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ABSTRACT
Agriculture continues to be a strategic sector in the development of most low-income 

countries like Lesotho where small-scale farming is the dominant livelihood activity that 

provides income and employment to the people. Smallholder farmers' integration into the 

commercial agricultural markets is a crucial element for economic development and has 

become a part of development strategies for developing countries and the objectives of 

international development institutions. The integration of the smallholders into these 

markets is dependent upon a number of factors including formal and informal institutions. 

Factors like population growth and demographic changes, technological change and 

introduction of new commodities, development of infrastructure and market institutions, 

development of the nonfarm sector and broader economy, rising labour opportunity costs, 

and macroeconomic, trade and sectoral policies affecting prices and other driving forces 

determine market participation. In addition, development of input and output markets, 

institutions like property rights and land tenure, market regulations, cultural and social factors 

affecting consumption preferences, production and market opportunities and constraints, 

agro-climatic conditions, and production and market related risks are other factors that affect 

the commercialisation process. On the other hand, factors like smallholder resource 

endowments including land and other natural capital, labour, physical capital, and human 

capital among others are household specific and considered internal determinants of market 

participation.
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Nevertheless, the decision to participate in agricultural markets lies with the individual 

farming household. Under the New Institutional Economics (NIE), this decision is influenced 

by institutional factors such as risk and preferences, factors which affect household 

production and the level of costs associated with market transactions. These market 

transactions are commonly referred to as transaction costs.

The study focused on investigating the institutions that limit the integration of small-scale 

mohair farmers into the commercial agricultural economy in Lesotho. The documentation and 

evaluation of the institutional structure of the mohair industry is performed whereby the 

institutional factors influencing participation of small-scale mohair farmers in formal, informal 

and illegal markets in Lesotho and factors contributing to transaction costs associated with 

the integration of small-scale farmers into the commercial mohair sector are investigated. 

Therefore, the investigation will help to address the institutional problems hindering the 

development of an effective marketing structure for the commercialisation of small-scale 

mohair producers in Lesotho.

The results of the study show that the small-scale mohair farmers that use the formal markets 

are integrated into the commercial agricultural economy and these farmers' integration into 

the mainstream economy is influenced by access to government support in the form of 

shearing sheds, transport subsidies and advisory services. They also have access to market 

information, marketing infrastructure, knowledge of grades and standards and secure 

property rights. Other factors that helped their integration into the commercial economy is 

their contractual agreements with mohair buyers, path dependent based decision making as 

well as the collective approach to mohair farming. The small-scale mohair farmers using the 

informal markets do not receive the advantages received by the famers in the formal markets. 

These small-scale mohair farmers are not integrated into the commercial markets and their 

only option is the informal markets and their participation in these markets is enhanced by 

their marketing arrangements with the informal traders, culture influenced decisions, social 

capital and prompt payments. Despite integration into the commercial agricultural economy, 

small-scale farmers that use formal markets face the challenges of power imbalances, 

mistrust and conflicts which may affect this integration into the commercial markets if left 

unchecked.
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The study concludes that in the face of institutional challenges, the small-scale mohair 

farmers using the formal markets are integrated into the commercial agricultural economy 

and there is potential for improvement of their integration as well as the integration of the 

small-scale mohair farmers that use the informal markets if institutional challenges are 

addressed.

KEY WORDS: Small-scale mohair farmers, smallholders, mohair, informal market, formal 

market, market participation, market integration, New Institutional Economics, Institutional 

Analysis and Development Framework, institutions, transaction costs
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CHAPTER 1 
INTRODUCTION

This chapter gives background information of the study and presents the premises for 

formulating the objectives of the research. The study focuses on investigating the institutions 

that limit the integration of small-scale mohair farmers into the commercial agricultural 

economy in Lesotho. It documents and evaluates the institutional structure of the mohair 

industry and identifies the institutional factors that influence participation of small-scale 

mohair farmers in formal, informal and illegal markets in Lesotho. The factors that influence 

the transaction costs associated with the integration of small-scale farmers into the 

commercial mohair sector are investigated. The institutional problems hindering the 

development of an effective marketing structure for the commercialisation of small-scale 

mohair producers in Lesotho are addressed.

1.1 Background to the study
Integration of smallholder farmers into the mainstream economy is critical for the economic 

transformation of developing countries. Africa has the potential to increase rural economic 

growth and poverty alleviation as it increases demand for hired labour since these areas are 

not endowed with capital resources, hence adoption of labour intensive production (Glover, 

1994). It is expected that wage effects from increases in employment would spread the 

benefits for the increased labour demand in agriculture across all sectors of the economy 

(Randela, 2005; Benard and Spielman, 2008). The participating small-scale farming 

households receive more income due to increased demand and cash sales (Abera, 2009). This 

process is influenced by multiple factors, including government policies relating to 

infrastructure development, price controls and taxes. Cultural factors and external factors, 

such as the political stability of the nation and natural disasters, also affect their integration 

into the mainstream economy (Jagwe, 2011; Kirsten, Mapila, Okello and De, 2012; Randela, 

Alemu and Groenewald, 2008). These factors have positive and negative effects, which could 

have a bearing on the welfare of the economic actors. Greater integration of smallholder 

farmers into the formal agricultural sector may result in trade expansion that could lead to
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more profit being generated by the participants (Jagwe, 2011). This motivates farmers to 

increase production and hence a positive supply response is achieved (Jari and Fraser, 2009; 

Randela et al., 2008).

According to the Department for International Development (DFID) (2005) and the World 

Bank (2008), agricultural productivity and profitability, which lead to agricultural growth and 

poverty reduction, could be improved through the existence of well-functioning markets. 

Such markets are possible through a policy environment that ensures supply of and 

improvement in infrastructure, communications and removal of trade and market access 

barriers (Cabral and Scoones, 2006; DFID, 2005). The World Bank (2008), Cabral and Scoones 

(2006) and Matungul, Ortmann and Lyne (2002) have argued that investment in roads, water, 

telecommunications, an efficient legal system, and farmer support services would increase 

the efficiency and profitability of smallholder farming.

Nevertheless, the decision to participate lies with the individual household (Makhura, 2001; 

Jaleta, Gebremedhin and Hoekstra, 2009). New Institutional Economics (NIE), which is an 

economic paradigm that attempts to include the social and institutional aspects that guide 

economic activity into mainstream economics (Bush, 2009), is influenced by factors such as 

risk and preferences, factors which affect household production and the level of costs 

associated with market transactions (Randela et al., 2008; Jagwe, 2011; Williamson, 2010). 

The NIE is sub-divided into two broad categories: institutional environment and institutional 

arrangements (Williamson, 1998). The institutional environment refers to the 'rules of the 

game' that guide households' behaviour, whereas institutional arrangements refer to the 

governance structures that are designed to mediate certain economic relationships 

(Gopalakrishnan, 2005; Kirsten and Karaan, 2009). The costs associated with economic 

relationships and market transactions are commonly referred to as transaction costs 

(Williamson, 2010; Jaleta et al., 2009). Integration into the market typically involves 

transaction costs (Williamson, 1998), which are associated with the exchange of property 

rights and the enforcement of such rights (Hijdra, Woltjer and Arts, 2014; Makhura, 2001).

The transaction costs result from various activities, including gathering information on 

potential and suitable contracting parties and the price and quality of resources in which they 

have property rights (Makhura, 2001; De Bruyne and Fischhendler, 2013). They also result
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from screening and bargaining with the trading partners to find their true position, especially 

when the prices are determined exogenously (Vega and Keenan, 2014) and negotiating the 

informal or formal contracts with the trading partners that define the obligations of each 

contracting partner (Jagwe, 2011). Monitoring of the contracting partners to see whether the 

parties are compliant with the terms and conditions of the contract (Vega and Keegan, 2014) 

and enforcing the contract and dispensing punishment when the parties fail to fulfil terms 

and conditions of contract also lead to transaction costs (Coggan etal., 2014). Kropf and Suare 

(2014) added that legal and physical constraints on the movement and transfer of goods lead 

to transaction costs. This dimension includes handling, storage and transport costs, among 

others (Makhura, 2001).

Institutions emerge to reduce transaction costs, and superior institutions are those that 

minimise transaction costs in a particular context (Pagan, 2009). However, once they are in 

place, institutions are resilient to change and subject to positive feedback that results in path 

dependence (Widmark et al, 2013). From an economic point of view, agents will only change 

to a new arrangement or stick to a current one, if the benefits of doing so outweigh the costs 

(Schneiberg, 2007; Margolis and Liebowitz, 1999).

Integration of small-scale mohair farmers into the commercial economy is influenced by both 

formal and informal institutions (Kirsten and Karaan, 2009). Under New Institutional 

Economics (NIE), consideration is given to issues related to policy goals, human behaviour, 

learning and beliefs, and identifies the influence of the social aspects on economic activities 

(Williamson, 2000). Shared values, norms, rules, beliefs and procedures of the formal and 

informal institutions of the society influence economic action and decision making among 

people (North, 1990). Jaeger (2010) and Sartorious and Kirsten (2006) indicated that small- 

scale mohair integration into the commercial agricultural economy necessitates cooperation 

among these small-scale farmers, and NIE scholars encourage cooperation among economic 

agents in business transactions, stating that collective, rather than individual, action has the 

potential to increase economic benefits (Valentinov, 2007; Coase, 2000). The extent of 

integration and benefits that accrue to the transacting parties is influenced by the 

relationships between the farmer (agent) and the agribusiness/integrator (principal) 

(Kherallah and Kirsten, 2001; Baker, 2002; Gibbons, 1998).
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Institutional analysis evaluates formal institutions, such as rules, resource allocation and 

authorisation procedures. It also evaluates informal rules of the game, power relations and 

incentive structures, which underlie current practices (Hagedorn, 2008; World Bank, 2007). It 

helps to identify constraints within a system that may undermine implementation of 

activities, initiatives and/or reforms and these constraints may exist at a level of internal 

processes, relationships among organisations, or may be system-wide (Hagedorn, 2008).

1.2 Theoretical Framework
This research analyses Lesotho's mohair industry in the contexts of New Institutional 

Economics (NIE) and Institutional Analysis and Development Framework. These two economic 

frameworks are aimed at economic development and suggested that it can be achieved 

through the cooperation of economic agents (Menard and Shirley, 2008; Ostrom, 2010). In 

addition, the frameworks are useful in identifying the major types of structural variables 

present to some extent in all institutional arrangements, but whose values differ from one 

type of institutional arrangement to another (Ostrom, 2010).

1.2.1 New Institutional Economics (NIE)
NIE is an economic paradigm, which attempts to include the social aspects/institutions that 

influence economic activity into mainstream economics (Bush, 2009). It is a new and multi

disciplinary field which is interested in social, economic, historical, psychological, business and 

political institutions that govern behaviour (Ritcher, 2005; Furubotn and Ritcher, 2000). Jari 

(2009) explained that though NIE draws from various fields it is primarily in the field of 

economics. Under NIE, the economic theories that were developed by neoclassical economics 

are merged into institutionalism and it extends and modifies neoclassical theory, such that 

institutions are analysed with tools of economic theory (Williamson, 2000; Posner, 2010).

NIE accepts the basic assumption of scarcity between individuals, and the issues of choice and 

competition (North, 2004). According to Chhotray and Stoker (2009), NIE moves beyond 

neoclassical economics because it acknowledges the importance of institutions. Moreover, 

NIE discards the neoclassical economics assumption, which states that actors involved in 

trade simultaneously maximise their gains from trade. Instead, NIE identifies disequilibria in 

markets, leading to market failures which require solutions that can be provided by 

institutions (Valentinov, 2007).
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NIE considers issues related to policy goals, human behaviour, learning and beliefs, and 

identifies the influence of the social aspects on economic activities (Williamson, 2000). It 

states that shared values, norms, rules, beliefs and procedures of the formal and informal 

institutions of the society influence economic action and decision making among people 

(North, 1990). Further, NIE values cooperation among economic agents in business 

transactions, stating that collective, rather than individual, action has potential to increase 

economic benefits (Valentinov, 2007; Coase, 2000).

1.2.2 Institutional Analysis and Development Framework (IAD)
An institutional framework should identify the major types of structural variables that are 

present to some extent in all institutional arrangements, but whose values differ from one 

type of institutional arrangement to another (Ostrom, 2005). The IAD is a multi-tier 

conceptual map that includes the operational, collective-choice and constitutional tiers. At 

operational tier, actors interact considering the incentives they face to generate outcomes 

directly in the world. The collective-choice tier is where decision-makers repeatedly have to 

make policy decisions within the constraints of a set of collective-choice rules. The policy 

decisions then affect the structure of arenas where individuals are making operational 

decisions and thus impact directly on a physical world (Ostrom, 2010). There is a 

constitutional tier where decisions are made about who is eligible to participate in 

policymaking and about the rules that will be used to undertake policymaking. One part of 

the framework is the identification of an action arena, the resulting patterns of interactions 

and outcomes, and evaluating these outcomes (Mooya, 2009).

1.3 Problem Statement
Successful commercialisation can only be achieved through unified effort from both the 

public and private sectors (Leavy and Poulton, 2007; Spielman et al., 2010). However, in 

Lesotho, the only notable effort has been from the side of the government, with the only 

private initiative from a South African cooperative, BKB, that ensures that some of the Lesotho 

mohair clip is marketed globally (Livestock Products Marketing Services (LPMS), 2010). 

Despite the government and BKB initiatives, a significant number of small-scale Basotho 

mohair farmers still cannot access markets and continue to live in abject poverty and others 

sell their mohair through illegal channels (MAFS, 2011). This has led to the study seeking to 

attain the following objectives.
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1.4 The goals of the research
The main goal of the research is to investigate the institutions that limit the integration of 

small-scale mohair farmers into the commercial agricultural economy in Lesotho.

Several sub-goals will be addressed to realise the main goal of the study. The sub-goals include 

the following:

• To document and evaluate the institutional structure of the mohair industry in 

Lesotho.

• To identify institutional factors influencing participation of small-scale mohair 

farmers in formal, informal and illegal markets in Lesotho.

• To identify factors contributing to transaction costs associated with the integration 

of small-scale farmers into the commercial mohair sector.

• To address the institutional problems hindering the development of an effective 

marketing structure for the commercialisation of small-scale mohair producers in 

Lesotho.

1.5 Justification of the study
Commercialisation of agriculture is recognised as a crucial element for agricultural 

development and is increasingly becoming a part of development strategies for developing 

countries (Chapoto, Mabiso and Bonsu, 2013) and the objectives of international 

development institutions (World Bank (WB), 2009). However, there has been an argument 

that large-scale farms should be prioritised over smallholder farming to spur agricultural 

commercialisation in the developing world, in Africa in particular (Chapoto et al, 2013), 

because of the economies of scale that are a characteristic of agricultural production (Lerman, 

2004). However, this was criticised by scholars and development practitioners who argued 

that any development strategy that ignores the majority, who are small-scale farmers, will 

leave many trapped in poverty, as most of the smallholders will not be able to compete in the 

market due to resource constraints (Wiggins, Argwings, Kodhek, Leavy and Poulton, 2011; 

Jayne, Mather and Mghenyi, 2010). Collier and Dercon (2009) indicated that due to the high 

degree of heterogeneity amongst smallholders, no one smallholder commercialisation 

strategy will fit all, and formulating strategies that will result in inclusive and commercially 

driven growth will require spatial creativity (Djurfeldt, 2013).

6



Lesotho has been characterised by a totally subsistence agricultural economy that is 

dominated by small-scale farmers across all sectors of the agricultural economy. The adoption 

of strategies and initiatives has been focused on food self-sufficiency (Van Schalkwyk, Van Zyl, 

Botha and Bayley, 1997). The government of Lesotho, upon realisation of the opportunities 

associated with globalisation and free trade, decided to shift from a policy of self-sufficiency 

to one of food security, which exists when all people at all times have access to sufficient, 

safe, nutritious food to maintain a healthy and active life (World Health Organisation (WHO), 

2013). Some of the policy shifts included deregulation of the marketing of agricultural 

products, enhancing farmers' participation in markets, as well as support of the farmers 

(Ministry of Agriculture and Food Security (MAFS), 2003). There have been some programs 

aimed at achieving these national goals, the most influential being input supply schemes and 

improved extension services (MAFS, 2011). However, Pingali (2007), Poole, Chitundu and 

Msoni (2013) and Von Braun, Bouis and Kennedy (1994) argued that access to other factors, 

such as adequate and good quality land, irrigation resources, capital, reliable and rewarding 

markets and other farmer support services, are equally critical in empowerment and 

integration into the commercial agricultural economy.

Lesotho is perennially ranked the second largest mohair producer (after South Africa) in the 

world. In the period 2005 up to 2014, South Africa has on average been producing 49.5% of 

the total world production followed by Lesotho at around 25% with Argentina at third with 

around 10%. The rest of total world production came from the United States of America, 

Turkey, Australia and New Zealand in a descending order (Department of Agriculture, Forestry 

and Fisheries (DAFF), 2015). For the past decade, the major destinations of mohair from 

Lesotho and South Africa are Europe followed by Japan, China and Korea (DAFF, 2011). 

However, over the past three years, the trends have changed with China currently a leading 

market destination for the mohair from Lesotho and South Africa (Central Bank of Lesotho, 

2015).

Mohair is an important source of revenue and economic growth for Lesotho as it contributes 

about 20% of the Agricultural Gross Domestic Product (GDP) and contributes significantly 

(around R40 milllion) to the value of exports from Lesotho (Central Bank of Lesotho (CBL), 

2012) while it contributed around R60.8 million and R27million to the value of exports from 

South Africa and Argentina respectively (DAFF, 2015). It is also an important source of
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employment as it provides jobs (mainly informal) to thousands of Basotho as it is produced 

by many small-scale farmers (Ministry of Labour and Employment, 2013). Integration of small- 

scale agriculture into the commercial agricultural economy could thus be important for 

stimulating economic growth and development in this country, hence improving of the 

livelihoods of these small-scale farmers (Fischer and Qaim, 2012).

1.6 Methods/Procedures
The research analysed the institutions that limit the integration of small-scale mohair farmers 

into the commercial agricultural economy in Lesotho by evaluating and documenting the 

institutional structure of the mohair industry. The institutional factors that influence 

participation of small-scale mohair farmers into the formal, informal and illegal markets were 

identified. The factors that contributed to transaction costs associated with integration into 

the commercial mohair markets were identified. The study focuses on the small-scale mohair 

producers that use formal markets and the small-scale mohair farmers that use informal 

markets. Some information on the illegal mohair marketing activities is gathered, although it 

was limited because of the sensitive nature of the illegal activities.

1.6.1 Data Collection
The research utilised secondary data, which was collected from various sources including 

journals, books, records, documents, and internet, among others. The research also made use 

of primary data, which was collected from sampled smallholder mohair producers in Lesotho. 

The small-scale mohair farmers that used formal mohair markets and those that used 

informal markets were included in the study. In choosing the two groups, the study seeks to 

maximise inter-group variation and allow for comparative institutional analysis (Weaver- 

Hightower, 2013) whereby within group and cross-group analytical techniques based on rival 

explanations strategy (Patton, 2002; Menard, 2001) were used. From the population of small- 

scale mohair farmers that used formal mohair markets, 28 representatives were chosen while 

22 representatives were chosen from a group that used informal mohair markets. The sample 

was chosen using purposive sampling techniques after which the technique of simple random 

sampling was used to choose sampling units within each stratum of small-scale mohair 

farmers in the study area. In each stratum, the heads of households or any family member 

who is above the age of 18 years and knowledgeable about household farming issues were 

interviewed. A semi-structured questionnaire was engaged as a tool for data collection and it
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was administered to the selected respondents through conversational interviews. In addition, 

interviews with stakeholder representatives were used to provide additional data that might 

have been missed during the interviews with the selected households.

Table 1.1: Small-scale mohair farmers in Lesotho

Market channel Total population Sample farmers

Formal 280 28

Informal 220 22

TOTAL 500 50

1.6.2 Data Analysis
The research adopted a predominantly qualitative approach to data analysis due to the 

qualitative nature of data collected from the questionnaire and informal interviews. 

Nevertheless, quantitative techniques were employed where necessary. The study employed 

a deductive analysis, a method which, according to Patton (2002) and Jari (2012), analyses 

data under an already existing framework. Data were analysed under the NIE and IAD 

frameworks. To document and evaluate the institutional structure of the mohair industry in 

Lesotho through IAD, data related to demographics and mohair farming environment was 

utilised. In the NIE context, the study analysed the significance of institutional factors 

influencing smallholder participation in formal, informal and illegal markets. The study also 

analysed the significance of factors contributing to transaction costs associated with the 

integration of smallholder mohair farmers in the commercial mohair markets and data related 

to mohair marketing was used. The study applied a descriptive analysis in which frequencies 

and mean values as well as t-test were used as main statistical indicators while Fisher exact 

and ANOVA tests were used to determine the statistical significance of the variables.

