levels depending on the season and the limited processing capacity of 

the factory. Although tobacco is seasonal too (harvested in the dry 

season), once it is dried it can be stored waiting for processing 

elsewhere. Tea is harvested throughout the year and although it is 

interesting for the farmer to harvest in the rainy season, the case 

implicitly shows that the tea factories of TATEPA have not reached 

their limits (yet). In sugarcane, problems partly develop due to capacity 

limitations. Minimising these problems, the OBs’ organisation is 
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required. In doing so, it leads to suspicions of favouritism by SHFs. 

Some of this may be addressed by more transparency (measuring 

sucrose levels of sugarcane of individual farmers), abating the 

asymmetry in information (or lack of information), and objective 

scheduling procedures to eliminate suspicions of favouritism. 

Credit services provision 

In all four cases, the respective agro-industry Acts obligate the FOs to 

supply fertilisers to the SHFs on credit.
89

 Providing fertilisers on credit 

is inherited from the colonial period throughout Ujamaa period (see 

chapter two). The government subsidises these fertilisers and sells 

them through its agents.
90

 Every SHF may buy fertiliser directly with 

such an agent, or first apply for credit from the bank to buy fertiliser. 

Many farmers are not familiar with the banking system and do not 

apply for credit. Moreover, many SHFs have no legal property to 

secure the loan: their farmland and houses are not legally registered 

and are not accepted by the bank as collateral. Even if the land would 

have been registered, its value might not be enough to cover loan and 

legal costs when foreclosed. In order to overcome this problem, FOs 

apply for loans and act as guarantor for credit providers. The credit 

provision via FOs overcomes the endowment problem of the SHFs in 

order to be able to invest in agricultural activities.  

In all four cases fertilisers are required to grow cash crops (i.e. 

contracted crops). The FOs require mass production and good quality 

farm produce as raw material for the factories. The FOs provide credit 

through the cooperative societies. In the four cases, the specific 

cooperative societies are MOA (MSEL), KCGA and ROA (KSCL), 

PCS (AOTL) and RSTGA (TATEPA). MOA and PCS provide credit 

to groups of ten farmers,
91

 KCGA, ROA and RSTGA provide credit to 

individual farmers.  

At MSEL, not all SHFs who contract with the factory, borrow via 

MOA for farm inputs. Independent SHFs, i.e. those SHFs with larger 

farms who have become financially independent over the years, do not 

need to borrow through the cooperative society. The SHFs who do 

borrow via MOA in order to buy fertiliser use MSEL as a guarantor. 

The loan is repaid via deductions when selling sugarcane to MSEL. 

                                                
89

 The Sugar Industry Act, 2001, Tobacco Industry Act, 2001 and Tea Act, 2003 
stipulate the rules governing the agro-industry institutions of the four cases.  

90
 In MSEL, many agricultural shops sell fertiliser, in KSCL it is KCT that sells 

fertiliser, in AOTL it is ATTT, in TATEPA it is WATCO.  
91

 In Tanzania, this is called group collateral. See chapter 2. 
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MSEL then repays the agencies who supplied the fertilisers. Servicing 

the loan becomes problematic when a farmer is assigned a low sucrose 

level, leaving the SHF indebted. Although sucrose levels may actually 

be low, it may also be attributable to the sampling procedure in MSEL. 

This pressurises farmers to sell only in the dry season in order to 

prevent losses due to the sampling procedural problems. When all 

SHFs postpone selling sugarcane until the dry season, this leads to 

problems in the harvesting schedule. It also stimulates the 

opportunistic burning of sugarcane as this forces the MOC to harvest a 

farmer’s sugarcane.  

KSCL has set up KCT, a community development agency, which acts 

as intermediary agent for various credit providers as KCGA and ROA. 

The societies provide loans to individual SHFs. KCT also acts as the 

project coordinator for community development, attracting loans from 

donor agencies. As KSCL cannot buy all sugarcane produced in the 

valley, those farmers that cannot sell, but have taken out a loan may 

end up defaulting upon their obligations. SHFs have diversified into 

rice and maize in order to be able to repay the loan and support their 

family.  

AOTL provides credit to the PCS, which in turn provides fertilisers on 

credit to its members. The PCS still uses the British colonial set up. 

Some SHFs receive fertilisers on credit and decide to sell them directly 

on the market. Others receive fertilisers on credit and decide to use it to 

grow only their own crops, e.g. groundnuts, maize, rice, and other food 

crops. Others partly use the fertiliser for their own crops and partly for 

the contracted tobacco crop. As some of these SHFs will not be able to 

repay the loan, AOTL sues the defaulters and claims damages. When 

AOTL is granted permission by the court to foreclose on property, 

often the value will be insufficient to redeem the loan.  

TATEPA does not arrange for the provision of credit. The SHFs of 

Rungwe buy fertilisers in cash. WATCO supplies subsidised fertilisers 

to earmarked private shops in the tea villages. The tea village 

members, either themselves or through the VTC, may privately 

negotiate with the shopkeeper to get fertiliser on credit. As farmers 

receive monthly payments from WATCO for their tea, defaulting has 

not yet occurred. 

Although the provision of credit is more or less the same in the four 

cases, with the exception of TATEPA were the FO is not engaged in 

credit provision, different problems come up. In MSEL, the credit 

provision actually contributes to a worsening of the scheduling 



 138 

problem, which stimulates the SHFs to choose selling in the dry season 

in order to be sure that they will be able to repay. In AOTL, some 

farmers opportunistically take out loans for fertiliser in order to sell it 

directly on the market. In Kilombero, due to the quota system farmers 

have diversified to other crops in order to be able to repay the loan. 

Although the way in which credit is provided in these cases helps 

overcoming endowment problems with small farmers, it is not a full 

success as it interacts with other problems in the cases, especially the 

measurement of sucrose levels and grading of tobacco.  

Social service provision 

The social services concern the development of infrastructure such as 

the construction of feeder roads, the building of schools for farmers’ 

children and the establishment of health centres. The provision of 

social services relates to the production of farm produce. All firms 

construct roads in the rural area, because the farm produce requires 

transport. All FOs build schools and provides training which enhances 

SHFs’ capacity to apply good farming practices. In addition, the FOs 

provide agronomic advice in order to increase production and quality. 

In each case, FOs provide health services, which are crucial to the 

SHFs. With health problems (e.g. malaria or HIV/AIDS), the SHFs 

cannot continue farming.  

Although social services are provided by government agencies, donor 

agencies, FOs and contracted agents, the level of services differ among 

the cases. TATEPA provides the higher level of social services, partly 

as it is obligated to do so as a fair trade organisation. Customers of the 

fair trade brand pay a premium price to support development projects. 

TATEPA has to make sure that this premium is well spent. 

Transportation of crops  

All four cases outsource transport services. During the harvest season 

MSEL contracts any interested party/company owning trucks. KSCL 

contracted UNITRANS Company Limited (UNITRANS) in 2001 to 

deal with all motor vehicles at KSCL. UNITRANS, on its turn, 

contracts private drivers. AOTL contracts the Tanzania Railway 

Corporation Limited (TRCL) to transport tobacco from Tabora to 

Morogoro. TATEPA contracts Jilanjo company Limited (Jilanjo). 

Two FOs in the four cases experienced transport problems. KSCL 

experienced opportunistic drivers who used logs and sacks of sands to 

increase the weight of a truckload of sugarcane. Upon discovery, 
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KSCL contracted UNITRANS, changed to a fixed load of six tons per 

truck and payments per trip. TATEPA also experienced opportunistic 

drivers who bought tea at throwaway prices from farmers. It decided to 

contract Jilanjo. Drivers are still paid per kilo, but with the introduction 

of the digital scale, the problem of opportunistic behaviour was 

eliminatd and also transparency in the whole value chain increased. 

MSEL contracts individual private owners of trucks who are paid per 

trip. ATTT does not organise the transport from the farm to the gulio; 

it only organises the transport from the gulio to the factory. 

9.3 Governance problems in the contractual 

relationship 

Chapter 3 discusses the contractual relations and the associated 

behavioural problems from the perspective of economic organisation. 

Specifically, the chapter addresses the problems of moral hazard, 

adverse selection, hold out and collective action. In this section, the 

cases are analysed in respect to these problems.  

Moral hazard in the agro-industry 

Moral hazard arises when a contractual participant acts 

opportunistically ex post in order to appropriate value from the other 

party. As such, behaviour comes up during the process of execution of 

the contract; it deprives or lowers the value of the contracted property 

to the other party.  

MSEL 

At MSEL, some members of MOA misuse the fire accident clause. 

They set fire to their fields in the dry season in order to force MOC to 

harvest their cane and sell sugarcane at higher prices. Although the fire 

accident clause can be seen as the triggering element in the contract, 

the behaviour can not solely be attributed to that clause. Important 

contributors are the pricing structure, the fact that sugarcane has a 

seasonal peak in sucrose levels, the problematic sampling of the 

sucrose levels and the limited factory capacity in that period. One 

consequence is that MOC cannot handle the reported fires and organise 

the cutting and the transport at short notice, resulting in the harvesting 

of only a few fields and hence, suspicions of favouritism and bribery 

problems emerge.  
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Mitigating moral hazard implies tackling the perverse incentives 

associated with the nature of sugarcane and the contractual terms 

triggering opportunistic burning. The measurement of sucrose levels 

need to change in order to ascertain that the measurement of the 

sucrose level of a specific amount of sugarcane is attributed to its 

correct owner. However, even MSEL does not have that knowledge 

now. In that sense, it is not an asymmetry of information but a lack of 

information. Furthermore, the limited crushing capacity of the factory 

in the dry season together with the pricing structure makes the 

organisation of the harvesting problematic. The incentive for farmers 

to harvest only in the dry season need to be mitigated by offering 

incentives to the farmer so that he is interested to sell at the beginning 

of the season, or even in the rainy season. Then the fire clause needs to 

be removed from the contract in order to relieve the pressure on the 

harvesting schedule and eliminate the final part of the incentive for 

farmers to force the MOC’s hand in harvesting in the dry season.  

