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ABSTRACT

Rising food prices and the demand for fossil fuel alternatives have resultedge $cale

land acquisitions by foreign investors in developing countries. Especially Mozambique has
become an interesting partner, given its favourable trade agreements, its cheap labour
reserve and its enormous agricultural potential. As a result, caloestates have been
rehabilitated and even extended, in particular by the sugar sector. With stimulating
YSIFadz2NBa FNRY (GKS 3F20SNYyYSyidsz GKS ! edzOF NBA NI
largest sugar producer is turning to contract farming as a reetn involve the local

L2 Lddzt | GA2y 6KAES SEGSYRAY3I GKSANI I INRK Odzt i dzNJ
exports. Contract farming can be regarded as a way to lift the poor out of poverty by
providing them with loans, infrastructural (irrigationdienology) and knovinow support and

income security, but this does not happen unconditionally.

In order to identify the conditions for successful irrigated contract farming in Xinavane, |
have studied the dayo-day interactions and the internal managenesf three outgrower
associations and the effect of contract farming on their livelihoods. It was found that most
conflicts found in everyday practices, such as planting, irrigation, and weed control can be
explained by the underlying different interestadamotives of the main actors. Association
management and the ability to be selfipporting remains very limited, which is most likely
the result of recurring patrof©Of A Sy i YSOKIyAaYaz OKIF NI Ol SN
development history. For some, land d¢eg to the association has resulted in a decline in
their food security. Others simply farm out their fields to the association to generate
additional income, since company regulations do not explicitly require members to work on
their fields.



Acknowledge ments

In order to do this research, there were quite a number of prerequisites that had to be
fulfilled before | could finally start collecting my data. A number of people have been really
helpful in that process, providing me language services, useftd da simply their
hospitality, which were highly appreciated.

First and foremost | would like to thank Evie Neiva for assisting me in making my first
steps into getting used with the Portuguese language, although they were found insufficient
for a compleée understanding of everyday practices and relations, but were very helpful in
acclimatising during my first weeks in Mozambique. Special thanks for my interpreter Stuart
for bridging most of the language and cultural gap during my research.

Thankstothea G FF 2F CFGOGAYFQa . I O1LI O1SNAR F2NJ
stay, both in the first weeks and in the weekends when | returned from the #ddm. thanks
to the Marcel van der Berg and Maarten van den Berg for their help and Dutch view on
Mozambtan realities.

Thanks to CEPAGRI for arranging the necessary credentials making my research
possible, while also providing me with theeans to further prepare my research during the
weeks | had to wait for permission to enter the research area.

Also thank to all the SSG section and area managers, providing me with the
necessary insights into daily cane growing realities by showing me around on field trips.
Special thanks to Adriano Fejao fus efforts inthese. These trips were found to be very
useful n the writing processAlso special thanks to the Baars family for their unexpected,
but highly appreciated hospitality in the field.

Finally, | would like to thank my supervisor Alex Bolding for his feedback, patience
and encouraging enthusiasm that hetp me finishing all the work. Also thanks to study
mates Reinier Veldman and Manpriet Singh for their valuable help and coffee breaks.

Vi



Table of Contents

O 11 0 To [ o 1o PP TOPPPPPPPRPRP 1
T = = Yod (o[ {0 [ T 2
1.1.1 Development policy and political background....................ccccvrirriiniinnnnne. 2
1.1.2 Regional baglound............cccooiiiiiiiiiiiiee e 2
1.1.3  Scientific baCKgrOUNG...............vviiiiiiiiiiii e a e 3
1.1.4 Research area (local background).............coovvviiiiiiieiiiiiiiiiiies 4
1.2 Problem Statement...........uuiiiiiiiiiie e 5
1.3 RESEAICH QUESLIOMS.......ccevveiiiiiiiiiiiiieeiiiii s e e s s e e e e e e e e e e e e aaaaaaaaaaeaaaaeees 6
1.4 Research methodology.......cccooiiiiiiiiiiiii e 8
1.4.1  Literature reSEarCh.........ccuuiiiiiiiiie e 8
1.4.2 Comparative reSEarCh.............oovvviiiiiiiiiieiiiii e 8
1.5 Limitations and reflection ofie research.............cocciiiii, 9
1.5.1  Cultural IMitatioNS........ccuviiiiiiiiiie e 9
1.5.2  TiME CONSIAINTS....uuttuuiiiiiiiiiniirrss s s s e e s e s e e e e e e e e e e e e e e aaaeeaaeaaaaeeaaaeeaeeeeeeeeens 10
1.5.3  Scientific IMitationS..........ccooeieeiiiiie e 10
1.6  Outline of thiS theSIS.....ccooeiiiiei e 11
2 CONCEPLS AN tNEOKIES.....ciiiiieeiii ittt e e e e e e e e e 12
2.1 ASSUMPLIONS. .. eeeiiiieeeeii ittt e e e e e e e e e s e e e e e e e e e e e eaannnenees 12
2.2 WOIKING CONCEPLS. .. uuuitiiiiiiiieeeee e ettt e e e e e e et e e e e e e e e e e s s s ne e e e e e e aeeeas 13
2.2.1 Institutional arrangements of outgrower schemesd the role of farmer
o E1ST0 03 = 1[0 1= 13
2.2.2 Using an acteoriented approach in an interventian............cccccceeeeeeeennnnns 15
2.2.3  Arenas of iNteraction...........coeoeeeeii e 15
2.2 4 CONOL .o 16
2.2.5 AUtONOMY VS. AEPENUENCY. ....ceiiiiiiiiiiiiiiie et 16
2.2.6  INSHULIONAI AESIGN....ccii ittt 16
2.2.7  Livelin00d Strategies. ......ccoiiiiiiiiiiiiiiiieee et 17
3 Sugarcane developments in Mozambique and Xinavane.............cccc.eevvvevvvvennnnns 19
I 0 A [ 011 o T U Td 1o o PP PO PP PPPRPRPR 19
3.2 The rise and fall of the Agucareira de Xinavane..........ccccceeeveeieeeeieeeeeeeeeeeeennn. 19
I A = 41 - PSSR 19
12,2 Rl e a e e e e e e 19
3.3 Motives for sugar INVESIMENLS.........couuiiiiii e 20
- 1 £ 0 I 1 ST =TT 21
3.5  Second eXpanSion PrOJECT.....ccii i 22
3.6 Third @XPaNSIONL.....cccviiiiiiie e e e et e e e e e e e e e e e aaa 23
3.7 Land use rights and negotiatiQnS...........ccoovriiiiiiiieie e 23
3.8 Cattle grazing and other expansion ISSUES...........ccovveieiiveiiiiiiiie e 24
3.9 SmMallNOIder INCIUSION.........uiiiiiiiiii e 24
3.10 Requirements for association establishment...............ccccccovviieii i, 28
3.11  Setup of Small Scale Grower Development Company.............ccceeevveeeeennnn. 29
3.12 Management structure of the Agucareira de Xinavane................ccceeeuneeee 29
3.13  Outsourcing and CONFACIOIS. ........uuvvurerrrererrereineenner s ea e e e e e e e e e eeeeas 31
3.14  Current challenges in smallholder management and developments.......... 32
315 {YIfft K2t RSNEQ YI yIl 3SY.Sy.h..0.8..LR.KBANAKOI Y.
1 G I 0 ¢ o [V ][0 o H PP PPUTPPPP 33

vii



4

viii

Production proCess Of SUQAICANE..........ccuuuriiiiiiieaeeee et e e 35
[T oo 18 Tox £ {0 o T 35
Cane growing in @ NUESNELL............ooii e 35
4.1 Smallholder management EXPEriENCES.........covouuiiiiiiiiiiee e e e 36
4.2 PIANTING ...t e e 37
4.3  Fertiliser appliCatiON ..........uueiiiiiieiiiiiie e 37
N | £ 1[0 T= 11 [ TR TP PP PP PP PPPPPPPPPP 38
4.5 Weed CONLIOL......cccoiiiiiiiiiieieeeieeete s e e e e e e nneeeeeee AL
4.6 Tongaat Hulett; Safety first.........cooooeee i A2
A {1 011 011 o T TP PP PPPPPPRPRTPOY 42
4.8 Harvesting and haulage.............ooooooo oo 43
4.9 Gleaning and trashparting..........ccceeeviiiii e 44
4,10 PaYMBNTS i aae 44
2 I ©o T [od U1 [ OO PETTPP P 45
Production management relations and interactions.....................ccccceeevvvvvveeenn. . 46
5.1 INETOTUCTION. .....tiiiiiiiiiiee ettt e e e e e e e e s s s e e e e e eaeaeeesnannns 46
5.2 Field, area and section manager; block supervisor and trainers.................... 46
5.2.1  SecCtion Manager..........cceeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeesnsennnnnnennnnnn o AT
5.2.2  (BIOCK) SUPEIVISOIS......cciiiieiiee it 49
SN2 B I - 11 =T PP U TP 49
5.2.4 AT MANAGEE. ...t it teitie ettt e ettt e e s et e e et e e aeat e e e e et e e e et e e eaaans 50
5.2.5  Field Manager........cccoooe i ————— 51
5.3 IMHO OV A et e e a e e e e e e e e 52
5.4 Current daily cane growing management realities in three associatians....... 53
5.4. 1 PlaNtiNg...ccoiioiiiiee e a e 53
5.4.2  IITIQATION. ..ceiieiiee ettt e e e a e e e 54
5.4.3 Weed CONIOL......cooeiiiiieieeeeeeeeeeeeeeeeee s 56
5.4.4  Fertiliser appliCatiON. .........ccooiiiiiiiiiiiiiiei e 58
5.4.5  RIPENING....ctttiiiiiiieiiii ittt e e e e e e e e s s e e e e e e e e e eeanaenees 59
5.4.6 Harvest/ haulage/ gleaning...........cc.eeeiiiiiiiiiiiiiiiiiee e 59
D. 4.7  PAYMENIS.....eii i e e e ennnns 61
ST T O o od 1] o] o 62
Internal ASsOCiation MAaNAGEMIENL . .......ciiiiiiiiiiiiiitrre e e e e e 65
LG 00 R 1 0T U Tox 1 o o S RSSSRRRRR 65
6.2 Establishment of Chinenisse.........ooveeiiiiii e 65
6.3 Establishment of Macuvane Il................ccooiiiiiiiiiii e 67
6.4 Establishment of Facasize (Olhar de ESperanga).............cooecuvvvvveeeeeeeeennnnnns 69
6.5 Associations and collective ChOICE............coooiiiiiiiiiii e 70
6.6  CONSHIULIONS VS. PraCHCES.. ...t i iiiiiiiiiiie e ee et e e e e e e eaaeeees 71
6.7 Current and future structure implications for internal management................ 72
6.8 An alternative to Ostrom in a Mozambican CONteXt..........cccceevveeiiiiniieineeeneennn. 75
6.9 Mozambican power relations through history...........ccccvviiiiiiiiiiiiiiiiiiiie 5
6.10  Patronclient relationships at work in Xinavane............ccccceeeeieiiinenneennneeeeenn. 77
6.11  CONCIUSION.....cciiiiiiiiiiiiiiiiiiiiiiiitiiiiiit s e e e e e e e e e e e e e e aaaaaaaeanees d O
LIVElINOOd Strat@gIS.....ceviiiiiiiiiiiiiiiieiiteetiie it a e e e e e e e as 80
4% R 11 {0 T [FTox 1 o] o P UPPUPRORPRPRRPN 80
7.2 Past livelihoods and current local practiCes...........oovvvvvviiiiiieeiiiiiiiieeiiieieiiennnnns 81



AR TR R o Tor= V4 11 = PP PPRPSRUPPPRRRRRR 83
7.3.2  CRINEBNISSE.. ... 83
RS TS T 1V = (o U AV ] =T g = | PP 84
7.4 CUrrent IVEIINOOAS. .........uuueiiiiii e 86
7.5 Stimulating Members t0 WOEK ...........coiiiiiiiiiiiiiee e 87
7.6 Macuvulane (I & 1) eXCePLIQN......cceeeieeeeee e 88
7.7 Livelihood strategies since sugarcane involvement..............ccccccceeeiinninnnee, 89
7.8 Reven@s from sugarcane harvest...........ooooiiiiiiiieeiiee e 89
7.9 Sugarcane revenue SPeNAiNGgS.......ccooeeieeiiiiiii i 90
4% O B o o o1 013 (o] 4 PP PPUTTP P 90
8  CoNCIUSION AN QISCUSSIONL.....eviiiieeeiiiiiiiiiiite et e e e e e e e a e e e e e e s s snnrrrrereaeaaeess 92
S A O o [od U1 [ o U PP TR STPPP 92
8.2 Discussiom Is Xinavane representative for the regl.............cccooeeviiiiiinnll 96