1.7 The definition of terms
Integration is the act of bringing together smaller components into a single system that 

functions as one. In the agricultural marketing context, it refers to the result of a process that 

aims to bring together different and often disparate components including even the small- 

scale or emergent farmers to become part of the main market system (Rapsomanikis et al., 

2007).
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Small-scale/smallholder/emerging farmers are farmers who practice agriculture on 

relatively small areas of land and characterised by great dependency on family labour for 

carrying out farm operations and the labour-intensive nature leads to production of small 

yields in comparison to large-scale farming (Hazell, Poulton, Wiggins and Doward, 2007).

Mohair is the woolly coat covering the goats and, usually when people mention mohair, 

reference is made to a silk-like fibre or yarn made from the hair of the goat, usually the Angora 

breed. The word mohair was adopted into English before 1570 from the Arabic word 

"Mukhayyar" which means a type of haircloth (Goat Industry Council of Australia (GICA), 

2014).

Commercial agriculture is the farming that is oriented towards market participation whereby 

participants' main purpose is to sell commodities and the participation can be in output as 

well as input markets (Poulton et al., 2008).

New institutional economics is an economic paradigm, which attempts to include the social 

aspects/institutions that influence economic activity into mainstream economics (Bush, 

2009). It is a new and multi-disciplinary field which is interested in social, economic, historical, 

psychological, business and political institutions that govern behaviour (Ritcher, 2005).

Institutional analysis and development framework is a multi-tier conceptual map that 

includes the operational, collective-choice and constitutional tiers. It draws on the 

foundations of many disciplines and provides a useful tool that can be used to analyse any 

type of institutional arrangement (Ostrom, 2005). At an operational tier, actors interact 

considering the incentives they face to generate outcomes directly in the world. The 

collective-choice tier is where decision-makers repeatedly must make policy decisions within 

the constraints of a set of collective-choice rules. The policy decisions then affect the structure 

of arenas where individuals are making operational decisions and thus impacting directly on 

a physical world. At the constitutional tier, decisions are made about who is eligible to 

participate in policymaking and about the rules that will be used to undertake policymaking 

(Ostrom, 2010). One part of the framework is the identification of an action arena, the 

resulting patterns of interactions and outcomes, and evaluating these outcomes (Mooya, 

2009).
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Institutions are the "rules of the game" of a society that are devised by humans in order to 

structure interaction of individuals and groups involved in economic and transactional 

activities (Chibanda, Ortmann and Lyne, 2009). Institutions comprise of formal and informal 

rules of conduct that facilitate transactions between, or govern economic decisions within 

organisations (North, 2000; Kherallah and Kirsten, 2001).

Transaction costs are defined as the costs that are associated with the exchange of property 

rights and the enforcement of such rights. These costs result from various activities including 

information gathering, negotiation, and monitoring and enforcement of contracts (De Bruyne 

and Fischhendler, 2013). The legal and physical constraints on the movement and transfer of 

goods lead to transaction costs (Kropf and Suare, 2014). The dimension includes handling, 

storage and transport costs among others (Makhura, 2001).

Formal markets in agriculture can be described as the markets governed by high quality and 

food safety standards and where the activities of participants can easily be monitored. These 

are regulated and characterised by high level of formalisation of transactions (Ferris et al., 

2014).

Informal markets are markets where exchange takes place outside the regulated system and 

this involves the activities of intermediaries such as relatives, friends and traders among 

others (Steiner, 2008; Rajiv, 2010) with low formalisation of transactions.

Market participation refers to any market related activity which promotes the sale of 

produce (Sigei, 2014).

1.8 Outline of the study
This research is comprised of eight chapters. After the introductory chapter, the second 

chapter presents the background on smallholder farming and challenges facing the sector. 

The same chapter discusses the NIE framework and its applicability to smallholder farming.

The third chapter focuses on the structure of the Lesotho mohair sector, giving special 

attention to the developments influencing the structure of the sector. The chapter first 

presents the historical background and marketing of mohair with attention to the marketing 

structure, policies and strategies. The following section provides a brief explanation of the 

economic importance of mohair. Thirdly, the chapter examines the major factors limiting
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mohair production in the mountain kingdom. In the fourth section, the national policies 

related to the mohair sector are discussed. In the fifth section, the profile of the mohair 

farmers is briefly presented while the last section focuses on the mohair processing sector in 

the country.

The fourth chapter of the study describes the study area where the research was carried out 

and this is followed by the methods that are used for gathering and analysing data. The 

research method follows a predominantly qualitative approach in both data collection and 

analysis with some quantitative element where necessary. The methods of data analysis used 

in the study are comprehensively presented and discussed.

The results of the study are presented in chapters five and six. These chapters descriptively 

present the findings on the small-scale mohair farmers that use formal markets and the small- 

scale mohair farmers that used the informal mohair markets. The main findings presented in 

chapters five and six form the basis for data analysis and discussions for the study. The 

seventh chapter focuses on the analysis and discussions of results based on the framework 

and analysis techniques developed in the chapter on methodologies.

The final chapter which is chapter eight summarises key arguments and findings presented in 

the study and provides conclusions of the study. It offers answers to the objectives of the 

research which were presented in the introductory chapter. The chapter concludes by making 

policy recommendations and suggesting areas, which require future investigation within the 

market integration phenomenon.
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CHAPTER 2
THEORETICAL FRAMEWORK AND LITERATURE REVIEW

2.1 Introduction
Firstly, the chapter provides a discussion on the New Institutional Economics framework 

employed in the study and reviews literature on smallholder farming, its importance and 

challenges faced by this economic sector. It then follows with the discussion of agricultural 

markets, institutions and their role in economic development particularly agricultural 

marketing.

2.2 Theoretical framework: New Institutional Economics

That institutions matter for economic performance is an old and inherently plausible 

intellectual position. However, during the first half of the twentieth century, there was 

remarkable progress in the mathematical development of neoclassical theory and economic 

models became increasingly abstract, and institutions received less and less attention 

(Ritcher, 2005). Thus, in what may be regarded as mainstream theory through the 1980s, 

institutions played virtually no significant role at all (Hodgson, 2007).

Neoclassical economics is largely based on the assumption of perfect competition. The basic 

underlying assumption of neoclassical economics is that exchange is a frictionless and a 

costless process and it contends that where costs exist these are passive and therefore not 

important. In addition, neoclassical economics provides the theoretical underpinning of 

structural adjustment and assumes that exchange arises spontaneously from "the atomistic 

interaction of self-seeking individuals'' (Randela, 2005; Mayhew, 1987; Hodgson, 2007). In 

essence, neoclassical economics relies on the universal concepts of supply and demand. It 

makes the market an abstraction device of institutional detail and regards the firm as what 

Cormier (2001) calls, a "black box".

These extreme views were soon opposed by various strands of a renewed kind of economic 

institutionalism (Hodgson, 2000). However, there were institutionalists who criticised this
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school for the lack of theoretical framework and empirical analysis and, due to the weakness, 

New Institutional Economics (NIE) emerged which attempted to improve and develop a 

theoretical framework for institutionalism (Mayhew, 1987; Jari, 2012; Menard and Shirley, 

2008).

NIE is an economic paradigm, which attempts to include the social aspects/institutions that 

influence economic activity into mainstream economics (Bush, 2009). It is a new and multi

disciplinary field which is interested in social, economic, historical, psychological, business and 

political institutions that govern behaviour (Ritcher, 2005; Furubotn and Ritcher, 2000). Jari 

(2009) explained that though NIE draws from various fields it is primarily in the field of 

economics. Under the NIE, the economic theories that were developed by neoclassical 

economics are merged into institutionalism and it extends and modifies neoclassical theory, 

such that institutions are analysed with tools of economic theory (Williamson, 2000; Posner, 

2010).

NIE accepts the basic assumption of scarcity between individuals, and the issues of choice and 

competition (North, 2004). According to Chhotray and Stoker (2009), NIE moves beyond 

neoclassical economics because it acknowledges the importance of institutions. Moreover, 

NIE discards the neoclassical economics assumption, which states that actors involved in 

trade simultaneously maximise their gains from trade.

Under NIE, consideration is given to issues related to policy goals, human behaviour, learning 

and beliefs, and identifies the influence of the social aspects on economic activities 

(Williamson, 2000). It states that shared values, norms, rules, beliefs and procedures of the 

formal and informal institutions of the society influence economic action and decision making 

among people (North, 1990). Further, NIE values among economic agents in business 

transactions, stating that collective, rather than individual, action has potential to increase 

economic benefits (Valentinov, 2007; Coase, 2000).

NIE has various branches, but there is as yet no consensus on what is included in the NIE. The 

commonly agreed upon branches include property rights, transaction cost economics, law 

and economics, new social economics, collective action theory, public choice and political 

economy, economics of information and new economic history (Menard and Shirley, 2008).
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This study provides a more detailed account of the branches that are closely related to the 

focus of this research.

Property rights and legal environment approach deals with the application of economics to 

the design of legal rules and legal system (Gerber, Knoepfel, Nahrath and Varone, 2009; Lai, 

Peng Li and Lin, 2013). Transaction cost economics deals with microanalysis of economic 

activities and pays attention to the institutions of governance that sustain and monitor 

transactions (Williamson, 1998a; Vega and Keenan, 2014). According to Marciano (2012) and 

Bardhan (2005), the law and economics branch involves application of economic analysis to 

the field of law. The new social economics deals with the formal and informal institutions that 

structure social conduct (Meyer, 2009; Palley and LaJeuness, 2007). The theory of collective 

action explains how economic actors with similar interests work collectively to achieve a 

common goal (Tajima, 2007; Barsimantov, Racelis, Biedenweg and DiGiano, 2011). The public 

choice and political economy branch is based on the application of rational-choice approach 

to politics, which supports the idea that political institutions can be explained in terms of 

human choice (Munger, 2011; Jari, 2012). Economics of information's main focal point is that 

searching for information has costs (Kherallah and Kirsten, 2001; Biswas, 2004; Friedan and 

Hawkins, 2010). According to Jones (2013) and North (1990), new economic history explains 

why and how economic and political institutions change, develop and function over time.

Kerrallah and Kirsten (2001) and Williamson (1998b) stated that the need for integration and 

coordination renders the role of transaction costs, trust and relationships, contracts, 

information asymmetries and strategic alliances important. Randela (2005) and Valentinov 

(2007) stated that these institutions play an important role in the commercialisation of small- 

scale farmers. This highlights the importance of the NIE branches and aspects including 

agency, collective action and contract theories as well as transaction cost economics for 

integrating small-scale farmers into the commercial economy.

2.2.1 Agency theory
The principal-agent theory explains rational behaviour between individuals engaging in a 

contractual relationship while pursuing their own interests. These individuals have different 

amounts of information at their disposal, and where agents have access to a larger amount 

of information as compared to principals, problems of opportunism may arise (Jones, 2003;
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Jari, 2012). However, the opportunistic behaviour can be prevented by appropriate 

agreements and market control. In addition, trust needs to be created between the principal 

and the agent, which, in turn, increases mutual benefits, facilitates knowledge transfer, 

reduces the problem of control and increases the sustainability of the relationship and 

organisation (Valentinov, 2007; Furubotn and Richter, 2000; Collier, 1998). In this study, the 

principal/agent construct is analysed by looking at market and farm level relationships, thus 

between marketing agencies and mohair farmers, and between cooperative management 

and cooperative members. These relationships have an influence on the economic behaviour 

and activities hence participation in mohair markets. For example, if Lesotho Wool and 

Mohair Growers Association management is not motivated, they can pursue their own 

interests, other than those of the mohair farmers. As a result, participation in mohair markets 

can be compromised.

2.2.2 Theory of collective action
The theory of collective action is a useful tool for analysing and devising means to overcome 

the free-rider problem and it can be used to provide solutions for the management of 

common resources and public goods such as land and water (Kherallah and Kirsten, 2001). 

Barsimantov et al. (2011), Eduardo (2009) and Valentinov (2007) applied the theory of 

collective action to the investigation of water use, land tenure allocations and agricultural 

cooperatives respectively. The determinants of success of collective action were identified to 

include the size, homogeneity and purpose of the group. Ostrom (1990) identified 

institutional arrangements such as customs and social conventions designed to induce 

cooperative solutions as possible solutions to collective action difficulties. These social 

arrangements together with reduced transaction costs also help in the improvement of 

efficiency in the use of common-pool resources (Nabli and Nugent, 1989; Madigele et al., 

2015).

2.2.3 Contract theory
Contract theory focuses on how economic actors construct and develop agreements. It 

analyses how parties to an agreement make decisions under conditions of uncertainty and 

information asymmetry. Uncertainty and information asymmetry leads to transaction costs 

on the actors and contracts emerge to reduce the transaction costs (Ojediran, 2011; Da Silva, 

2014). The theory draws upon principles of social and economic behaviour as principals and
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agents have different motives to participate in contracts. Oswaldo (2008), Da Silva (2014) and 

Allen and Lueck (2002) applied contract theory to the study of vertical integration in farming. 

Cultural values, morals, trust and transaction costs were identified to be some of the 

institutional determinants of success in contracting.

2.2.4 Transaction cost economics
As indicated earlier, market participation is influenced by both formal and informal 

institutions as these have positive and negative effects on economic behaviour (Kirsten, 

Mapila, Okello and De, 2012; Randela, Alemu and Groenewald, 2008) and this behaviour has 

a bearing on the economic outcomes including the level of market integration (Jagwe, 2011). 

Greater participation of both large and small economic actors leads to trade expansion which 

may result in gains to all the participants (Jagwe, 2011). This motivates participants in trade 

to increase production and hence a positive supply response is achieved (Jari and Fraser, 

2009; Randela et al., 2008)

The existence of well-functioning markets is critical to the realisation of agricultural 

productivity and profitability and such markets call for an active facilitatory role of the public 

sector in creating a conducive environment (Department for International Development 

(DFID), 2005; World Bank, 2008). Matungul, Ortmann and Lyne (2002); Cabral and Scoones 

(2006); and Huo (2015) argued that investment in necessary infrastructure, removal of trade 

and market access barriers, an efficient legal system, and farmer support services would 

increase efficiency and profitability of farming.

However, market participation not only depends on the existence of conducive environment 

but also on the individual economic actor's decision to exchange property rights (Makhura, 

2001; Jaleta, Gebremedhin and Hoekstra, 2009). The decision to exchange property rights is 

influenced by risk and preferences and factors affecting household production (Jagwe, 2011). 

Randela et al. (2008), Williamson (2000) and Jagwe (2011) argued that costs associated with 

market transactions affect individual household's decision to participate in markets as 

Williamson (1998) indicated that market exchange is not costless. It is evident that market 

integration involves costs, and these are commonly referred to as transaction costs 

(Williamson, 2010; Jaleta et al., 2009).
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Different definitions of transaction costs are found in the literature. Benham et al. (1998) 

define transaction costs as the costs of running the economic system. Eggertson (1990) 

defines transaction costs as the costs that arise when individuals exchange ownership rights 

to economic assets and enforce their exclusive rights. Eggertson is supported by Barzel (1997, 

as cited in Benham et al., 1998) who indicated that transaction costs arise due to the transfer, 

capture and protection of rights.

According to Coase (1960), transaction costs are the full costs of carrying out exchange and 

include marketing costs. These costs are associated with exchanging, including informational 

costs of finding out price and quality, service record, availability, durability record, etc, of a 

product, plus the cost of contracting and enforcing that contract (Nkhori, 2004).

Transaction costs can be divided into different categories including information, negotiation 

and monitoring and enforcement costs (Huo, 2015). Information costs (ex-ante) are costs 

associated with obtaining information relative to the undertaking of the transation and may 

include search and bargaining costs (Maltsoglou and Tanyeri-Abur, 2005). Search costs refer 

to costs associated with identifying and contracting potential buyers and sellers, and quality 

of resources in which they have property rights (Nkhori, 2004), while bargaining costs are 

those that are incurred when gathering information on prices in other transactions and on 

factors that might influence the willingness to bargain by either party (Huo, 2015).

Negotiation costs represent the costs incurred while the transaction is being carried out and 

may include negotiation of terms of exchange and drawing up the contract, among others 

(Jari and Fraser, 2009). Monitoring and enforcement costs (ex-post) refer to the costs 

incurred when the transaction is completed (Bwalya et al., 2013). Monitoring costs are 

incurred while ensuring that the terms and conditions of the contract are adhered to while 

enforcement costs are the costs of enforcing the contract (Nkhori, 2004).

Several forms of transaction costs are prevalent as transaction costs were classified into 

observable and unobservable or inhibitive costs (Jagwe, 2011; Igwe and Egbuson, 2013). The 

observable costs include storage, transport, handling and packaging among others and they 

represent explicit costs while the unobservable include the costs of information gathering, 

screening, bargaining, monitoring, enforcement and product differentiation, and they 

represent implicit costs (Makhura, 2001; Kropf and Suare, 2014; Peng, Chen and Guo, 2012).

18



Another system was adopted by Kropf and Suare (2014); Peng et al. (2012) and Makhura 

(2001). It distinguishes between fixed and proportional transaction costs. Fixed costs are not 

affected by the level of transaction effected while the proportional transaction costs vary with 

the level of transaction as well as the amount involved in the transaction. For example, the 

quantity of resources used to deliver produce to the market will vary with the amount of 

output marketed.

As it has been indicated earlier that transaction costs result from economic activity, it is clear 

that the level of transaction costs has an impact on the economic development of nations. 

Makhura (2001) explained that several factors influence the level of transaction costs and 

they are related to characteristics of the transaction and of the transacting actors, and the 

nature of the institutional environment and institutional arrangements. Characteristics of the 

transaction include the degree of asset specificity, institutional and biophysical uncertainty 

surrounding transactions and transaction frequency (Coggan et al., 2014; Williamson, 2000). 

Economic actors' characteristics involve bounded rationality and broad past experience, 

opportunism, trust and confidence in information shared between transaction partners as 

well as social connectedness (Coggan et al., 2014; Morrison, Durante, Greig and Ward, 2008). 

The nature of the institutional environment that influences the level of transaction costs 

involve the formal and informal legal, social and political rules that determine the context 

within which economic activity takes place (North, 1990; Williamson, 2000; Easter and 

McCann, 2010). The nature of institutional arrangements is related to how the exchange of 

commodities is coordinated, thus governance structures (Vatn, 2010; Coggan et al., 2014; 

Easter and McCann, 2010).

The presence and impacts of transaction costs on agricultural production and marketing can 

be assessed through differences in marketing channels used, costs of inputs (e.g. capital 

required for entry into marketing), marketing costs and prices received for agricultural 

products. High transaction costs in either production or marketing of potentially lucrative 

commodities exclude poorer farmers (mainly smallholders) from participating in growth 

opportunities (Nkhori, 2004; Fraser, 2016; Snowball, 2015). In most instances, smallholder 

farmers are subjected to significantly high levels of transaction costs for producing and 

marketing the same output mix, that is, the real incentive they face is lower than the nominal 

price in the market (Bwalya et al., 2013; Nkhori, 2014; Maltsoglou and Tanyeri-Abur, 2005).
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Williamson (1979) indicated that information asymmetry was one of the factors inherent in 

transaction costs. Due to high transaction costs, large-scale farmers have more access to full 

information compared to their counterparts in the small-scale sector and this has led to the 

exclusion of smallholders from lucrative markets as they were unable to contract and enforce 

terms of exchange (Huo, 2015).

The presence of transaction costs is often reflected by difference or discrepancy between 

perceived buying and selling prices (Cuevas, 2014; Lijia and Xuexi, 2014). When there are 

differences or discrepancies, sellers experience low selling prices and are discouraged to sell 

their products while buyers experiencing a high price are discouraged to exchange their 

products and similarly a household tends to purchase less when faced with high transaction 

costs (Cuevas,2014). Generally, in agricultural markets, a farmer that faces high transaction 

costs (mostly smallholder) will sell less than a farmer with lower transaction costs (mainly 

large-scale farmers) (Okoye et al., 2016). That is, the transaction costs limit or discourage 

small-scale farmers to participate in markets which is the case with smallholders in developing 

countries, particularly African (Ohen et al, 2013).