KSCL 

At KSCL, prior to contracting UNITRANS, private drivers were paid 

according to the weight of sugarcane delivered. The drivers 

opportunistically increased the weight of the load by carrying logs and 

sacks of sands in the truck. Such behaviour was not detected, as the 

load was not checked upon entering the automated entrance to the 

Cane Yard. KSCL solved this problem by contracting UNITRANS and 

prescribing the size of the truck and the maximum weight trucks are 

allowed to carry. A second form of moral hazard occurs when farmers 

divert fertiliser to non-contracted crops (maize and rice). This 

behaviour arises partly because of the fixed sucrose level and the 

chance of not being able to harvest. As a farmer may not be included in 

the schedule, a farmer is uncertain whether he will be able to sell his 

sugarcane to KSCL. This uncertainty for the farmer stimulates him to 

diversify his efforts to other crops.  

Members of ROA and KCGA have been growing sugarcane in the 

valley for about 40 years (as of 1967). Fixing sucrose levels and setting 

quota have changed their behaviour to become more opportunistic. 

One alternative for mitigating this form of moral hazard is to improve 

the measurement of sucrose levels (in the same manner as discussed 

above by MSEL). Another alternative is to increase the monitoring of 

farmers on farming practices and quality of sugarcane and at the same 

time to guarantee that the factory will purchase the sugarcane that is 

scheduled. This might eliminate the diversification incentive. 
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AOTL 

At AOTL, moral hazard occurs as some members of the PCS directly 

sell subsidised fertiliser bought on credit. As a result, farmers run away 

when they need to repay. As poor farmers do not have valuable 

properties that can be subjected to foreclosure, he has no interest in 

staying at the farm. Other farmers use the fertiliser (partly) on their 

own crops instead of tobacco. If the harvested crop does not yield 

enough, farmers cannot repay the loan and either run away or register 

under another name. The complex tobacco grading system and the lack 

of transparency in setting the final grade creates mistrust by farmers. In 

turn, this stimulates opportunism by farmers. 

As PCS accepts all farmers, AOTL accepts all PCS farmers, and 

supplies cheap fertiliser to farmers via ATTT, ATTT is confronted 

with different types of farmers that use the system opportunistically. 

One alternative might be that AOTL starts screening PCS members 

and contract only those SHFs who can adhere to good farming 

practices. In order to keep up the quality of the tobacco, AOTL will 

need to improve upon monitoring farmers and increase transparency in 

the grading of the tobacco.  

TATEPA 

At TATEPA, although the members of RSTGA were deprived of good 

prices by the opportunistic Caspian drivers, the better explanation of 

this behaviour is from the perspective of information asymmetry rather 

than from a moral hazard perspective. Farmers were not informed, 

therefore they were unaware of the better prices offered by TATEPA.  

Adverse selection in the agro-industry institutions  

All four firms (MSEL, KSCL, AOTL, and TATEPA) contract the 

SHFs of the cooperative societies. All village members in the rural 

areas can become members of a cooperative society by virtue of living 

there. Adverse selection might occur as a village member may decide 

to become a member of a cooperative society and that society accepts 

him as a member.  

At MSEL, no specific problems are encountered pointing to adverse 

selection. Although one might hypothesise why this is not the case, the 

case itself provides not enough data to address the issue sufficiently. 

For instance, MSEL is not located in a remote area, restraining entry. 

One explaining factor may be that the land is less fertile and abundant 
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in Turiani than it is in Kilombero. This constrains entry by farmers 

seeking out attractive contractual terms. 

At KSCL, the Kilombera valley is fertile and abundant and indeed 

farmers have been flocking to the valley over the years. It even made it 

necessary to introduce a quota system to limit the supply. KSCL and 

the associations may have attracted farmers because of the attractive 

contractual terms. If any adverse selection has taken place, then the 

associated negative consequences of such selection do not yet show up 

in the production statistics discussed in the case.  

At AOTL, adverse selection comes up as the PCS accepts all 

applicants; ATTT accepts these applicants as farmers and provides 

them with subsidised fertiliser. Cheap fertiliser is sold on the spot or 

(partly) used on other crops. AOTL has trouble suing defaulting 

farmers, and even if AOTL can claim a farmer’s property, its value is 

negligible.  

At TATEPA, the problem of adverse selection is mitigated or 

eliminated through screening. SHFs are screened before they can join 

RSTGA. The criteria for accepting a farmer are that he understands 

and applies good farming practices. 

In the studied cases, MSEL does not show evidence of adverse 

selection problems, KSCL might suffer but adverse effects do not yet 

show and TATEPA eliminated it through extensive screening. Only 

AOTL suffers from adverse selection. To mitigate it, either the PCS or 

ATTT might consider more extensive forms of screening (and 

following this up with intensified monitoring) before accepting a 

farmer as a member if the associated costs are lower than accepting the 

consequences of adverse selection. 

Hold out problems  

Hold out problems were not typical to the four cases. Hold out 

happened at MSEL in 2007 when the members of MOA stopped 

supplying sugarcane to MSEL. The sugarcane cutters’ strike for higher 

wages interrupted the supply of sugarcane of MSEL’s own estate to the 

factory. As MSEL asked farmers to supply sugarcane to the factory, 

farmers offered higher wages to the cutters. In order to maximise that 

opportunity, cutters started to burn fields in Turiani. As MOC could 

not handle the number of fire accidents, this resulted in an abrupt 

shortage of sugarcane supply from the SHFs for a couple of weeks. 

The second form of hold out occurs as farmers hold out to supply 
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sugarcane only in the dry season, which delivers them higher prices 

than when they deliver the same sugarcane at the beginning of the 

crushing season. This disrupts the daily rate of delivery for the factory 

and the harvesting schedule of MOC. This kind of behaviour might be 

addressed by altering the pricing scheme such that the incentive to 

deliver in the dry season is weakened. However, KSCL shows that 

such a change might result in additional regulation (quota system) that 

on its turn generates unwanted behaviour.  

Problems that emerge from collective action  

Transacting through the cooperative societies is a pervasive custom in 

the rural areas. The Sugar Industry Act (2001), Tobacco Industry Act 

(2001), and the Tea Act (2003) give the cooperatives legal basis for 

organising SHFs. The Cooperative Act (2003) makes it mandatory for 

individual farmers to operate through the setting up of cooperative 

societies for cash crops.  

At MSEL, a collective action problem comes up in managing the fire 

accidents. When farmers set fire to their fields, they do so irrespective 

of the decisions of other farmers to set fire to the fields. This creates a 

problem for MOC when handling the fire accidents early in the 

morning. MOC cannot accommodate all and, consequently, some 

farms cannot be harvested. These fire accidents changes the priority in 

harvesting, damaging the interests of scheduled farmers. Suggestions 

to solve this problem have been discussed in the subsection on moral 

hazard. 

At AOTL, as farmers receive fertiliser in groups of ten, some of them 

may free ride upon the others by not repaying the loan. As these 

farmers receive fertilisers on credit, sell it on the market, and then run 

away from their obligations, they free ride on the other members. 

These group members are not able to or will not discipline these free 

riders as they are, e.g. neighbours or even relatives, and the fact that 

next year they themselves may end up in debt due to the grading 

problem. Eliminating free riding at AOTL might start with the offering 

of the loan to the individual SHF, not a group. This already happened 

as AOTL started to encourage the SHFs to contract as independent 

farmers. Furthermore, a court judgement in 2007 made that AOTL 

could not foreclose on the properties of those group members. In the 

subsections above, suggestions for solutions have already been 

discussed to address this problem. 
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9.4 Applying the farmer behaviour model 

(FBM) to the cases 

The FBM model, introduced in chapter 3, is, for ease of exposition, 

shown below in figure 18. 

 

Figure 18 Four cases and the FBM 

 

 

The alternative behaviours of farmers are assessed with respect to the 

monetary value of fertiliser and the production possibility curves of 

five types of farmers. The first one is characterised by point A in the 

figure, portraying a farmer who sells the subsidised fertiliser directly 

on the market and therefore earns the monetary value of fertiliser 

(MVF) of OZ. The second is characterised by point B, portraying a 

farmer using the fertiliser on his own crops only. Point C is for the 

third type of farmer who partly apportions fertiliser to the cash crop 

and partly to his own. Point D is portraying the fourth type of farmer, 
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using all fertiliser on the cash crop and point E for the fifth type, an 

independent farmer, who buys additional fertiliser for his cash crop. 

In AOTL, all types of farmers show up in the case, indicating by the 

arrows emanating from “AOTL” in the figure. The case shows 

evidence of all behavioural problems conceptualised in the FBM. In 

KSCL, farmers of type C and D come up in the case. In MSEL, 

farmers of type D and E show up. In addition, in TATEPA only 

farmers of type E show up. With respect to the theory behind the 

model, it is only in the case TATEPA that the full economic potential 

of SHFs together with the FO seemed to have been realised as it 

operates at the highest production possibility frontier. As AOTL 

includes all types of farmers, interpreted within the FBM, SHFs and 

FO are not operating at full economic potential. Its economic 

efficiency is then an average of these five types of farmers. In order to 

increase efficiency it needs to transform farmers from lower levels of 

production possibility frontiers to higher ones. 

The discussion above has shown that participants need to solve specific 

behavioural problems in order to make that transformation. In this 

view, MSEL and KSCL operate in between AOTL and TATEPA. 

Here, an increase in economic efficiency might be possible if in both 

cases the participants solve the problems discussed above. However, as 

they are still in transition, problems might increase and then a reverse 

transformation might occur. The figure shows that, when the four cases 

are compared, TATEPA is efficiently governed. From that perspective, 

MSEL and KSCL follow in second and third place, while AOTL is the 

fourth.  