8.2.1 Nkomazi Irrigation Expansion Project (NIEM)pumalanga, South Africa...97
8.2.2 Vuvulane Irrigated Farms (VIF)daklsunthu Smallholder Irrigation Project

SWAZIAN.....eeiee e 98

8.2.3 Differences With XiNavane................uuuuuiviiiiimiiiicirresssse s e e 99
8.2.4 Similarities With Xinavane.........cccceeiieeiiiiiiiie e, 99

9 RECOMMENAALIONS.....ciiiiiiiiiieiiieiee et e e e e e e e e e e e e e e e e e aaaaaaaaaaaaaeaees 100
10 Bibliography.......ccooooiii e ————————————————————————— 103
Appendix 1 List of nterviews with Key PersonS.............ooooiviiiiiiieeiiiiieeeeeeeeeeeeeeiaeenes 108
Appendix 2 Interview DIUEPIINt.............oooo e 109
AppendixX 3 INLEIVIEW QUIE.........uueeeieee et 112



List of tables
Table 1: Overview of smallholder outgrower schemes in Xinavane currently in operation

(Jelsma, Bolding, & Slingerland, 2010)...........uuuuuiimiiiiiiiiiieeeeeneee e 5

Table 2: Mozambique sugarcane annual production................ceevvveeeeeerivereeieinennnnnnn. 21

Table 3: Overview of smallholder associations. Based on AdX (2010) and Jelsma (2010),
8 oL = = o 1 25

Table 4: Project capital cost overview (AdX, 2010)........cccoevviiiiiiiiieeeeeeeeeeeeveeeevaieinenns 26

Table 5: Cost/ revenue overiew for a 1 ha smallholder. Here, 1 USD is assumed 28.5 Mtc
(AdX, 2010), ANNEX D) .oeveeeieieeeeeeeeeieeti e a e e e e e e 27

Table 6: Differences in monthly rainfall and evapotranspiration expressed against
reference ETo between twsugarcane growing locations (FAO Aquastat, 2Q11).

..................................................................................................................... 36
Table 7: AdX/SSG employee monthly income and contract duration....................... 87
List of boxes
Box 1: Land law in MOZambiQUE...........ooouiiiiiiiiiieeee et 23
Box 2: Land entitlement........ccooooiiiiii e 24
Box 3: Sugarcane CUttiNng CONMTEDIS..........ccvvviieeeeeieirriirrnneeninerniner e 43
BOX 4: LADOUN TAW....euiiiiiiiiiie ettt e e e e e e e e 58
BOX 5. GWEVNANE. ...t e e e e e e e e e e e e e e e e e e 68
BOX 6: FACAZSE IMTIGALOL. ... .uueeiiiiiiiiiiiii e e s e e e e e e e e e e e e e e e e e e e e e aaaaaaaaaaaaaeaees 80
BoX 7: Macuvulane Il farmer..........ooiiiiiiic e 81

List of abbreviations

AdX Acucareira de Xinavane

AfDB African Development Bank

AMSP Accompanying Measures for Sugar Protocol
CEPAGRI  Centro de Promocéao da Agricultura

DBSA Development Bank of South Africa

DUAT Direitode Usoce Aproveitamento de Terra
EBA Everything But Ans

EIB European Investment Bank

EU European Union

EPA Economic Partnership Agreement

FAO Food and Agricultural Organisation of the United Nations
FDI Foreign Direct Investment

GoM Government of Mozambique

GSP Generalised System of Preferences

MTc Mozambican Metical

NGO Non Governmental Organisation

OFID OPEC Fund for International Development
S&DP Xinavane Small ScaBrowerDevelopment Project
SSG Small Scale Grower

SSIP Small Scale Irrigation Project

TH Tongaat Hulett


file:///E:/Documents/Dropbox/Studie/Thesis%20research/Thesis/V2/Thesis%20draft.doc%23_Toc317506281
file:///D:/Mijn%20Documenten/Dropbox/Studie/Thesis%20research/Thesis/V2/Thesis%20draft.doc%23_Toc317762776
file:///D:/Mijn%20Documenten/Dropbox/Studie/Thesis%20research/Thesis/V2/Thesis%20draft.doc%23_Toc317762777
file:///D:/Mijn%20Documenten/Dropbox/Studie/Thesis%20research/Thesis/V2/Thesis%20draft.doc%23_Toc317762778
file:///D:/Mijn%20Documenten/Dropbox/Studie/Thesis%20research/Thesis/V2/Thesis%20draft.doc%23_Toc317762779
file:///D:/Mijn%20Documenten/Dropbox/Studie/Thesis%20research/Thesis/V2/Thesis%20draft.doc%23_Toc317762780
file:///D:/Mijn%20Documenten/Dropbox/Studie/Thesis%20research/Thesis/V2/Thesis%20draft.doc%23_Toc317762781
file:///D:/Mijn%20Documenten/Dropbox/Studie/Thesis%20research/Thesis/V2/Thesis%20draft.doc%23_Toc317762782

1 Introduction

Since he end of the latest food crisis in 20@D08, governments and food producing
companies have realised the consequences of fluctuating food prices caused by their
RSLISYRSyOe 2F (GKANR 62NI R O2dzy i NASAQ LINERRdzOI
oil prices. Also the need for more biofuel production as an alternative to fossil fuels (but as a
competing land and crop use) has played a role in (@istula, Vermeulen, Leonard, &
Keeley, 200P As a result, some have begun investing heavily in farmland acquisitions in
developing countries in order to secure control over the food and biofuel production chain.
Others are mainly investing in building (food) processing plants and engage in contract
farming with local farmers. It has been argued that especially smallholder contract farming
can provide a way to lift the poor out of poverty by providing them with kan
infrastructural and knowhow support and income security. Mozambique is in this no
S E OS LJG A 2-ib¥ral macr@etonom& 2eform policy has attracted a lot of this foreign
direct investment (FDI) with which it hopes to reap the benefits of formsuadl wealth
creation and generate more economic growiiarmo Vaz & van der Zaag, 2p0But for

both FDI in general, and land deals and outgrower partnerships in partisulecessesre

as prevalent asfailures and thus offer no guarantee for sustainable gpoor rural
development.

In Xinavane, Mozambique, a typical example exists of a mix of company estates, and several
smallholder and commercial outgrower schemes all producing sugarcanleef@cucareira

de Xinavane (AdX), owned Bpngaat Hulett, a Southfdican sugar company that operates

the sugar mill and the sugarcane producing esté@@armo Vaz & van der Zaag, 2p03
Currently Xinavane is the only location in Mozambique where a sugarcane producing and
processing company is experimenting with smallholder ouigms organised in
associations.The different forms of smallholder involvement in sugarcane production in
Xinavanetherefore provide possibilities for analysing smallholder interactions with the
company, the selfustainability of the associationa which they are organisedand the
effects of these partnerships on the livelihoods of individual farmers.

For the Xinavane case, | want to find out how different modes of contract farming affects
I &a2 OA | imarhgeMent imtlkefr Butgrower schemes and iatign management in
particular. I will use an actor oriented approach and the concept of arenas of interaction to
study dayto-day interactions between individuals and groups in different associations and
their relation with each other and/or with the conapy. | will also pay special attention to

the constraints and possibilities of contract farming for more secure livelihoods as many
studies claim that smallholder partnerships are qp@or and would therefore result in more
livelihood security. In my resezh my main focus is on using qualitative data using semi
structured interviews and observations.

This chapter will continue with a section on the research background which gives the reader
more information on the current political, regional, scientificddncal situation. The second
section explains the problem statement and is then followed by the main and sub research
guestions, and finally the methodology is discussed in the last section.



1.1 Background

1.1.1 Development policy and political background

Between2006 and 2008 the Food & Agricultural Organisation (FAO) reported of a global
food crisis, which was reflected in an increase of the average staple food prices in developing
countries with 48%. This crisgspecially had matic effectsin the South incuding riots

and political instability. Although prices have now dropped, in 2009 they were still 19%
higher than before(Dawe & MoralesOpazo, 200p Many countries (developed and
developing) realised the importance of food security and stable prices and are now investing
heavily in measures to secure themselves against &utaod price crises.

But food security is not the only reason why media recently reported about large
land acquisitions all over the world. Biofuels, backed by the 10% biofuel addition target of
the European Union for 2020, are seen as a cleaner alternati traditional fossil fuels, the
use of which contributes to global warming and associated climate change. Fossil oil reserves
are diminishing, which makes it interesting to invest in biofuels, even though land
requirements for the production of one t&rof biofuel are higtiCotula et al., 2009
Other reasons for increased investments in large scale biofuel production projectslang p
reforms in various African countries, which have created more attractive conditions for
foreign investors as well as high rates of return for agriculture, since both food and (bio)fuel
prices are expected to rise aga{@rndt, Benfica, Tarp, Thurlow, & Uaiene, 200®tula et
al., 2009.

Because of this, SuBaharan Africa and Southern Africa in particular aoev
affected by large land deals covering a total area of more than double the size of the UK
(Vidal, 201Q. For investors, land is relatively cheap here and govenismare willing to sell
it or lease it out as a way to increase GDP growth, increase productivity and generate more
government income. Partnerships between foreign investors and local peasants could offer
opportunities to both prevent the recurrence of nawlonial mercantilism, whereby the
profits flow out of Africa for the benefit of foreign companies, and promote new forms of
pro-poor rural development.

1.1.2 Regional background
The context sketched above also applies to Mozambique, with applications prgptzsin
RSP20GS wmMH YAfftA2Yy KSOGINBa 2F INrofS tFyR
biofuel production currently under consideratiofArndt et al., 2009 However, these
numbers include a lot of speculative proposals. The numbers provided by Schu2€x18).
are more realistic: officially only 245,504 ha have been proposed for large scale production
of biofuels, of which 81,920 ha has been approved. Hanebiofuels still make up only a
small portion of the total applications of agricultural land. Especially sugarcane and cotton
have received a high amount of investment over the past 8 ygasAID, 2008 According
to Marini (2001), 4 out of 6 sugarcane mills and estates have now been taken over by South
African or Mauritian investors.

Theae are several reasons for the increased interest in Mozambique reflecting the
increased amount of FDI which can be divided in internal (I) and external (E) reasons:

I: Mozambique has shifted from a socialist system to a market economy, which attracts
more foreign investors. The agricultural sector is of particular interest, because investments
made in modern commercial agriculture are seen as a means ofstading rural

development. Foreign investments can provide the knowledge and capital to develop a



modern agricultural sector able to exploit th® 2 dzy (axge Qdricultural potential.
However, since a large majority of the rural population is engaged in agricultural production
as its mainstay source of livelihood, local smallholders must be givealeaim the
developments by gaining access to these resources. In this way they will reinvest their
returns in the local econom{ MC International, 2006

E: Mozambique currently benefits from a number of trade regulations which has the
2028S0GAGS 2F &0GAYdz | ilyid beliete8 to Gtindiztai é¢dntniic S E LJI?
IANRPGGKP® CANRGTZ (GKS O2dzyGNBQ&a &G Gdza +Fa Fy [5
to export any goods to the EU without restrictions or quotas. This is done under the EBA
(Everything But Arms) initiative. Sexth there is the EPA (Economic Partnership Agreement)
between the EU and the SADC (Southern African Development Countries) which also grants
preferential access to European markets. Third, under the US GSP (Generalised System of
Preferences) Mozambique gliffes to export goods dutfree to the USSchut, Slingerland,

et al., 2010. Fourth, but more particular for sugar production is that the country is a
beneficiary of the EU sugar protociSO, 2008 Tongaat Hulett, 2010 All these trade

measures give Mozambique some form of preferential or efteg access to export markets

which were otherwise not available.

1.1.3 Scientific background

At field production level, an agribusiness company generally has three options when

obtaining raw materials:

1 Improve vertical integrationof the production process by construction or expansion of
private estates, which are owned by the company . Modern, capital intensive western
technology is usually applied here to reduce labour intengitythis way, a company
engages in more parts of the supply chain to gain more control over it.

1 Outgrower contracting/ partnerships in which a company outsources the crop
production to commercial or smallholder farmers. In this situation contracts are
prepared in which certain agreements are made with respect to price and supply. This is
normally done in a way that will guarantee a stable price and market outlet for the
producers, and secure a more or less stable flow of supply for the agribusiness
company.