Transaction costs incurred when gathering information about transporters of agricultural 

produce to market centres limit the ability of some farmers to access market outlets (Shiimi, 

Taljaard and Jordaan, 2010). The longer the distance from market and service centres implies 

high transaction costs and these costs are more prohibitive to small-scale farmers than large- 

scale farmers (Ohen, Etuk and Onoja, 2013). For example, in coutries such as Lesotho, Uganda 

and Zimbabwe, the farmers must travel long distances to the few available veterinary centres 

to seek assistance for their animals and it is difficult to transport sick animals over long 

distances and as a result a veterinary assistant has to be invited to where the animal is 

(Matebesi, 2015; Woods, 2000). This imples a double cost on the farmer as he/she must pay 

in time and money, i.e. time to get to the practitioner to report the case and the cost of the 

veterinary assistant's travel to the farm. The high mobility costs involved in the visiting 

veterinary assistant often prohibit the poor farmers from acquiring necessary services, hence 

poor performance of their livestock enterprises. In contrast, the large-scale farmers would
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avoid multiple journeys by transporting his animal to the practitioner because often they have 

necessary resources (Nkhori, 2014).

Jari and Fraser (2009) indicated that transaction costs influence the choice of marketing 

channels among crop and livestock farmers. Shiimi et al. (2010) stated that some transaction 

costs proxies including grade uncertainty, risk of not selling, price manipulation and time 

spent at the market can influence the choice of a marketing channel and often farmers use 

channels that are less costly. More often, these transaction cost variables characterise 

informal markets that are often used by small-scale farmers in the developing world (Okoye 

et al., 2016).

Financial lending institutions prefer large farmers over small-scale farmers because of high 

transaction costs associated with lending money to smallholders. There are high transaction 

costs involved in screening and monitoring numerous and heterogenous small borrowers and 

these costs render servicing this group of borrowers unprofitable (Ohen et al., 2013). Lenders 

are threatened by their less comprehensive knowledge of the riskiness of the borrowers' 

activities and by the ability of the latter to modify the level of risk (probability of default) in 

opportunistic attempts to profit that may hurt the lender (moral hazard) (Ruete, 2015; 

Muhongayire, 2012). This situation indicates that high transaction costs associated with 

smallholders limit their ability to access credit hence their (smallholders') lack of resources 

and poor state of farming.

Transaction costs are also influenced by personal characteristics such as level of education, 

age and gender (Sigei, 2014). Strydom et al. (2012), stated that the level of education affects 

the transaction costs and less educated farmers who are mostly smallholders face high 

transaction costs relative to educated farmers because they cannot assimilate information as 

easily. Education reduces transaction costs by improving access to information that is 

disseminated through print media and is even more important where the extension services 

are poor (Oseyebo and Aye, 2014).

The age of the head of the household normally provides a proxy for experience in farming. 

Age is considered an important factor in farming since it determines the experience one has 

in a certain type of farming, and older and more experienced household heads tend to have
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more personal contacts or stronger social capital and networks, allowing the discovery of 

trading opportunities at low costs (Sigei, 2014; Cuevas, 2014). Age may also reflect increased 

trust and reputation gained through repeated exchange with the same party (Goetz, 1992, 

cited by Matungul, et al., 2002). Household head's experience further influences household 

members' farming activities since they usually get guidance from the head (Ngqangweni and 

Delgado, 2003; Adegbola and Gardebroek, 2007).

Transaction costs are influenced by the gender of the head of household. In developing 

countries, agricultural production is dominated by male farmers to the extent that female 

farmers face high transaction costs when they want to venture into farming (Okoye et al., 

2016; Cuevas, 2014). In many parts of Africa, female farmers face constraints such as weak 

land rights, limited access to common property resources, lack of equipment, limited contact 

with agricultural extension officers and lower levels of education (World Bank, 2015). 

Tologbonse et al. (2013) indicated that these gender disparities in asset ownership and 

economic opportunities are a result of laws and customs that discriminate against women. 

Daemane (2012) and Nkhori (2014) argue that women face greater legal uncertainty than 

men in customary courts, and in the national courts when married under customary or 

common law, especially if separated from their husbands through migration, abandonment, 

divorce or death. Women, therefore, face higher ex post variable transaction costs than do 

male farmers.

Nevertheless, Tologbonse et al. (2013) indicated that in Kaduna State of Nigeria, the levels of 

customary discrimination induced transaction costs facing women was significantly reduced 

by the introduction of the Women in Agriculture (WIA) programme aimed at empowering and 

addressing the challenges that face women in agriculture. The women in the programme also 

opined that their transaction costs were reduced due to the good understanding, support and 

encourangement from their spouses in terms of finance and training, among other things. In 

Madagascar, the women were found to be credible and this helped them overcome 

transaction cost barriers that faced them, and the situation has led to them participating more 

in agricultural markets than their counterparts in other parts of Africa (Okoye et al., 2016).

NIE, as highlighted by its theories of collective action and contract, emphasises the 

importance of transaction costs. According to North (1990) and Kherallah and Kirsten (2001),
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transaction costs influence integration of farmers into the mainstream economy and 

economic prosperity of nations. There is ample evidence proving that transaction costs 

encourage cooperative relations and contracting which are a way of reducing such costs, 

hence integration of small-scale farmers into the commercial agricultural economy have a 

positive impact on rural economic development in developing countries (Randela, 2005; 

Jagwe, 2011; Makhura, 2001; Kherallah and Kirsten, 2001).

In order to understand clearly the application of transaction costs to small-scale agricultural 

development in developing countries it is important to consider the following paragraph from 

North (2000), as quoted in Kherallah and Kirsten (2001: 16):

"The cost of transacting, to put it in its bluntest form, is the key to economic performance. 

When I go to third world countries and look at why they perform badly and examine how 

factor and product markets are really working, in every case, be it capital, labour or product 

markets, one observes that the cost of transacting is high. The cost of transacting results in 

the economy performing badly because it is so costly fo r human beings to interact and engage 

in various kinds of economic activity that the result is poor performance and poverty and so 

on."

Small-scale producers in the developing world are characterised by a number of institutional 

constraints that make it difficult for them to access markets and productive assets (Jari, 2009). 

Transaction and information costs rate among the barriers that may be influenced by policy. 

In every case, the cost of transacting comes down to the fact that the institutional framework 

provides the incentives or disincentives for efficient production and incentives for people to 

engage in activities (Jari and Fraser, 2009; Randela, 2005).

2.3 Smallholder farming and its importance and challenges
Hazell, Poulton, Wiggins and Dorward (2007) defined smallholder farming as farming in which 

households practice agriculture on relatively small areas of land. This farming is characterised 

by great dependency on family labour for carrying out farm operations, although better-off 

smallholders hire labour at times. This labour-intensive nature of small-scale farming leads to 

production of small yields in comparison to large-scale farming (Burgess, 1997). Produce is 

intended for family consumption and/or sale that depend upon individual farmer's objectives. 

Farms are generally the main sources of income and livelihoods in smallholder farming.
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However, Kirsten and van Zyl (1998) indicated that smallholders have diverse sources of 

income that is evidenced by their non-farm income generating activities.

Ojediran (2011) indicated that several terms are used to describe small-scale farming, and 

these include smallholder farming, subsistence farming, small growers, emergent farming, 

and resource poor farming, also referred to as peasant farming. These terms will be used 

interchangeably during this study. Smallholder farming is mainly practiced in many 

developing countries across the world (Burgess, 1997). Lesotho is no exception as Maseatile 

(2011) stated that smallholder farming is predominant in Lesotho and this renders it crucial 

for the economic development of Lesotho.

Smallholder farming is the backbone of the African rural economy as it concerns the way most 

rural people earn a livelihood. The sector has proved to be a tool for alleviating poverty as it 

provides food, income, employment and export earnings (Ojediran, 2011). However, Kirsten 

and van Zyl (1998) and Burgess (1997) indicated that past and present policies and actions of 

different nations have limited the contribution of this sector towards economic development. 

This is supported by Hazell et al. (2007) who stated that smallholder farming receives a small 

amount of available developmental resources and this is highlighted by, inter alia, few 

technical packages, scanty extension services, deficient marketing and credit sources and 

insecure ownership of land resources. This has led to Kirsten and van Zyl (1998: 564) defining 

a small-scale farmer as 'one whose scale of operation is too small to attract provision of the 

service one needs to be able to significantly increase one's productivity'.

There are roughly around 33 million small-scale farms, those with less than 2 hectares (ha), 

in Africa representing around 80% of all farms, with an average size of 1.6 ha. There are 

varying reports of the share of production that comes from small-scale farms across the 

continent (Wiggins, 2009) with some countries like Ethiopia going as high 90% (Mahommed, 

2013).

2.3.1 Importance of small-scale farming
Despite the fact that smallholder farmers face difficulties in many respects, they continue to 

produce and survive in the face of unfavourable conditions. It is worth noting that smallholder 

farmers fulfil numerous functions in the agricultural economy. These functions make the 

sector important. Such functions include contributions towards food security (Rosset, 1999),
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equitable distribution of income and linkage creation for economic growth, among others 

(Dorosh and Haggblade, 2003). Supporting their views, Dorosh and Haggblade (2003) and 

Rosset (1999) explained that smallholder farmers have the advantage of flexible, motivated 

family labour resources, which allows them to allocate labour to activities with higher 

marginal returns. Further support from Ngqangweni (2000), using Schultz' hypothesis of small 

but efficient, shows that smallholder farmers can use resources efficiently.

Surveys of farms of different sizes in developing countries frequently show that small- scale 

farmers produce more per hectare than larger small-scale farmers, with an inverse 

relationship between farm size and production per output (Wegner and Zwart, 2011). Wiggins 

(2009) explained that this results from the fact that there are diseconomies of scale once the 

farm grows larger than can be managed and operated by household labour. The diseconomies 

of scale are a result of labour use: household labour's ready availability, flexibility in time and 

effort to suit the demands of the farm that are difficult to predict exactly such as planting 

times, control of diseases and pests, and harvesting (MacDonald, 2011). The diseconomies of 

scale in farm production become stronger when labour is major input to production, as 

applies when labour is relatively cheap and capital relatively costly, which is the case in much 

of Africa (Wiggins, 2009). However, Delord et al. (2015) argued that in transactions off the 

farm, countervailing economies of scale apply in procuring in inputs, marketing output, 

obtaining credit and other financial services, in obtaining information on markets and 

technical issues, in meeting standards and certifying production, and in transacting with large- 

scale buyers from processors and supermarket chains with their exacting demands for quality, 

timeliness and bulk deliveries. This situation increases transaction costs to small-scale farmers 

and renders smallholder farming inefficient and undesirable relative to large-scale farming 

(MacDonald, 2011).

Reardon and Barrett (2000) explained that smallholder agriculture contributes to poverty 

alleviation through employment creation because it is labour-intensive unlike large farms 

where machinery is mainly used in production. Smallholder farming has the potential to 

contribute towards income and employment generation to the rural poor as smallholder 

farmers tend to apply much more labour per hectare than large-scale farmers (Arias et al, 

2013). However, Wiggins (2009) argued that although smallholder farming creates 

employment, the statistics suggest that often this labour input is poorly rewarded. This was

25



supported by Anyiro (2016) when stating that small farms usually apply more labour per 

hectare than large farms and consequently more produce but with lower marginal returns to 

labour.

Rosset (1999) was of the view that a large number of small farms implied that more people 

have access to land; which in turn implies own food production. In addition, more agricultural 

producers result in increased food availability and competition. The price of tradable 

agricultural goods falls in response to competition and production increases, reducing poverty 

amongst the consumers. Nevertheless, Wegner and Zwart (2011) argued that smallholder 

farming can impose significant costs on the environment in the form of water pollution, soil 

erosion and loss of biodiversity. For example, in Asia, the Green Revolution resulted in 

negative environmental impact though it transformed rural economies and raised substantial 

numbers of people out of poverty.

Small farms provide a more equitable distribution of incomes since small farms allow own 

production for relatively many households, implying that less will be spent on food purchases 

(Dorosh and Haggblade, 2003). Further explanation showed that poor households that 

produce their own food are better off, in terms of income, than those who purchase food. In 

addition, Reardon and Barrett (2000) explained that many smallholder farmers earn some 

income through selling their agricultural produce, resulting in an improved welfare for such 

farmers. Haggblade, Hazell and Brown (1990) indicated that in areas where smallholder 

farmers are efficient and successful, other non-farm economic activities usually emanate as a 

result. Generally, the growth of the small farms allowed for the growth of business activities 

through forward and backward linkages. In support, Van Rooyen etal. (1995) pointed out that 

gains in output resulting from investments in any given sector of the economy stimulate 

demand for production inputs from other sectors (backward linkages). The initial output gains 

also raise incomes and consequently spur consumer demand for other goods and services 

(forward linkages). Thus, successful smallholders create a demand for non-farm sector goods. 

In sectors where excess capacity exists, these increases in demand translate into higher 

output and consequently higher incomes.

In addition, Wegner and Zwart (2011) stated that small-scale farmers spent higher shares of 

incremental income locally on construction, services and manufacturing than large farmers,
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thereby creating additional demand for the many labour-intensive goods and services that 

are produced in local villages and towns. These demand-driven growth links provide greater 

income-earning opportunities for small producers and landless workers.

Smallholder farming's potential to stimulate growth is limited by the traditions and norms 

whereby subsistence is the primary purpose and most of the production from smallholder 

activities is intended for household consumption and thus informal institutions are 

predominant in Africa (Arias et al., 2013). For example, in most African countries more than 

90% of agricultural production from small-scale farming is non-marketed as it is for 

subsistence (Hancock, 2015). The traditions and norms can lead to a poverty trap among 

small-scale farmers as most of them continue to live below the poverty line and this is more 

evident in Africa (Food and Agricultural Organisation (FAO), 2013).

2.3.2 Farming systems persued by small-scale farmers in Lesotho
Livestock and crop production are the major source of food products in small-scale farming, 

especially in rural areas (International Fund for Agricultural Development (IFAD), 2014). Small- 

scale farming in rural areas is carried out in a way that combines several production 

components, different from large scale monocultures (producing one type of a product). A 

typical small-scale farmer produces different crops and livestock and such farming systems 

are beneficial to the farmer for two main reasons. In combining several components, if one 

component fails, the others can provide food production and the second reason is that 

livestock manure is used as a fertiliser and crop by-products are fed to animals (Raleting, 

2012).

In general, small-scale farmers are involved in both crop and livestock production. Crop 

production is practiced as either home garden production or field crop production. Despite 

their high involvement in agriculture, Maseatile (2011) and Ministry of Trade, Industry, 

Cooperatives and Marketing (MTICM) (2012) found that small-scale crop farming contributes 

less than 10% of household income in most rural areas of Lesotho, although farming is 

considered the most important economic activity.

Crop production by small scale farmers is common in most rural areas of Lesotho. Farmers 

either produce crops for home consumption, for sale or both. The most common crops 

include maize, sorghum, wheat, beans, peas and various vegetables. Most of the production
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is attributed to smallholders who account for about 95% of the entire population of crop 

farmers (Matebesi, 2015). In other situations, the smallholder farmers may produce crops 

with the aim of providing supplementary feeds for their animals. Crop production is practiced 

by the smallholder farmers as either field crop or home gardening in most cases. It can 

generally be argued that the decisions on whether the farmers will engage in either home 

gardening or field crop production is largely influenced by access to land, capacity and other 

necessary inputs such as financial capital, among other factors (Raleting, 2012).

According to the International Fund for Agricultural Development (IFAD) (2014) and MITCM 

(2012), the main livestock kept in rural communities of Lesotho are goats and sheep, while 

cattle, poultry and pigs are kept to a lesser extent. In the 2011/2012 season, there were about 

1.96 million sheep and 1.16 million angora goats in the country (IFAD, 2014). Sheep and goats 

are kept for various purposes such as consumption, fleece sales and cultural uses, while cattle, 

pigs and poultry are mostly used for household consumption and sale. Livestock kept by small- 

scale farmers are often the main source of income, which is primarily intended for their 

children's education and emergencies (Montshwe, 2006). Animals kept by small-scale 

farmers often provide manure to maintain soil fertility as these farmers could not easily afford 

inorganic fertilizers.

IFAD (2014) stated that in Lesotho, the mohair industry generally provides direct employment 

to about 7 000 people and indirect employment to about 45 000 individuals. In Lesotho, 

mohair production is mainly practiced by smallholders who account for more than 60% of 

recorded national output. These smallholders make up around 90% of the national population 

of mohair producers in the country. Mohair and wool are the main agricultural exports and 

Lesotho is the world's second largest producer of mohair after South Africa as she produces 

about 20% of the mohair produced globally (IFAD, 2014). On the other hand, it is estimated 

that the country imports about 90% of beef, 95% of chicken, 80% of pork and 60% of eggs to 

meet national demand for these products. The small-scale farmers contribute the remainder 

of food demand as there are some informal markets, where most of them actively participate, 

though the product quality and its long-term effect on consumers' health is questionable 

(MAFS, 2011). Perhaps a failure to attain and maintain quality and safety standards could 

inhibit small-scale farmers' participation in formal agricultural markets (Kirsten and 

Sartorious, 2002).
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2.4 Overview of smallholder marketing
Small-scale farmers in the developing world use both informal and formal markets to sell their 

produce with the informal channels the more predominant type (Kankanamge, 2012). The 

informal markets or economy is defined in different ways by different scholars. In the current 

study informal markets are defined as exchange or economic activities that operate outside 

a regulatory framework (Anyidoho and Steel, 2016) and this involves the activities of 

intermediaries such as traders, relatives and friends among others and they are characterised 

by low formalisation of transactions (Rajiv, 2010). In the agricultural context, Kherallah and 

Minot (2001) explained that informal markets embrace unofficial transactions between 

farmers and from farmers directly to consumers. The informal enterprises are a consequence 

of marginalisation of some economic actors by formal structures of the economy as they face 

barriers to attain formal and/or legal status (Anyidoho and Steel, 2016). They are regarded as 

a way to reduce the costs, time and effort associated with the formal economy (Premarathne, 

2014) and, in addition, the informal markets emerge due to unclear property rights and weak 

systems of administration and these perceptions have led to the informal economy being 

viewed as less important for economic growth (Burke and Myers, 2014). Informal markets 

result in the loss of income or output in the economy as unfair competition from the informal 

sector retards the growth of the formal economy and more often the informal sector does 

not pay taxes which limits revenue potential of government (Abid, 2015). However, Ngalawa 

and Viegi (2013) and Zhao (2016) argued that informal markets are important as they arise to 

satisfy the needs and/or wants of people that could not be met by formal markets. They 

provide an economic alternative since they allow economic activity to take place that would 

otherwise be lost due to weak institutions (Premarathne, 2014) and, in addition, they increase 

allocative efficiency due to minimal intervention in the market (Burke and Myers, 2014).

Formal markets in agriculture can be described as the markets governed by high quality and 

food safety standards and where the activities of participants can easily be monitored and are 

regulated and characterised by high level of formalisation of transactions (Ferris et al., 2014). 

Formal markets have clearly defined grades, quality standards and safety regulations and 

prices are formally set, and smallholder farmers find it difficult to penetrate the formal 

markets, due to high transaction costs, high risks, missing markets and lack of collective action 

(Randela, 2005; Mangisoni, 2006). A distinguishing feature of formal markets from informal
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ones is the provision of quality assurance and this can take many forms such as compensation 

for unsatisfactory product performance and free repair and replacement, among others 

(Anbarci et al., 2012). The formal sellers are monitored by government authorities and can 

enter into binding contracts which can lead to them credibly providing such quality assurance 

to their customers (Bansal, 2016). Furthermore, because they must incur costs to repair or 

replace defective merchandise, formal sellers have also financial incentives to detect and 

eliminate defective products before they reach the market. The formal markets contribute to 

revenue accumulation on the side of government as it is a common practice that government 

taxes a fraction of profits of each seller in the formal markets, and the taxation may be in the 

form of income tax or value added tax (Abid, 2015; Anbarci et al., 2012).

These makerts are regarded as superior to the informal ones, well integrated and functioning 

and one of the requisite conditions for commercial agriculture (Wiggins and Keats, 2013; 

Nepal and Thapa, 2009). Commercial agriculture is defined as the farming that is oriented 

towards market participation whereby participants' main purpose is to sell commodities and 

the participation can be in output as well as input markets (Poulton et al., 2008). 

Nevertheless, often, formal markets' high formalisation of transactions and regulatory nature 

result in exclusion of small-scale farmers (Anyidoho and Steel, 2016), and this was criticised 

by scholars and development practitioners who argued that any development strategy that 

ignores the majority, who are small-scale farmers, will leave many trapped in poverty, as most 

of the smallholders will not be able to compete in the market due to resource constraints 

(Wiggins, Argwings, Kodhek, Leavy and Poulton, 2011; Jayne, Mather and Mghenyi, 2010).