9.5 Instruments for solving problems 

Chapter 3 also discusses the instruments for solving behavioural 

problems in contractual relations: screening, collective bargaining, 

incentives, monitoring and bonding. Below, these are considered per 

case  

MSEL 

In MSEL, farmers are not screened before they are allowed to deliver 

sugarcane to MSEL. Farmers have to apply for membership of MOA, 

but MOA itself does not screen farmers. As MSEL does not have the 

problem of type A, B and C farmers, as it has type D and E farmers 

such screening seems not necessary. Collective bargaining is done on a 
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national level, which establishes grades, prices, services etc. MOA and 

MSEL follow that result. The only collective bargaining breakdown 

occurred when cutters hold out for higher wages. Incentives (i.e. 

pricing scheme) are focused on sucrose levels in sugarcane. Although 

this stimulates the farmers to increase quality, together with the 

problematic measurement system, the seasonal sucrose fluctuations 

and limited factory capacity frustrates farmers. Although MSEL 

officials train, provide advice, and monitor sucrose levels in the farms, 

they do not monitor farmers’ performance.  

KSCL 

In KSCL, farmers are not screened before they are allowed delivering 

sugarcane. Farmers have to apply for membership of ROA or KCGA, 

but both associations do not screen farmers. KSCL has type C and D 

farmers. So screening might help here, although the type C farmer 

might actually be the result of a reverse transformation, i.e. a farmer of 

type D becoming type C. KSCL follows the collective bargaining 

system of which MSEL is also part. The pricing scheme is different 

from MSEL; it fixes the price on 9% sucrose in order to eliminate the 

measurement problem MSEL is still facing. As a result, farmers were 

attracted to Kilombero, which increased the amount of sugarcane 

produced in the valley. KSCL had to set sugarcane quota. The 

unintended consequence of this was the creation of uncertainty for the 

farmer whether or not he could sell sugarcane to the factory. Farmers 

diversified their efforts to other crops. KCT monitors farmers on good 

farming practices. They report to the OB about the condition of the 

sugarcane, and that report explains whether a farmer’s sugarcane 

qualifies for harvesting or not. The OB may then decide to discard the 

cane if it is of low quality. Although the case does not provide specific 

evidence for the following conjecture, it might be that if a type C 

farmer apportions less fertiliser to sugarcane than a type D farmer, then 

he might run a higher risk of growing a lower quality of sugarcane. 

KCT may then exclude him from the schedule. It might be explained 

that the natural fertility of the valley prevents a further reversal in the 

transformation of the SHFs from type C farmers to type B.  

AOTL 

In AOTL, farmers are not screened either. PCS accepts every applicant 

and ATTT accepts any member. AOTL has all five types of farmers. 

Screening might help here as AOTL has problems with opportunistic 

farmers of type A, B and C. Collective bargaining follows the same 
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pattern as in KSCL and MSEL. The pricing scheme is based upon the 

grading system (set nationally). This complex system and the non-

transparent way in which the final grade is set create mistrust among 

farmers. For specific farmers, the system might result in a reverse 

transformation instead of helping the farmer move upwards. Although 

ATTT officers train, provide advice and classify tobacco they do not 

monitor a farmers produce or his farming performance.  

TATEPA 

In TATEPA, farmers are screened by TRIT before they may become a 

member of RSTGA and deliver tealeaves to WATCO. TATEPA has 

type E farmers. TRIT officials monitor farmers’ practices and the 

tealeaves’ quality before the leaves may be brought to the tea-buying 

centre. At the centre, VTC members and TRIT officials also inspect the 

tealeaves and discard low quality. FLO visitors inspect farms, their tea, 

the processing facilities, and the pricing scheme. Collective bargaining 

follows the same pattern as in the other cases. TATEPA and WATCO 

both have farmer representatives (via RSTGA) in the supervisory 

board. As farmers deliver high quality tea, the grading system is not 

used. Farmers receive high prices, apart from the fair trade premium 

that is used for community development. Farmers deliver tea 

throughout the year while WATCO offers the same prices throughout 

the year even in the rainy season. Via small deductions on the tea, price 

farmers buy WATCO stock. An RSTGA fund, TRUST, administers 

the scheme. Dividends are paid out to the individual farmers. Buying 

shares can be interpreted as a bonding mechanism, which enhances 

farmers’ feelings of ownership for their factory. 

The discussion shows that instruments are used differently in the four 

cases, although similarities also come up. In the table below, the 

governance instruments are compared across the cases. Left out is the 

collective bargaining, as this does not differ much in the four cases. 
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Table 3 Governance instruments employed in four cases 

Firm Screening Pricing 

scheme 

Monitoring Bonding 

MSEL None On sucrose 

levels 

Training, advice 

No discard-

decision  

None 

KSCL None Fixed on 

9% 

Training, advice 

Discard-decision 

by OB 

None 

AOTL None On grades Training, advice,  

No discard-

decision 

None 

TATEPA Yes Fixed on 

premium 

quality 

Training, advice, 

Discard decision 

by TRIT 

Yes 

 

Generally, table 3 shows that MSEL and AOTL use the instruments in 

a similar manner. They rely on prices dependent on quality (via 

measuring sucrose levels or grading), do not monitor farmers (in that 

they do not to decide whether to discard prior to or at the harvesting), 

and have no bonding mechanism. KSCL and TATEPA have in 

common that price is not dependent on grades and monitor farmers so 

that they can decide to discard sugarcane or tea. On top of that, 

TATEPA screens farmers and employs a bonding mechanism. 

Table 3 does not include the costs of maintaining the governance 

system. The cases do not provide the data to estimate the costs of 

running the system. These costs fall, partly, in two categories: private 

and social costs.
92

 Social costs also have to be taken into account for 

assessing efficiency. The table 4 below provides an overview. 

For MSEL, table 4 shows the private costs that are caused by the 

behavioural problems (extensively discussed above), but also lists a 

social benefit. MSEL acts as guarantor for farmers’ debts. If it would 

not do such a thing, farmers might have difficulty applying for credit 

                                                
92

 Social costs arise if others, not being part of the group of contractual parties, are 
confronted with costs due to the choices of these contractual parties. See Coase 
(1960) for a seminal discussion on the issue of social costs. These social, or 
external, costs have not been discussed extensively in chapter 3 as this chapter has 
focused on the behavioural problems within the contractual relation between 
farmer and factory owner. However, the discussion on the cases above has shown 
that the costs of the behavioural problems may also partly spill over to others and 
with that become a social costs.  
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successfully. Although this is obviously also in MSEL’s private 

interests, it mitigates endowment problems of SHFs which otherwise 

would have much difficulty lifting themselves out of poverty.  

Table 4 Private and social costs of economic organisation in four cases  
MSEL KSCL AOTL TATEPA 

P
ri

v
a

te
 c

o
st

s 

Moral hazard 

(fire accident, 

hold out for 

dry season) 

Measurement 

problem 

generating 

mistrust 

(perceptions 

of favouritism 

and bribery) 

Moral hazard 

(divert 

fertiliser) 

Adverse 

selection 

(farmers 

attracted to 

fixed pricing, 

type C) 

Fixing on 9% 

and quota 

system 

generates 

mistrust 

(perceptions 

of favouritism 

and bribery) 

Moral hazard 

(defaulting 

farmers) 

Adverse 

selection 

(contracting 

farmers type 

A, B and C) 

Grading 

system and 

discarding at 

the factory 

creates 

mistrust 

(perceptions 

of favouritism 

and bribery) 

Screening and 

monitoring 

costs of 

TRIT,  

FLO costs 

S
o

ci
a
l 

co
st

s 

MSEL is 

guarantor of 

farmers’ debts 

(benefit) 

KCT-costs 

covered by 

KSCL estate 

diminishes 

farmers’ 

opportunity to 

sell 

Community 

issue of KCT 

AOTL 

provides 

credit to 

farmers 

(implicit 

guarantee; 

benefit) 

Free riders in 

a farmers’ 

debt group 

Defaulting 

behaviour 

diminishes 

value of 

contracting 

Leaving out 

the RUTECO 

farmers 

 

For KSCL, as in MSEL the private costs are dependent on the 

behavioural problems discussed above, but show additional social costs 

due to the organisation of KCT. Its costs (community services and 



 150 

farming services) are covered by allocating part of its own estate to 

KCT and guaranteeing it the right to sell sugarcane to the factory, 

while subtracting that amount from the quota of sugarcane SHFs are 

allowed to sell. Such a unilateral decision diminished the selling rights 

of SHFs and aggravated the tension between FO and SHFs. The second 

problem is associated with KCT itself and the way in which it is 

presented to the community. This has created suspicions among SHFs 

that KCT has a hidden agenda. 

For AOTL the private costs generated by the behavioural problems 

partly spill over to social costs. Although AOTL implicitly guarantees 

the debt of farmers (a benefit, see also MSEL), the way in which the 

system is set up generates free riding. This free riding is at the expense 

of those farmers that do repay. A recent court decision has ended this 

form of group collateral. With this decision the costs of free riding for 

the other group members is eliminated. These costs now fall to AOTL. 

The defaulting behaviour increases the costs of the implicit guarantee 

to AOTL. This cost is private, but the social cost is also important in 

that it creates a cultural norm that defaulting on contractual obligations 

is normal.  

For TATEPA higher (administrative) costs come up in screening and 

monitoring, but it has less behavioural problems (and thus lower 

private costs) than in the other cases. Part of the monitoring costs is 

born by outsiders (FLO). With the screening of farmers, TATEPA 

excludes farmers who are not able to practice good farming practices. 

Those farmers staying with RUTECO who cannot or do not want to 

benefit from the TATEPA system are left out. In the end, this might 

create social (and economic) inequality between the two groups of 

farmers. 