71 Direct supply by commercial farmerd&Jsually commercial farmers supply directly to the
companies and will receive the current (but fluctuating) market prices for their crops,
but contract farming can be done here as w¥larini, 2001.

While a guaranteed market is the key aspect of contract farming, agribusiness cespani

can include other services in a contract as well. As it is in the interest of the company to

increase the productivity of a farmer, various options exist to provide him/her with means to

invest in and improve his farm and therefore his yields. This mmone by providing

farmers with loans, credit, mechanised assistance, or by repairing or rehabilitating the

irrigation system(ISO, 2008 Eaton & Shepher@00) K S RSFTFAYSR | ydzYo ¢

2LISNIF YRAQ F2NJ O2y G NI OG FINNAYIS gKAOK gAff o
Because it can be practically and administrivtoo costly to interact and sign

contracts with each smallholder individually, often farmers are organised in farmers

associations, either at the instigation of themselves or by the comgBoyter & Phillips

Howard, 1997. In the first years of cooperation between thesaciation and the company,



the company normally provides most of the services and inputs and deducts the costs for
these afterwards from the harvesevenues However, because it is financially burdensome
for both parties, associations are normally stiateld by the company to become more self
supporting and gain more independengs&lover & Kusterer, 1990

Although the concept of contract farming should ideally be mutually beneficial, it often
creates a dependency. Since conditions amdgs to be paid to a farmer are set by the
company, a farmer is bound to the contrgdunguambe, Chilundo, & Julaia, 2010

1.1.4 Research area (lo¢dackground)

The Xinavane sugar estate, officially namec
Acucareira de Xinavane (abbreviated AdX) is situate
some 150 km north of Mozambique capital Maputo: | el
(seeFigure1) and is currently the largest irrigated o %
sugarcane estateof Mozambique.As one of the ™
oldest sugar mills in the countrjt, was founded by .. "
the British in 1914, but taken ovéxy the Portuguese
in the 1950s and was producirg3,000 tonnes of 3
sugar at its top in the 1970s After Mozambican __
independence, productiordeclined due to a large..
outflow of Portuguese skilled labour and managers, =
while the collapse of the Mozambican currency, the e
socialist government and the civil war stagnated . -
production. i el

To prevent national bankruptcy in the late. « -
1980s, Mozambique hatb open p itself for foreign s :
investment, itssugar mills and estates haegtracted
considerable interest from South African ang=-
Mauritian investorsFor AdX, the South African SUg&iy,rer: Location of the studgrea
company Tongaat Hulett took a 49% in 19%%d
started with the rehabitation of the estate and mill in 200(DFID, 2006 After a second
expansion to its current estate size of 11,879 ha, Tongaat Hulett has augmented its
ownership share to 88% in 2008, while the remaining 12% is ownékdebGoM. Since 2009
10 the production capacity of the mill has risen from 31,000 to 208,000 tonnes of raw sugar
annually(Tongaat Hulett, 2011

Next to these estate expansions, also the number and teiaé of smallholder
outgrower schenes has increased substantially, a modus apér of sugarcane production
not found elsewhere in the countryBy promoting smallholders producing cane under
contract, the Government of Mozambique (GoM) hopes to stimulate rural development in
the area. This smallholder development aims for more Mozamb involvement and
income from sugarcane production, reaping the benefits from foreign investments that
could otherwise not be made. The ultimate aim is to create a 22% share in cane production
by smallholder outgrower scheméadXx, 201}

Currently there are 15 smallholder schemes in the Xinavane areaavatind 1,539
smallholders producing cane on 2,091 ha of communal land. All farmers in the schemes are
organised in farmers associations, in which a number of activities and responsibilities are
centralised, such as payment distribution and irrigation mamagnt. The various
associations were established in three phases, of which phase 3 schemes and associations
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have only been established recently. Phase 1 and 2 associations were established with the
help of grants from the GoM, the Southern African DevelepmBank(DBSA)and the
African Development BanfAfDB), while phase 3 associations are indebted with a loan by
TH/AdXTablel gives an overview of the schemes currently in operation.

Tablel: Overview & smallholder outgrower schemes in Xinavane currently in operdtiefsma, Bolding, & Sliedand,
2010

Size No. of | Ha/ Irrigation Loan
Phase | Year | Association sugarcane | Small- small- | system Funding agency or
area (ha) holders | holder grant
GoM and Southern
1 1998 | Maguigane 90 66 1.4 Dragline | African  Development | Grant
Bank (DBSA)
2005 | Macuvulane 185 180 1.03 Dragline | GoM and African | Grant
2 . - Development Bank
2008 | Chihenisse 200 40 5.0 Pivot (AfDB or BAD) Grant
2008 | yacuvulane | 73 89 0.8 Dragline Loan
2009 | Maria de Luz | 5o 200 13 Dragline Loan
Guebuza
2009 | Hoyo-Hoyo 189 150 1.3 Dragline Loan
2009 | Buna 218 110 2.0 Dragline Loan
2009 Maholele 72 4 18 Dragline Loan
Macamo
6 de ianeiro/ i AdX, with  funding
2009 Colo J 74 200 0.4 Dl’agllne sought at the European Loan
Investment Bank (EIB)
3 Olhar de . and other parties which
2009 | Esperanca/ 107 250 0.4 Dragline | g1 interested to | Loan
Facasize support these
developments.
2009 | Maholele G | ¢ 6 443 | Dragline P Loan
1st Stage
2010 | Chichuco 95 150 0.6 Dragline Loan
2010 | Maholele 56 4 14.0 | Dragline Loan
Mutombene
2010 | [€S  de | 1aq 10 13.3 | Dragline Loan
Fevereiro D
Mucombo .
2010 70 80 0.9 Pivot Loan
Est.
Total 2,001 1,539 1.4

Given the large investment made by TH/Ad>Xmallholder activitiesit also appears thahe
companyhopes to supplement their current production frorheir nucleus estate in order to
operate their mill at a higher efficiency. Taldlealso shows numerous differences between

phase 3 associationsdicatingd K ¢ ! R- k¢l A& dzaAy3d GKSasS LKI &

G2N] &aé P

1.2 Problem statement

Although AIX currently has more than 10 years of experience with the establishment and

inclusion of smallholder outgrower associatiossll there is little knowledge available about

the mechanisms governing the relationship between AdX and the organisation of an
association and its individual members during the production process of cane. In these last



ten years several modes of outgrower partnerships have emerged and are now used and

tested in different associations. However, it is unclear what their effects are o

1 Costs and benefits for the company compared to the costs and benefits for the
association;

As a large investmenbas been maden the development ofthe phase llismallholder

schemedy AdX/Tongaat Hulettthis companywould like to recoveits investments in two

ways: first by supplementing their estate production with sugarcane productiom

associationsand second bwgssociation loan repayments. Finally it is also seeking a suitable

confunding agency willing to relieve the company from parttedir investment burden So

far,itisuncleag K G GKS Ay@SadySyiQa SF¥FFSOia I NB 2y

1 Companyassociation interactions during the production process of sugarcane;

As most smallholders in Xinavane are unfamiliar with neither commercial farming nor the

useof irrigation, it is unclear how associatiorse going to adopt western technology based

production management practices that allow for the coemtial cultivation of sugarcane,

and what the role of the company is in this learning procdsss also unkown how

different funding modalities (govament/development bank vs. company) influendaily

management practes. It is possibl¢éhat, given their investment madeAdXwill have a

higher influence in the practices of these last phase associations.

1 The nternal organisation and dynamics of associations;

In order to reduce administrative and practical costs, smallholders have to eggani

themselves into associationsloweverthis type ofcollective farmingputs requirements on

cooperation between membersna the governance of such an organisation. It is unclear

how these associations in Xinavane currently function and what their relation is with the

company.

1 Rural livelihoods of smallholders and the contribution of revenues from sugarcane
activities to thei homesteads;

GoM believes smallholder inclusion can kétkrt rural development, but it is unclear

whether this is true for the case in Xinavane and to what extent this happens.

It can be concluded that it is unknown which (aspects mf aitgrower model is/are the
most propoor and sustainable while retaining of interest to the company. This is very
important for both Tongaat Hulett, as they have invested a lot in smallholder development,
as well as for policy makers like CEPAGRI, who want to draftepsitip policies for the
sugar sector in order to stimulate and promote partnerships with sugar companies.

1.3 Research questions
What are the underlying interests and motives of the actors involved in the production
process of smallholder sugarcaoentrad farmingin Xinavaneand how do these affect:

1 Cane production modalitié&s

1 Interactions and resulting conflicts between the association and the company

1 As®ciation autonomy or dependen@y

T Smallholder livelihoods
These questions can be divided into a rhenof subquestions, which will form (in order or
appearance) the main chapter outline of this thesis:



Chapter 3
Q: What is the status quo of sugarcane outgrower activities in the Xinavane aed
what are the institutional arrangement madebetween smalholder associations

and Ad»X

1: Why did sugarcane developments in Mozambigaed in Xinavane specifically
experience such a strong revival?

2: What were the reasons forthe Acucareira de Xinavan® engage with local
smallholders?

3: Since smallholders ¢& the capital and the skills to cultivate sugarcameger what

institutional arrangementsvill they be able to produce?

Chapter 4

Q: How is sugarcane cultivated in the Xinavane area?

1 What are the different modalities of cane production in the asstons?

2: How is the labour organised in the associations studied?

3: How do these modalities correspond with or differ from the cane production

modality as found in the AdX estate?

Chapter 5

Q: What are the underlying reasons for conflicts betweeassaiations and the
company and how do they relate to control or dependency over production
practices and resources?

1: l2¢6 A& ! R-Q&a YIylFI3aSYSyid KASNI NOKeé AYLI SY
the positions of different staff members relate to the assticias?

2: What are the arenas of interaction between company and associations manifested
during different stages of the production process?

3: What are the origins of conflicts and how and by whom are they solved? What are

the outcomes/reactions?
4: What iy Ff dzZSy OS R2S& ! R-Qa YIylFI3aSyYySyd GF1S520:¢
over the production process and the resources necessary for this?

Chapter 6

Q: 126 N’ haiNRYQa LINAYOALX Sa F2NJ Ayadaaii

associationsand what influence @ Sa GKS | 2a20A1 GA2y Qa NBA& dz

on its relations with the company?

How were these associations established?

2: ¢2 GKIG SEGSydG FNB haldiNRYQa LINAYyOALX Sa
collective action implemented in the assawims and do these differ from redife
practices? If so, how do they differ and why do they differ?

3: What possible alternativeonceptcan explain current association management and
behaviour visa-vis the companyetter?

=

Chapter 7

Q: How does sugaraze contract farming in Xiavane influence the livelihood
strategiesof individual smallholders?

1 What do the traditional land and labour divisions with respect to gender, labour

allocation and migratory influences look like in the study area?



2: What wasthe previous situation (livelihood) afssociation memberand what was
the reasor were the reasongor joining an association?

What is the opinion of smallholders on their changed livelihoods?

4: What are the resulting livelihood strategies of houskls after joining?

w

1.4 Research methodology

1.4.1 Literature research

This thesis research is based on earlier explorative research done by J2@lifa Jelsma

has made an overview of all smallholder activities in Xinavane, and his report has provided a
valuable starting point for this research. Especially financial overviews, cane yields and
association modalities weruseful as stepping stones for further in depth research.
Furthermore, literature on the physical environment (climate data, soils, and infrastructural
data) and soci@conomic environment (income, employments) were gathered prior to field
research.

1.4.2 Comparative research

The unit of research will be the smallholder outgrower schemes area in Xinavane and the
people who are involved in contract farming, either through their farmers associations or
through AdX/TH and its partners. This includes managemerit staAdX and Agricane,

Unitrans, smallholder outgrowers, (board) members of farmer associations, but also
A2OSNYYSY(d 2FFAOAILFIT A OYdzyAOALI £ AGE 2NJ RAAGNR
provides an irdepth analysis of these smallholderks6 YS&a |y R o6dzAif Ra 2
explorative research, three smallholder schemes were selected in order to narrow the focus

of the researcher. The selection of these three associations is based on three criteria:

1 The age of the association (in which phase thasassociation established);
1 The type of irrigation infrastructure that is used (center pivot or drag line);
1 Relative size (the number of members compared to the scheme size).

This has resulted in the selection of one phase Il association (Chihenigséyaphase Il
associations (Macuvulane 1l and Facazisse). These latter two differed in production
management practices and their relative size. Unfortunately Maguigane, the only phase |
association, did not want to cooperate with the researcher.