Contrary to the viewpoint that informal markets are inferior to the formal ones and an ill to 

the economy, Chen (2012) indicated that these institutions coexist and complement each 

other in improving market access and economic integration. The "structuralist" school views 

the informal economy as surbodinated economic units that reduce transaction costs and, 

thereby, increase the competitiveness of the aggregate economy. In the informal economy, 

production, distribution, and employment relations tend to fall at some point on a continuum 

between pure "formal" relations (i.e. regulated and protected) at one pole and pure 

"informal" relations (i.e. unregulated and unprotected) at the other, with the formal and 

informal ends of the economic continuum often dynamically linked (Anyidoho and Steel, 

2016: Chen, 2007). Few informal enterprises, except perhaps some survival activities, operate
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in total isolation from formal markets. They supply raw materials to formal firms either 

directly or indirectly through intermediaries (some informal) (Chen, 2007). Not only the 

behaviour of informal actors but their outcomes are conditioned by formal economic, policy, 

and institutional environments and actors with which they are linked, whether directly or 

indirectly (Meagher 2013).

For example, in Ghana, there was evidence of input-output relations between informal and 

formal economies as street vendors acquired their stock from formal businesses who in turn 

relied on these decentralised informal vendors to market their (formal businesses) products 

(Anyidoho and Steel, 2016). In other cases, the informal businesses supplied raw materials to 

the formal businesses through use of middlemen (LNDC, 2015) and this is proof that informal- 

formal linkages were beneficial to both the informal and formal economies hence effective 

and efficient complementarity (Chen, 2007). Nevertheless, the informal actors were affected 

by trends in the macroeconomy as rising rate of currency depreciation and inflation in cost of 

inputs or supplies resulted in squeeze of profits since customers resisted corresponding 

increases in sale prices hence undesirable outcomes (Anyidoho and Steel, 2016).

For farmers, growing and harvesting a crop and rearing animals form only half of the battle 

because they must still market the produce. For smallholder farmers in sub-Saharan Africa, 

marketing produce remains a challenge. This group of farmers faces difficulties in marketing, 

even though individual smallholder farmers may be integrated with national or international 

markets (Shiferaw, Obare and Muricho, 2006). Before choosing a marketing channel, 

smallholder farmers consider the costs associated with transportation, profits, level of trust 

among the available brokers and familiarity of the markets, among other factors (Makhura, 

2001). In other instances, farmers market their produce through channels offering low prices 

because they either lack market knowledge or have difficulties in accessing markets that are 

more rewarding.

Most produce from smallholder farmers in developing countries is sold locally, with only a 

small amount exported. Generally, smallholder farmers market their produce individually in 

local markets, but make use of market intermediaries in international markets. Produce from 

smallholder farmers is sold to consumers and traders at the farm gate, usually through 

informal transactions where prices and terms of exchange are unofficially negotiated. These
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transactions between farmers and traders and between farmers and consumers most often

occur in spot markets (Ruijs, 2002; Kherallah and Minot, 2001). When compared to vertical 

coordination in the supply chain, some weaknesses are associated with spot markets. For 

instance, prices and conditions of delivery are negotiated for every transaction carried out on 

spot markets. This may result in increased marketing costs for the farmer. Moreover, farm 

gate sales tend to result in lower farmer revenue since the prices are relatively low and 

variable (Montshwe, 2006). Variable prices may result from the unavailability of scales for 

weighing produce, asymmetric market price knowledge and opportunistic behaviour by the 

more informed traders. In addition, at the farm gate, farmers may sell to their neighbours, 

even when the latter cannot pay immediately for the produce. However, smallholder farmers 

tend to prefer farm gate sales because they receive immediate payments and do not incur 

marketing costs such as transportation costs and tax payments (Shiferaw et al., 2006).

Smallholder and emerging farmers face difficulties in accessing markets, and, as a result, 

markets do not serve their interests. In South Africa's less developed rural areas, smallholder 

and emerging farmers find it difficult to participate in commercial markets due to a range of 

technical and institutional constraints. Factors such as poor infrastructure, lack of market 

transport, dearth of market information, insufficient expertise on, and use of grades and 

standards, inability to conclude contractual agreements and poor organisational support have 

led to inefficient use of markets, hence, results in commercialisation bottlenecks (Jari and 

Fraser, 2009). Furthermore, smallholder farmers lack vertical linkages in the marketing 

channels, which result in their exclusion from the use of formal markets (Makhura, 2001; 

Delgado, 1999; Wynne and Lyne, 2003). Smallholder farmers have weak financial and social 

capital and limited access to legal recourse, implying that it is difficult to change these 

negative market factors individually (Fenwick and Lyne, 1998). Thus, they are trapped and 

continue to operate within the given market constraints and they do not receive rewarding 

incomes from their agricultural activities.

The challenges faced by smallholder farmers in production and marketing usually result in a 

'low level equilibrium trap' as shown in figure 2.1. In the diagram, constraints, investment 

disincentives and the stagnant rural economy reinforce each other, leading to a reduction in 

market participation (Dorward and Kydd, 2005).
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Figure 2.1: Low level equilibrium trap in smallholder farming

Source: Dorward and Kydd (2005)

The factors illustrated in Figure 2.1 summarise the institutional and technical factors 

influencing marketing decisions amongst smallholder farmers. The institutional factors are 

discussed in detail in the subsequent sections. This can give an impression that these are the 

only factors influencing smallholder farmers' decisions. It is important to note that they form 

part of an array of other factors such as economic, social and political factors.

2.5 Institutional factors and agricultural marketing

2.5.1 Institutions
Institutions comprise of formal and informal rules of conduct that facilitate transactions 

between, or govern economic decisions within organisations (North, 2000; Kherallah and 

Kirsten, 2001). Institutions are also devised to structure political and social interactions and 

they create order and reduce uncertainty in an exchange (North, 1990). Together with the 

standard constraints of economics they define the choice set and therefore determine 

transaction and production costs and hence the profitability and feasibility of engaging in the 

economy (Jari and Fraser, 2009). To understand institutions, a distinction should be made 

between institutions and organisations, although these are often used interchangeably in 

everyday language (Williamson, 2000). In the context of institutional analysis, however, 

institutions are complexes of norms and behaviours that persist over time by serving some
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collectively valued purposes, whereas organisations are structures of recognized and 

accepted roles, formal or informal (Kirsten et al., 2009).

North (1993: 3) helps to clarify the link between institutions and organisation by stating that 

"it is the interaction between institutions and organizations that shapes the institutional 

evolution of an economy. If institutions are the rules of the game, organizations and their 

entrepreneurs are the players. Organizations are made up of groups of individuals bound 

together by some common purpose to achieve certain objectives. Organizations include 

political bodies (political parties, the senate, a city council, regulatory (bodies), economic 

bodies (firms, trade unions, fam ily farms, cooperatives, etc), social bodies (churches, clubs, 

athletic associations, etc), education bodies (schools, universities). The organizations that 

come into existence will reflect the opportunities provided by the institutional matrix. That is 

if  the institutional framework rewards piracy then piratical organizations will come into 

existence; and if  the institutional framework rewards productive activities then 

organizations—firm s—will come in to existence to engage in productive activities".

North (1990) and Williamson (2000) consider that institutions operate at both micro and 

macro levels. The macro level deals with the institutional environment that describes 

property rights, enforcement mechanisms, human behaviours, and power relations in an 

economy. It also includes beliefs, such as religions; norms, such as trust and lawfulness; 

constitutionally determined government structures; and legal systems. These elements of the 

institutional environment provide the structures in which economic decisions, actions (selling, 

buying, and negotiating), transactions, and flows (resulting from the aggregation of these 

transactions) are embedded. Economic growth through the growth of specialisation and 

exchange in an economy depends on the evolution of the institutional environment (Eaton 

and Meijerink, 2007).

In contrast, the micro level analysis (also known as the level of institutional arrangements) 

deals with the institutions of governance, which are consindered as a subclass of the 

institutional environment (Kirsten et al., 2009). These, according to North (2000), describe 

the sets of rules and structures governing the allocation and exchange of resources through 

specific transactions. Three broad categories of institutional arrangement can also be 

distinguished—namely gift exchange, hierarchies, and markets—with many hybrid forms
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combining elements from each so that the distinctions among these forms are often blurred 

(Kirsten et a l 2009).

These forms are found in different elements of the institutional environment described above 

(Hodgson, 2006). Gift exchange, hierarchies, and markets may be lying on a continuum of 

institutional arrangements with increasing emphasis on precision in the content of exchange, 

decreasing emphasis on the relationship between parties in exchange, decreasing 

interactions between different transactions involving the same parties (over time and across 

different goods and services), and increasing demands on the wider institutional environment 

(Dorward et al., 2009). Gift exchange is based on shared values that stress shared 

responsibilities in social groups with deliberately imprecise terms of mutual obligations that 

are heavily reliant on investment in social values and social capital. Hierarchies use 

organisational command and control to allocate resources (Kirsten et al., 2009). They are the 

basis for operations by governments, parastatal agencies, and most non-governmental 

organisations.

The basic argument for the role of informal institutions in economic activity is that it reduces 

transaction costs. In most developing countries, particularly in their rural agricultural sector 

where the formal institutional architecture is either absent or in a poor state, informal 

institutions gain prominence by playing a more active role in reducing any kind of transaction 

costs that engage in all the stages of their agricultural value chain (Premarathne, 2014). The 

role of institutions in economic activity is that of facilitating exchange and managing natural 

resources and this role of institutions in facilitation has three components including the 

coordination of exchange, low cost exchange and provision of incentives (Kherallah and 

Kirsten, 2001).

Institutions facilitate coordinated exchange and resource management and this coordination 

is needed at several levels. At the most basic level, coordinated exchange involves the reliable 

bringing together of buyers and sellers but if an economy includes more complex economic 

activities and supports specialisation, another level of coordination is needed as 

entrepreneurs must be able to obtain their various requisite resources and to exchange with 

buyers (Dorward et al., 2009). Access to these transactions must be reliable in terms of price, 

quality and timing if the activities are not to be too risky. This second level of coordination
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may be termed "complementary coordination", and economic development, with 

increasingly technical processes and specialisation, generally involves an increasingly 

complex, dense and extensive web of complementary relationships (Kirsten et al., 2009).

The institutions such as contracts and enforcement mechanisms, commercial norms and 

rules, and habits and beliefs favouring shared values and accumulation of human capital 

facilitate the low-cost economic exchange, management of resources and encourage trust 

amongst the economic participants (Chang, 2010). The institutions also provide incentives 

and resource management in that they create profitable investment and exchange and 

through this they encourage entrepreneurs and society more broadly to look for and invest 

in these opportunities and to invest in infrastructure development and technical and 

institutional innovation (North, 2000).

The institutions are divided into informal and formal institutions. The informal institutions 

refer to the non-legal rules of the game that are enforced usually by peers and they include 

norms of behaviour, conventions, self-imposed codes of conduct, culture, value systems, 

sociological trends, beliefs and religions (Hodgson, 2006). The informal rules are important as 

they can constrain and mould human behaviour in many and significant ways. North (1990) 

suggested that the governing structure is overwhelmingly defined by informal rules, because 

once they are established, they constrain individual actors. Informal rules are important, 

particularly amongst smallholder farmers in developing countries, because many exchange 

relationships are based on ethnical or kinship ties (Jari, 2009). For instance, smallholder 

farmers offer services to relatives even if it would be more efficient not to offer the services.

Formal rules refer to legal rules such as laws, regulations, constitutions, contracts, political 

systems and markets, and these are enforced usually by the government (North, 2000). These 

underlying institutions govern the way societies and states are organised and determine the 

incentive structure in an economy (Kirsten et al., 2009). Ensminger (1992) and Matabi (2012) 

pointed out that since bargaining typically takes place 'in the shadow of the law', formal rules 

are important. However, Hodgson (2006) argued that formal rules in fact occupy a very small 

proportion of the guides to everyday behaviour and actions. North (1990) explained that the 

law can only shape the outcome of private bargaining by serving as a backup mechanism for 

resolving disputes that cannot be resolved privately. This implies that both formal and
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informal institutions are equally important as societal relationships are governed by both and 

these types of institutions can facilitate and/or impede economic growth and development 

(Hodgson, 2006).

In addition, Lekovic (2012) argued that agricultural development does not only depend on 

formal institutions and differences in the level of agricultural outputs cannot be explained by 

formal institutions alone. Although developing countries have introduced similar types of 

formal institutions (organisations, markets, rules and regulations, constitutions, etc) without 

investigating the role of informal institutions, their growth rates vary considerably according 

to the contribution level of both formal and informal institutions (Premarathne, 2014). 

Therefore, it is assumed that agricultural growth not only depends on economic factors like 

capital, land and labour, but also on the quality of formal and informal institutions.

2.5.2 Markets and institutions
Smallholder farmers find it difficult to penetrate the formal markets, due to high transaction 

costs, high risks, missing markets and lack of collective action (Randela, 2005; Mangisoni, 

2006). In the agricultural context, Kherallah and Minot (2001) explained that informal markets 

embrace unofficial transactions between farmers and from farmers directly to consumers. In 

summary, institutional aspects in marketing include transaction costs, market information 

flows and the institutional environment.

Transaction costs related factors are the main impediments and determinants of market 

participation. They have been used as definitional characteristics of smallholder farmers and 

as the main factor responsible for market failure in developing countries. However, they pose 

challenges relating to measurements (Alene et al., 2008; Ramoroka, 2012). Sufficiently high 

transaction costs prevent smallholder farmers from market participation and as a result these 

costs are not observed. Even if exchange takes place, these costs cannot be easily recorded 

in a survey (Alene et al., 2008). High transaction costs are one of the major factors 

constraining growth of smallholder agriculture in African countries and this is largely 

attributed to poor infrastructure. High transaction costs limit their participation not only in 

output markets but even in input markets (Bwalya et al., 2013) and excessive transaction costs 

cause smallholders to produce and market very limited amounts of produce or even lead to 

farmers producing only for subsistence purposes (Tadesse and Bahiigwa, 2015).
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To participate in markets, smallholder farmers must determine who to deal with, what the 

terms of trading are, negotiate bargains, draw up contracts and undertake the inspections 

needed to make sure that the terms of the contract are being observed (Makhura, 2001; 

Ramoroka, 2012). This process is often very costly and farmers may not realise or account for 

these costs (Maltsoglou and Tanyeri-Abur, 2005). Transaction costs tend to reduce the net 

benefits of exchange resulting in low or no market participation by smallholder farmers 

(Matungul, 2002).

To overcome these problems, there were various responses to the institutional challenges by 

farming communities. For instance, to overcome the problems of lack of bargaining power, 

the smallholders formed cooperatives and collective marketing associations to reduce 

transaction costs and to develop the bargaining power (Valentinov, 2007). Mellor (2009), 

Sexton and Iskow (1986) and Kherallah and Kirsten (2001) stated that cooperatives provide 

institutional advantages to the farmers and the advantages include, among others, farmers 

cooperatives avoid the effects of their trading partners' market power; thus they improve 

farmers' negotiating power (Mellor, 2009); farmers' transaction costs of accessing input and 

output markets are reduced as farmers are assured of the supply of the right inputs and 

markets for their produce (Nilsson, Svendsen and Svendsen, 2012); cooperatives reduce 

aspects of the risk and uncertainty that plague farming and they can also provide the option 

of providing collateral to farmers (Valentinov, 2007); and cooperatives can also reduce the 

transaction costs resulting from information asymmetries (Crooks, 2004).

Nevertheless, in some cases, the undesirable outcomes were obtained from these institutions 

as the agricultural cooperatives were confronted with various problems which were a result 

of the heterogeneity of peoples' preferences, incentives and interests and they could render 

cooperatives inefficient (Valentinov, 2007). The vaguely defined property rights were 

identified as one of the major causes of inefficiency in cooperatives (Sykuta and Cook, 2001) 

and they included common property problems whereby farmers' equity contribution is not 

proportionate to the distribution of benefits (Nilsson et al., 2012). In addition, the horizon 

problem, whereby farmers captured benefits from their investment only over the time 

horizons of their expected membership in the organisation, which causes bias towards short
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term investment and/or under-investment, was a factor that led to the failures of collective 

efforts (Crooks, 2004). The other factor that led to failure were monitoring problems where 

decision management is allocated to specialists who are not residual claimants. They 

influence cost problems whereby some groups of members may have opposing interests and 

thus engage in costly lobbying activities as well as decision problems where the large number 

and heterogeneity of members complicate reaching consensual decisions (Valentinov, 2007).

Another response to the institutional challenges facing smallholder farmers was the 

establishment of contractual agreements with trading partners as contract farming reduces 

transaction costs and risks (usually caused by uncertainty and imperfect competition) 

associated with market exchange (Bijman, 2008; Antonaci, Demeke and Soumane, 2013). 

Contract farming is agricultural production carried out according to a prior agreement in 

which the farmer commits to producing a given product in a given manner and the buyer 

commits to purchasing it (Minot, 2011). It specifies the volume to be delivered, the quantity 

of the commodity supplied, the price and the delivery dates (Sartorius and Kirsten, 2006). The 

basis for contract farming arrangements is the commitment on the part of the farmer to 

provide a specific commodity in quantities and at quality standards predetermined by the 

purchaser and a commitment on the part of the purchaser to buy the commodity (Eaton and 

Shepherd, 2001; Duma, 2007).

However, Eaton and Shepherd (2001) and Bijman (2008) argued that to realise these positives 

certain pre-conditions are necessary and it is not ideal to initiate a contract farming venture 

when the pre-conditions are not met. It is essential that both the farmer and the buyer 

perceive that there will be gains that cannot be achieved through any other alternative 

arrangement (Stessens et al., 2004; Ojediran, 2011; Eaton and Shepherd, 2001). In addition, 

Anseew (2013) argued that it is important that mutual trust and respect exist between the 

contracting parties as this will make it easy to work within the tenets of the contract.

There should be mutual gains for the contacting parties and this will lead to mutual trust and 

respect. There must be reciprocal dependency in the contractual arrangement (Ojediran, 

2011; Anseew, 2013; Woodend, 2003). There should be a system of input and output markets 

that cannot be met through open market purchases (Stessens et al., 2004). Government
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should provide support through an enabling environment and regulatory role (Minot, 2011). 

The physical environment must be generally suitable in terms of utilities and communication, 

land availability and tenure, and input availability (Eaton and Shepherd, 2001). Cultural 

attitudes and practices should not conflict with farmers' obligations under the contract (Eaton 

and Shepherd, 2001; Oswaldo, 2008; Da Silva, 2014). There should be transparency among 

the stakeholders (Ojediran, 2011) and this will improve small-scale farmers' access to finance 

and credit (Jaeger, 2010).

In cases where such conditions prevailed the concept of contract farming was successful. 

Nevertheless, Kirsten and Sartorius (2002), Enchanove and Steffen (2005) and Ojediran (2011) 

indicated that contract farming has not been as effective in other cases due to various 

challenges including:

• Farmers were indebted due to production problems and advances from the 

buyers.

• Farmers lost autonomy as they operated under a centralised control system.

• The buyers were unreliable and as such exploited the farmers who in such cases 

became quasi employees of the buyers/agribusinesses.

• The producers were exposed to the risk of both market failures and production.

• The buyers were biased towards bigger producers due to lower transaction costs 

and bigger initial asset base.

• Dependence on a single buyer that might fail or lose interest in the business 

relationship.

2.5.2.1 Market information
Market information is critical to market participation decisions among small-scale farmers as 

it allows farmers to make well informed business decisions in tems of production, marketing 

and finance (Tadesse and Bahiigwa, 2015). Access to information allows farmers to identify 

the right buyer, the right price, the right grades and standards of the product. The necessary 

information includes information on consumer preferences, quantity demanded, prices, 

produce quality, market requirements and opportunities (Ruijs, 2002). Of equal importance 

is the source of market information because it determines accuracy of the information 

(Makhura, 2001). There must be an institutional framework that facilitates information flow.
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However, where such framework does not exist, access to information is dependent on social 

capital, that is, neighbours, friends and relatives (Gani and Adeoti, 2011). Sahkonen and 

Leathers (1999) indicated that in many developing countries small-scale farmers have 

difficulties in accessing market information which puts them in a disadvantageous marketing 

position. The small-scale farmers are dependent on informal networks due to weak public 

marketing information systems (Tadesse and Bahiigwa 2015).

However, these informal networks do not always provide up to date and reliable information, 

making the quality and usefulness of the information doubtful (Jari, 2009). The farmers are at 

a risk of exploitation due to the opportunistic behaviour of the better-informed middlemen 

or traders (Kahkonen and Leathers, 1999). For instance, Mangisoni (2006) explained that 

smallholders usually accept low prices for their crops when the broker informs them that their 

produce is of poor quality. Smallholder farmers accept these low prices mainly because they 

are unable to negotiate from a well-informed position.