Although the cases do not make it possible to assess the absolute 

efficiency of the agro-industry institutions definitively, from a private 

costs perspective TATEPA seems to perform best. Although it has 

higher administrative costs due to its extensive monitoring effort, the 

set up of the system has lifted tealeaves farmers to the type E category 

and eliminated or circumvented many behavioural problems. This 

result has not yet been reached in the other three cases. The help of 

FLO in organising the system cannot be overlooked. It is partly due to 

the willingness of customers, who are willing to pay premium prices, 

that the administrative costs are covered and transparency is forced 

upon participants. In the MSEL and AOTL cases, farmer opportunism 

emanates from lack of transparency. Whether or not the social cost in 

the case TATEPA is big enough to diminish efficiency, cannot be 
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decided upon the evidence presented here. What can be said, though, is 

that the institutional setup in the case did not come at the expense of 

the RUTECO farmers. They can still sell tealeaves (but not to 

TATEPA) and farmers may still apply for RSTGA membership. For 

TATEPA, from the perspective used in this book, no major economic 

organisational problems seem to remain that need to be solved at the 

moment. Such problems may come up in the (near) future, e.g. when 

due to its success farmers may become independent of TATEPA. In 

that situation, TATEPA might need to revisit the organisation of the 

whole tea value chain as farmers themselves might integrate forward 

(instead of TATEPA integrating backwards), or start selling to other 

FLO tea processing companies.  

For the other cases, as said above, no definitive efficiency assessment 

can be provided here, but with their behavioural problems, efficiency 

might increase if such problems can be (further) mitigated. In MSEL, 

the main culprit seems to be the measuring of the sucrose level. 

Solving this would enhance transparency and reward farmers for their 

true farming efforts. Furthermore, the pressure to sell in the dry season 

might be mitigated if the pricing system would look at relative 

performance instead of absolute performance. However, it takes a rare 

combination of real agronomic expertise, local knowledge and 

economics in order to find a solution to this problem.
93

 In KSCL, it is 

the combination of a fixed sucrose level, the quota system, the 

scheduling and the abundance of fertile land that create the behavioural 

problems. A solution to the measurement problem (as in MSEL) 

including a pricing system based on relative values might help solving 

part of the problems. If the factory cannot increase capacity, it might 

be better to introduce other cash crops. This would give farmers an 

alternative and decrease the acreage of sugarcane. In AOTL, the 

diminishing contractual morale needs to be halted. Either AOTL needs 

to start screening, monitoring, and training SHFs extensively in order 

to stop the process. TATEPA might actually stand as a model here for 

AOTL; although it remains to be seen as to what extent that model is 

actually usable in that specific context. As an alternative, AOTL might 

start contracting the farmers with larger estates only, or it might 

integrate. The larger farmers are more knowledgeable and more easily 

monitored than the smaller farmers are. As with forward integration, 

these types of solutions will do less to lift poor farmers out of poverty. 

                                                
93

 An alternative for MSEL is to integrate forward in order to become less dependent 
on (or fully independent from) SHFs. However, this will not stimulate 
entrepreneurship and financial independence among SHFs. 
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9.6 Summary  

The four cases show the challenges the FOs and SHFs face when it 

comes to contract negotiations, signing, and execution. In the cross-

case analysis the contractual relationship between the SHFs and FOs 

has been analysed on pricing, quality measurement, organising of 

harvesting via operating board and credit services. Furthermore, the 

FBM model has been used as a tool to analyse and interpret the 

behavioural problems discussed in chapter 3. The last section is 

devoted to the governance instruments that are used in the cases for 

solving problems and an efficiency assessment has been performed of 

the specific solutions found in the four cases. 

With regard to the contractual relations, the main findings concerning 

pricing are that pricing schemes are set nationally, that the schemes 

depend on the quality of the produce and are meant to provide an 

incentive to farmers to produce high quality. 

Quality measurement is a problem in at least two cases, MSEL and 

AOTL. These two cases lean on prices as an incentive to increase 

quality, while two cases (KSCL and TATEPA) lean on extensive 

monitoring to either ensure a minimum level of quality (KSCL), or 

maintain high quality (TATEPA). In the cases MSEL and AOTL, the 

assessment of quality leads to inefficient behaviour of SHFs wanting to 

sell sugarcane only in the dry season (MSEL) and farmers ending up in 

debt and then trying to rig the system (AOTL). Overproduction in the 

case KSCL leads to the diversion of fertiliser and the relative neglect 

of the sugarcane. TATEPA solves the quality assessment by excluding 

lower quality tea from (non-RSTGA) farmers and intensively 

monitoring farmers. It solves the transparency problem with the digital 

weighing scale. 

In the organisation of the harvesting, in two cases the respective 

operating boards have harvest planning responsibilities (MSEL and 

KSCL) and in two cases they have not (ATTT and TATEPA). 

Sugarcane needs planning due to the fluctuation in sucrose levels 

depending on the season and the limited processing capacity of the 

factory. Although tobacco is seasonal too (harvested in the dry season), 

once it is dried it can be stored waiting for processing elsewhere. Tea is 

harvested throughout the year and although it is interesting for the 

farmer to harvest in the rainy season, the case implicitly shows that the 

tea factories of TATEPA have not reached their limits (yet). In 

sugarcane, problems partly develop due to capacity limitations. 

Minimising these problems, the OB’s organisation is required. In doing 
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that, it has led to suspicions of favouritism by SHFs. Some of this may 

be addressed by more transparency (measuring sucrose levels of 

sugarcane of individual farmers) abating the asymmetry in information 

(or lack of information) and objective scheduling procedures to 

eliminate suspicions of favouritism. 

With credit services, in all four cases credit is provided through the 

cooperative societies. In three cases, credit is provided via the FOs to 

the societies. Only in the case TATEPA provides the society RSTGA 

credit if farmers are in need. In MSEL, the credit provision actually 

contributes to a worsening of the scheduling problem, which stimulates 

the SHFs to choose selling in the dry season in order to be sure that 

they will be able to repay. In AOTL, some farmers opportunistically 

take out loans for fertiliser in order to sell it directly on the market. In 

KSCL, due to the quota system, farmers have diversified to other crops 

in order to be able to repay the loan. Although the way in which credit 

is provided in these cases helps in overcoming endowment problems 

with small farmers, it is not a full success as it interacts with other 

problems in the cases, especially the measurement of sucrose levels 

and grading of tobacco.  

In discussing the governance problems, in all cases moral hazard is 

found. In the MSEL case, it is revealed through the opportunistic use 

of the fire clause. In the KSCL case, diverting fertiliser to other crops 

and drivers opportunistically increasing their load with sacks of sand 

are revealed. In the AOTL case, opportunistic SHFs directly sell 

subsidised fertiliser to other independent farmers. In the TATEPA 

case, opportunistic drivers cheat farmers on the price of their tealeaves 

before they are discovered. In the two cases of KSCL and AOTL, 

indications are found for adverse selection. In KSCL, farmers might be 

attracted because of its favourable contractual terms to opportunistic 

farmers and in AOTL in that all members of the cooperative society 

are contracted. A form of hold out is found in the MSEL case where 

farmers did not want to sell in the rainy season but only in the dry 

season. Collective action problems came up in MSEL, where the fire 

accidents could not be controlled by the operating board, and AOTL, 

where farmers free ride on the members of the group when they need 

to repay debts. With respect to the Farmers Behaviour Model, it is 

found that AOTL contracts all types of farmers, KSCL type C and D, 

MSEL type D and E and TATEPA type E farmers.  

With respect to the governance instruments that are used in the four 

cases, MSEL and AOTL use the instruments in a similar manner. They 

rely on prices dependent on quality (via measuring sucrose levels or 
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grading), do not monitor farmers in that it is possible to decide whether 

to discard prior to harvesting, and have no bonding mechanism. The 

cases KSCL and TATEPA have in common that those prices are not 

dependent on grades and that they monitor farmers so that they can 

decide to discard sugarcane or tea. On top of that, TATEPA screens 

farmers and employs a bonding mechanism. Although the cases do not 

make it possible to assess the absolute efficiency of the agro-industry 

institutions definitively, from a private costs perspective TATEPA 

seems to perform best. Although it has higher administrative costs due 

to its extensive monitoring effort, the set up of the system lifts 

tealeaves farmers to the type E category and eliminates or circumvents 

many behavioural problems. Whether or not the social cost in the case 

TATEPA is big enough to diminish this efficiency, cannot be decided 

upon the evidence presented here. What can be said, though, is that the 

institutional setup in the case does not come at the expense of the 

RUTECO farmers. Such a result has not yet been reached in the other 

three cases. In these cases, farmer opportunism coupled with a lack of 

transparency is at the root of all behavioural problems. On top of these 

private costs, social costs have to be added. In the three cases, these 

social costs seem to be larger than in the TATEPA case. 
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Chapter 10  

Conclusions and implications 

10.1  Introduction  

This thesis explores and describes the contractual relationships of 

smallholder farmers (SHFs) and factory owners (FOs) in four agro-

industries of Tanzania. It explains the problems in these relationships 

and the use of governance instruments in these cases to solve these 

problems. It assesses the (relative) efficiency of the agro-industry 

institutions. The relationships between SHFs and FOs and the 

associated problems are studied in an economic organisational 

framework. Furthermore, in this thesis a theoretical model is developed 

to describe the behaviour of farmers in this relationship. With this 

economic organisational approach, the actual behaviour of participants 

in four cases in the agro-industries of sugarcane, tobacco, and tea has 

been studied. The research questions are as follows:  

1. What contractual relationship exists between factory owner (FO) 

and smallholder farmer (SHF)? 

2. What governance problems come up in the relationship between FO 

and SHF? 

3. Why do these governance problems arise? 

4. What lessons can be drawn to facilitate the achievement of 

efficiency in the agro-industry institutions of Tanzania? 

