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Key Messages
• A comprehensive approach to overcoming trade
barriers in grain markets and trade is needed
alongside the development of agricultural commodity exchanges.
• Development organizations can play a meaningful role in developing agricultural commodity exchanges. Their role should reflect the specific trade
challenges and policy commitments within individual countries.
• Governments’ are most effective in supporting the
development of agricultural commodity exchanges
when they adopt transparent and systematic market and trade policies.

Vibrant agricultural commodity exchanges will greatly enhance
the performance of Africa’s agricultural sectors and contribute to
overall economic development.   Yet specific conditions in grain
markets are required for agricultural commodity exchanges to develop.  The absence or short-lived nature of many of these conditions explains why commodity exchanges for staple grains have
remained stunted in sub-Saharan Africa despite strong interest in
their development by the international donor community and by
most elements of the private sector.   This policy brief identifies
these preconditions and assesses the scope for governments and
development organizations to support the sustainable development of commodity exchanges in Eastern and Southern Africa.  
Barriers to developing agricultural trade and commodity
exchanges in Sub-Saharan Africa
Six main factors impede trading on agricultural commodity exchanges in the region:  
(1)  limited success in attracting financial institutions’ commitment
to commodity exchanges, both as agents who are able to complete the transfer of payments from buyer to seller and as lenders
to exchange participants;
(2) the failure of exchanges to offer contracts that respond to unmet trader needs, especially those seeking mechanisms for hedging quality, price and delivery risk;
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(3) the inability of commodity exchanges to reduce the transaction
costs of exchange, which is one of the major theoretical benefits
of a commodity exchange. The anonymous nature of trading on
a commodity exchange can exacerbate trading risks rather than
reduce them when contract safeguards are missing and contract
compliance is only weakly enforced;
(4) the potential for conflict of interest among brokers who also act
as off-market traders;
(5) the potential for market manipulation, which occurs when markets become thinly traded, for example when marketing boards
purchase a significant portion of the national marketed output or
when risks associated with trading on an exchange are asymmetric
between buyers and sellers; and
(6) actors trading in thin markets are forced to absorb high fixed
costs associated with the operation of the exchange.  When the
costs of operating the exchange are not spread over a large volume of transactions, those that use the exchange must incur
higher costs of trading on the exchange than would be the case if
trading volumes were high.   Exacerbating all these factors is the
unpredictability of government intervention in commodity markets.  
Key indicators of market readiness for agricultural commodity exchanges
Factors that signal a hospitable environment for the introduction
of grain commodity exchanges include (1) a readiness of financial
and banking firms to fulfil commodity exchange transactions and
to lend to actors in the grain sector based on a perception that it is
profitable for them to do so; (2) a strong demand and willingness
to pay among actors in the grain industry for risk-shifting instruments; (3) a management entity that is perceived to be trustworthy,
even-handed, and yet decisive in its approach to resolving contract
disputes between market participants, based on clearly defined
rules of behaviour for participating on the exchange; (4) transparent
rules governing the behaviour of brokers; (5) a commitment from
governments to adopt transparent and predictable rules for direct

“ There are signs of increasing commitment to the development of commodity exchanges by some governments in the region...”
state operations in grain markets, including trade policies; and (6)
vibrant spot markets with large trade volumes are already in place.
It is not necessary for all of these factors to be in place before
donor organizations can meaningfully support the development of
agricultural commodity exchanges.  The important point is to conceive of support for commodity exchanges holistically, recognizing
that all commodity exchanges operate within a system, and that
support for overcoming weak aspects of the grain marketing system will be needed as part of a comprehensive program to support
the development of agricultural commodity exchanges.  
Development partners role
Development partners can play a catalytic role in supporting the
development of agricultural commodity exchanges as long as there
is sufficient commitment, first from actors in the financial and commodity sectors, and secondly from governments to ensure stable
and predictable commodity marketing and trade policies.  Donors
could provide interim support for basic “nuts and bolts” strength-

ening of the grain marketing system (e.g., warehouse certification
services, collateral management and settlement services, contract
dispute resolution processes, investments in transportation infrastructure), while also supporting the realization of the six conditions
specified above.  
Governments’ role
Fortunately, there are signs of increasing commitment to the development of commodity exchanges by some governments in the
region.  Detailed consultations are needed to ensure that governments understand how commitment to the development of commodity exchanges would circumscribe their behaviour and policy
choices.    In particular, prospects for the sustained development
of commodity exchanges are highest where governments are
prepared to accept a more limited and predictable approach to
intervening in grain markets and to trade policy.    To date, most
governments have considered such commitments to impose unacceptable constraints on their mandate to ensure national food
security.  
Developing commodity exchanges as a comprehensive
and multi-faceted approach to food security
A major conclusion from this study is that commodity exchanges
should not be viewed as panaceas for rectifying the many challenges facing African agricultural markets. The development of a
commodity exchange is not an end in itself, but is rather an important component in the process of developing efficient marketing
and trading systems that promote social welfare.  While commodity exchanges can improve the efficiency of markets in the region,
they cannot be expected to impose order on dysfunctional markets.  Only once the major grain markets of the region are able to
achieve minimum threshold levels of policy stability will investment
in commodity exchanges begin to contribute meaningfully to market performance and to advancing national food and agricultural
policy objectives.  
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