2.5.2.2 Grades and standards
In both the developed and developing countries, consumers demand quality products in 

terms of physical attributes and safety and they only buy when the product has desired 

attributes and its safety for consumption is guaranteed (Ncube, 2014; Kherallah and Kirsten 

2001; Jari and Fraser, 2009). That is, the product composition, consistency, safety and 

presentation influence the customers' purchasing decisions (Jongwanich, 2009).

Developed countries have become a major destination of many agricultural exports from 

developing countries. However, access to these developed country markets has been a major 

challenge to smallholder farmers as they are not able to meet grades and standards 

demanded by these markets (Maertens and Swinnen, 2009). Also, in most cases these small- 

scale farmers are not able to meet even the grades and standards demanded by the domestic 

consumers. In addition, institutions for determining market standards and grades tend to be 

poorly developed in smallholder farmers' environments (Jongwanich, 2009). Due to 

uncertainty on the reliability and quality of their goods, they usually cannot get contracts to 

supply formal intermediaries such as shops and processors (Herzfeld et al., 2011). This 

indicates that only well-organised farmers can benefit from trade liberalisation by adopting 

strict quality control measures and obtaining the necessary certification for their goods.
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2.5.2.3 Organisation in markets
Small-scale farmers face many constraints that impede them from taking advantage of market 

opportunities. Often, they live in the remote areas with a poorly developed socioeconomic 

environment and they face high transaction costs that significantly reduce their incentives for 

market participation (Fischer and Qaim, 2012). They also are not organised as they usually 

sell their agricultural produce individually and directly to the consumers without linking with 

other market participants which implies lack of collective action amongst smallholders 

(Kherallah and Kirsten, 2001). This individual approach to marketing reduces their bargaining 

power and makes them vulnerable to price exploitation by their exchange partners 

(Valentinov, 2007). Also, they are characterised by inability to realise economies of scale 

(Lipton, 2005).

In a globalised world, there has been a response in the form of institutional arrangements 

such as cooperatives, farmer organisations and contract farming in order to address the 

problems associated with a lack of collective action and to meet the needs of the modern 

consumer (Kherallah and Kirsten, 2001). Agribusiness firms and financiers consider 

smallholders as high-risk entities and this has led to agribusiness firms favouring contracts 

with large-scale farmers, such that small-scale farmers are excluded from these contracting 

arrangements (Ojediran, 2011; Key and Runsten, 1999). Lack of facilitation in the formation 

of producers' associations or other partnership arrangements makes it more difficult for 

smallholder producers to participate in formal markets. The greater the degree of 

organisation in the market, the smaller the transaction costs are likely to be and the easier it 

is to benefit from the exchange opportunity (Fischer and Qaim, 2012; Jari, 2009; Frank and 

Henderson, 1992). However, lack of collective action among smallholder farmers denies them 

entry into formal market channels.

2.5.2.4 Legal environment
There are many drivers for market efficiency and legal institutions are one of them as these 

regulatory institutions have an influence on the market activities and the costs of market 

exchange (Cordon et al., 2014). The formal institutional development of a society has a 

considerable influence on transaction costs (Zhang et al., 2014). For instance, Jari (2009) 

affirmed that if trade laws are transparent then agreements can be legally enforced, leading
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to information accessibility and lower costs. In other words, effective legal institutions may 

improve the organisation of the marketing channels and decrease marketing costs.

Gong et al. (2010) indicated that in countries where legal systems enforce private property 

rights, support private contractual arrangements, and protect the legal rights of investors, 

markets flourish. However, in many developing economies, laws are not always executed and 

enforced correctly, bribery and cheating are often not penalised, courts are out of reach for 

most the population, and market rules are often not transparent to the producers and traders 

(Beck and Levine, 2003). In addition, formal contract enforcement mechanisms are weak 

(Fafchamps, 1996). It is even worse for the smallholder farmers because they lack lobbies in 

the legal environment. As a result, rural trade prospers where trust has been developed based 

on repeated transactions or informal relationships (Zhang et al., 2014; Jari, 2009). Hajjar 

(2015) and Montefrio et al. (2015) argued that an unfavourable legal environment creates a 

significant barrier to entry into formal agricultural trade and limits participation by 

smallholders in the modern marketing system. According to Kherallah and Kirsten (2001), in 

many developing economies, the situation of agricultural markets and smallholders in 

particular is mainly a result of poor institutional development.

2.6 Synopsis
The chapter discussed a theoretical framework for the current study and reviewed literature 

on the main institutional factors influencing marketing behaviour of smallholder farmers. The 

role that is played by smallholder farmers in an economy, including their potential 

contributions, has been highlighted. Such contributions include poverty alleviation, equitable 

distribution of income and linkages for economic growth. The institutional factors that pose 

challenges among smallholder farmers in marketing agricultural produce were discussed.

Based on the institutional discussions, it was being concluded that these factors curtail 

opportunities for smallholder farmers and usually lead to a premature and rapid exit of 

smallholder farmers from formal markets. The main institutional factors influencing 

smallholder farmers' decisions to market include high transaction cost, inadequacy of market 

information, insufficient expertise on, and use of grades and standards, inability to conclude 

contractual agreements, poor organisational support and an unfavourable legal environment.
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The chapter has described the situation regarding small-scale mohair farming in the world, 

and the focus was on production as well as participation in markets. The factors that enhance 

or limit production as well as market participation were highlighted, and this provides 

direction and a benchmark for documenting the structure of the mohair industry of Lesotho 

in the next chapter.
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CHAPTER 3 
THE LESOTHO MOHAIR SECTOR

3.1 Introduction
This chapter focuses on the structure of the Lesotho mohair sector, giving special attention 

to the developments influencing the structure of the sector. To achieve this, the chapter is 

organised as follows. The first section presents an overview of the country and is followed by 

a brief explanation of the economic importance of mohair. Thirdly, the historical background, 

mohair related national policies and marketing of mohair with attention to the marketing 

structure, policies and strategies are presented. In the fourth section, the chapter examines 

the major factors limiting mohair production in the mountain kingdom, while the last section 

focuses on the mohair processing sector in the country.

3.2 An overview of Lesotho
Lesotho is a constitutional monarchy that is ruled by the King and governed by a 33 -  member 

Senate or upper house comprising of 22 Principal chiefs and 11 technocrats, and a 120 -  

member National Assembly from which a Prime Minister is elected, and the incumbent shall 

head the executive (World Bank, 2016). The country's constitution allows for an electoral 

cycle of five years with the prime ministerial term unlimited.

The country has witnessed a gradual transition from an election system based entirely on the 

Westminster system to one which combined aspects of the Westminster system such as the 

First-Past-The-Post (FPTP) and modified approaches of Mixed Member Proportional systems 

(MMP). With this new system, 80 seats for National Assembly (NA) were retained and an 

additional 40 seats were added under the proportional representation (PR) system from party 

lists. The new 40 seats were to be allocated on a compensatory basis to ensure inclusiveness 

in the National Assembly and to prevent the type of landslide that led to instability in 1998 

(UNDP, 2014). Since the reforms, Lesotho has held three additional elections in 2002, 2007 

and 2012. In 2005, local government elections were held for the first time and they also 

applied the FPTP electoral system. The second local government elections were held in 2011 

and applied the MMP electoral system (Ministry of Local Government, 2013).
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In recent times, Lesotho's political climate has been in flux with the country seeing its first 

coalition government after the elections held in 2012. A snap election was held three years 

later, in 2015, and yet another coalition government was formed. The current seven-party 

coalition government is led by the Democratic Congress Party and it controls a small majority 

of only 65 of the 120 parliamentary seats (Ministry of Trade and Industry (MTI), 2015).

One distinctive feature of the Lesotho's economy is that the Gross National Product (GNP) is 

substantially larger than the Gross Domestic Product (GDP). This gap is caused by the large 

value of factor income from abroad, which mainly comprises migrant workers' remittances 

from RSA mines (World Bank, 2016). The Gross Domestic Product (GDP) has grown at an 

average rate of 4% in the past 10 years. In 2015/16, growth was estimated to have declined 

to 1.7% mostly due to lower growth in South Africa, lower global growth prospects, and the 

drought. It is expected to remain low at about 2.4% in 2016/17 (CBL, 2015: African Economic 

Outlook, 2016). The main contributor to this growth has been the industrial sector, which has 

consistently accounted for an average 40% of sectoral output in the past 10 years (MTI, 2015). 

The primary sector contribution to GDP has declined significantly in recent years, 

relinquishing its position as the mainstream of the economic growth in Lesotho. The share of 

agricultural output has dropped from 30% in the early eighties to around 10% in 2013 (LNDC, 

2015). Severe drought has been the main contributor to this unfavourable situation (CBL, 

2014). The service sector has however increased its contribution to GDP. This situation is 

attributable mainly to increased Government spending on social services that include 

education and healthcare (LNDC, 2012).

Lesotho has one of the highest adult literacy rates in sub-Saharan Africa (94.6%, with 90.6% 

among males and 98.6% among females). The Net Enrolment Ratio in primary education fell 

below 80%, to 76.6% in 2014. The female-male enrolment ratio in primary schools in 2014 

was 96.1 females per 100 males, while the trend was the opposite at the secondary school 

level (Africa Economic Outlook, 2016). Universal access to primary education was supported 

by various measures such as school feeding programmes, child grants, construction of schools 

to reduce walking distance, the provision of learning materials and integration of children 

with special educational needs into primary schools (UNDP, 2014).
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Despite these developments the country is faced with a number of challenges that require 

new growth engines, a more streamlined role for the state, and a dynamic private sector to 

seize opportunities in the Southern African market (World Bank, 2016). Public spending grew 

from 45% of GDP in 2004/05 to about 59% in 2015/16, mostly due to the increase in the wage 

bill which was 22% of GDP in 2015/16, one of the highest in the world. The level of public 

spending is unsustainable, and it can no longer be relied upon to drive growth (International 

Monetary Fund, 2015).

The country faces an unemployment rate of 40% and low productivity employment is 

widespread, especially in rural areas (Central Bank of Lesotho, 2014). A 2010/11 household 

budget survey showed that an estimated 57 percent of the population lives below the poverty 

line, and that the Gini coefficient based on consumption is estimated to be 0.6. Poverty has 

decreased in urban areas, while it has increased in rural areas (WB, 2016). Lesotho is also 

regarded as one of the most unequal societies in the world, as measured by the Gini 

coefficient, which is around 0.6 (African Economic Outlook, 2016). The situation has been 

attributed to nepotism, cronyism, hypocrisy, greed and corruption that characterise both the 

public and private sectors in the country (Directorate on Corruption and Economic Offences, 

2015).

Several factors hinder Lesotho's private-sector growth, affecting both Foreign Direct 

Investment (FDI) and the growth of local businesses. All quantitative measures suggest that 

business regulations seriously constrain growth (LNDC, 2015: WB, 2016). Despite making 

progress in streamlining business and property registration and in establishing and operating 

a credit bureau, Lesotho ranks low on key Doing Business Indicators, such as dealing with 

construction permits, accessing finance, and the cost of capital. These are constraints on 

domestic entrepreneurship, suggesting that the domestic private sector remains dependent 

on the state and non-tradable sectors (World Bank, 2016).

Institutional strengthening to support trade and investment, hence economic growth, could 

prove to be essential. While Lesotho has made strides in this regard there is room for further 

improvement. For example, the private sector currently remains fragmented and ineffective 

as far as advocating for pro-business policies (Commonwealth, 2014). There are also 

insufficient central sources of comprehensive business information to facilitate trade and
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investment decisions (LNDC, 2012). Nevertheless, cognisant of the economic constraints and 

limitations, the government of Lesotho engages in formulating economic revival strategies in 

collaboration with various international agencies. The objective of these interventions is to 

promote sustainable growth and development, as well as alleviating widespread poverty 

(LNDC, 2015: Commonwealth, 2014).

3.3 Economic importance of mohair in developing countries
Goat Industry Council of Australia (GICA) (2014) defined mohair as the woolly coat covering 

the goats and usually when people mention mohair reference is made to a silk-like fibre or 

yarn made from the hair of the goat, usually the Angora breed. The word mohair was adopted 

into English before 1570 from the Arabic word "Mukhayyar" which means a type of haircloth. 

Mohair is durable and resilient and notable for its high luster and sheen and it takes dye 

exceptionally well. It is warm in winter as it has great insulating properties, while remaining 

cool in summer due to its moisture wicking properties.

Because of these properties, it is a luxury fibre and is usually more expensive than wool that 

comes from sheep. It is used in the making of knitted products and fine garments including 

winter scarves, winter hats, sweaters, coats, socks and home furnishing (Dellal et al., 2013). 

Also, it is used in the making of carpets, wall fabrics, high grade doll wigs, etc. The products 

made of mohair fetch very high prices at both local and international markets. Mohair may 

be used as a substitute for fur (Dellal et al., 2013; Guercio, 2015: MTICM, 2012).

The use and price of mohair are usually based on the quality of the mohair fabric. Quality and 

profitability of mohair are determined by the fleece traits including fibre diameter and fleece 

weight (McGregor, Butler and Ferguson, 2012). Other quality traits that contribute to both 

the processing and consumer satisfaction of natural fibres such as standard deviation of fibre 

diameter and spinning fineness are, of late, given much consideration in the determination of 

mohair quality (Visser et al., 2009).

Mohair is a vital source of foreign exchange and economic growth for some of the world's 

poorest countries as most of them export bigger shares with a few exceptions such as Turkey 

in which more of the crop is bought and distributed to the domestic market (Dellal et al., 

2013). It contributes significantly to the value of exports and Gross Domestic Product of many 

countries (Eastern Cape Provincial Government, 2010). Based on value, mohair exports rank
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third in terms of total exports from Lesotho and ranks fourth in terms of contribution to 

agricultural Gross Domestic Product (Bureau of Statistics (BOS), 2012). Adoko (2014) and 

Matebesi-Ranthimo (2014) argued that this potential is far more than current contribution 

and that it can only be fulfilled if the productivity and smallholder market participation can 

be improved.

It is also an important source of employment as it provides millions of jobs in production, 

related processing and textile sub-sectors globally (Dellal et al., 2013). The employment 

potential of the mohair sector is even greater when taking into account forward and backward 

linkages and externalities (Eastern Cape Provincial Government, 2010).

3.4 Global Mohair Production
South Africa is recognised as the most reliable source of mohair in the world because angora 

goats grow their fleeces all year-round which allows farmers to auction their produce two 

seasons a year for summer and winter sales. It produces around 50% of the world's mohair 

and on average the annual average commercial production is about 2723 tonnes which makes 

South Africa the largest mohair producing nation in the world (MTI, 2015). Lesotho is the 

second largest mohair producer followed by Argentina. Mohair is also grown in several 

countries, mainly the semi-arid areas of the USA, Turkey, and small quantities in Australia and 

New Zealand (DAFF, 2011).
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Table 3.1: Mohair output in the world

Mohair Production per year (tonnes)

Country 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

South Africa 3600 3400 3000 2900 2600 2300 2230 2350 2400 2450

Lesotho 900 920 920 840 800 750 700 600 690 750

Argentina 500 490 520 480 520 550 620 629 635 644

USA 400 420 420 500 510 500 540 558 565 572

Turkey 400 330 360 340 400 410 433 433 461 470

Australia 90 106 119 119 159 170 186 198 210 213

New

Zealand

40 49 43 50 63 90 95 100 100 130

Source: Ministry of Trade and Industry of Lesotho, 2015.

During the period 2005 up to 2014, the mohair production volumes from the two leading 

producers, South Africa and Lesotho, showed a decline due to severe drought that was 

experienced in the two countries (see Table 3.1). Nevertheless, the mohair production has 

shown recovery since the year 2012, but not to pre-2009 levels (Mohair South Africa, 2015). 

In Lesotho, the recovery was attributed to the improved climatic conditions and animal 

production systems in terms of disease control, veld regeneration and supplementary feeding 

among others (MTI, 2015).

The mohair produced in South Africa and Lesotho is mainly exported to Europe and Asian 

countries including Taiwan, Japan, Korea and China. Prior to 2010, the United Kingdom was 

the major destination of the mohair from the two Southern African countries but there have 

been changes to the trends. China is now the leading market as it accounts for around 32%, 

followed by Italy accounting for about 31%, the United Kingdom accounting for 14%, Taiwan 

accounting for 9% and Japan accounting for 5% (Mohair South Africa, 2015). The lowest 

importers of mohair from these areas during the period 2012 up to 2014 were Bulgaria at 4%, 

Egypt 3% and Korea at 1% (MTI, 2015). Production from countries such as USA, Turkey, 

Australia and New Zealand is mainly absorbed by the domestic markets in those countries 

(LNDC, 2012: Cull, 2011). However, there has been external/ global interest in the mohair 

produced from Australia as the quality has improved over the last five years to an extent that
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some prominent international buyers have declared Austaralia the best quality mohair 

producer (Lee, 2015). For example, in 2014, at an auction in Narrandera, New South Wales, 

bales of the finest Australian fleeces fetched record prices and in one instance selling for 

$56.50 per kilogram (Savio, 2015).

The ten-year period prior to 2005 was characterised by fluctuating and generally low mohair 

prices across the world markets (Mohair South Africa, 2011; MTI, 2015). Since 2005, the world 

started to witness increases in mohair prices as the mohair producer prices started to increase 

at a slow pace to approximately R58.47/kg and then a consistent increase to between 

R78.08kg and R78.38/kg until a slight decline occurred in 2008 to approximately R71.33/kg. 

During the period 2009 up to 2013, mohair producer prices took a positive direction with a 

consistent increase until a peak was attained in 2014 at approximately R204.01/kg. The 

reason advanced for the price increase was the decline in production causing less supply in 

the market and thereby causing the price to climb (LNDC, 2015: DAFF, 2015).

3.4.1 Profile of the Lesotho mohair farmers
In Lesotho, the mohair sector is dominated by many farmers with flocks of less than 100 head 

and those who own less than 40 goats dominate the group as their stock forms 60% of the 

goat population. The farmers with flocks of less than 40 heads produced about 33% of the 

nation's total mohair production for the period 2010 to 2012 as recorded at official mohair 

outlets. Although their stock forms a smaller part (15%) of the total goat population, farmers 

with flocks of more than 100 head dominate in terms of the amount of mohair handled and 

sold through Livestock Products Marketing Services (LPMS). This group of farmers was 

responsible for about a third of the total mohair sold through LPMS (Department of Livestock 

Services, 2012) (see Table 3.2).
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Table 3.2: Mohair production and flock sizes, Lesotho

Percentage Distribution of Mohair Production in terms of Flock Sizes

Total Mohair Produced Nationally 

(2010-2012)

Mohair from flock 

less than 40 heads

Mohair from 

flocks between 

41-100 heads

Mohair from 

flocks above 100 

heads

2 050 000 kgs 33% 34% 33%

Percentage Distribution of goats in terms of flock sizes in the Country

Total Number of Goats kept 

Nationally

Flock less than 40 

heads

Flocks between 

41 and 100 heads

Flock above 100 

heads

820 000 head 60% 25% 15%

Source: Department of Livestock Services (2012)

As has been indicated earlier, there has been a history of illegal mohair sales (smuggling). It is 

believed that much of the mohair produced by farmers with flocks of less than 40 head is sold 

to smugglers. According to Department of Livestock Services (2012), the larger portion (60%) 

of total population of goats is from flocks of less than 40 heads. However, official records in 

terms of mohair sold present a different picture that has led to the belief that much of their 

production is sold through illegal channels. This conviction is consolidated by reported cases 

of Lesotho-type mohair being sold in magisterial districts just outside Lesotho (Mokitimi, 

1996) (see Table 3.3).
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Table 3.3: Percentage distribution of mohair sold through LPMS from different categories 
of farmers for the period 201-2012

DISTRICT Mohair from 

flock less 40 

head

Mohair from flock 

between 41-100 

head

Mohair from flock 

between 101-200 

head

Mohair from 

flocks of more 

than 201 head

Butha-Buthe 10% 20% 29% 41%

Berea 10% 15% 25% 50%

Leribe 10% 19% 31% 40%

Maseru 9% 4% 32% 55%

Mafeteng 8% 12% 30% 50%

Mohale's Hoek 22% 15% 23% 40%

Quthing 15% 25.5% 30.5 29%

Qacha's Nek 21% 18% 30% 31%

Mokhotlong 5% 6% 29% 60%

Thaba-Tseka 10% 9% 22% 59%

AVERAGE 12% 11.9% 23.4% 37.9%

Source: Department of Livestock Services (2012)

3.5 Historical development of mohair industry
Mohair production in Lesotho began in the 1870s, barely 40 years after the founding of the 

nation by King Moshoeshoe 1. Basotho acquired goats through labour migration and 

employment on the South African farms and, sometimes, through stock theft (Mokitimi, 

1996). Prices were high at the time and contemporary reports agree that the principal 

motivation for the acquisition was the cash income to be gained from mohair sales. By the 

end of the 19th century, most of the goat flocks had been transformed from traditional meat 

producing breeds to the exotic angora goats (Ministry of Agriculture and Food Security 

(MAFS), 2003).