In order to answer the first question, chapter 2 gives a description of 

the development of the agro-industry institutions in Tanzania. In 

chapter 3, the economic organisational framework is discussed, which 

is used as the theoretical lens with which the agro-industries are 

studied. It includes a short discussion of the main theories in the 

literature on economic organisation, focusing on property rights theory, 

transaction cost theory and agency theory. These theories provide the 

basis for developing a model describing the behaviour of farmers and 

for studying the contractual relationships in Tanzania. To answer the 

second research question, four cases in the agro-industry in Tanzania 

are discussed in the chapters 5 to 8. In each of these cases, specific 
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problems in the relationship are discussed and addressed from the 

viewpoint of the framework discussed in chapter 3. The case chapters 

contain a first assessment as to why these problems come up. Chapter 9 

tackles this issue more fully via an extensive cross-case analysis. This 

yields explanations why these problems occur and what governance 

instruments have been used in order to solve these problems. Chapter 9 

ends with an assessment of the (relative) efficiency of the economic 

organisation of the relationships in the four agro-industries. Below the 

research question are addressed. 

10.2  The types of contract  

The types of the contractual relationships between the SHFs and the 

FOs includes the pricing of the crops, quality and measurements, 

operating boards, credit and services provision, social services 

provision and the transportation of the farm produce.  

The pricing of the crops: The pricing system is set by the Laws of 

Tanzania for each of the three crops. The respective boards (the Sugar 

Board of Tanzania, the Tanzanian Tobacco Board, and the Tea Board 

of Tanzania) negotiate annually with the members of the cooperative 

apex societies and factory owners. The system not only sets prices but 

also differentiates that to different qualities of the produce.  

Quality and measurement: Quality of farm produce determines the 

prices that FOs can obtain in the (world) markets. In two cases (MSEL 

and AOTL), this is directly translated to the prices SHFs can earn on 

their crops. It is in these two cases that the measuring of the quality is 

problematic. The problem of attributing sucrose levels to either 

individual farmers (MSEL), or a very complex grading system without 

transparent setting of the grade (AOTL). In the two other cases, quality 

no longer fluctuates (tealeaves in TATEPA, sugarcane in KSCL). 

Intensive forms of monitoring need to ensure a uniform good quality of 

the produce. In TATEPA, this monitoring system has developed to 

such an extent that uniform quality is ensured. In KSCL, the 

monitoring cannot prevent opportunistic diversion of fertiliser to other 

crops.  

Operating board: The FOs in the agro-industry organises the 

economic activities of the value chain through Operating Boards (OBs) 

although in different forms. In two cases, the OB sets up harvesting 

schedules, organises the harvesting and the transport of crops (MSEL, 

KSCL). In KSCL, the OB may decide whether to include a farmer in 
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the schedule or to discard the produce in case of low quality. In two 

cases, the FOs outsource part of this service to another outside entity 

(AOTL and TATEPA).  

Credit services provision: In all four cases, the respective agro-

industry Acts obligate the FOs to supply fertilisers to the SHFs on 

credit. Although the way in which credit is provided in these cases 

helps to overcome endowment problems facing the SHFs, it is not a 

full success as it interacts with other problems in the cases, especially 

the measurement of sucrose levels (MSEL) and the grading of tobacco 

(AOTL).  

Social services provision: The social services concern the 

development of infrastructure such as the construction of feeder roads, 

the building of schools for farmers’ children and the establishment of 

health centres. Although social services are provided by government 

agencies, donor agencies, FOs and contracted agents, the level of 

services differ among the cases. TATEPA provides the higher level of 

social services, partly as it is obligated to do so as a fair trade 

organisation. 

Transportation: In all four cases, transport facilities are outsourced. 

During the harvest season MSEL contracts transporters from any 

interested party/company owning trucks, KSCL contracted one 

company doing all its transport activities (UNITRANS). In these two 

cases, transporters haul sugarcane from the farm. AOTL and TATEPA 

only transport from market centres to the factory as SHF bring their 

produce themselves to that centre. In KSCL and TATEPA, the FOs 

contracted a new partner upon the discovery of opportunistic behaviour 

by drivers. 

Governance Problems 

The contracts in the agro-industry institutions are affected by 

governance problems. These problems occur due to bounded 

rationality, information asymmetry and opportunism leading to moral 

hazard, adverse selection, hold out and collective action problem. 

Moral hazard: Moral hazard affects three cases in the process of 

execution of the contract, such as fire accidents (MSEL), diverting 

fertilisers (KSCL) and defaulting on loans for subsidised fertilisers 

(AOTL).  
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Adverse selection: Problems associated with adverse selection are 

indicated in two cases due to attractive contractual terms (KSCL) and 

due to a lack of screening of members of the cooperative society 

(AOTL).  

Hold out problem: Hold out problems are indicated in the case 

MSEL, where farmers strive to sell in the dry season and not in the 

rainy season, mainly due to the pricing scheme and the measurement 

problem.  

Problems associated with collective action: Problems of collective 

action occur in AOTL, because of free riding of members when they 

need to repay debts in the farmers’ group. It also occurs in MSEL 

where farmers set fire to their fields without coordinating their actions 

with other farmers. This results in a harvesting schedule problem for 

the OB, which it can only partly solve. 

10.3  Why do these problems arise? 

The problems discussed above arise because of different factors; these 

are considered below.  

Causes for moral hazard: In MSEL, the causes are the pricing 

scheme, the measurement problem, the fire accident clause, the 

outstanding loan for subsidised fertiliser, the limited capacity of the 

factory and the seasonal fluctuation in sucrose levels. These together 

give rise to the opportunistic behaviour of SHFs trying to make sure 

that they can  harvest at the height of the dry season. In KSCL, the 

fixing of the sucrose level on 9% and the quota system makes the SHF 

to neglect sugarcane and divert fertiliser to other crops. In AOTL, easy 

access to credit via ATTT, lack of farming skills, and the possibility to 

escape liability result in a rigging of the system in which farmers 

opportunistically default on their contractual obligations. In TATEPA, 

such opportunistic problems do not crop up as the screening and 

monitoring system, including peers’ monitoring, provide pressure to 

adhere to an implicit contract.  

Causes for adverse selection: Adverse selection is indicated at KSCL 

and AOTL. At KSCL, the Kilombero valley is fertile and abundant and 

indeed farmers have been flocking to the valley over the years. There is 

no screening whatsoever at KSCL. Without screening, opportunistic 

SHFs divert fertilisers from sugarcane to using it on maize or rice in 

their farms. At AOTL, adverse selection comes up as the primary 
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cooperative society (PCS) accepts all applicants and ATTT accepts all 

members of the PCS. ATTT is then confronted with farmers who use 

the fertiliser on credit for their own interest.  

Causes for hold out problems: Due to a lack of information at MSEL 

regarding the measurement and assignment of sucrose levels, farmers 

hold out for the dry season in order to maximise their return on 

investment.  

Causes of collective action problems: At MSEL, collective action 

occurs because the MOA and MSEL lack information concerning the 

sucrose levels. Some members of MOA cause a fire accident in order 

to force the harvesting of their sugarcane. This action leads to pressure 

on the harvesting schedule. At AOTL, opportunistic SHFs receive 

fertilisers on credit in a group, but after receiving the fertilisers run 

away. The other group members are not able to, or will not discipline 

these free riders as they are, e.g. neighbours or even relatives, and the 

fact that next year they themselves may be the farmers that end up in 

debt due to the grading problem. 

10.4  Lessons to improve agro-industry 

institutions in Tanzania 

The lessons that can be drawn from these case studies are that these 

problems can be eliminated if farmers could be motivated to follow the 

transformation path shown in figure 18. Achievement of efficiency in 

this context might occur through the promoting of farmers to become 

independent SHFs. Such SHFs are able to negotiate privately with FOs 

at lower transaction costs. In order to become independent farmers, the 

FOs and cooperative society need to take into account the type of SHF 

transacting with them. The governance instruments that can be used are 

monitoring, screening, collective bargaining and incetnives.  

Monitoring: Monitoring mitigates moral hazard. At TATEPA, 

monitoring is intensified through TRIT, VTC and FLO members. 

Although TATEPA-like forms of monitoring may be used in order to 

prevent fire accidents in MSEL, first the adverse incentives in that 

relationship need to be removed. At KSCL, leaving the 9% and quota 

problem apart, KCT might intensify the monitoring of SHFs 

throughout the sugarcane growing seasons in order to mitigate the 

diverting of fertiliser. Furthermore, with the monitoring KCT might 

indicate to SHFs that it will advice the OB whether or not to have their 

fields harvested. At AOTL, ATTT might intensify the monitoring of 
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the use of fertilisers. For that to work ATTT first needs to constrict the 

possibility that farmers set up farms anywhere in the pori (virgin 

forest). This possibility might make the monitoring of farmers that run 

away or defect to the pori prohibitively costly.  

Screening eliminates adverse selection problems. TATEPA screens 

potential members and selects only those who adhere to good farming 

practices in Rungwe. Screening minimises the changes of an adverse 

selection of parties. It is also an incentive to the RUTECO SHFs to 

change as they see RSTGA members become successful tealeaves 

farmers. If KSCL would decide to screen the ROA and KCGA 

members and select only those who adhere to good farming practices, 

other members who are not selected, may learn from those who adhere 

to the contract. Embracing good farming practices may then become 

the norm in the valley. However, in order for screening and monitoring 

to work effectively, KSCL needs to address the problems due to the 

quota rule. The same applies to AOTL. Screening the members of PCS 

on good farming practices might result in not selecting many poor 

farmers. This problem has to be addressed in a different manner. For 

instance, farmers without good grades need to accept intensive 

monitoring by extension officers of ATTT, assessing the tobacco in the 

farm before harvesting (costs might be covered by an additional 

charge). Farmers wanting to start tobacco farming, but with whom 

ATTT runs the risk of opportunistic defaulting, might be offered a 

training contract on a plot of farmland that can be easily monitored and 

controlled by ATTT. After proving their farming practices, they might 

be allowed to deliver tobacco leaves to ATTT as independent farmers. 