First,in order to get acquainted with the research area, field observations were done
to get an idea of the size and measurements of different farming systems and to find the
locations of the smallholder schemes. The estate spatial plan was already availabl@sand
used as spatial information tool for the rest of my research.

Secondthree interviews with AdX management stgfiroject and financial manager)
who are involved in the smallholder developments were conducted. These interviews were
intended to gain a3 SY SNl f 20SNIWASg 2y GKS O02YLI yeQa
their vision with the project. Furthermore information about current contracts between the
company and farmer associations as well as financial overviews and yield data were
obtained. Finly, a number of contact details of field management staff were obtained in
order to make appointments for interviews and/ or field trips with them. These field trips,
which comprised a combination of sestructured interviewing and observation formed the
basis of this research, as most of the interactions, especially a large part of the daily
management practices between company and associations is concentrated around them.

w



Third, semsstructured interviews with farmers and farmers associations leaders fr
the different farming systems were conducted, asking them about their relation with AdX,
their role in the association, their current agricultural practices and their livelihddiin
every association, 10 of such interviews were conducted.

Fourth, AST R GNALA 6SNB R2yS (2 (GKS avYlffK2¢tl
associations, where smallholders are having the least amount of experience with sugarcane
cultivation and AdX/Agricane performs most of the management practices. Here,
observatios and interviews were mainly focused on production management practices and
the training(s) and supervision smallholders receive from AdX/AgriCEHmese interviews
were usually combinedith the interviews as described above.

Fifth, as the different orgaisations studied are not expected to be single entities,
alsothree group meetings of farmer associations as well as AdX field staff meetings were
attended. With these attendances, | had the possibility to observe and listen to group
interactions and relaons between individuals or sugroups within the larger entity they
made up. | expected that group meetings and trainings are events in which conflicts that
arise during interactions between different actors will be discussed. However it is unclear
what the frequenciemnormallyare of either staff or association meetings, how thesually
proceed and who is involved (and who is not).

In Appendix 1List of interviews with key persorss list of key interviewees can be
found, including the date of the interview antig function of the intervieweeAppendix 2

Interview blueprintprovides the reader the interview blueprint, which formed the
basis for my sermstructured interviewing. FinallAppendix3 Interview guide provides
the interview guide, containg the interview topics for different groups of interviewees.

1.5 Limitationsand reflectionof the research

1.5.1 Cultural limitations

This research has been done for the partial fulfilment of the masters degree of international
land and watermanagement, hendke researcher had only limited experience with doing
socialeconomic and sociechnical research in a developing country. Therefore the
researcher and also the reader resp. is and should be aware of the constraints and
limitations that come with it.

First and foremost with doing research in such countries there is the issue of a
language barrier, which had to be overcome by either learning the local language or by
hiring an interpreter. As there was only limited time available to become familiar with the
official enguage spoken (Portuguese), while most actors in the area spoke the local language
of Shangaanit was found infeasible tgut a lot of efforts in learning Portuguese, as an
interpreter would be needed anyway to translate from Shangaan to Mbzgqne. With only
limited understanding of Portuguese, overcoming two language barriers would introduce
too many inaccuracies in the data acquisition process. Therefore an interpreter who could
speak both Portuguese and Shangaan as well as English wadHaveelver, this interpreter
had no experience with translating nor did he have extensive knowledge on agriculture,
irrigation or management/ sociological research. Especially during the first weeks this proved
to be an extra challenge as a great amount edhboration on the research and its
components had to be done, and during the first interviews it was difficult to point him into
the right direction of phrasing his questions.



Second, the researcher had a limited knowledge on homestead dimensions,
characteristics and resource flows. This limitation was partly overcome by trying to
deconstruct the concept of a homestead to get a better grip on its dynamics. Having an
accommodation which was situated within one of the communities/ associations studied
would have further overcome this, but accommodation in a local hostel in a central location
was chosen instead.

1.5.2 Time constraints

The field work that was performed for this research was done in a period of 8 week®
permission to enter the study area wgi/en yet on my arrival in Xinavane, | had to reside in
the capital and wait until clearance was given. This time restriction limited my research to
study only 3 associations in the study area. These associations were chosen based on their
age, their fundag modality, irrigation system and the number of members/association size,
as was assumed that these were the main components influencing association experience
and interactions. Furthermore, the distances to be covered between accommodation and
associatios or between different associations limited the number of interviews that could
be done per day by-3. Therefore, 10 smallholder interviews for each association were
assumed to represent the majority behaviour and spectrum of opinions of its members
within them.

1.5.3 Scientificlimitations

As mentioned above, with the interviews held with smallholders, association leaders and
'R YyR !''aANAOLYS FASEtR adr¥F L FaadzyS GKIQ
behaviour within the units of research studiedg@ection of three associations) and assume

that these people properly represent their organisations they belong to. However, some of
these actors may tell different stories or may exhibitcatled social desirable behaviour.

This was overcome by complemting interviewing with observations and interviewing

other actors closely related to them in order to triangulate data obtained from interviews.

Furthermore, | assumedrom a rational perspectivethat associations were willing
to become selsufficiert and assumed that the company had a vested interest in the self
sufficiency and selfeliance of associations. However, these assumptions, as further
explained in this thesis, did not always held, but this was partly overcome by the use of
several concep which focus on interpreting behaviour that seems to deviate from these
assumptions.

Although explorative research was already done by Jelsma (2010) of which his main
findings were already reported to the researcher, as a newcomer into the study anessis
F2dzyR RAFFAOMzE & G2 RAGS RSSLISNI Ayi2ouiidYS 27
a trust relation with the actors, | had to be more patient if | wanted to uncover and dive one
layer deeper. This sometimes requirete to perform an addional interview with some
actors or phrase my questions differently.

Also it was found that people did not or could not elaborate into detail about a
specific process that had taken place or was part of every day practices. Typical examples of
these were obpics related to the establishment of an association and the actors that were
involved and the stakes that were negotiated. Possible causes for this may be a taboo on
such processes, especially in situations where uneven power relations between negotiators
were present. It is highly possible that individual smallholders were not informed into detail

10
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outcome of such processes/ negotiations, as will be explained latersrhésis.
lfaz AyAdGAlLffe GKS O2yidlrOita 6A0GK ! R- RARyYQI
related staff itseemedthat AdXinterpreted this research as an association and even project
assessment, which caused them to be very vigilant in theirestahts. This calculating
behaviour of some of their staff required the researcher to take their PR statements with
some grains of salt and to cresBeck the data given with interviews and observations in the
field.

Looking at the data collection periotith a retrospective viewa number ofaspects
could have been done better

1 Community members outside the association were not interviewed, however, this
might have yielded a better insight into community dynamics, the establishment of
the association and #hselection process of members joining the association.

1 Most smallholders have been interviewed while working in the fields of the
association. However, more insights into homestead characteristics may have been
obtained when some of these had been intewed when they were at home.

1 All the smallholders interviewed were to some extent involved in the production
LIN2OS&da 2F adaAl NOIFIySs a G4KSe& gSNB AyidSN
fields. However no association members were interviewed thatnditl(wanted to)
work. This point is also related to the previous point made, although this one is more
aimed at individual livelihood strategies of smallholders while already being a
member.

From these limitations and this retrospective view on the datkection period in the field,
a number of recommendations are drawn up, whitdgether with recommendations based
on the outcome of this researelan be found in chapter @recommendations.

1.6 Outline of this thesis

This thesis proceeds with an outlind the concepts usedwhich has resulted in the
framework for analysis, found in chapter 2. Cha@Beatescribes the status quo of sugarcane
activities, both smallholder and estate in Xinavane. This chapter is followed by gtescr
chapter @) on cane production practices, a chapter dedicated to a more detailed elaboration
on the different production modalities of sugarcane in Xinavane, in which similarities and
differences between associations ahétween association and estate will be highlighted.
Chapter 5 then discusses the interactions and emerging conflicts that occur between
company and associations during the production process of sugarcane, in which the role of
AdX/ Agricane field staff will be given special attention. Chaptehen discusses the
autonomy or dependency of the associations, their ability to-eefanise and the influence
their establishment has on current associatimanagement. Chapter is dedicated to the
smallholder and his livelihood and the impact sugarcane contract farming in an association
has on him and his homestead. Chap8ewill then summarise allindings and conclusions

and will discuss these withwo cases of sugarcane outgrower farming in neighbouring
countries (South Africa and Swaziland). Finally in ch&tecommendations will be drawn

up for future research angolicy and corporate measures.
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2 Concepts and theories

2.1 Assumptions

For this research, but also for the smallholder outgrower projects done in Xinavane, the
following key assumptions are made, both by the researcher as well as by the Government
of Mozambiae:

The introduction ofrrigationto smallholderds believed to reduce povertyrrigation
can, according to Lipton et gLipton, Litchfield, & Faures, 2003ncrease the productivity
of farmers and their agricultural outputs. With irrigation, smallholder will have the
availability of a moreeliable source of water than rainfall, and chances on crop failure will
therefore be reducedSecond, irrigation, in contrast to rainfed farming allows for multiple
ONR LAY AL SEGSYRAY3I | &Yl fftK2tRSNDAaldrgdrNA Odz i
I NS+ G2 0SS Od#f GABFIGSR FYRk2NJ I KAIKSNI ONR LI |
reason accounting to increased production are the increased chances of the successful use
of complementary inputs such dsertilisers and high yieldingarieties which can further
boost production levels. SmitfR004) adds to thisthe increased opportunities for rural
livelihood diversification and the avdidity of other uses of water through the irrigation
infrastructure.

Supporting smallholder agriculture strengthens rural econonm(an Damme &
Dirckx, 200Dby focusing on their internal capacities and developing their internal strengths.
The GoM theefore considers commercial agriculture as a frontrunner for rural
development. However foreign knowledge, skills and capital will have to be brought in and
will then be able to extract the maximum profitability of the agricultural potentiastituto
Nacional do Acucar (INA), 200@ne important aspect of commercial agriculture that is
depending orthese is irrigation, but the technology here is then externally imposed.

Within development studies and land and water management these statements are highly
debated ones and it is questionable which one comes first. Chamii®&&l) makes a
comparison between conventional thinking and livelihood thinking. He concludes that
conventional irrigation thinking states that irrigation reduces poverty through the
improvement of fieldoutput (crop yields) on account of securing a more regasurce of
water than rainfallwhile livelihood thinking states that irrigation is a way to increase a more
stable income and an increased availability of employment opportunities.

As already metioned in the regional background, there are various models of contract
farming. Eaton & Shephe(@001) have defined five general modi operandi

1 The centralised model;
In this mode, the company is supplieg a large number of small farmers. The final product
needs a high level of processing before selling it on the market. In this mode, farmers are
subject to tight quality control and quotas, which give the contractor a high level of
certainty. Sponsoringanges from minimal input provision to total company control over all
production aspects.
In Xinavane, the sugarcane yields are tested on their quality and sugar content. Total
company control is most prevalent in phase 3 associations, but AdX says thiegnali over
these inputs and services gradually when all members of an association are fully trained in
sugarcane productiofJelsma et al., 2030
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1 The nucleus estate model;
As an extension to theentralised model, the aqopanyalso manages an estate to secure its
throughput. The estatean also be used to conduct research. Estates are often used within
resettlement or transmigration schemes to provide labour to migrants. A high level of
material and managerial inputs is required here.
In Xinavane, the nucleus estate is the main source of sugamvareh is processed at the
mill. The estate is owned by the compaayd is usedo securea stable influxo the milland
therefore a mill operating at more or less its production capadky it becomes more and
Y2NB RAFFAOdzZ G G2 SELIYR GKS | NBF AyOfdzRRSR
smallholders is the ogilway to incrase prevalent production rates.

1 The multipartite model;
This model can develop from the nucleus estate model through the organisation of farmers
making use of financial institutions or (by the creation of) farmer cooperatives (e.g. a
farmersassociation). It often involves numerous organisations that have official rights and
registrations with respect to land and water claims.

1 The informal model;
In this mode small companies (in this case farmers, either smallholder or commercial) supply
on aseasonal basis, often using informal contracts. This brings in a risk ofcextiractual
marketing.

1 The intermediary model.
Intermediaries are used here between farmers and the company to outsource input
management, payments and contract management. Tduald bring in a risk of losing
control of the quality and production and the prices paid to farmers.
From explorative research on smallholder outgrowers done by JgRdd4), | conclude that
only the third mode applies to Xinavane. Howesarcethis multipartite model results from
development in the centralised and the nucleus estate modefvietaken into accountall
aspects of theefirst three models. | will not use these models as a classification tool, but
rather as an indicatioforientation of what contract farming looks like in the study area.