Stutley (1960) explained that Basotho agricultural produce including mohair found ready 

markets in the neighbouring Orange Free State (now Free State Province) and in the diamond 

and gold mining fields. By the 1890s, Lesotho was becoming well integrated into the South 

African market economy and was widely described as prosperous. This led to the 

establishment of trading stations by foreign businesses where the growing agricultural
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production was exchanged for consumer goods and farm implements (Hunter, 1987). Mohair 

and wool were not exceptions in these transactions.

Around 1900, Lesotho's grain exports were significantly reduced due to increased 

competition from cheap American and Australian grain. In response, Basotho turned to the 

complementary pursuits of labour migration and wool and mohair production. Between 1910 

and 1941, the angora population increased ten-fold from 100 000 to 1 million goats (Mokitimi, 

1996). However, a combination of severe drought, range degradation, and world economic 

depression-induced falls in wool and mohair prices, sheep and goat populations fell by half 

between 1941 and 1947 (Hunter, 1987).

Surprisingly, the decline in wool and mohair production did not result in reduction in numbers 

of traders. Instead, the period saw entry of many small traders and hawkers competing for 

farmers' business (wool and mohair) comprising of Basotho and Indian people (Rantheba, 

1985). However, the situation changed following the war between Basotho and the colonial 

administration that led to many traders fleeing the country. MAFS (2003) stated that the 

trading structure became markedly more concentrated as more small traders and hawkers 

entered and acquired the licenses and stations of those who fled. By the 1950s, Frasers (a 

trading chain in Southern Africa) owned 55% of trading stations in all populous and high 

producing areas of Lesotho. In the 1980s, Frasers had about half of the private licences for 

mohair purchases (Rantheba, 1985).

Mokitimi (1996) highlighted that the level of hawking declined in the late 1970s as hawkers 

were forbidden from trading in mohair and wool as authorities attempted to control more 

closely the classing of fleeces. Again, the decline in hawking was because capital requirements 

and transport costs increased, hawkers had to buy and sell in small lots and operated in the 

areas some distance from established trading stations (MAFS, 2003). Their profits were 

relatively low hence many of them (hawkers) exited and the traders occupied a relative 

monopsony position in their trading locale (Ministry of Trade and Industry, Cooperatives and 

Marketing (MTICM), 2012).
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Rantheba (1985) and Mokitimi (1996) indicated that the position of the traders was 

strengthened further by the Basutoland Traders Association (BTA) which was formed to lobby 

the government. The Association sought to limit the entry of Indian traders into the business, 

fearing "unfair" competition of the allegedly narrower Indian trading margins. The BTA also 

sought to restrict the number of licenses granted for any one trading location and to limit the 

number of new entrants into the industry. The Association succeeded in its mission as 

Basotho and Indian traders were denied licenses and where granted they were to the most 

undesirable locations (Hunter, 1987).

Traders themselves adopted a number of trading practices which effectively limited 

competition. Traders introduced provision of credit against commodity sales scheme where 

farmers could purchase consumer goods on credit but had to pledge their output as collateral 

(MTICM 2012; MAFS, 2003). Although the credit was often useful and even necessary, it 

limited the ability of farmers to "shop around". They also introduced payment with script or 

chits where traders would not pay cash but would give farmers chits to be used for the 

purchase of consumer goods in their stores. This effectively bound the farmers to sales and 

purchases from the same trader (Mokitimi, 1996; Hunter, 1987).

As a result of these practices, there was widespread belief amongst farmers that traders were 

taking advantage of them. The marginalised Basotho traders also demanded increased 

participation in trading (Basutoland National Council (BNC), 1984).

The government, with the urging of the Catholic Church, encouraged and facilitated the 

formation of the cooperative societies to provide greater competition in the purchase of wool 

and mohair as well as to eliminate what was thought to be excessively high traders' margins 

(Basutoland National Council, 1984). By 1968, 14 cooperatives had been formed across the 

country (Hunter, 1987; Mokitimi, 1996). However, they were never able to handle more than 

10% of the total clip. Although traders opposed the cooperatives and sometimes even 

practiced predatory pricing against them, their ultimate failure was more due to their own 

financial and managerial problems (MTICM, 2012). By the 1970s, most of the cooperative 

societies established for the purpose had ceased to function (MAFS, 2003).

It was around this time that the Lesotho government felt compelled to respond to stock 

farmers' complaints with institutional reforms to the marketing structure (MAFS, 2003).
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Although private traders were not forbidden to purchase wool and mohair, the number of 

licenses issued to this category of traders was greatly restricted (MTICM, 2009). The 

parastatal Lesotho Marketing Corporation (LMC) was established to buy mohair and wool 

through government established shearing sheds in direct competition with the private buyers 

(Mokitimi, 1996). Hunter (1987) indicated that this was followed by the Lesotho Mohair 

Industries (LMI) which sought to bypass South African markets and to sell directly to overseas 

buyers.

Both institutions were unsuccessful owing to under-capitalisation, lack of adequate personnel 

and transport, and poor management and, thus, large quantities of processed mohair 

remained unpurchased and the prices paid to farmers were sometimes lower than those 

offered on the South African markets (MAFS, 2003). This turmoil in the marketing system led 

some farmers to bypass official channels while others reportedly slaughtered their animals 

(Mokitimi, 1996; Hunter, 1987).

In 1978, the activities of LMC and LMI were terminated and many of the activities were 

undertaken by a section of the Ministry of Agriculture, the Livestock Products Marketing 

Services (LPMS), which continues to operate today (MAFS, 2003). LPMS does not take 

ownership of the clip but acts only as a marketing agent for farmers shearing at government 

established shearing sheds. In addition, it provides certain regulatory functions including the 

inspection of the facilities of private traders, the maintenance of classing standards and 

training of classers, inspection of scales, licensing of private traders, and, in conjunction with 

traders and the Ministry of Agriculture, the determination of traders' prices and margins 

(Mokitimi, 1996; Hunter, 1987).

It has been noted by analysts, such as Mokitimi (1996) and Swallow et al., (1987), that the 

establishment of LPMS led to the sharp decline of trading stations handling mohair and wool. 

There were more than 170 trading stations prior to 1978 and the number had dropped to 

about 40 by 1985. This was echoed by MAFS (2003) stating that there were around 10 trading 

stations in the country in 2003.
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3.6 Mohair related national policies
The government of Lesotho has put in place a number of livestock policies and there are 

various policies that are related to the small stock sector, mohair in particular, and these 

policies are related to the procurement, keeping and handling, and grazing as well as 

marketing of the products in the country (Department of Range Resources Management, 

2012).

3.6.1 Policy for rearing the goats in Lesotho
In Lesotho, the policy allows primarily the keeping of goats for both milk and mohair 

production purposes. The Angora goat is the only breed that could be imported and/or kept 

for mohair production and, secondly, for meat production purposes in the country while other 

mohair and/or meat breeds are forbidden (MAFS, 2012). There are only three milk producing 

breeds that are allowed in the country and they include alpine, toggenburg and saanen. These 

dairy breeds are allowed only in the lowlands and foothill zones of the country while they are 

forbidden in the highlands and Senqu (Orange River) river valley where the majority of mohair 

goats are kept and graze (DRRM, 2014). The rationale for this provision is to prevent cross 

breeding between the dairy and mohair goats which may affect the quality of the mohair 

which is the premier national product (Ntakatsane, 2013; Mosebi, 2014). Zero grazing is the 

only practice accepted in the keeping of dairy goats. However, Hlasoa (2012) and MAFS (2012) 

argued that this was not observed as there were reported cases where dairy goats were 

grazed in the open and cross breeding occurred in some instances.

3.6.2 Land tenure and grazing management policies
In Lesotho, there has been an evolution in terms of how access to and use of land was guided 

and, as a result, there is an array of policies that have been put in place since 1903 (Selebalo, 

2001) up to as recently as 2011 (DRRM, 2012).

The customary Laws of Lerotholi of 1903 were the first guide for access to and use of various 

types of land and it stated that access to land was a birthright of every Mosotho. Under this 

institution, the land was vested in the Basotho nation and the rights to sell and exclude 

Basotho nationals were prohibited while the foreigners were not allowed to own land 

(Chapeyama, 2004). The chiefs played an important role of administering land allocation and
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they could also withdraw rights of access from nationals who failed to abide by the rules and 

regulations related to access and use of the land (Daemane, 2012). This was characterised 

with transhumance that ensured stratified and integrated utilisation of lowland and mountain 

grazing resources, where lowland farmers would take their stock to summer grazing in the 

highlands (mountains) while highland communities would take theirs to lowlands for grazing 

in winter (Chapeyama, 2004).

Subsequent land policy has largely maintained the status quo, although the Land Law of 1979 

brought some changes to land tenure through the introduction of provisions for inheritance 

to land including grazing (Economic Commission for Africa, 2003; Daemane, 2012). There are 

still two primary forms of land holding in the country, private lands for fields and homesteads 

and communal land which is held in common by residents and provides access for all to the 

resources on such land (Cowen, 2007).

The government of Lesotho has long been concerned about degradation of rangelands in the 

country and has introduced a variety of policy and legal measures to stem the problem over 

the years (Ministry of Forestry and Land Reclamation, 2011). The Land Husbandry Act of 1969 

(Act no. 22 of 1969) made provisions for prescribing the principles to be adopted in the 

reduction of livestock numbers to be grazed on specific land as well as control grazing and 

introduce veld/pasture management (Chapeyama, 2004; Lesotho Government, 2014). The 

Rangeland Management and Grazing Control regulations of 1980 (Legal Notice 39 of 1980) 

and Rangeland Management and Grazing control (Amendment) Regulations (Legal Notice no. 

44 of 1986) gave Principal Chiefs and their representatives special authority over grazing lands 

and institutionalised the traditional rotational grazing systems through legally recognising the 

Chiefs' right to set aside closed areas. The same regulation also provided for regulation of 

livestock numbers and it encouraged livestock farmers to take into account the costs and 

benefits of open grazing through payment of grazing fees (Bulane, 2014).

Political developments in the country have introduced different sources of authority and in 

1992, administration systems such as elected Development Councils were introduced to 

manage development planning at local level (Sekatle, 2002). In 1999, the urban, rural and 

community councils were established to manage development planning at local level and 

these developments saw the role and influence of chiefs gradually getting eroded resulting in
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uncoordinated management of resources, such as grazing (Daemane, 2012). These also saw 

the collapse of the control of the previously stratified system of transhumance where 

highland communities would no longer take their stock to winter grazing in the lowlands, yet 

lowland farmers continued to send their stock to summer grazing in the highlands 

(Chapeyama, 2004). This inequity resulted in increased animal pressure on highland grazing 

with resultant widespread soil erosion (Nthejane and Ratsele, 2014). This was further 

deteriorated by the withdrawal of grazing fees in 1993 in the run-up to the first democratic 

elections and this was due to pressure from political opponents of the government who 

turned this into an election issue. This withdrawal saw the increase in excessive and 

uncontrolled grazing resulting in soil erosion and range degradation hence a "tragedy of the 

commons" situation (DRRM, 2012).

In response to this, the government put in place the National Range Resources Management 

Policy of 2011 with the main objective to control grazing and reduce the number of livestock 

on the rangelands and under this policy the Grazing Associations were established (DRRM, 

2012). The main purpose of the Associations is to direct and control grazing at the local level. 

The individual livestock owners are grouped together within village associations for managing 

their range resources for the common good of participating stockowners and other members 

of the community (Ntsohi, Tsolo, Nthejane and Ratsele, 2014). Pitso (2014) explained that 

membership of the grazing associations is voluntary, and this allows non-members to benefit 

as much as members do since all nationals have inalienable rights of access to grazing 

resources (Nthejane and Ratsele, 2014).

3.6.3 Agricultural marketing policies
In Lesotho, there is a long history of government participation in the marketing of agricultural 

products. However, the government decided to reform the sector in 1996. There was policy 

intent to shift from food self-sufficiency to food security and to realise this goal, inward 

looking market policies underlying sufficiency strategies had to be replaced by more outward 

looking policies (MAFS, 2003). It was argued that deregulation of the main agricultural output 

and input markets were a key area necessary to implement this new strategy successfully 

(Van Schalkwyk, Van Zyl, Botha and Bayley, 1997).
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Until the Agricultural Marketing Act of 1996 was adopted in Lesotho, the marketing of 

agricultural products was governed by the Agricultural Marketing Act of 1967, the Marketing 

Amendments Act of 1979 and various legal notices (LPMS, 2014). The Agricultural Marketing 

Act of 1967 empowered the Minister of Agriculture to gazette regulations and/or intervene 

in the marketing of agricultural products. For most products, the government intervened in 

the domestic market in two ways, imports and price control (MAFS, 2003; Van Schalkwyk et 

al., 1997).

Despite this policy shift the government of Lesotho continues to directly participate in the 

wool and mohair sector through setting of private traders' marketing margins and prices. The 

margins are said to make allowances for costs of transportation and handling, shed operation 

and depreciation, and commission (International Fund for Agricultural Development (IFAD), 

2014). In addition, the government participates through establishing shearing sheds and 

LPMS. These entities (LPMS and shearing sheds) are the channels through which Lesotho 

fleece reaches BKB in South Africa and other markets. The government finances all the 

operational costs of the LPMS and about 40% of the operational costs of the more than 110 

shearing sheds across the country (LPMS, 2014; IFAD, 2014).

3.7 Lesotho National Wool and Mohair Growers Association
The Lesotho National Wool and Mohair Growers Association (LNWMGA) was established in 

1980 through the advice and inspiration of the late Dr. Rakoro Phororo (former Minister of 

Agriculture). The purpose of the Association is to oversee the overall production and 

management of the mohair industry, information sharing and joint marketing. The 

Association started with a few members but now has thousands of members throughout the 

country (Matebesi, 2014). In all districts of the country, there is a District Wool and Mohair 

Growers Association (DWMGA) affiliated to and associated with the LNWMGA.

The organisational structure of the Association has the National Executive Committee (NEC) 

at the apex and this Committee is elected every three years. Below the NEC, there are district 

committees, which are responsible for governance at district level. The DWMGA committees 

are elected every three years like the NEC. Each shearing shed has a shearing shed committee 

(SSC) responsible for governance at shearing shed level and these committees are elected

60



every two years. The terms for which a member can be in the LNWMGA committees are 

unlimited (MTICM, 2011).

The NEC holds monthly meetings to discuss issues related to its mandate and holds quarterly 

meetings together with DWMGA committees to discuss governance issues and other 

important matters (LPMS, 2014). Even at district and shearing shed levels, the meetings are 

held regularly. The NEC organises and holds annually a general conference for the entire 

membership to discuss policy, consultations with members on critical issues as well as 

reporting to the members concerning the Association's position (Matebesi, 2014).

The National Association is responsible for the operation of 114 shearing sheds across the 

country and these shearing sheds are government built and owned. The permanent staff at 

these shearing sheds is paid by the Lesotho government while the seasonal staff is paid by 

the Association (Moshoeshoe, 2015).

Activities such as goat shearing and mohair classing and grading are carried out at shed level 

followed by mohair packaging after which the mohair bales are transported to the Livestock 

Products Marketing Services warehouse in the capital, Maseru. The bales will then be 

transported to the South African coastal city of Port Elizabeth in the Eastern Cape province 

where it will handled by the broker, BKB, until it is auctioned and bought (Matebesi, 2014; 

Moshoeshoe, 2015). The government pays for some of the fixed and variable costs associated 

with these processes (MTICM, 2011) though it is not clear which they are and what 

proportions are covered.

3.8 Present marketing system in Lesotho
Presently the market system consists of two official outlets and one unofficial (illegal) outlet, 

and the one official (government shearing sheds) channel handles an average of 3 400 tons 

of wool and 787 tons of mohair per annum. There are no clear records of wool and mohair 

volumes that are handled by the private traders while due to its nature there are no records 

for the smuggled produce channel (MTICM, 2012). Each tends to serve a different kind of 

producer and satisfies the different needs of each client (MAFS, 2012).

The government of Lesotho operates 114 shearing sheds scattered throughout the country. 

Although they fall under the auspices of the government, their day to day administration is in 

the hands of the Lesotho National Wool and Mohair Growers Association (Tregurtha, 2006;
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MTICM, 2012). The number of animals sheared at these sheds varies from year to year 

depending on market conditions and the timeliness of LMPS payments. Recent MAFS and 

MTICM estimates indicate that the proportions have been in the range of 50% for goats 

sheared. These animals are owned by approximately 40% of the stock keepers. The average 

goat flock, at 101 head, is almost three times as large as the national average (Motsamai, 

1990; MAFS, 2013).

LPMS (2012) indicated that after shearing, classing, and weighing a farmer's mohair a receipt 

is issued against the advance (first) payment by cheque. Although LPMS attempts to get 

cheques to farmers within a month, delays of up to 6 months have been experienced. After 

the entire clip has been sold, a second payment may be made if the average realised price is 

in excess of the advance price. If it is not, the difference is made up by the stabilisation unit. 

Second payment cheques, which are sometimes substantial, may take a year or more after 

shearing to reach farmers. The prices paid to farmers selling through this outlet were 

determined by the markets (Mokitimi, 1996; MTICM, 2012).

MAFS (2003) and Adoro (2012) stated that most farmers (60%) indicated delayed payments 

and sometimes relatively low prices as the main disadvantages of using LPMS and 

government shearing sheds. These farmers also indicated that they use government shearing 

sheds only because of convenience as the sheds are either the only outlet or closest one 

available.

There are approximately 13 licensed private traders who purchase wool and mohair and there 

are less than 5 privately owned and relatively small shearing sheds in the country. Despite the 

relatively few private shearing sheds, they shear about 60% of goats within their locale 

(Mokitimi, 1996; Adoro, 2012). However, in general, the numbers shorn and handled by these 

facilities are smaller than those handled at government shearing sheds. The average goat 

flock, at 21 head, is almost 1.2 times smaller than the national average (LPMS, 2012).

In addition to mohair shorn in the private shearing sheds, private traders also purchase home- 

shorn fleeces. Although home-shearing is discouraged because of problems of contamination 

of fleeces with dirt and difficulties of classing, approximately 25% of animals, owned by 30% 

of stock keepers, are shorn at home. Home-shearing, in general, tends to be done in the more 

remote areas (MAFS, 2003). For the remote area producer, the cost of driving the flock to a
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shed for shearing is high in terms of time lost and distance travelled. Precise data are difficult 

to come by but estimates are that about one-half of the mohair shorn at home is sold to 

private traders while the other half is suspected to be sold to smugglers (Mokitimi, 1996).

Traders' prices are gazetted by the government after a committee of traders and government 

officials agree on the allowable marketing margin. In the event of disagreement, the 

government has the last word. This margin makes allowances for transportation and handling 

charges, shed operation and depreciation, and commission. In addition, since traders pay cash 

upon sale, their marketing margin also includes an allowance for the cost of financing the 

purchase in advance of sale in South Africa (MAFS, 2003; MTICM, 2012).

There has been a history of wool and mohair smugglers in this country and even today the 

smugglers still exist in wool and mohair marketing. The smuggling of mohair is illegal because, 

according to Importation and Exportation of Livestock and Livestock Products (Amendment) 

Act. 21 of 1984, ''no livestock/livestock product shall cross the country borders without 

issuance of a permit from Livestock division" (Imani Development International, 2007:11). 

Because their activities are illegal, reliable data on smuggling are necessarily difficult, if not 

impossible, to obtain (MAFS, 2003). Nonetheless, data on the amount of Lesotho-type mohair 

sold in magisterial districts just outside Lesotho indicate that as much as 15 to 20% of the 

mohair (which has a high value per unit weight) may be smuggled. Smugglers purchase fleeces 

in farmers' villages and from households (Mokitimi, 1996).

Historical data, as well as anecdotal evidence, suggest that smugglers are residual buyers 

whose business expands or contracts according to the health and efficiency of the two official 

channels (Rantheba, 1985). Smuggling appears to be undertaken to avoid paying the wool 

and mohair levy, though today producers have a variety of motivations for selling to 

smugglers which include to avoid costs of driving flocks to shearing sheds, need for ready cash 

for emergency needs, and that smugglers purchase mohair from stolen animals since they do 

not require proof of ownership before the transaction (Mokitimi, 1996; Hunter, 1987).