They then can set up their own farms.  

Collective bargaining mitigates hold out and collective action 

problems. In all cases, the collective bargaining system with the 

cooperative societies of Tanzania is operative. It minimises negotiation 

and haggling costs on local and district levels and leads to uniform 

pricing schemes across the country. Unfortunately, the TATEPA case 

also shows a politicised cooperative society system, eliciting 

favouritism and bribery. The cooperative system might fill a 

bargaining need at the national level, but it might add costs to the 

system on lower levels.  

Incentive schemes matter if they are clearly understood by the 

targeted beneficiaries (i.e. SHFs). The four cases do illuminate the 

fact that the pricing scheme is an important incentive for farmers. 

However, it also shows that without transparency and information 

sharing, the scheme might easily have adverse effects (MSEL). Adding 
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to a complex grading system, as is the case in AOTL, aggravates the 

problems. In MSEL, the measurement system needs to be developed 

further so that assignment of sucrose levels to individual farmers 

occurs correctly and in a transparent way. In AOTL, either the complex 

grading system needs to be simplified, or those grading the tobacco 

should be completely trustworthy to the SHFs. In that latter case, no 

change in the system is necessary. In the case that such a form of trust 

cannot be attained, the grading result should be shared with the SHF at 

the gulio and not be subjected to change anymore in a final round in 

the factory. In KSCL, the combination of the 9% rule and the quota 

system inhibits efficiency. If the valley is simply too big and too fertile 

for one sugar company to service, other factories might be let in, or 

farmers might be able to grow and sell other crops. As these may not 

be cash crops but food crops, the government policy for subsidising 

fertiliser only for cash crops, puts food crops at a disadvantage.  

10.5  Public policy implications  

The public policy recommendations that follow from this study 

concentrate on the promotion of the cooperative societies, mitigating 

the problem of farmers running away (farmers category A), mitigating 

opportunistic famer behaviour of diverting fertilisers, and apportioning 

fertilisers. The last policy recommendation is on promoting 

independent SHFs who are potential future investors in agriculture who 

can create jobs for themselves and for the poor SHFs. 

Promoting cooperative societies 

All farmers and agro-industry firms in Tanzania operate through 

cooperative societies. The cooperative societies started during the 

colonial rule and they continued through the Ujamaa-African socialism 

until privatisation. Cooperative society institutions have some 

advantages and disadvantages when it comes to achieving efficiently 

governed agro–industry institutions. One important advantage is 

organising the SHFs in the grassroots communities. The presence of 

cooperative societies minimises transaction costs of searching the 

parties to deal with. The cooperative society institutions are the 

backbone of the rural economic system, allowing their members to 

learn-by-doing in Tanzania. These skills are not only helpful to grow 

cash crops, but also to grow other food crops. Cooperative societies, 

therefore, might become a place for training. If possible, they might 
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change to become centres for businesses in the districts where the 

members attend training to enhance their skills. 

Mitigating run away behaviour (farmer category A) 

The AOTL case has revealed the problem of farmers who “run away.” 

Although three different parties do the grading of tobacco, the final 

grade is set and the decision to discard the produce is made in the 

absence of the SHFs. To eliminate the mistrust that has arisen, the 

government of Tanzania can help changing the practice by amending 

the Tobacco Industry Act (2001), to incorporate a clause, which 

prescribes that the final grading must be set at the gulio in the presence 

of the SHF, and he must be provided with valid notification of that 

grade. 

Mitigating the behaviour of diverting fertilisers 

(farmers category B and C) 

As the cases KSCL and AOTL have shown, diverting fertilisers might 

be a rational choice for SHFs to mitigate the consequences of uncertain 

future contractual claims. The conditions of the Sugarcane Industrial 

Act (2001), and the Tobacco Industry Act (2001), direct SHFs to 

choose planting tobacco, sugarcane or other cash crops. Those who 

divert fertiliser from these cash crops to food crops do so because they 

do not receive such subsidised fertiliser to grow food crops. For 

example, maize and rice (see case KSCL) and groundnuts (see case 

AOTL) are food crops, which the SHFs can trade in the domestic 

market. If SHFs might obtain subsidised fertiliser for these and several 

other indigenous crops then their revenues generate (additional) 

income to the SHFs. This might help abating the problem of diverting 

fertilisers. The other option is to eliminate the subsidy on fertiliser 

altogether, but then SHFs might not use the fertiliser at all for the 

growing of food crops as that might be too expensive and the net 

margin for SHFs on cash crops will suffer. 

Promoting SHFs to adhere to the contract (category D) 

and independent SHFs (category E) 

Achieving efficiency depends in part on the adherence to the contract. 

Keeping promises creates trust among individuals who carry out 

transactions. At TATEPA, the screening and monitoring effort 

developed trust between the SHFs and the FO. The TATEPA case is a 

good example of promoting independent SHFs, who were organised 
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via the non-governmental society RSTGA. RSTGA replicates the 

formal cooperative structure of which RUTECO is part. With this setup 

TATEPA ccan screen SHFs on farming practices and circumvent the 

official cooperative structure. Furthermore, due to this setup, FLO 

membership became possible and with that the fair trade market 

opened up.  

This use of informal rules promote adherence to the contract and in the 

end promote independent SHFs. One important remaining question is 

whether this form of organising might be extendable to other cash 

crops in Tanzania. More generally, the government of Tanzania might 

contemplate promoting the following.  

Enforcement of informal rules: in order to overcome problems 

associated with moral hazard, adverse selection, hold out problem, and 

collective action problems, participants need to be able to enforce 

informal rules. In TATEPA, informal rules were upheld via the 

organisation of farmers in tea villages and the monitoring of farmers 

via peers, contracted experts, and FLO outsiders.  

Encourage screening: Allowing cooperative societies, probably in 

cooperation with FOs, to screen SHFs might mitigate defaulting 

behaviour. If such screening is coupled with a policy to train farmers 

who do not yet meet the criteria, the main disadvantage of screening in 

that it leaves people out, might be mitigated and even stimulate poor 

farmers to start training in order to adhere to good farming practices.  

Set an incentive scheme: The incentive scheme should relate to the 

specific character of agro-industry farm produce (e.g. sugarcane, 

tobacco, tea, etc.) in order to stimulate good farming behaviour. 

However, if it confounds with other (institutional and agronomic) 

problems, the incentive scheme might stimulate unwanted behaviour. 

In order to prevent such an inefficient outcome the research in this 

thesis has shown that an integral approach is needed. In specifying a 

scheme these other issues have to be taken into account.  

Encourage bonding: Incentive schemes are important to motivate 

SHFs, but their bond with the factory might be strengthened further via 

representation mechanisms and even share participation plans. The 

TATEPA case shows that with some additional training and support it 

will increase their feeling of ownership. 
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10.6  Further Research  

Tanzania is a country in which 120 tribes live, each tribe with its own 

norms and values, embedded in the Kiswahili cultural context. 

Tanzania is a Swahili speaking country, characterised by institutional 

transformation processes that have been going on from colonial periods 

to current trade liberalisation. One of these important transformations 

was the change to Ujamaa-African socialism, which failed to alleviate 

income poverty and poverty of mindset (leading to short planning 

horizons). Currently, the country is still in a transition from Ujamaa-

African socialism to market liberalisation. In order to transform and 

design efficiently governed institutions, the questions concerning (the 

definition and enforcement of) property rights and the (informal) 

execution of contract need to be solved. A law and economics view of 

these questions, as presented in this thesis, provides insights in the 

nature of the problems encountered by participants and the complex set 

of institutional details that shape their behaviour. This study 

recommends the following areas of further study: 

Studying the behaviour of SHFs and their choices with respect to their 

farming practices. Such a study needs to include the role of incentives 

in contracts and the way in which a particular type of cash crop 

influences such incentives. The next step is to provide suggestions on 

how farmers may move upwards on the transformation path. 

In a more general interpretation, such a study may look in more detail 

at the differences between formal and informal contracting practices in 

order to find out whether or not such differences might block farmers 

from going upward on the transformation path.  

Apart from the “cash crops” which were established during the British 

rule, there is a need to study whether or not other income generating 

crops (i.e. “food crops”) might be integrated into the cooperative 

societies’ structure and whether or not such crops might be 

(temporarily) supported in the same institutional manner as the cash 

crops.  

10.7  Summary  

This chapter reflects on the research questions taken up in this thesis. 

The answer to the first research question is found describing the 

contractual relationships between SHFs and FOs in selected agro-

industries of Tanzania. The findings are that these relationships have a 
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formal as well as informal contractual basis which cover the main 

issues of pricing of crops, quality and measurement, harvesting 

organisation via operating boards, credit services provisions, social 

services provision and transportation of crops. The answer to the 

second research question is to describe the governance problems that 

arise within those contracts from an economic organisation theoretical 

framework. The findings are that the main problems are associated 

with moral hazard, adverse selection, hold out and collective action.  

With regard to the third research question as to why these problems 

arise, the research findings point to the interplay of case specific 

reasons together with the behavioural assumptions of opportunism, 

bounded rationality and asymmetrically distributed or even a lack of 

information. Moral hazard is found in all cases. For instance, in the 

MSEL case, farmers opportunistically use the fire accident clause in 

order to force the harvesting of their crops. Such behaviour is 

stimulated due to the seasonal fluctuation in sucrose levels, the pricing 

system and information and measurement problems. In the KSCL case, 

fertiliser is diverted to other crops due to a quota system and the 

specific pricing mechanism. In the two cases of KSCL and AOTL, the 

findings indicate a form of adverse selection. In KSCL, farmers might 

be attracted to the valley because of its favourable contractual terms. In 

AOTL, all members of the cooperative society are contracted without 

any form of screening, making it attractive for SHFs to apply for 

membership and have (easy) access to subsidised fertiliser. The 

findings in the MSEL case indicate a hold out problem when farmers 

did not want to sell in the rainy season, but only in the dry season. 