2.2 Working concepts
2.2.1 Institutional arrangements of outgrower schemes and the role of farmer
associations
As many outgrowers are smallholders, most of them do not cultivate more than(\dX,
2010 1SO, 200Bsee Table 1), which makes transaction costs for a company Magh.
Therefore, smallholders are organised in farmers associations, organisations able to
represent all the farmers within them. In this way, an agribusiness company can make one
contract with all farmers, which makes the administration of and paymentsite suppliers
easier to manage and will redutigesetransaction cost¢Sartorius & Kirsten, 200.7
Other advantages associated with the establishment of farmers associations are the
centralisation of servicesna support provided by the company. As a lot of farmers do not
have any experience with sugarcane growing, the company provides most of the inputs and
services. Theeservicegnayinclude:
1 land preparatiorservices
1 input supply and application (e.g. prewon and applicationof herbicides/pesticides
and fertilise);
1 weeding;
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harvesting;

transport (haulage);

infrastructural maintenance;

extension serviceSO, 2008

In the meantime members of the associations are to be trained their skills to
commercially cultivate sugarcanBlext to these field services, a company may also include
the provision of credit in a contca in the form of loans or grants. This funding is mainly
intended as an incentive for farmers associations to invest in their assets. In this way, an
association can improve its production efficiency by slowly taking over services that were
previously preided by the company. This can greatly reduce dependency on the company
and counter unequal power relationSartorius & Kirsten, 200.71f credit facilities are
included in a contract, a scheme trust is usualtiglelshed which is owned by the farmers,
the company and sometimes also by external inves{g®©, 2008 Figure2 providesa
general example of institutional arrangements that can be made between a sugar mill
companyand a farmers associatiothe actual arrangements that (are going to) apply
Xinavaneaare displayedn Figure3.
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2.2.2 Using an actotoriented approach in an intervention

Intervention has long been viewed as a linear process, going-vétp from policy
formulation to implementation to outcomes, after which ax-post evaluation is made.
Interventions should however not be seen as simple processes in which the intervener
implements a topdown project, but as an ongoing process of negotiation between different
parties about conflicting goals and meghsng & van der Ploeg, 1989

The actor oriented approach however is not focused on the project and the goals itself, but
focuses on the way people and groups experience and dgthape an intervention and its
outcomes. Therefore an intervention must be seen in the light of broader institutional
changes pursued and consequently is not restricted in space and time. It studies not only the
intervened, but also the interveners and tekes into account the fact that people and
groups have their memories about past events and adjust their strategies towards new or
follow up interventions. Hence, beneficiaries are not considered as passive recipients of such
an intervention, but pursudifferent strategies to exert social agency and use experiences
from past interactions to strengthen or maintain their agency. When applying this to a
farmers association or to the company, the functions and béha of individuals in a group,
such as amssociation board or company departmeasan be clarifiedAlso groups of people

or organisations should not be considered uniform entities, but should be deconstructed to
study differences within them. In this research, this is done by unpacking the liaels of
company, association and, to a smaller extent homestead. For example, the company
consists of a number of departments, such as the milling and agricultural department, each
having their own interests, motives and strategies. In an associatioth@rother hand,
groups may be less distinct, but it least comprises one (or several) association board{s) and
group of members, which is also composed of individuals pursuing different (livelihood)
strategies (see below).

2.2.3 Arenas of interaction

The actororiented approach can be further extended by acknowledging that as intervention
IS an ongoing process, its interactions will take place on a daily basis. To further study
individual and group behavioun the study areat is alsonecessaryto study dayto-day
interactions between various actor$hese interactions take pla@ different stages of the
production process, and alsat different levels, i.e. in different arenas. In these arenas
people negotiate, struggle and battle over current managemeaacfices and hence shape
and reshape their organisatiofhese arenas, or smalled interfaces can be either clearly
defined as a definite area in space, such as offices or meeting places, but can also be more
abstract interface levels, for example betweatfferent management layers of field
management or between association members and leaders. Mol(it@@23) argues that the
concept of such arenas can also be applied aiouar levels of an organisation or an
irrigation/ smallholdersystem and manifests itself by negotiations, struggles and baffles.
following levels seem relevant to the study of compamyallholder partnerships:

between different departments of AdX;

between different management layers within an AdX department;

between association and Adkeld staff or project managers/ employees)
between association leaders;

between association members and their leaders;

between members of adjacent associations ia #ame scheme (intescheme level);

=A =4 -4 -4 4 4
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1 between smallholders owning neighbouring plots (tertiary level);
1 homestead level (plot level).

Questions that can be asked about these arenas are:

Who are the actors participating in the arena, who is excluded?

What isat stake, what do actors negotiate about?

Which resources and strategies do actors employ?

How is the arena shaped in time and space? When do interactions take place?
What is the outcome of the interaction: what effects does it produce?

E R

2.2.4 Control

For contrat farming, various modi operandi exists as already indicated, with varying levels
of vertical integrationffom full to almost zero). The amount of influence (i.e. control) buyer
(milling company) and supplier (smallholder or association) can exert beeprbduction
process mainly defirethe level of vertical integration. According to Mocklér970),
(management) control is the systematic effort of performance measuring and comparing
with predefined standards, plans or objectives, and assessing whether this measured
performance is in line with these standards, taking corrective messsifirperformance does

not live up to these standards, in order to restore and/or optimise the effective and efficient
use of human and corporate resources. Hence, control can be divided in:

Design of standards;

Performance measurement;

Comparing performaee with standards;

Assessing performance;

Applying corrective measures.

This implies that the amount of control either side has over the production process depends
on whether supplier and/or buyer has any authority over these five control components.

E I N

2.2.5 Autonomy vs. dependency

However, managrial control does only cover the influence of either side on the process. For
some contract farming modalities, there is also a strong resource component which should
not be overlooked. Control over these resourctwrel2 N5 | f a2 RSTAyYySa
dependency or autonomy from the buyer, who is usually the supplier of these resources.

2.2.6 Institutional design

Historically irrigation systems were owned by governments or parastatals who exerted full
state control over thesea @ a i Syad |1 26SOSNE Ay (GKS fF0GS
discontent about the performance and tlimancial viability of these systems. In order to cut
public expenditure governments were encouraged to trangfperation and maintenance
management (and n rare cases also the ownership of the systeémjhe endusers of the
irrigation systemHowever, i the governance of water and the infrastructure thaitonveys
would beleft to the free market economy, Hardi1968 and later also Ostrom & Gardner
(1993 argue that individuals will always try to maximise their gains from a common pool
resource (i.e. water, the O&M of an irrigation system), but then thisr@a hidp risk that
tragedy of the commons will occur, in which such a resource is overexpkmig@ventually
depletes(Hardin, 1968 To preventexploitation institutions (i.e. rules) must bdesigned

and installed to regulate the use of thenm the literature of new institutional economics
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which is situated in between state control and free market econpmstitutions are seen as
constraints and rules that people place on themselves. These rules are created to assure that
other members will behave in a certain way that can be predicted. Wiethen also create
incentives for individual and collective action.
Ostrom (992 in Mollinga et al.(2003 distinguishes three types of rules for governing
common pool resources (CPRS):

1 Operational rules that serve as a guide to deyday practices

1 Collective choice rules that regulate decisioaking and conflict resolution

f ConstitutionalNdzf S& GKIF G NB3Idz I 6S YSYOSNEKALI I yR
This process of developing a set of rules for collective action is called institutional design, the
NBadzZ & 2F (GKAA RSairAday Aa I (MARGE¥ery 20088 Qa a2 OA |
To prevent opportunistic behaviour and rent seeking of these commaodities, associations
must eithe create these rules themselves or they must be guided in implementing and
developing their own rules and institutions.
In Xinavane, individuals within smallholder associations are however not expected to
deplete water if the rules are found to be totalgbsent, but there are a number of
resources on which they collectively depend. The most important resource is the
F3a20AF0A2y Q& fF02dzNJ NBASNWS LINBaSyda G2 621
associations individual farming is practices, but #@ems to conflict with the harvest, cane
testing and payment modality used by the company, which are all done assoendtienAs
a result, wh@ an association member decides not to work on his own fields, the results of
the decline of his labour input Wbe shared with all members.
By comparing official association rules with current -tlayglay practices and interactions,
successful and faulty institutional design can be highlighted. The results can then be used to
make future recommendations for betteinstitutional crafting of farmer associations,
making them more selfustainable.

2.2.7 Livelihood strategies

Livelihood thinking was developed by Chambé@hambers & Conwayl991) as an

alternative to conventional production thinkinGhambersargues that when looking at rural
development and irrigation in particular, livelihood thinking focuses on the object (the poor)

itself, instead of focusing on the economic produdyiwf the object.This concept usethe

amount of labour that is availabl® a farmer his relative income andis entitlements to

land and water. The concept of livelihood thinking is especially useful for this researth,

provides more insights intdhe implications and consequences of contract farming on
FENXYSNE dote 2F fAQGAY3AET GFTAYI | Y2NB K2f A2
or profitability.

According to western thinking, a househaklbound to certain fixed characteristicthat

often do not apply in nofwestern countries. For example, many studies and projects
assumed that the man was the head of the household and also the main contributor of a
K2dzaSK2f RQa AyO02YS® ¢KA& ARSI 27 longidd@f S+ NJ ¥
past when irrigation schemes were designed or rehabilitated. An example of this is reported

by Carney1988), in which the donor dichot take into account the current division of labour

between men and women as well asethocal system of land tenurén many traditional

African cultures namely, both men and women often have their own plots for different
purposes. Such confusions, gealksations and assumptions could lead to great
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misunderstanding of the current situation in the study area. The concept of a household
should be deconstructed to find out how it is comprised.

| SYyOSs | K2dzZASK2fR Yl & y2i MNRiEe yidaF S RA FF YD
means of making a living can be different within the household as well. Individual members

2F 2yS K2dzaSK2f R Yl @& LlzNBdzS O NAR2dza | OGA DA (A
security.In generalas a livelihood strateggmembers of) a household can choose to either
specialise or diversify. In order to make a classification, Barrett @08ll) propose a basic

typology that is able to distinguish this behaviour. For this he uses the terms income, assets
andactivities, since they complement each other and cannot hold as measures of livelihoods

on their own. When financial systems are incomplete or weak, people have a strong
incentive to diversify in order to spread risks. This perspective is called the factsn
perspective. The opposite, which is called the pull factor perspective, is also possible through
diversification. Here, diversification is seen as a way to increase income with more
specialised labouBarrett et al., 200

Thesélivelihood strategies will then have their effects on the intensity of this behaviour. For
example, if a farmer (or the household as a whole) is uncertain about his/their crop yields

and the resulting income from this, he/ she/they might put less efforitirso that more
STF2NI & OlFly 06S &ALISYR 2y Y2NB aSOdzNB f AQGSf AK?2
into activities (time), income (money) and assets (possessions), but in opposite direction.
Using this typology, | stued the contribution of sigarcane production as a strategy to a
K2dzaSK2f RQa f A Qi6d th Krav2 Bp>a réatizin between 2the @ffddts of

LI NIYSNEKALIA 2y avYlffK2f RSNERQ STF2NIa Ay 3INP

Figured4 shows the relationships between atirecepts that will be used in this research.

Actor oriented Institutitional
approach design
Milling
ASsociation Iea rs
Growing
Members
Financials

SrrmlaeT

interaction

reserve

Livelihood
strategies

Figured: Graphical representation of conceptual framework
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3 Sugarcane developments in Mozambique and Xinavane

3.1 Introduction

This chapter deals with all general developments on sugaréanMozambique and in
Xinavane specifically. For Mozambique, Xinavane appears to be representative for the rest
of the sugarcane developments in the past and the present. Also, the situation in Xinavane
can be used as an example for future developmentthe sugarcane sector in Mozambique

and possibly for other Sub Saharan African countries as well. Some s(Aibdes200phave
already marked Xinavane as such an example, and the experience gained with smallholder
inclusion can be used in the development of dimalder schemes elsewhere in
Mozambique.

Since the smallholder schemes were not created as entities on their own, but as part
of bigger projects, they must also be studied as such. For that reason some aspects of the
current activities in the estate willlgo be elaborated in more detail, because they have an
influence on developments and activities in smallholder schemes and management.

Finally, the reasons for this rapid growth and these expansions will be discussed here,
as well as the current challengsat come along with these expansions.