3.9 Relative performance in the marketing structure

3.9.1 Marketing margins and profits
Before government intervention in the marketing of wool and mohair, there were both 

theoretical and empirical grounds for believing that private traders did not extract
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monopsony profits in wool and mohair purchases. Indeed, between the late 1960s and late 

1970s, profits from these transactions were negative (Mokitimi, 1988). While marketing 

margins were sometimes high, so were storage, transportation and finance costs. In addition, 

traders faced high risks associated with volatile markets, particularly for mohair; however, 

marketing margins are inadequate indicators of profit levels (Swallow et al., 1987).

Since government began to interfere in mohair marketing, some factors have operated to 

enhance the profits of private traders. The first being the reduced number of traders 

operating in this market, a factor which has enhanced the monopsonistic position. In addition, 

traders are highly concentrated with only 4 owning all the private facilities handling wool and 

mohair in 2003 (MAFS, 2003; MTICM, 2012). Although traders face competition from 

government shearing sheds, Mokitimi (1988) suggests that these two outlets serve different 

kinds of clientele with different needs.

According to Swallow et al. (1987), producers requiring traders' services have to travel longer 

distances to obtain them, if indeed they are available in their area at all. They are, thereby, 

placed in a less advantageous position vis-a-vis the trader. Although this does not affect the 

prices paid for a particular class of mohair, it may have an impact on the classes into which 

fleeces are put. Within limits, traders have discretion in classing fleeces and there have been 

numerous claims made, both from surveys and by observers, that traders often downgrade 

fleeces while classing (Mokitimi, 1988; Adoro, 2012).

The second is the guaranteed commission or profit mark-up allowed by government. Until 

recently, the net prices paid by LPMS and those paid by private traders were almost identical. 

Between 2008 and 2010, producers received 80% of the gross price for the higher-valued 

mohair from private traders while those selling through LPMS received 83%. In wool, the 

producers selling to private traders received 63% of the gross wool price while those selling 

through LPMS received 65% (Adoro, 2012; Sekonyela, 2012). However, Mokitimi (1996) 

indicated that this should not be taken to imply that the two outlets operated with equal 

efficiency since many of the operating costs of the government outlet (shed maintenance, 

staff salaries, LPMS operating costs, etc) are borne by the government and not charged 

against mohair payments as they are for traders. If they were net prices paid by LPMS, the 

producers would be in a much less favourable position.
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More recently, this approximate price parity appears to have somewhat changed. Between 

2008 and 2011, traders' allowable marketing charges increased a little over 100% for mohair. 

During the same period the marketing charges deducted by LPMS actually declined by 12% 

for mohair (MTICM, 2012). Several factors are relevant in this regard: firstly, inflation in 

Lesotho has been running at the rate of between 8% and 13% per annum during this period, 

thus, the costs overall have been rising. Secondly, most of the costs incurred by the traders in 

the informal markets are borne by the government in the form of subsidies to producers 

marketing through LPMS and they do not appear as deductions from payment cheques 

(Mokitimi, 1996; MAFS, 2013). Lastly, mohair prices increased by over 50% between 2008 and 

2012, and as a percentage of price, margins increased for mohair (MTICM, 2012).

3.9.2 Efficiency considerations
The prices paid to producers using either the LPMS or the private channel were almost the 

same yet most of LPMS costs were met by government subsidy (Mokitimi, 1996). Since wool 

and mohair marketing activities are LPMS's major responsibility, it would seem justifiable to 

allocate at least 60% of its recurrent budget to functions otherwise borne by the private 

sector. In addition, the cost of permanent shearing shed staff and shearing shed maintenance 

as well as depreciation are borne by the government and donors (MAFS, 2003). Summing 

expenditures from both sources and dividing by the amount of wool and mohair marketed 

through LPMS gives a rough estimate of the government subsidy paid per kilogram of fleece 

marketed through this outlet. The result is about 15 maloti/rand per kilogram, which was a 

meaningful share of the mohair prices given that prices ranged between R42.00 and R48.00 

in the period between 2007 and 2009 (LPMS, 2009).

With the exception of temporary classers, who are hired for the shearing season, and 

shearers, who are self-employed, all government shearing shed employees are full-time staff. 

Many of the government shearing sheds are used only a few months a year, even the busiest 

are used for only 7 to 8 months. During the remaining months, the shearing sheds as well as 

4 or 5 permanent employees at each shearing shed are practically idle (Mokitimi, 1996). Not 

only do private traders usually have a longer shearing season, but also have greater flexibility 

to reassign their facilities and employees to other tasks during the idle months (Rantheba, 

1985).
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3.9.3 Equity considerations
Government shearing sheds serve more than half of wool and mohair producers. The average 

size of their flocks is much larger than those of producers selling elsewhere (MAFS, 2003). As 

it has been indicated earlier, producers marketing through LPMS have a number of marketing 

and overhead costs subsidised by the government and, in addition, have recently (2010-2012) 

received higher net prices than those selling to private traders. Thus, the substantial 

government subsidies are going to and benefit mainly the larger producers and this is 

undesirable from the standpoint of equity (Mokitimi, 1996).

3.10 Major factors limiting mohair production in Lesotho

3.10.1 Poor animal husbandry
Mafisa (1998) and Letsie (2005) highlighted that poor animal management practices have 

negatively affected mohair production in the country. The most evident detrimental practices 

include reluctance by farmers to cull undesirable animals despite the adoption of a National 

Culling and Exchange Programme, the legal basis of which is contained in the Range 

Management and Grazing Control Regulations of 1980 as amended in 1986. The programme's 

objective was to coerce the farmers to eliminate unproductive and off-type animals among 

the flocks across the country (MAFS, 2003). Under the programme, the undesirable animals 

are described as kempy, coloured and broken mouth goats and sheep. The farmers can either 

sell these through normal marketing channels or exchange them with improved ewes. The 

incentive is to exchange two culled sheep or goats for one improved sheep or goat (Mafisa, 

1998).

A high rate of overstocking and overgrazing experienced in the country has resulted in a high 

degree of land degradation (Ratsele, 2014). These together with a lack of supplementary 

feeding, even during flushing and steaming up, have reduced mohair production levels. 

Another poor management factor is the reluctance of mohair farmers to engage in strict 

disease control programmes. For instance, about 30% of farmers do not dip and dose their 

stock every year (Letsie, 2005).

3.10.2 Institutional factors
Insecure land tenure and access to production credit are major institutional factors on mohair 

production in Lesotho. The mohair farmers have no private property rights to the land as they 

use land that is held in common by the King, while its use is controlled through the
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chieftainship system (Ministry of Local Government (MLOG), 2013). The situation discourages 

long term investment in land because property rights affect farmers' development in that 

secure property rights have an influence through increases in incentives for household and 

individuals to invest and often also provide farmers with better credit access (MAFS, 2003). 

Rantlo (2010) argued that where effective demand exists for credit, giving title to land can 

help producers gain access to credit and improve the functioning of markets. However, Jayne 

et al. (2003) and Van den Berg et al. (2007) stated that effectiveness of property rights in 

facilitating access to credit is also dependent on land resource size and quality as it is believed 

that land of high quality and large enough to generate meaningful returns will improve 

repayment capacity of the farmer. Repayment capacity is the main factor that is considered 

by financial service providers prior to advancing credit (Praghuram and Hymajyoti, 2012).

There are some agricultural traders that provide inputs on credit, although the government 

does not have a regulatory framework for these agreements (MAFS, 2003). However, Letsie 

(2005) indicated that these inputs are not timeously delivered by the traders. The late 

deliveries mean that operations are carried out late with a consequent negative impact on 

yield. The negative impact of late deliveries of inputs on yield has a negative effect on 

repayment capacity of the farmers. More often, the repayment schedule is not adapted to 

the flow of receipts (Paghuram and Hymajyoti, 2012).

Ministry of Trade, Industry, Cooperatives and Marketing (2008) indicated that there has been 

a rise of informal financial institutions that provide financial assistance to local farmers, but 

the assistance is often inadequate to cover the full cost of establishments and inputs. 

Furthermore, the interest rates charged by these institutions are high and the repayment 

period too short to afford meaningful profits to the farmers.

Most farmers work small areas of land making it difficult for successful farmers to expand 

and, as a result informal lease agreements have arisen as successful farmers have attempted 

to increase land established to commercial farming under the constraints of traditional tenure 

and land size (FAO, 2009). A typical example is the case where farmers rent as small as 2 ha 

plots in order to expand the area of operation. However, MAFS (2003) indicated that 

ridiculously high rent charges have rendered successful famers unable to successfully expand.
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3.10.3 Poor agricultural support services
The most notable agricultural support that is rapidly declining is the agricultural research 

service. The Agricultural Research Division is the principal research entity and, according to 

Molatela (2012), there has been a sharp decline in the budgetary allocation to the division of 

agricultural research in the last five years. The division of research has experienced an exodus 

of researchers which threatens the future of public agricultural research in the country. 

Molebatsi (2011) echoed the sentiments when stating that the division of research is now 

dominated by staff with low and irrelevant qualifications as well as lack of research 

background and acumen.

Mahommed (2013) stated that even the National University of Lesotho, the premier 

institution of higher learning, has experienced a sharp decline in research grants which has 

led to no research being undertaken in the Faculty of Agriculture and related fields. Olaleye 

(2013) supported this when indicating that it is a big challenge to receive research articles for 

the Lesotho Journal of Agricultural Sciences, the only agricultural journal in the country, which 

proves the lack of agricultural research in the country and few research articles are published 

in international and recognised journals.

Provision of agricultural extension services is another constraint to mohair production. The 

Department of Field Services is characterised by a lack of mohair specialist extension services 

across all levels including sub-resource, resource centre, district and national levels (Adoro, 

2012). This is reinforced by Mafisa (1998) and Letsie (2005) when stating that there is major 

shortage of qualified livestock attendants at livestock improvement centres throughout the 

country. Compounding the lack of expertise is the reduction of short term training for the 

staff as well as the suspension of the paid study leave for staff (Molebatsi, 2011).

3.10.4 HIV/AIDS
According to FAO (2006), there is still a lack of reliable data on the extent and nature of the 

impact of HIV/AIDS, but it is clear that the disease has both a quantitative and qualitative 

effect on the agricultural sector in Lesotho. The impact is on labour availability, mobility and 

productivity, investment in the sector, the retention of knowledge about farming practices 

and the efficiency of extension services. The burden of work falls on inexperienced, younger 

and weaker, older household members (MAFS, 2012).
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It is important to emphasise also, that it is not just the ill that are affected by the pandemic 

of AIDS. The care responsibilities of the healthy in households with AIDS patients seriously 

limit their movements and, therefore, a lack of time for agricultural production. In addition, a 

significant part of the extension staff is infected with the disease which has a negative effect 

on the efficiency of field services (MAFS, 2003).

3.10.5 Rangeland degradation
The country has experienced rapid rangeland degradation since 1986 and this has resulted in 

reduced livestock numbers and productivity (Pitso, 2011; Food and Agricultural Organisation, 

2005). The population of goats has declined from 1 200 000 in the 1986/7 season to slightly 

more than 900 000 in 2000 (Chapeyama, 2004; Marake, Mokuku, Majoro and Mokitimi, 

1998). The population had declined to about 700 000 in 2005 although there have been signs 

of recovery as there were more than 800 000 goats in the 2010/11 season (MAFS, 2012). 

Many studies, including Daemane (2012), Marake et a l, (2000) and Chapeyama, (2004), 

identified overgrazing as the main cause of the reported rangeland degradation as 

communities increase livestock numbers to maximise individual benefits from communal 

resources. This is in agreement with what Hardin (1968) termed "tragedy of the commons" 

whereby rationality influences each herdsman to seek maximum utility (Mbatha, 2007). The 

utility maximising has resulted in the positive outcome of increasing livestock numbers and a 

negative one of environmental degradation for all herdsmen due to overgrazing (Hardin, 

1968). There has been poor grazing land use and management in most parts of the country 

that has had detrimental effects on the livestock sector (Central Bank of Lesotho, 2014).

3.11 Mohair processing
Historically, there has been little activity in terms of the processing of mohair in the mountain 

kingdom and almost all the produce has been export market oriented (Mokitimi, 1996). The 

local textile producers have been relying on the imported inputs even though the raw 

materials originate from within the economy (Lee, 2014). In the late 1970s, the government 

together with development partners established the wool and mohair spinning cooperatives 

and this was unsuccessful as all such cooperatives generally collapsed in the infancy stage 

(Lesotho National Development Cooperation (LNDC), 2009).

However, there have been signs of revival of the processing sector as some spinning 

companies and cooperatives were established in the early 2000s. The cooperatives' main

69



purpose is the income generation through yarn production and keeping the costs down for 

the local weavers who currently source almost all their finished yarn from South Africa and 

other countries (LNDC, 2009). There is only one company involved in mohair processing with 

the aim of producing blankets, scarves, beanies, floor rugs, ponchos and gloves which are in 

demand in Lesotho and with visiting tourists. They also have been supplying companies in the 

USA with their products on a contract basis (Maseru Business Chamber, 2013). Both the 

company and cooperatives revealed that they struggle to get mohair supply from the local 

producers since most of them prefer the LPMS and traders and this has a negative impact on 

their business performance (MTICM, 2012). One probable reason for mohair producers to 

shun these businesses is the level of raw mohair prices relative to those offered by LPMS and 

traders.

3.12 Synopsis
This chapter has described the structure and performance of the Lesotho mohair industry. 

Mohair plays a critical role in the economy of the Kingdom of Lesotho. It is critical for 

improving the livelihoods of the rural communities. Given the present situation in terms of 

the demand, free trade and presence of government shearing sheds and private traders, the 

sector presents opportunities to the small-scale mohair farmers to improve their livelihoods. 

However, at present, the small-scale farmers seem unable to realise substantial gains from 

the sector. The sector is constrained by a number of external and internal factors which pose 

a challenge to all stakeholders in the mohair sector to come up with a comprehensive strategy 

that will ensure that these farmers are productive and effectively integrated into the 

commercial economy.

The chapter has provided information that the Lesotho mohair sector, particularly marketing, 

is indeed challenged and it will be followed by a chapter describing the methods and 

techniques that will be used to investigate the institutions that limit the integration of small- 

scale mohair farmers into the commercial agricultural economy in Lesotho. The purpose of 

the said investigation is to address the institutional problems hindering the development of 

an effective marketing structure for the commercialisation of small-scale mohair producers 

in Lesotho.
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CHAPTER 4 
RESEARCH METHODS

4.1 Introduction
This chapter describes the study area and reviews the research methods used in investigating 

the integration of small scale mohair farmers into the commercial agricultural economy in 

Lesotho. The research method follows a predominantly qualitative approach with some 

quantitative element in the later stages. The method was chosen based on background 

information from the literature and involved carrying out in-depth research with a sample of 

small-scale mohair farmers in Lesotho. The chapter further provides a description of data 

collection tools and procedures, as well as the methods of analysis used in the research. The 

method of analysis was chosen to suit the nature of data collected from a sample of 

respondents. Furthermore, the choice of the qualitative analytical method is justified, and the 

potential weaknesses associated with it are noted. Thereafter, a set of research limitations is 

presented.

4.2 Study Area

4.2.1 Location of the country
Lesotho is a small country situated between latitudes 28° South and 31' South of the Equator 

and Longitudes 27° East and 30° East of the Greenwich (Central Intelligence Agency, 2016). It 

is a geographic enclave surrounded by the Republic of South Africa (Figure 4.1). "The 

mountain kingdom" or "The Kingdom in the sky", as it is called by virtue of its plateaus, hills, 

mountains and rugged terrain, covers about 30 340 square kilometres of the highlands 

ranging from 1 500 metres at its lowest level to 3 300 metres at its highest level. The country 

has a temperate climate with cool to cold dry winters and hot wet summers (Baffour, 2003).

71



Lake
Slerkfonlein

Fouriesburg
o Marquard

/  Hendrik s (ibono
V |fV  ____ r —U  Drifl

XcTy Joef s Drift*
Ohobela

^  Lab

j^b ^A W ha-Bufhe-™^ c  
'Uribe ' . BUm

( H lo  | g g j  * Menkhaoneng B U k H E

Kange^ i \ ahbb°n9 *Pek>‘*SMU 'l.lemphone

Ramapepe* '■» Matlameng 1 / “ ^Liqhobong

\  ^  /  / .  Kao Mine ,
,er,9 . A  Lepaqoa. \ /

'O xbow
Ficksburg Lake ' 

Woodstock

Excelsioro

y~ V v ^ i  Mamathe \L 
|  J j  tebelebeng

le/ateyaneng
7/  Srfikeng

I ezMon..
•LhobaBosw . . - ' /-vT  

Si. Michaels . .  Mach ache

Lad /b ran d Champagne

iVS
MOKHORONG ®

Molelsone

■ Maphokmeng. 

SL MartinSeshole' Mokhotlong '
(*Malefiloane ^  

Malsoaing V ,  _7 -.a

MASER' lelhalaneng
Bokong• " 

Khohlontso*
Masianokenc

M a z e r to d

■ Mokhalinyane / /

Molimo Nlhuse/ RcfolalsaneiMokhuleng 
‘ Bobele t$fQ

Mofoka {katana 
Nlltnyono 

MSt /M a n ts o n y a n e’ Mclsieng
MASERU 7  ' i « n g

r-Mohlanapeng I * ' St. L t a r e s a - t J j t

litsoelse* L

X  S s K o n g h o n f ? -  ‘  M " sht"  X

___J  • Mosaja-‘ j l

\  • Emmaus
lhaba Lsoeu

Motelile* #l 

■KhoboHe

-llhabano- 
Moreno

WepeneA

Mafeteng' S e m o n k o n g Underberg
Matsaile.1 thakabarw

S e h la b a fh e b '
( \  Poulus\CHA'S NEK

Lsoloaiwr ^ -jy Mokopung 

'KJw ng

MOHAIFSHOEK

Mohale'sHoek (&
1 Maphutseng

M o u n t  ?. 
M o o ro s iZ a s tro n  M<

’ Pokane Mafoh$l$
OUEHING OngeluksnekseQ  .O om o qom on^

(Moyeni)
\ t e le - U l e  A

'VS tnxondo

f n r l u  C iT fA U

□  N a t io n a l C a p ita l (373,000  In 99)

•  C h ie f  t o w n  o f  d is t r ic t  

o  o t h e r  m a in  c i t /

• o t h e r  c i t y  o r  v i l la g e

o BarklyEast

M a c le o r©  2009 Ezilon.com A ll Right Reserved

Figure 4.1: Country where the research was conducted 

Source: Central Intelligence Agency, 2011

4.2.2 Description of the country
Geographically, Lesotho is surrounded by South Africa, to make it one of only three such 

entities in the world (the others are the Republic of San Marino, an enclave in Italy, and the 

Vatican City, an enclave in the city of Rome, also in Italy). It is divided into 10 districts, namely: 

Mokhotlong, Thaba-Tseka, Butha-Buthe, Leribe, Berea, Maseru, Mafeteng, Mohale's Hoek,
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Quthng and Qacha's Nek. All these districts are distributed across the different agro

ecological zones of the country (Mphahama, 2011). The distribution is shown in the Map of 

Lesotho presented in Figure 4.1.

4.2.3 Population and livelihoods
The population of Lesotho was estimated at 2.1 million people in 2012 (United Nations 

International Children Emergency Fund, 2015), the majority of whom earn their livelihoods 

from agriculture. An estimated 85% of this population resides in the rural areas. This group of 

Basotho is mostly engaged in an informal occupation (Van Zyl et al., 1996) and almost half of 

the nation lives on less than one US dollar a day (CBL, 2015). The informal occupation only 

accounts for a small part of the rural household income. The major share of rural household 

income is derived from remittances from males who work on the South African mines 

(Lesotho Bureau of Statistics, 2012). Key factors behind rural poverty are a lack of access to 

resources, causing a lack of access to services and markets, a lack of productive assets such 

as mechanised farm implements which constrain productivity, and a lack of labour. The latter 

is a true scenario in Lesotho, as some family members are forced to work for other families 

to supplement the meagre household income thereby causing smaller yields on their own 

farming operations.

4.2.4 Geographical and soil features in the country
The lowlands and foothills cover about 30% of the country's land area and are characterised 

by presence of Duplex and Reddish soils that fall under the Alfisols group (Maro, 2011). These 

areas form the bulk of the productive arable land and are intensively used for cropping (Maro, 

2011). The importance of these lands' geographical features to Lesotho is to determine the 

country's suitability for its agricultural activities. They also influence the adaptability and the 

distribution of different types of crops (Rooyani and Schmitz, 1987). On the other hand, the 

mountains in Lesotho and the Orange River Valley are dominated by the dark soils known as 

Mollisols and these soils form the backbone of livestock production, small stock in particular 

(Johnston et al., 2012). The Kingdom is a low-income and food deficit country (LIFDC) but has 

water, agriculture and grazing land, and some diamonds and other minerals as its natural 

resources.