Collective action problems come up in MSEL, where the fire accidents 

could not be controlled by the operating board, and in AOTL, where 

farmers free ride on the members of the group when they need to repay 

debts.  

Although no definitive efficiency assessment can be provided based on 

the findings in this thesis, efficiency might increase if problems can be 

(further) mitigated. From this perspective, the case findings also lead to 

an answer to the last question: what lessons can be drawn. In MSEL, 

the main culprit seems to be the measuring of the sucrose level. 

Solving this would enhance transparency and reward farmers for their 

true farming efforts. Furthermore, the pressure to sell in the dry season 

might be mitigated if the pricing system would look at relative instead 

of absolute performance. However, it takes a rare combination of real 

agronomic expertise, local knowledge and some economics in order to 

be able to find a solution to this problem. In KSCL, it is the 

combination of a fixed sucrose level, the quota system, scheduling and 
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abundant fertile land that create the behavioural problems. A solution 

to the measurement problem (as in MSEL) including a pricing system 

based on relative values, might help solving part of the problems. If the 

factory cannot increase capacity, it might be better to introduce other 

cash crops. This would give farmers an alternative and decrease the 

acreage of sugarcane. In AOTL, the diminishing contractual morale 

needs to be halted. AOTL needs to start screening, monitoring, and 

training SHFs extensively in order to stop the process. TATEPA might 

stand model here for AOTL, although it remains to be seen whether 

such a model is actually usable in that specific context. As an 

alternative, AOTL might start contracting the farmers with larger 

estates only, or it might integrate backwards. The larger farmers are 

more knowledgeable and more easily monitored than the smaller 

farmers. These types of solutions will do less to lift poor small farmers 

out of poverty. TATEPA seems to perform best. Although it has higher 

administrative costs due to its extensive monitoring effort, the set up of 

the system has lifted tealeaves farmers to independency and eliminated 

or circumvented many behavioural problems that are still present in the 

other cases. The help of the FLO in organising the system cannot be 

overlooked. It is partly due to the willingness of customers to pay 

premium prices, that the administrative costs are covered and 

transparency is forced upon participants.  

The chapter gives some public policy implications, e.g. promoting 

cooperative societies, which help to overcome the endowment problem 

of the SHFs through training and access to credit. Another implication 

concerns mitigating opportunistic behaviour of SHFs in lower regions 

of the transformation path. The chapter also proposes areas for further 

research, including studying individual behaviour of the SHFs in order 

to find ways to help them move upwards on the transformation path 

and studying formal and informal contracting practices that drive 

farmer behaviour. 
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Samenvatting (Dutch summary) 

Dit proefschrift onderzoekt en beschrijft de contractuele relaties van 

kleine boeren (SHFs – “smallholder farmers”) en fabriekseigenaren 

(FOs – “factory owners”) in vier agro-industriën in Tanzania. Het 

tracht de problemen te verklaren die in deze relaties optreden en het 

gebruik van “governance” instrumenten om deze problemen op te 

lossen. De relaties tussen SHFs en FOs en de daarmee samenhangende 

problemen worden bestudeerd in een institutioneel economisch 

theoretisch kader. Ook wordt in dit proefschrift een conceptueel model 

ontwikkeld om het gedrag van de kleine boeren te beschrijven. Met 

behulp van deze aanpak wordt het feitelijke gedrag van de kleine 

boeren en de fabriekseigenaren in vier gevallen onderzocht, te weten 

de agro-industriën in suikerriet (MSEL en KSCL), tabak (AOTL) en 

thee (TATEPA). De onderzoeksvragen zijn als volgt: 

1. Welke contractuele relatie bestaat er tussen de fabriekseigenaar (FO) 

en de kleine boer (SHF)? 

2. Welke governance problemen komen voor in de relatie tussen FO en 

SHF? 

3. Waarom doen deze governance problemen zich voor? 

4. Welke lessen kunnen worden getrokken ten einde economische 

efficiëntie te bereiken in de agro-industriële instituties van Tanzania? 

De opbouw van het proefschrift is als volgt. Om de eerste vraag te 

kunnen beantwoorden geeft hoofdstuk 2 een korte beschrijving van de 

ontwikkelingen van de agro-industriële instituties in Tanzania. In 

hoofdstuk 3 wordt het institutioneel economische kader besproken dat 

wordt gebruikt als de theoretische lens waarmee de instituties worden 

bestudeerd. Het bevat een korte bespreking van de voor deze studie 

belangrijkste theorieën over economische organisatie, te weten de 

eigendomsrechtentheorie, de transactiekostentheorie en de agency-

theorie. Hoofdstuk 4 is gewijd aan de onderzoeksmethodiek, de “case 

study methodology”. Het beschrijft de totstandkoming van het project, 

de gekozen onderzoeksopzet, de dataverzameling en data analyse en de 

beperkingen van de gekozen methodiek. Voor een antwoord op de 

tweede onderzoeksvraag staan vier “case studies” in de agro-industrie 

in Tanzania centraal in de hoofdstukken 5 tot en met 8. In elk van deze 

gevallen worden de specifieke problemen in de relatie besproken en 

behandeld vanuit het kader dat is uitgewerkt in hoofdstuk 3. De 
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hoofdstukken bevatten ook een eerste beoordeling van de vraag 

waarom deze problemen voorkomen. Hoofdstuk 9 pakt de derde 

onderzoeksvraag meer volledig op via een uitgebreide “cross-case” 

analyse. Dit levert inzichten op waarom deze problemen zich voordoen 

en welke governance instrumenten zijn gebruikt om deze problemen op 

te lossen. Het hoofdstuk eindigt met een beoordeling van de (relatieve) 

efficiëntie van de economische organisatie van de relaties in de vier 

agro-industriën. Hoofdstuk 10 sluit het proefschrift af met conclusies 

en trekt lessen op basis waarvan beleidsaanbevelingen worden gedaan.  

Het antwoord op de eerste onderzoeksvraag leidt tot een beschrijving 

van de contractuele relatie tussen SHFs en FOs in de geselecteerde 

agro-industriën van Tanzania. De belangrijkste bevindingen zijn dat 

deze relaties zowel een formele als ook een informele contractuele 

basis hebben waarin vraagstukken betreffende de prijsstelling van de 

gewassen, de kwaliteit en de meting hiervan, de organisatie van de 

oogst via zogenaamde “crop boards”, kredietdiensten, sociale 

dienstverlening en het transport van de gewassen worden geregeld. Het 

antwoord op de tweede onderzoeksvraag leidt tot het beschrijven van 

de governance problemen die vanuit deze contracten voortvloeien. De 

bevindingen zijn dat de belangrijkste problemen in de casussen 

verband houden met “moral hazard”, “advers selection”, “hold out” en 

collectieve actie. Met betrekking tot de derde onderzoeksvraag waarom 

deze problemen zich voordoen, wijzen de onderzoeksresultaten op het 

samenspel van casus specifieke redenen en opportunisme, begrensde 

rationaliteit en asymmetrisch verdeelde informatie. Moral hazard is in 

alle gevallen te vinden. In de casus MSEL maken boeren 

opportunistisch gebruik van de brandclausule in het contract in een 

poging om het tijdstip van de oogst af te dwingen. Dergelijk gedrag 

wordt gestimuleerd door seizoensgebonden schommelingen in het 

sucroseniveau van suikerriet, het systeem van prijsbepaling en 

informatie-en meetproblemen. In de casus KSCL blijkt kunstmest juist 

te worden gebruikt voor andere gewassen mede door het toegepaste 

quotastelsel en het specifieke prijsmechanisme. In de casussen KSCL 

en AOTL lijkt een vorm van adverse selectie op te treden. In de casus 

KSCL worden de boeren naar het dal aangetrokken vanwege de 

gunstige contractvoorwaarden. In de casus AOTL worden alle leden 

van de coöperatieve vereniging door AOTL geaccepteerd zonder dat er 

enige vorm van screening plaats heeft, waardoor het aantrekkelijk is 

voor SHFs om toe te treden en zodoende toegang te krijgen tot 

gesubsidieerde kunstmest. De bevindingen in de casus MSEL wijzen 

ook op een “hold out” probleem aangezien de boeren niet willen 

verkopen in het regenseizoen, maar alleen in het droge seizoen. 
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Collectieve actie problemen komen bij MSEL voor waar het 

opportunistische gebruik van de brandclausule niet kon worden 

gecontroleerd, en AOTL waar blijkt dat boeren de afbetaling van 

schulden kunnen ontlopen. 

Hoewel er geen definitieve efficiëntie beoordeling kan worden verricht 

op basis van de bevindingen in dit proefschrift, is het wel duidelijk dat 

de efficiëntie kan worden vergroot indien de beschreven problemen 

kunnen worden beperkt. Vanuit dit perspectief leiden de casussen tot 

een antwoord op de laatste vraag, oftewel: welke lessen kunnen 

worden getrokken. In de casus MSEL lijkt de belangrijkste boosdoener 

het meetprobleem met betrekking tot het sucroseniveau te zijn. 