Note that from here onwards, the term smallholder, small scale grower and farmer
all refer to the same, but are used by different persons, and sometimes have different
meanings. Smallholder (outgrower) is the term stip used in academic literature for a
farmer having a small piece of land, small scale grower (or SSG) is used by company staff and
farmer is a common term for every independent farmer. To prevent confusion, the former
two will be used when describing grers inside an association, while | will use the general
farmer term as the occupation for someone who is an independent grower mainly on a
subsistence basis.

3.2 The rise andall of the Agucareira de Xinavane

The Xinavane sugar estate, officially named caceira de Xinavane (abbreviated AdX) is
dAlGdzZ- SR Ay (GKS LyO2YIFOA NAGSNI 60l aAy OHpcCc ni
sugarcane producing area in Mozambique. The sugar mill and estate are now owned by
Tongaat Hulett, a South African sugcompany, that took a 49% share in the mill in 1998,

and augmented their ownership to 88% later on. The remaining part (51% in 1998, 12%
currently) is owned by the government of Mozambique (GoM).

3.2.1 Rise

Xinavane has the second oldest mill and estat&lozambique, which were founded by a
British company in 1910, but taken over in 1954 by a Portuguese enterprise. At that time,
sugar was mainly exported to European markets (Portu@adyini, 2003. In 1971, sugar
production in Mozambique achieved its peak production level of 326,000 tonnes of sugar
per year(OFID, 2006 of which Xinavanproduced a mere 53,000 tonnes.

3.2.2 Fall

After a bloody war for independence, Mozambique finally gained its independence in 1975
from Portugal. Shortly after, many high skilled Portuguese employees¥iethight, fearing
repercussions from the Mozambicans for almost seventy years of colonialism. Many
companies were left without managerial capacities, causing production levels to drop
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dramatically. Also the establishment of state management under the seeialist regime

and the collapse of the Mozambican currency caused a further decline of productivity. The
civil war that followed the economic decline lasted for twenty years and had a devastating
effect on the infrastructure as well as on the sugar mal&l estates(Marini, 2001 OFID,
2006).

In the 1980s, Mozambique was facing the greatesonemic decline it ever
experienced: the guerrilla war, the destruction of infrastructure and the lack of agricultural
production led to great famine and the edge of bankruptcy. In order receive international
and IMF support, Mozambique had to change itsreamic attitude. In 1987, Mozambique
adopted a PRE (similar to a Structural Adjustment Programme or SAP) to reduce the state
budget. Government subsidies on wages and resources were reduced, prices were
deregulated and measures to stimulate the privateteeavere implemented. In 1990, the
Enhanced Structural Adjustment Facility (ESAF, also drafted by IMF) was implemented to
open up the economy to foreign investment, especially from the private sector. This had to
bring in the necessary tools for the econmmestoration of the country. Especially the sugar
sector and the agricultural sector as a whole were pinpointed by the government as front
runners for (rural) economic development. Foreign investments can provide the knowledge
and capital to develop a S NI | IANR Odzf GdzNF € &aSOG2N) o6t S
agricultural potential. However, it was agreed that the rural population, mainly engaged in
agricultural production as its mainstay source of livelihood, must also be given a role in the
developrents by gaining access to these resources. In this way they will reinvest their
returns in the local economf MC International, 2006

3.3 Motives for sugar investments

But not only economic changes and environmental conditions made Mozambique a
promising country for foreign investors:sal its status as an LDC (least developed country)
has permitted Mozambique to export any goods to the EU without paying impgest This

is done under the EBA (Everything But Arms) initiative, which allows Mozambique to export

l'

ddz3FNJ F2NJ € oopZun LISN 2y AyadaSIR 2F € wmc

(Economic Partnership Agreement) between the EU and the SADC dBouAffrican
Development Countries) which also grants preferential access to European markets.
However, due to the nature of EU agricultural subsidies, EPA and EBA regulations still have a
maximum quota. Second, under the US GSP (Generalised System oferitese
Mozambique qualifies to export goods dtftge to the USSchut, Slingerland, et al., 2010

Third, but more particular for sugar production is that the country is a beneficiary of the EU
ACP sugar protocdlSO, 2008Tongaat Hulett, 2010 For Mozambique, this means that it

can supply sugar to EU countries at prices above the world market price for an indefinite
period of time(GarciaDuran, Casanova, & Millet, 200But due to agricultural reforms in

0KS 9! (GKSaS LINSBFSNBYGAIFT LINKROSAE | NBE RSONEBI

require higher efficiencies to be made in the protian of cane in order to stay competitive
with countries such as Bragi§O, 2008Ryan, 2004Wall Street Journal, 200.7

Recently, also the need for an alternative for conventional fossil fuels plays a role in
the process: the EU has set a target of 10% addition of biofuels to normal fuels befde 202
which will increase the demand on that market. At the moment the prevalent addition
percentage is 4%. However, the EU obliges the production of ethanol and biodiesel to be
sustainable, both in an economic and environmental W&ghut, Bos, et al., 20L0This is
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where smallholder outgrowers come into play, as the criteria for the production of biofuels

for the EU are to be pepoor. One lasNB Y NJ] S6AGK NBIINR (2 0A2F
interest in the development of such installations, as this will help reduce the need to import

fuel from outside the country.

The favourable investment climate Mozambique has created is but one of many
reasors why the sugar sector and Xinavane in particular is developing so rapidly.
Mozambique has comparative advantages for growing sugarcane as described BQ0RA
and Batidziraet al. (2006), which are a good climate and soil comalits for cane growing, a
surplus of labour in the rural areas, and the presence of mills and estates that only had to be
rehabilitated. In recent years, policies and labour laws in neighbouring South Africa have
changed as well, which made it more difficidr South African sugar companies to produce
cane there. Especially changes in minimum wages and theapattheid policies to give
back land (and water) to black communiti@&n Napel, 2009 made Mozambique a better
alternative with lower production costs (interviewgricane field manager2210-10). In
South Africa, t&§ LINP RdzOG A2y O2adGa LISNI G2yyS A& | NBdzy
' & € ™ o(bokrens, 200)/Pster Staude, CEO of Tongaat Hulett added the poesef
railway connected harbours as an additional advant@yall Street Journal, 200.7

3.4 ...andrise
For Xinavane, the South African company Tongaat Hulett enteredria in 1998 and took
2PSN) GKS SadlrdisSQa YlFyrasSySyid GKFG akyS @S| |
takeover, sugar production in Xinavane has experienced a strong revival. In 1998, a large
project to rehabilitate and upgrade the estates and midlsnapproved and once completed
in 2003, it resulted in a steady growth in production, and extending the cultivated area from
2,100 hato 5,300 ha of fully irrigated sugarcane fi¢@sID, 2006
Currently, Mozambige has six sugar estates and mills of which five have been
(partly) taken over by foreign investors, mainly companies from South Africa and Mauritius.
This has led to the rehabilitation of 4 estates and mills: Marromeu (Sena, Mauritius),
Mafambisse (Tongaatulett, South Africa), Maragra (lllovo, South Africa) and Xinavane
(Tongaat Hulett). Marini (2001 characterises this rehabilitation as first phase
redevelopment, which has a strong focus on vertical integration in order to increase sugar
production and secure the supply. The rehabilitation and continued invessnieo the
sugar estates has led to a large increase of sugarcane production as can be Fable
Mozambique sugarcane annual piaction (FAOSTAT, 2011

Table2: Mozambique sugarcane annual pitection

srr;)r(‘jﬁ'ﬁon item 2000 2001 2002 2003 2004 2005 2006 2007 2008

(tonnes) Mozambique Sugarcane 397.276 675.623 1.586.260 1.940.799 1.873.262 2.246.985 2.060.317 2.060.667 2.451.170

However, according to Marin001), full rehabilitation an expansion by foreign
investors would leave no more room available for domestic investment, although this mode
of miller-cumplanter production has traditionally been the standard. Shifting to a mode
where private outgrowers cexist next to the estates awuld, according to INA2000 have
the advantages of higher incomes and more investments in the agricultural secteell as
a starting point for investors in the sugar sector, who may not have the resources to invest in
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processing, but do have those to invest in agriculture. Unfortunately, no domestic investors
that had the finances and the managerial experiencertimgcane were found for Xinavane.

As a result, the Vamagogo estate (1,370 ha) was the first estate that moved into the hands of
a commercial South African owned business by a sublease contract. Although this estate is
now not domestically owned, subleasifand to a foreign private grower can be seen as a
risk sharing and risk reducing strategy for the company. Given the huge investments made
into their rehabilitation projects, it is preferable for a company to have one or more private
growers to share theiinvestment risk with, as they already have the managerial skills to
grow cane and can thus be seen as a reliable partner.

3.5 Second expansion project

Currently AdX is finalising their second project of estate expansion, investing USD 160 min to
extend thetotal estate size to almost 16,000 ha, making it the largest irrigated sugarcane
LINE RdzOSNJ Ay a2l YOAljdzSd | FGSNI O2YLX SGA2y |
is anticipated to rise from 69,000 tons to 208,000 tons of raw sugar anr{dalk;, 2010

Figure5 shows the map wh the geographical spreading of the expansions and current
estate fields. As sugarcane is a heavy consumer of water, a reliable water source is necessary
for optimal cane production. The maps shows that all fields are situated in the vicinity of the
river Incomati, to have a reliable source of irrigation water. The irrigation technology used in
Xinavane varies per location: the oldest fields close to the mill are irrigated by furrow (flood)
irrigation, while most fields close to the village of Magude &mdher west have center
pivots or dragline sprinklers installed.

..............
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Figureb: Map of the Acgureira de Xinavane Sugar Estates, showing company estates (grey), smallgrower plots (grey boxed)
and new estate (MilleCumPlanter) (greeh and smallholder ((hatched) pink) development plans. Based on Agricane/
Tongaat Hulett map, 2010.
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3.6 Third expansion

dzi GKFG grayQd Ffftd LYy b2@SYOSN) wnnci GKS
rights for another project, called theCOFAMOSA (Conttee for the Facilitation of
Agriculture between Mozambique and South Africa) irrigation pro{@¢bB, 200Y. In this
project, 29,000(!) ha in the districts of Moamba and Magude will be developed for the
irrigated production of sugarcane, partly for sugar production, but also for ethanol
production. COFAMOSAs going to be a joint venturdbetween South Africa and
Mozombique and aims for more cooperation between South African and Mozambican
smallholders by sharing business and agricultural knowledge and skills. Though AdX will not
become owner of this project, it will most likely result im @hnormous increase of sugarcane
ddzLILX & (2 GKSANI YAfftd ¢KAA GKANR SELIyarzy |
the sugarcane industry as one of its economic pillars and the way Mozambican nationals can
profit from it, as well as the amourtdf FDI that is necessary for such investments. Also the
opportunities for biofuel production for both export and domestic use are clearly highlighted
with this project.

3.7 Land use rights and negotiations Boxl Land law in Mozambique

Most of the latest estate expansionsin | Ly a2l YoAlj dzS= al £t f

Xinavanewere made on the far west side of and cannot be sold, alienated, mortgaged or

the mill, west of the town of Magude. This wgs> Y O4ZY0 SNERE by R OFy 2y
. . . . state for a renewable period of tim&chut,

going at an incredible speed: during my 3SIingerIand,&Locke, 201LCBuch a land lease is

months fieldwork in the area, in Mucombq, called a DUAT, which is an abbreviation for Direi

over 800 ha was converted from bushland infode Uso e Aproveitamento da Terra, and can be

sugarcane fields. Most of these areas were'jlcgulj;:re)\d Ehfpl;\ggszleve;algvgyjr O Rzy ¢

a au ZLJIF u J

sca_trcely populated and had no cI_eg_r land USB o N & | VR LINI OGAOSaé o

which probably made land acquisitions easi Fegulation Land Law article 9);

than in areas close to the mil wheregoEaraiay3a 200dzldt GA2Yy 3

population densities are higher and where landhave occupied the land for at least 10 years

use and land entittements are more Without challenges (ibid; regulation Land Law

pronounced. However, some areas that may NUAOUS mnoe 0 LINE U Sad A

. result of the civil war);

not seemto have any land use, could still ha eBy a formal request to the state (ibid; regulation

an unofficial occupation. Also, when Land Law article 11).

community is situated outside the boundarigsFurthermore, article 13 of the regulation of the

of the built up area of a town or city, but i land law states that alongfiformal request to the

officially registered as a community, a DU tate, also local communities shouldlbe consulte

. is ensures the communities of having an

(land lease) (seBox1) cannot be obtained b opportunity to negotiate some sort of

a company(PLMJ, 2010 In such cases, the compensation or benefitéSchut, Slingerland, et

company will have to negotiate with the al., 2010.

communities to obtain such parcels of land and

obtain a DUAT for that area. This implies that regardless of the size of a project or its

proposed profitability, local communés in principle still should have a strong vote in land

deals. Although local communities have the right to claim their lands, negotiations with AdX

RARY QU Fftglreéea fSFR G2 alragAaraftrOi2NR NBad#f G:

communities living there ngotiated with AdX that would receive a number of drinking

places for their cattle as a compensation for ceding their lands to AdX. AdX agreed with this

and installed these tap points, but on the same piping network as their own irrigation
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systems. When poer failure occurred or when no irrigation was necessary, farmers also
O2dzZ Ry Ql 3IS0G 6FGSNI FNRY (KS120M.LJa O6AY I SNIIASS

3.8 Caittle grazing and other expansion issues
Now that large parts in the western expansion area have been cedédixq the area for
cattle grazing has significantly declined. This area was originally well known for its
production of cattle, but as many areas have now been converted to sugarcane, overgrazing
occurs. Especially during the dry season, when vegetatiscaise or already eaten, cattle is
driven into the cane fields at night by the local people. Especially the sides of the fields get
badly damaged by this. In reaction to this, AdX has begun to install a 40 km fence around the
affected fields (interview AdXrea manager; Jelsma, 2010). It is unclear whether this
problem is directly related to land rights negotiations and the resulting ceding of land to
AdX, but it would be a logic response.