Oplossing van dit probleem zou de transparantie vergroten en de 

boeren belonen voor hun geleverde inspanningen. Bovendien zou de 

druk om te verkopen in het droge seizoen kunnen worden verminderd 

door het prijssysteem meer op relatieve prestaties te baseren in plaats 

van op absolute prestaties. Het vergt echter een zeldzame combinatie 

van agronomische expertise, lokale kennis en economisch inzicht om 

een oplossing te vinden voor dit probleem. In de casus KSCL is het de 

combinatie van een normatief gesteld sucroseniveau, het quotastelsel, 

de organisatie van de oogst en het vruchtbare land dat de 

gedragsproblemen creëert. Een oplossing van het meetprobleem (zoals 

in MSEL) met een tariefsysteem dat is gebaseerd op relatieve prestaties 

kan een deel van deze problemen helpen oplossen. Als de fabriek de 

capaciteit niet kan vergroten, is het wellicht beter om ook andere 

gewassen te introduceren. Dit zou de boeren een alternatief bieden en 

tevens leiden tot een afname van het areaal aan suikerriet. In de casus 

AOTL is het de afnemende contractuele moraal die een halt moet 

worden toegeroepen. Hiervoor zou AOTL boeren, voordat ze worden 

toegelaten, uitvoeriger moeten screenen en daarna dienen te monitoren. 

Voorafgaand hieraan zou voor boeren een uitvoerig trainingsproces 

moeten starten. De casus TATEPA zou model kunnen staan voor 

AOTL, hoewel het nog te bezien is of het model werkelijk bruikbaar is 

in een andere specifieke context. Alternatieven kunnen zijn om alleen 

boeren met grotere landerijen te contracteren, of door achterwaarts te 

integreren. De grotere boeren hebben meer kennis en kunnen 

makkelijker gecontroleerd worden dan de kleinere boeren. Dit type 

oplossingen, inclusief integratie, is echter minder effectief om de 

arme(re) kleine boeren uit een situatie van armoede te tillen. De casus 

TATEPA lijkt het best te presteren. Hoewel het hogere administratieve 

kosten kent als gevolg van de uitgebreide monitoring inspanning, heeft 

het opzetten van het systeem er toe geleid dat boeren onafhankelijk zijn 

geworden en dat hierbij veel gedragsproblemen worden omzeild die 
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wel aanwezig zijn in de andere casussen. De hulp van de FLO in het 

organiseren van het systeem blijkt hierbij onontbeerlijk te zijn geweest. 

Het is deels te danken aan de bereidheid van klanten om een hogere 

prijs te betalen dat de administratieve kosten van het systeem kunnen 

worden gedekt en transparantie kan worden opgedrongen aan alle 

deelnemers. 

In het laatste hoofdstuk worden vervolgens lessen getrokken en 

beleidsaanbevelingen gedaan. Een belangrijke les die moet worden 

getrokken heeft betrekking op de mogelijkheden om het 

opportunistisch gedrag van SHFs te verminderen. Het vergroten van 

transparantie door het ontwikkelen van betrouwbare meetsystemen, het 

zorgvuldig ontwerpen van beloningsprikkels, de monitoring en de 

screening zijn hiertoe belangrijke elementen. Een belangrijke 

beleidsaanbeveling is het (blijven) stimuleren van coöperatieve 

verenigingen die boeren helpen om het tekort aan kapitaal te 

overwinnen en door middel van training boeren productiever kunnen 

maken. Het empirisch onderzoek laat zien dat het coöperatieve model 

wel zijn voordelen verliest naarmate boeren zelfstandiger en 

onafhankelijker worden. Daarnaast zou de subsidiering van “cash 

crops” kunnen worden heroverwogen om zodoende het inefficiënte 

misbruik van kunstmest op “food crops” te verminderen. Het 

hoofdstuk draagt ook onderwerpen aan voor verder onderzoek, onder 

andere om het samenspel van onder andere beloningsprikkels en 

specifieke gewaskarakteristieken te bestuderen en zo kleine boeren te 

helpen zich te ontworstelen aan de armoede. Ook kan het nader 

bestuderen van zowel formele als informele aspecten van 

verbintenissen helpen om inzicht te krijgen in de blokkades die boeren 

ondervinden om zich te transformeren tot zelfstandige en 

onafhankelijke ondernemers. 
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Appendix 1: Content analysis interview guide  

The company 

• Location 

• Organogram 

• Company Historical Background 

• Income Statement 

• Company’s value (V=E+D) 

 

Relationship with LGA 

• Social Services 

• Employment-Qualification, allocation, experience, place of birth, and training 

• Poverty Alleviation-Knowledge of MKUKUTA and MKURABITA 

• LGA taxes  

• Relationship in meetings and problem solving 

• Industrial relations; workers union, negotiation 

 

Contractual Relations 

• Supply chain 

• Search for parties 

• Contract negotiation process 

• Contract execution 

• Contract enforcement procedure 

• Examples of successful contract  

• Example of fiasco contract  

• Examples of contractors 
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Modes Operandi  

• Entrepreneurship 

• Collective 

• Capitalism 

• Efficiency  

• Efficiency – (Visiting and observation) 

• Production line –visit 

• Product flow –JIT 

• Assignment –leaders, professionalism, dexterities and experience 

• Incentives- trouble shooting, flexibility,  

 



 179 

Appendix 2: the contract of individual members of MOA 

 

MEMORANDUM OF UNDERSTANDING 

BETWEEN 

MTIBWA SUGAR ESTATES LIMITED 

AND 

MTIBWA OUTGROWERS ASSOCIATION 

 

WHEREAS at their meeting held on 27th of July, 2007, MUSE and MOA have discussed 

details pertaining to cane harvesting costs to wit: cane cutting, cane loading and road 

grading. 

 

AND WHEREAS the parties are desirous of using the said details as components in the 

overall Cane Supply Agreement to be executed by them in due course.  

 

AND WHEREAS this Memorandum is further to the earlier one covering the pricing, 

division of proceeds and shared costs dated 21st of May, 2007, 

 

NOW THEREFORE, this Memorandum witnesseth the following:- 

 

1. That the parties hereto hereby agree that the costs for cane cutting, cane loading and 

road grading for the 2007/2008 seasons shall be as detailed hereinbelow: 

Cane Cutting  Tshs. 2,600 per Ton 

Cane Loading  Tshs 2,320 per Ton 

Road Grading  To be undertaken by MOA. However, MUSE shall in the 

interim period of one week from the date hereof, perform this service gratis, provided 

always that MOA undertakes to, within the said period seek, obtain, and furnish to 
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MUSE the applicable rates for the latter to decide whether or not to undertake the 

services. 

 

2. That it is the resolution of the Parties that harvesting of OG cane shall start forthwith, 

while awaiting finalisation of the comprehensive Cane Supply Agreement, which 

should be executed by 31st of. August, 2007. 

 

FOR MUSE     WITNESS 

 

NAME………………………………………… NAME…………………………………. 

 

SIGNATURE………………………………… SIGNATURE…………………………… 

 

TITLE ………………………..………………. TITLE…………………………………. 

 

 

FOR MOA     WITNESS 

 

NAME………………………………….……… NAME…………………………………. 

 

SIGNATURE…………………………..……… SIGNATURE…………………………… 

 

TITLE …………………………….………...… TITLE…………………………………… 
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Appendix 3: Transport Contract  

MAKUBALIANO YA HIARI KATI YA CHAMA CHA WAKULIMA WA MIWA 

MTIBWA (MOA) NA UMOJA WA WENYE MAGARI YA KUSAFIRISHA MIWA 

MTIBWA (WASAFIRISHAJI) – JULAI 16, 2007. 

 

Waliohudhuria: 

 

UENYEKITI – KAMPUNI YA SUKARI MTIBWA: 

Nd. Bernard Kihula - Mwenyekiti 

Nd. Hamad  Yahya - Meneja Mkuu 

 

CHAMA CHA WAKULIMA (MOA): 

Nd. Omar  Mkwachu - Makamu Mwenyekiti 

Nd. Johnson Kisimbo - Mjumbe 

Nd. Rashidi Mhako  - Mjumbe 

Bi. Mwasi G. Mumbara - Mjumbe 

Nd. Saad R. Mndeme - Mjumbe 

 

UMOJA WA WASAFIRISHAJI (TRANSPORTERS): 

Mohamed Mayai Mlowe  - Makamu Mwenyekiti 

Mohamed Said Salim  - Mjumbe 

Shaban Mohamed Msita  - Mjumbe 

 

Kampuni imekubali kuendelea kutoa huduma zifuatazo kwa Wasafirishaji kwa msimu 

huu wa 2007/2008: 

Nyumba za kulala kwa Wasafirishaji bure; 
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Huduma ya Umeme bure; 

Huduma ya maji bure; na, 

Bei ya mafuta kwa kutegemeana na bei ya kununulia depot 

 

Kwa upande wao, MOA na Wasafirishaji nao wamekubaliana yafuatayo: 

Maeneo ya kuvuna yamegawanywa katika kanda 4 za uvunaji na gharama za usombaji 

zitawiana na kanda husika ya uvunaji. Kwa pamoja MOA na Wasafirishaji mbele ya 

Uenyekiti wa Kampuni, wamekubaliana gharama zifuatazo kwa msimu huu wa 

2007/2008: 

Kanda Na. 1  Km 0 hadi 10   Sh. 4,400/= kwa tani ya miwa; 

Kanda Na. 2  Zaidi ya km 10 hadi 20 Sh. 5,200/= kwa tani ya miwa; 

Kanda Na. 3  Zaidi ya km 20 hadi 30 Sh. 6,300/= kwa tani ya miwa; 

Kanda Na. 4  Zaidi ya km 30 hadi 40 Sh. 9,000/= kwa tani ya miwa. 

 

Makubaliano haya yamefikiwa leo tarehe 16/07/2007 mbele ya wawakilishi wafuatao: 

 

MOA: 1. ________________________ Makamu Mwenyekiti 

 

  2. ________________________ Mjumbe wa baraza 

 

WASAFIRISHAJI: 

 

  1. ________________________ Makamu Mwenyekiti 

 

  2. ________________________ Mjumbe wa Kamati 
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Mashahidi – KAMPUNI: 

  1. ________________________ Meneja Mkuu 

 

  2. ________________________ Msaidizi wa Meneja Mkuu 

 

 