Another disadvantage of expanding on this side of the mill is tkatgr distance to
cover which has a negative impact on transport duration. Next to this, roads have to be
upgraded or newly constructed in order to guarantee a safe and reliable transport as well.

The speed at which these expansions were going also hawngide effects for AdX.
Because some of them had a significant influence on the associations as well, | will briefly list
the most important effects here and further elaborate on them in later chapters:
1 An expansion of the total sugarcane area also rexpuian expansion of the
YI OKAYSNE FfSSiod |1 26SOSNE a2l YOAIjdzZS R2S4&
makes importing from elsewhere necessary. This was told to be expensive and a time
consuming process as well (interview area manager). As the expansemtsso
rapidly, machinery is not always available, which means not all activities can be
undertaken at the desired time.
1 Also the availability of skilled managerial labour is very limited in Xinavane. Some of
the field staff working at AdX are expats fioSouth Africa and Zimbabwe, while
others have just been assigned a bigger area sifid tgp the gaps

3.9 Smallholder inclusion Box2: Land entitlement
As land registration in del@ping

Although no expansions have been effected in the more .
. ountries has always been done very
populated areas close to the mill, some of the sugarcangyory, it turned out that many land
is now being mwn in populated areas where it deals between foreign agribusiness
previously would have been difficult to do so. This|igompanies and national government
achieved by involving local smallholders through prResulted in the deprivation of local
. L eople from their lands. In some
outgrowers arrangement with the processor. This is nog. .
) . . Situations, local people even stade
a new concept, but in the sugar sector in Mozambiqug ifeyoiting. Also AdX has had bad
is na practiced elsewhere. In Maragra and Mafambisseexperiences with this, even in the
outgrowers do produce cane for the mills, but thegecase of new outgrowers (Jelsma,
outgrowers have land sizes that are too big to conside%otlo)- Accord,'”gtto the AdXAdX
- . . | outgrower project manager, now
them as smallholders(lVlarlnll, 2002. Xllnavane IS| 1 as come to realise that maintaining
currently the only place in Mozambique where good relations with local communities
smallholders produce cane under contract. is of vital impotance for doing

By engaging in a contract Wwitsmallholders, AdX business (interview +40-10).
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hopes to supplement their current production from their nucleus estate in order to operate
their mill at a higher capacity/efficiency. Through such arrangements, AdX now has implicitly
got access to lands that could otherwise not haweeib obtained, because they were
previously registered as communal lari8bk1). The inclusion of smallholders is also a way
to avoid scenarios as those describedmx2 (Jelsma et al., 203@nd provide smallholders
with the means to benefit from the presence of foreign capital at the same time.
Another advantag for the company (although not mentioned as such) is the externalisation
of production risk, since now the outgrower and not the company carries the responsibility
for possible crop failure. When outgrower fields are close to the mill, transportingarsks
transport durations will be reduced as well.

Since the completion of the Xinavane Small Scale Grower Development Pheject
are 16 smallholder schemesand 17 associationsn the Xinavane area, with 1,539
smallholders producing cane on 2,091 ha. Thenate aim is to create a 22% share in cane
production by smallholder outgrower schem@sdX, 201Q All farmers in the schemes are
organised into farmers associations, in which a number of activities and responsibilities are
centralised, such as payment distribution and irrigation manageme&ahle 3 shows all
farmers associations currently in operation.

Table3: Overview of smallholder associations. Based on ®6X0 and Jelsm#2010), updated

Size No. of | Ha/ Irrigation Loan or
Phase Year Association sugarcane | Smalt small | system Funding agency
grant
area (ha) holders holder
GoM and Southerr
1 1998 Maguigane 90 66 14 Dragline African Developmen{ Grant
Bank (DBSA
2005 Macuvulane 185 180 1.03 Dragline GoM and Africa Grant
2 2008 Chihenisse | ] Development Bank
200 40 5.0 Pivot (AfDB) Grant
20107? | Chihenisse Il
2008 Macuvulane Il | 73 89 0.8 Dragline AdX, with funding| Loan
. sought at the
2009 | Maria de Luz ,qq 200 13 | Dragline | European Loan
Guebuza
Investrrent Bank
Olhar de (EIB) and other
2009 Esperanca/ 107 250 0.4 Dragline parties which are| Loan
Facasize interested to
2009 | HoyoHoyo 189 150 1.3 Dragline | support these| | pan
- developments.
2009 Buna 218 110 2.0 Dragline Loan
2009 Maholele 72 4 18 Semisolid Loan
Macambo set
3 - .
2009 6 de Janeiro/ 74 200 0.4 Semisolid Loan
Colo set
Maholele G .
2009 1st Stage 266 6 44.3 Dragline Loan
2010 Chichuco 95 150 0.6 Dragline Loan
2010 Maholeke 56 4 14.0 Semisolid Loan
Mutombene set
2010 Chulemati ]
133 10 13.3 Dragline Loan
2010 Ngoyene
2010 Mucombo Est.| 70 80 0.9 Pivot Loan
Total 2,001 1,539 1.4

25



In 1998, there was only limited experience with the inclusion of smallhs)deith only one
association (Maguigane) being active in the Xinavane area. They were financed by a grant
from the Southern African Development Bank and the GoM. In 2005, the small scale
irrigation project (SSIP) was started, funded by the AfDB and the, @odlwas targeted to
benefit the communities of Chihenisse and Macuvalane. The phase Il project, officially
called the Xinavane Smallscale Grower Development Project with a total cost of USD 15,7
million was launched in 2007, and was only recently fedshwith these projects, the
Government of Mozambique (GoM) hopes to stimulate rural development in the area by
promoting smallholders producing cane under contrdmit currently only have taken up the
role as a facilitatofAdX, 2010 The GoM also hopes to reap the benefits from the presence
of a foreign invetor. Normally, many foreign investors deposit company profits in their
country of origin and paydue to the favourable investment climatevery little taxes.
Projects like these are a way of retaining some of this money for Mozambicans and increase
local incomes from sugarcane productiothat otherwise would be exported from the
country in the form of company profits

Contrary to the first two projects, the role of the GoM in this project is rather limited.
While the first two phases were financed wigrants by the GoM and two development
banks, this project is financed through a loan on the account of TH/AdX, which partly needs
to be paid back by the smallholders in a ten year period. Some sources hofiedBr, 2003
ISO, 200Bhave indicated that outgrower projects like these are not feasible if they are not
financed through a grant. Also Jels@2810 indicated that a feasibility study before starting
the SSIP project showed that a smallholder debt of more than USD 7,000 was not feasible.
High financial burdens would leave farmers with very small regsnafter which they will
become uninterested to continue cane growing. Therefore SSIP decided to cover the costs
through a grant. AdX however claims the project will spread the financial burden for the
smallholders as much as possible and will, aftgirra scheouLe COSTS
finally result in an income of USD 1307 per ye@@wER suppPLY
season. Moreover, the first three years of caffer— ot — =5 e
growing have been marked as a grace period&afkwater supply - civil USD 1.606.931]
which the emphasis is more on the learning hgigh e -=anaee = ETEREE
to grow than on paying back the loan. AcX

; ; IRRIGATION |
expects that in these yesy cane ylelds an Table4: Projectcapitalcost overview(AdX, 201D

payments will be low, and imposing a loan oo [USD 4.231.891)
that period would result in a situation where=oTHER
farmers would hardly receive any revenues frofb;sing buidings 0SD 141356
the harvest, which would make thenfEA secondary USD 29.314
. . . Contingency uUsD 838.600
uninterested to continue further cane growing. oiicios machnery saummentUSD 196873
After the graceperiod, associations wil[Landforming UsD 897.669
have to pay back TH/AX part (47,57%) of g5 seamemmer Db 7115050
total investment of USD 15,7 milliofAdX, [subtotal USD 7.238.915
2010. _Thelr loan covers all the c_osts o =5 VISERIE
converting and developing old land into new
outgrower schemes.Table 4 illustrates that [Proiectmanagement USD 959528
A Initiation fee THS USD 292.684
after the loan has been paid, the smallders [Tom USD 15.765.48
will become the owners of all infrastructure anq | . =
. . tal area under sugarcane
land. AdX expects that the loan will be paid bagka area ’ 1a11
within 10 years with an interest rate of 6% andl[gests/ hectare USb 9.756]|
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cession of 10%, which will be withdrawn from their net procedashle5 shows a financial

plan for all phase Ill associations that gives an indication of the costs and income per
growing year/season. The costs listed here are operational costs, which are an estimate of
the costs per growing season to grow cane. The grace pefitttee years the associations

are taught and trained how to grow cane. For this a management fee of 9% on the gross
proceeds is charged for the complete takeover of all cane activities. As most of the phase Il
associations do not have any experience hwitane growing yet, AdX arranges both
management and labour in these three years to ensure a reliable production. However,
operational costs will still be deducted. After these three years, a 4% management fee is
charged, but now AdX deducts 16% of the peetceeds for the repayment of their loan.

Tableb: Cost/ revenue overview for a 1 ha smallholder. Here, 1 USD is assumed 2§/&IXt@01Q) Annex D)

During 3 year During 10 year After repayment

grace period repayment period period
Proceeds and costs from 1 ha (=105 tons) 3675 3675 3675
Costs in USD
Planting 138 138 138
Ratoon cultivation 812 812 812
Irrigation 632 632 632
Harvesting + haulage 983 983 983
Road maintenance 44 44 44
Management fee 9% 331 4% 147 4% 147
Repayment (16% of proceeds) 0 588 0
Sum of costs 2940 3344 2756
Proceeds minus costs 735 331 919
Equity to AdX 28,5% 209,5 28,5% 94,3 28,5% 261,9
Revenue for smallholder 525,7 236,7 657,1

However, the projected incomes and costsTiable5 are not all realistic. Firstior the
proceeds, AdX assumes a very optimistic sucrose content of 14,2% which is much more than
the average of 11,7%. Second, world sugar prices are subject to fluctuations while natural
conditions (influencing production costs) vary in time and spaogedls One association for
example may face higher costs for irrigation due to a leakage or due to sandy soils, while
others do not. Third, cane yields are assumed to be stable throughout these 13 years, while
especially the first years this will be lowdue to a lack of skills and knowledge of association
members on how to grow cane. Although AdX wants to overcome this by taking over day to
day management from the associations and setting up a strong management str{&ti{e
2010, still its members are supposed to work and learn on their fields. Fieldcstafirmed
GKFEG GKS@QNB FILOAy3 IANBLFG RAFFAOMZ GASA Ay
achieved in the estates, which also results in lower yields. More on production management
interactions can be found in chaptér Finally, AdX assumes an average field size of 2 ha per
smallholder, which would result in a final income of USD 1,307 anniialye3 shows that

this is not going to be the case for every smallholder. Also this figuhe final income after

the repayment has been fulfilled.

Following Table 5, it appears that small scale growers are going to experience a
decline in their revenues during this 10 year repayment period, but it is questionable
whether they are aware of this. Jelsnf2010 pointed out that at least one association
(Macuvalane Il) was @ady aware of declining revenues due to repayments. More on this in
chapter 5 and 6.
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In their feasibility study(AdX, 201P AdX expects that another 24% of their
investment will be funded by a grant by the European Investment Bank (EIB), in order to
recover amther part of their investment. From a Europeaid sgudt was even found that,
when smallholders in a project are included in the production of sugarcane under a set of
conditions, Mozambique can even profit from higher export prices as W&DE, 200p
Currently, AdX is still negotiating with EU delegates onftifi@ment of these conditions,
and this opportunity seems to be the most important driver for smallholder inclustas.
unclear whether the company already had an informal agreement with EU/EIB before
starting or not. Although the figure of 24% haseally been determined, no official
agreement has been made yet, but AdX says they are in an advataggl (interview AdX
SSG project manager). The high number of cancelled interviews with AdX and the local NGO
due to meetings with EU officials during mgysillustrated the negotiation process. In their
feasibility study, AdX also would like to have an outside financier to carry the risks and costs
F2N) OKS 21y GKS@QNB IAQAYy3I G2 (GKS avlffkKz2fR
Mozambique,AdX considers financing unattractive and risky. The remaining 28,5% will be
used by AdX as an equity investment into the project, making AdX become a shareholder
and provides them a claim on the profits.

It looks like the intensions with the phase Il diey@ments are different from the first
two projects. While the latter were clearly development oriented, the phase Il
developments are much more business oriented, with a dominant role for AdX, in which it is
not only the supplier of finances, buwvhen fnished will also be shareholder. This last point
aK2¢ga OGKIFIG '!'R- ¢g2dzZ R ftA1S (2 NBOGFAY Alda AyTi
possible in order to secure a steady flow ofodoquality cane to their millUsing this
mechanism, the companyogs have the extra burden of that investment, but if the project
succeeds, ;600 ha have been developed for less than 1/3 of the real costs, and will also
bring in almost 1/3 of the production revenues, although they do not fully carry the
accompanyingrisa® LF¥ ! R- a4dzOOSSRa& Ay UGN} YyAFTSNNAY3
or development bank, they have managed to reduce their risks even further.

The developments also show that AdX is looking for ways of increasing their cane supply to
the mill other than the classical Mille€umPlanter nucleus estate model, as they have
reached their expansion limits with this mode of production. The definite period of time for
exporting sugar to the EU at above world market tariff have further hastened the expansio

in Xinavane. Finally, one may even argue that AdX also discovered the (EU) interest in the
sustainable production of sugarcane for biofuel purposes. As most of these requirements
(Schut, Bos, et al., 20L8omprise economic conditions, the idea smallholder involvement
may meet those conditions. In this way, further trade agreements for exporting sugarcane
products to the EU could be secured

3.10 Requirements for association establishment

Table 3 shows numerous organisational differences between phase 3 associations, but
according to the AdX smallscale grower project manager there were no specific reasons for
that (interview 2010-10). The only restrictions AdX has for the establishment of a new
association is the size of the association to be at least 45 ha, and its location must lie in the
vicinity of the mill. Furthermore, the association must be officially registeat the local
government in order to claim their land rights (interview-20-10). However decisions
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about the number of members and the plotsize per farmer are left to the community and its
leaders. Also no restrictions were made on age, income or oticupa
This way of nofinvolvement appears to be a typical attitude for AdX during the negotiations
with the communities. Jelsm&010 also reported that negotiations were mainly done
between AdX and community leaders, who then signed contract papers for terms and
I ANBSYSyia GKSe@ RARYQO Fdzfe dzyRSNRGIYR® ¢ F
communities vhen they found out that the outcome of the negotiations were poorly
communicated by the leaders. AdX however states that informing future small scale growers
Ad y20 GKSANI NBalLlRyaArAoAfAdGex odzi 2yS 2F (KS
assisant outgower project manager acknowledge that a community consists of risk takers
and risk avoiders, and that the former group is more likely willing to negotiate than the
latter.

Although no modus operandi has been imposed or used during these nego$iatio
the lack of involvement of AdX on plot size per smallholder did have clear provable negative
consequences for some of the associatiohable3 shows that some of the associations
have average individual field sizes far belovo ha, which was used as a base line in the
feasibility study. It is obvious that members in these associations will be disappointed with
the revenues, which may also lead to a declined interest in further cane growing activities.
Other factors that may éwve an influence on cane growing activities, association
management or livelihoods will be further discussed in chapgde6sand 7 respectively.

3.11 Setup of Small Scalérower Development Company

Next to the individually established associations in the different communities, (2020

also reports all these associations will become members of a Development Company. This
development company, called MHOVA (Shangaan for sugarcane), is going to manage the
business affas of all the associations and will become the primary speaking partner with
AdX. This means that MHOVA is partly going to become responsible for contracts and
financials, which are now covered by AdX or the associations. Unfortunately MHOVA was not
functioning yet during fieldwork, but AdX officials expect MHOVA to be running k20did
(interview AdX financial manager). Several officials within AdX have indicated that part of
the daily functioning of the grower structures, but also the financing can sudgeed once
MHOVA has been established. It seems logic that AdX would like to have these
responsibilities externalised. But also the EIB has indicated that the associations were still
too weak to function properly, which suggests that this is actualgirthequirement for
financing the project. Also AdR010 states that the creation of MHOVA is required to

obtain any external funding for the whole project. A strong overarching structure, supported

by both the company and all associations could cover for and counteract these weak
structures. Moreoer, this same company can secure financial flows to the individual
F3320AF0A2yad a2NB AYF2NXIGA2Yy 2y al hx! Qa ¥,
YR FdzidzNE OFyS 3aANRgAYyIA:Z (GKS [aaz20AldAz2yan
managementan be found in chaptes and6.

3.12 Management structure of the Agucareira de Xinavane
To be able to understand the management mechanisms of a company with a size like that of
AdX, it is important tgrasp its management structure and the divisions of labour.
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In the first three years of the phase Il associations AdX takes over the day to day
management from the associations. For that, the same cane growing methods and
YFEYyEF3ISYSyd adN@zOedeNs Sk i FRBEQAZASRP® ¢ KSNET
company management structure is necessary if we want to make any comparison.

AdX is divided in 3 divisions, which comprise the departments of transport, milling
and agriculture, of which the latter on@as the most important in my research. Although
confusing, the department of transport does not transport any cane to the mill, but is only
concerned with the transport of equipment and the transport of employees from and to the
fields.

The department ofAgriculture is situated at Chibanza Ranch and is run by the
agricultural manager, who hasfigld manages under his supervision. Two field managers
are for the estate, the third field manager manages the small scale growers (SSG). Every field
manager has number of area managers under him. Trea manageis responsible for an
area of approximately 86Q000 ha, and on his turn has a number of section managers under
his supervision. He has an administrative, coordinating and facilitating role: he signs
attendance and overtime forms from each section, checks the section manager on the
measures he proposes and makes sure that machinery and other inputs are delivered in
time. The section manageris the one responsible for executing the cane growing
programmeat section level (for the smallholders, a section equals one or two associations).
A moredetailed description of field, area and section manager is found in chapter 6.

Other divisions within the agricultural department are the technical department and
the department of administrationfFigure6 gives an overview of the management structure
described. The technical department makes decisions about technical implements like
irrigation, weed control and (re)seeding. The last divisaf importance is the training
department, who are responsible for giving training on specific activities, such as the
application of herbicides using knapsacks. These trainings are mostly single based events for
a group of workers, in which a specifiaitier explains how a specific activity must be carried
out. After the training is finished the section manager has the responsibility of making sure
tasks are done in the way workers were instructed.
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Figure6: AdX management gicture (based on interviews)
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3.13 Outsourcing and contractors

l'Yy20KSN) aLISOG GKIG dzNHSR YS G2 RAGS Y2NB
presence of multiple contractors at work in the area, ranging from transport, cane cutting to
complete project maagement companies.

The most important contractor for the small scale growers is Agricane, an agricultural
consultancy company, that is hired to develop and implement the agricultural expansions for
the smallholders as well as for parts of the estate. @mtors like Agricane are called EPCM
companies, which is an abbreviate for Engineering, Procurement and Contract Management.
An EPCM contractor is hired to manage a project on behalf of the d\@ikipedia.org,
2010. The contractor on its turn hires other specialised contractors to do specific parts of
the project, and supervises the whole process, making sure that the project is finished in
time. For the second expansion project in Xinavane it means that Agricane does all project
management and they made the designs of the expansions. For the implementitier
contractors were hired to perform certain specialised activities that must be done. EPCM
contracts seem to be something typical for the agricultural sector, as a project like this
requires many specialised labour which is not always available hAnabntractor named
PGBI has also been active for AdX in 1999 and in the period-Z800% respectively
rehabilitating and expanding the factory from 150 tcph (tons of cane per hour)to 380 tcph
(PGBI, 2010

Although some of the people from Agricane get paid by Agricane, they are embedded
in the management structure of AdX. This is for exantipbecase for the field manager of
the small scale growers. The term field manager is a term that is used within AdX, and not
within Agricane. However, vice versa confusions also occur: the two area managers of the
associations said they work for Agricadedzi 3ISG LI AR o6& ! R-@® !'a | 3|
temporary they will occupy positions within the AdX management structure, so that after
completion, management can easily be transferred to AdX. This may suggest that, although
it is obvious that a companlike AdX will build upon their own trusted/proven management
structure, the smallgrowers may become incorporated into AdX for a longer time and will be
treated as such.

Not all contractors work on an EPCM basis, most of them work on a permanent basis
andhave the responsibilities of one part of the production process. The most important and
largest one is Unitrans, a South African contractor that has a permanent contract for all
loading and haulage activities in Xinavane. During my stay in the fieldwireyalso active
in land preparations in the Mucombo expansion area. Another contractor in land
preparations is CLM, a civil contractor from South Africa that does land preparations on
existing estate and smallgrower fields. Also Joubert & Seuns, @amractor (also South
African) was active in the field, but they were mainly working on roads and infrastructure.
This company was in some occasions also contracted by either AdX or Unitrans to tow trucks
from the fields if they got stuck. Finally, forroing and cutting the cane, there are several
contractors active in the field, but it seemed that they do not work yeamd on the same
place, but travel around the country. The number of hostels (2) for seasonal workers in
Xinavane further illustrateshe presence of seasonal workers in this area.
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Figure7: (left) CLM tractor performing land preparations at Chihenisse; (right) Unitrans truck hauling cane
Macuvalane 1.

3.14 Current challenges in smallholder management and developments

Although the Acucareira has come a long way in a very short time, and is now on paper the
sugar mill with the highest production in Mozambe the rapid developments in Xinavane
also have some negative sigfects, of which | have some already described above. In this
section | will give a short overview of these challenges, and | will argue why some of these
side effects become more exptidior the smallholder associations. In chapter 6, these
challenges will be further elaborated and discussed. However, the question remains whether
these challenges are more disturbing for AdX, Agricane or for the smallholders.

315{ YI f f K2f RSNBh QAdNKMgfitadBeS YSYy i 06

As most of the smallholder associations are not familiar with cane growing activities yet, AdX
concluded that only giving support was not sufficient for acceptable cane production and
yields. To overcome this, AdX decided to manage thelboldér fields exactly the same as
AGa 26y SadrisS FAStRad® ¢KS FFTR@GIyGr3IsS 2F GK;
according to a proven method, which in principle should benefit both AdX and the
smallholders with good cane quality and high yieldgext to this, smallholders do not have

to worry about the cost efficient procurement of any inputs themselves; AdX acquires them
and delivers them at cost price (interview financial manager AdX). This does not only
concern commodities such as herbicidefertiliser and spare parts for irrigation
infrastructure, but also machinery, as can be seen fii@hble4.

| 26 SOSNJ GKAa |fa2 YSkrya GKFEG Faaz20AldAz
decisions. Especially in the first three yearsrigssne and AdX decide how cane growing
activities shall be carried out. Although their decisions may be for the benefit of better cane,
GKSe R2y Qi ySOSaalNaRte ySSR G2 0SS F2NJ GKS o
machinery may be more expsive than doing an activity manually, since the associations/
communities have a labour surplus to provide. The use of machinery would lead to more
deductions afterwards and therefore lower net proceeds for the individual smallholder.

However, several seicn and area managers indicated that the availability of
machinery is regularly causing problems, because they are already in use for the estate.
Although machinery for the smallholders has been ordered, their number is still limited. The
field manager frm Agricane confirmed this, but also mentioned that this has just started. It
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