The country's main products include beans, livestock, maize, sorghum and wheat, though the 

only agricultural exports are wool and mohair (LNDC, 2014). Only about 10% of the country's
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land is suitable for agriculture and more than 80% of its people are engaged in subsistence 

farming (Baffour, 2003). Crop production is divided among two major cropping sectors, 

namely cereal crop production and horticulture production (Mosenene, 1994). In addition, 

most farmers raise livestock to supplement crops and maintain "food security" and animal 

husbandry is important everywhere and is often the only revenue source in the higher 

elevations. Sheep and goats that produce meat, milk, and very high-quality wool and mohair 

are the most important animals in the country (Matebesi, 2014).

4.2.5 Climatic Conditions
Lesotho has a sub-tropical to temperate climate of warm wet summers and cold dry winters. 

During the months December and January, sometimes including February, there is a hot dry 

spell. This is harmful to crops since it occurs when flowering occurs or fruit setting is initiated 

(Makosholo, 2005). Rainfall is erratic and also unseasonal, thus the drought phenomenon has 

become a constant rather than an occasional incident. Rainfall is of a short duration but of a 

high intensity (Maseatile, 2011). Frost is common and as indeterminate as hail storms. 

Because of its climate, therefore, it has been said that crop farming especially is a rather risky 

business in Lesotho (Mosenene, 1994).

4.3 Economic situation in Lesotho
Lesotho's economy faces a number of challenges, some of which are not new, while some are 

recent and largely reflect the ongoing impact of the global economic crisis. These problems 

need to be addressed for the economy to be on a sustainable growth and development path, 

which is necessary for employment creation and poverty reduction (Central Bank of Lesotho, 

2015).

4.3.1 Economic hardships since independence
Lesotho has experienced various challenges to economic growth since independence. By 

2010, it was still classified as a least developed country (World Bank, 2014). The country relies 

on remittances from miners employed in South Africa and customs duties from the Southern 

Africa Customs Union with the latter accounting for more than 45% of government revenue 

(Lesotho Government, 2015). As the number of mineworkers has declined steadily over the 

past two decades, a small manufacturing base has developed based on farm products that 

support the milling, canning, leather, and jute industries (Lesotho Bureau of Statistics, 2012). 

Since Lesotho became eligible for trade benefits under the Africa Growth and Opportunities
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Act (AGOA) in 2000 and resumed exports to the United States in 2001, Lesotho's textiles and 

clothing manufacturing sub-sector has grown substantially though not related to mohair. 

Nonetheless, the road has not always been smooth. The phasing-out of the multi-fibre 

agreement in 2005 resulted in a decline in the sub-sector's contribution to GDP in 2005 and 

2006. More recently, Lesotho's textiles and clothing manufacturing sub-sector has been 

negatively affected by the global economic crisis and the related slump in consumer demand 

in the United States (Central Bank of Lesotho, 2015).

4.3.2 Manufacturing sector
For almost 15 years, the manufacturing sector -  particularly textiles and clothing -  has been 

an important driver of economic growth and employment creation. According to Lesotho's 

Bureau of Statistics, from around 10.4% in 1999, its contribution to GDP had grown to 21.3% 

by 2002. While this had moderated to 18.9% by 2008, the advent of the global economic crisis 

saw the percentage dropping significantly, and manufacturing presently makes up 11.3% of 

GDP (African Development Bank, 2014).

Manufacturing concerns in Lesotho comprise food products and beverages, textiles, clothing, 

footwear and leather, and 'other manufacturing', consisting of electrical and electronic 

appliances, furniture, ceramics, handicrafts and jewellery. Textile and garments firms, which 

are predominantly owned by foreign companies, are the dominant industry, followed by food 

products and beverages (Morgan-Jarvis, 2015).

The textiles and clothing industry has played a vital role in Lesotho's economic development. 

Investment in the 1990s, primarily by Taiwanese and Chinese companies, allowed the country 

to take advantage of a number of preferential trade agreements. These included the ACP-EU 

agreement, which provided duty-free access to the European Union (EU) for clothing 

originating in Africa, Caribbean and Pacific (ACP) countries, and the AGOA, which gives eligible 

countries in sub-Saharan Africa duty-free access to US markets. Textiles and clothing firms 

create a substantial portion of Lesotho's formal sector jobs and employ the vast majority of 

workers in the manufacturing sector (89.3%), most of whom are women. This sector is the 

second largest employer after government and has provided employment to around 45 000 

Basotho people (Lesotho National Development Corporation, 2012).
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4.3.3 Mining sector
Diamond mining in Lesotho has grown in recent years and may contribute 8.5% to GDP by 

2016, according to the 2015 forecasts. A significant number of Basotho have been employed 

in the sector for the last 10 years, though mostly at junior and labourer levels as the country 

still lacks human capital with competencies in various aspects of mining. All the mines are 

owned by foreign companies with the Lesotho government owning a maximum of 30% stake 

in all mining companies (Central Bank of Lesotho, 2011; Lesotho Government, 2015).

4.3.4 Agricultural sector
The economy is still primarily based on subsistence agriculture whose contribution towards 

the GNP stood at 10% in 2004, a drop from 50% in the seventies (Ministry of Agriculture and 

Food Security, 2011). This decline was attributed to a decrease in agricultural production and 

has manifested in the abject poverty amongst Basotho and has resulted in the flood of 

"development" assistance into the country. Focusing on poverty has helped outsiders to a 

better appreciation of how they can support Basotho in alleviating some of the hardships that 

have so constrained (mostly institutional constraints) smallholder farmers (Turner, 2001:3). 

However, agricultural productivity continues to decline (Ministry of Agriculture and Food 

Security, 2003) and this has necessitated the introduction of the Agricultural Sector 

Investment Programme (ASIP), the prime aim of which was to improve productivity, 

commercialise agriculture, and especially the mohair sector into a competitive sector, 

responsive to market signals (Likoetla, 2014). Related sub-strategies of the ASIP include the 

diversification of the agricultural base, embracing a switch to high value products, intensive 

livestock production and promotion of rural non-farm activities (Ministry of Agriculture and 

Food Security, 2012). Sales of livestock, wool, mohair, milk and meat make important 

contributions to the household economy, and a large number of animals are viewed as a 

desirable means of accruing savings. Livestock production is therefore a more stable source 

of income (Mphahama, 2011).

4.4 Mafeteng district

4.4.1 Description of the study area
The study was conducted in the Mafeteng district which is in the south-western region of the 

country. Mafeteng has an area of 2 119 km2 and a population of approximately 330 000 

(Lesotho Bureau of Statistics, 2012). In the north and east it shares a border with Maseru and
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in the south, it shares a border with Mohale's Hoek district while in the west it shares a border 

with Free State province towns of Wepener and Zastron.

4.4.2 Agro-meteorological conditions in the area
The district is characterised by three of the agro-ecological zones of Lesotho. It has a lowland 

zone, which is found mainly in the southern part, a highland zone, which is found in the north

eastern parts, while the foothills are found mainly in the north-western parts. This is the only 

district characterised by these three agro-ecological zones (Mphahama, 2011).

The area is renowned for being perennially affected by natural disasters such as storms. It is 

semi-arid with highly erratic rainfall and the dry weather conditions in the Mafeteng district 

in general means that crop production, fields and gardens, are likely to be affected by drought 

unless there is a means of irrigation, which unfortunately does not exist in the district 

(Sechaba Consultants, 2014). This has rendered the area unsuitable for crop production, 

particularly crops that demand a high water supply.

Nevertheless, the district has proved to have potential and suitability for livestock production 

and this has been attributed to soil features, grasses and shrubs especially in the foothills and 

highland regions and the districts accounts for atleast a quarter of mohair produced in the 

country (Matebesi, 2014; Sechaba Consultants, 2014; Department of Range Resources 

Management, 2014).

4.5 Socio-economic situation of the district
The district is characterised by high levels of unemployment and poverty among the citizenry 

and has the retail sector as its main business with informal trading as one of the main 

contributors to the local economy. There is significant agricultural production practiced in the 

district. Livestock farming is the predominant type of farming and the wool and mohair 

sectors are relatively more productive than the other agricultural sectors in the district. Wool 

and mohair farming are the main contributors towards the local economy (Rantlo, 2015).

4.6 Research design
In this study, a combination of both the qualitative and quantitative approaches are employed 

because the study addresses the phenomenon from different perspectives. This approach is 

useful when studying subjects of research interest within their context and considering the 

subjective meaning that people bring to their situation and then providing information and
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explanations that are 'adequate at the level of meaning' (Lincoln and Guba, 2000). 

Traditionally, quantitative research follows a positivist paradigm while qualitative research 

follows a post-positivist approach (Lincoln and Guba, 2000:165; Hyde, 2000). Post-positivism 

is a paradigm that includes positivism and empiricism (Hyde, 2000). In post-positivism, theory 

and practice are not separated and it emphasises meaning and creation of new knowledge 

that can be used to challenge or support theory (Ryan, 2006). Based on this view, this study 

followed a post-positivist approach although numerical data was used when deemed 

necessary and conclusions made were based on both qualitative and quantitative evidence.

4.7 Data collection
Data were collected from a randomly selected sample of small-scale mohair farmers using 

various marketing channels available in Lesotho. Both secondary and primary sources were 

used to provide necessary data in this study. Secondary data sources used include mohair 

sector related documents available from the Wool and Mohair Grower Associations, 

government and other stakeholders. The other secondary data sources included journals, 

books, policy briefs and the internet, among others. A questionnaire was designed and used 

as a tool for primary data collection and the survey was conducted in November 2014 (a pilot 

study) and the again in December 2015 up to March 2016. The questionnaire was 

administered to the people who were identified as key informants in a farm set-up.

The informal interviews involving other stakeholders were used for supplementary purposes 

and they were conducted with some officials' major stakeholders in the mohair industry, 

including ministries of small business development and marketing, agriculture and food 

security, forestry and land reclamation, trade, Lesotho National Farmers Union, LPMS, 

Lesotho Mounted Police Services, Private Traders, and the Central Bank of Lesotho. According 

to Crawford (1997), informal interviews provide additional and/or valid information that may 

provide in-sight knowledge of the research field. One purposely selected informant from each 

stakeholder organisation was included in the study.

4.7.1 Sampling procedure
Respondents were chosen to represent small-scale mohair farmers in the Mafeteng District 

of Lesotho. The district was chosen because of its large numbers of active small-scale mohair 

farmers that use diverse marketing channels. The district accounts for about 29% of the
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country's population of small-scale mohair farmers and around 31% of the recorded national 

mohair production is from the district (MAFS, 2013).

Purposive sampling was employed in the study based on the criteria of marketing channels 

within the Lesotho mohair sector. Mohair marketing channels range from public to private 

channels. Based on this, the study used LNWMGA members as examples of farmers who use 

public marketing channel while the farmers who were not affiliated to LNWMGA were 

classified as farmers who used private marketing channels. Of a population comprised of 

about 220 LNWMGA and 280 non-LNWMGA small-scale farmers, the study randomly 

interviewed 22 farmers from the LNWMGA and 28 farmers that sold to private traders in the 

study areas, and all target farmers agreed to and participated in the interviews. The decision 

to use a sample size of 50 small-scale mohair farmers was reached after consideration of time 

and cost of extended surveys and the subject of research interest. Given the qualitative nature 

of the research and homogeneity characterising small-scale mohair farmers within the area 

and each stratum (Matebesi, 2015; LPMS, 2014), a large sample was not necessary. Fink and 

Kosecoff (1985) indicated that a sample size is usually influenced by time and cost, available 

resources, and the level of accuracy required. According to Leedy and Ormrod (2005), when 

there is great similarity with regard to subject of research interest a large sample is not 

necessary. An ideal sample size should provide the highest level of accuracy for the resources 

expended.

Some farmers are known to sell their produce to smugglers (Ministry of Trade, Industry, 

Cooperatives and Marketing, 2012) and information concerning knowledge of illegal mohair 

sales was gathered from sampled (LWMGA and non-LWMGA) farmers, and police and 

customs records were also consulted in this regard. In choosing these groups, the study 

sought to maximise inter-group variation and allow for comparative institutional analysis 

(Weaver-Hightower, 2013).

The technique of random sampling was employed within each stratum to choose sampling 

units and this technique ensured that each unit had an equal chance of being chosen for the 

survey (Leedy and Ormrod 2005). In this study, farming households were taken as sampling 

units and the individual household's head being the person interviewed. Nevertheless, during 

the survey some household heads were not available. In this case, any person above the age
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of 18 and well informed about the respective household's farming and other related issues 

were interviewed instead.

4.7.2 Questionnaire design
A structured questionnaire was designed and used to collect data from small-scale mohair 

farmers in Mafeteng district. The questionnaire included a mixture of both close-ended and 

open-ended questions. The open-ended questions were predominantly due to the qualitative 

nature of the study. The close-ended questions allow respondents to choose from a list of 

possible answers while open-ended questions allow detailed explanation from respondents 

(Reja, Manfreda, Hlebec and Vehovar, 2003). When using semi-structured questionnaires, 

responses are guided to remain focused while detailed responses provide an in-depth 

knowledge of the research field (Opdenakker, 2006).

The questionnaire was pre-tested in Kolo area of the Mafeteng district to identify any 

problems before doing the actual survey which ensured that problems were amended before 

the questionnaire was ready to be taken to the field. The pre-testing of tools helps to improve 

data capturing and it also helps to identify areas of close focus when conducting interviews 

(Czaja, 1998). The exercise was done in the rural areas located in the district of Mafeteng and 

10 households were interviewed. The refined questionnaires for the actual research were 

delivered by the researcher and the enumerators to the respondents giving them oral and 

written instructions. The face-to-face interviews were conducted in the respondents' 

dwellings and lasted for an hour and half at most. According to Potter (2003) and Leady and 

Ormrod (2005), the face-to-face approach ensures that all questions are clearly understood 

by the respondents and allow further probing when particular answers were encountered 

until a point of clarity is reached. The use of interviewer administered questionnaires also 

supports minimal loss of data, although the method is relatively expensive, especially if 

the respondents are highly dispersed (Berg, 2009).

The questions were written in clear and simple English but the interviews were conducted in 

either Sesotho or English depending on the preferences of the respondents. The 

questionnaires were administered by enumerators with high levels of proficiency in both 

English and Sesotho. The own-choice of language approach was employed because 

respondents often feel free to express themselves when they are using a language they are
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comfortable with, but there is a risk of losing data and information during language 

translations (Babbie, 2008).

The questions revolved around demographics, policy issues, agriculture and mohair 

production, mohair marketing, mohair farming business, mohair institutions and 

organisations, and opinions about the entire mohair sector, among others (Appendix 1).

Unstructured interviews were conducted with officials from the Department of Small 

Business Development and Marketing, Department of Agriculture and Food Security, 

Department of Forestry and Land Reclamation, Department of Trade, Lesotho National 

Farmers Union, LPMS, Lesotho Mounted Police Services, Private Traders and the Central Bank 

of Lesotho. The purposes of these interviews were to determine the officials' perceptions of 

the mohair sector situation and how it affects smallholder farmers and how policy challenged 

or supported the situation in Lesotho. One official was interviewed from each department 

and these officials were selected by their respective departments based on their knowledge 

in terms of the information that was sought by the study.

A voice recorder was used to record conversations during the interviews and this allowed the 

interviewer to focus on the conversation, which reduced the time that was spent on taking 

notes. According to Halcomb and Davidson (2006), voice recording allows later transcription 

which is important because it records data that cannot be recalled from memory, and 

allows repeated and thorough analysis of respondents' responses. However, the main 

disadvantage of voice recording is that some people do not feel comfortable with being 

recorded and might be inhibited to respond truthfully for fear that the responses may be used 

against them (Opdenakker, 2006).

4.7.3 LPMS and government documents
LPMS records and government policy documents were used as secondary sources of data. 

These documents and records were used for gathering data, which was relevant and 

necessary for the research but had been omitted in the questionnaire or which the 

respondents were not able to provide during the interviews. These sources were also used 

for capturing quantitative data. According to Berg (2009), written documents are useful for 

both complementing primary data and comparing the accuracy of interview responses.
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4.7.4 Research Ethics
In any research involving human subjects, it is important to consider the ethical issues 

(Stevens, 2013) and the researcher should be able to collect data but still be able to protect 

the interests of the respondents. The researcher should be able to build trust of the 

respondents, which may motivate the respondents to contribute more openly and truthfully 

to the research. This can be achieved mainly by considering ethical issues during the 

interviews (Zeni, 1998). In this study the ethical issues were carefully considered, and an effort 

was made to promote values that are essential for collaborative work. The researcher first 

informed the respondents about the nature, aims and expectations of the study and asked 

for the consent of all respondents before interviewing. The respondents were assured that 

their responses would remain confidential and this principle was being upheld by the 

researcher throughout the survey. While interviewing, caution was taken not to question the 

participants' religious, political or cultural beliefs or any other sensitive issues. At the 

beginning of interviews, respondents were made aware of the presence of the voice recorder 

and were asked for permission to record responses. After the interviews, the researcher 

offered to send respondents, who had requested, the final results of the study to check for 

accuracy of the recordings.

4.8 New institutional economics analysis of the institutional factors
There has been a growing body of critical scholarship being brought to bear on, among other 

things, the methodological assumptions of neoclassical economics (Fullbrook, 2004; Lawson, 

2003). Going under the broad umbrella of heterodox approaches, a number of distinct 

theoretical perspectives have placed the spotlight on the failings and inadequacies of 

mainstream methodology. According to North (1990), institutions are a key part of the 

structural make up of societies. Thus actual human behaviour is explicable in terms of, or 

conditioned by, the institutional environment (Mooya, 2009; North, 1990). NIE is associated 

with a strong empirical epistemology and inductive methodology (Hall and Elliott, 1999). At 

the core of the NIE is a common methodological concern with comparative analysis of 

institutions at all levels (Menard and Shirley, 2005).

82



4.8.1 Challenges of doing institutional analysis
There are several difficulties that need to be overcome in undertaking any form of 

institutional analysis. According to Ostrom (2005), some of these key difficulties involved in 

studying institutions include the following:

• While the buildings in which organised entities are located are quite visible, 

institutions themselves are usually invisible, making identification and measurement 

difficult.

• The term "institution" is used to refer to many different types of entities including 

organisations as well as the rules, norms, and strategies used to structure patterns of 

interaction within and across organisations. Multiple definitions of institutions make 

it difficult for researchers to make progress.

• Given the multiple languages used across disciplines, a coherent institutional 

framework is needed to allow for expression and comparison of diverse theories and 

models of theories applied to particular puzzles and problem settings.

• Decisions made about rules at any one level are usually made within a structure of 

rules existing at a different level. Thus, institutional studies need to encompass 

multiple levels of analysis.

• At any one level of analysis, combinations of prescriptions, attributes of the world, and 

communities of individuals involved work together in a configurational, rather than an 

additive, manner. Thus, the impact of one type of institution is not independent of the 

configuration of other institutions. The effect of changing property rights, for example, 

will vary from society to society due to differences in their institutional structure. 

While ceteris paribus conditions are essential for undertaking any theoretical work 

involving institutions, the researcher needs to know the values of other variables 

rather than asserting that they are held constant.

Further challenges were stated by Hall and Elliott (1999: 1278, citing Nugent, 1997) when 

indicating a list of methodological challenges confronting institutional economists. The key 

ones included the defining and operationalising the term 'institution', identifying how 

institutions are determined as well as the effects of institutions given their often invariant 

nature.
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4.9 Data Analysis

4.9.1The institutional analysis and development (IAD) framework
The Institutional Analysis and Development Framework is one of the most significant 

breakthroughs in the development of tools for doing institutional analysis (Mooya, 2009). It 

draws on the foundations of many disciplines, and it provides a useful tool that can be used 

to analyse any type of institutional arrangement (Ostrom, 2005). There are frequently 

encountered situations and some universal components present in all markets and 

hierarchies. An institutional analysis framework should identify the major types of structural 

variables present to some extent in all institutional arrangements, but whose values differ 

from one type of institutional arrangement to another.

Central to IAD is a conceptual unit called the action arena which can be used to analyse, 

predict, and explain behaviour within institutional arrangements. Action arenas are defined 

as the social space where individuals interact, exchange goods and solve problems, dominate 

one another, feel guilty, or fight (Andersson, 2006). By this definition, the mohair industry can 

easily be conceived as an action arena.

Action arenas are an amalgamation of action situation and the actors in that situation. An 

action situation can be characterised using seven clusters of variables: (1) participants, (2) 

positions, (3) outcomes, (4) action-outcome linkages, (5) the control that participants 

exercise, (6) information, and (7) the costs and benefits assigned to outcomes (Ostrom, 2010). 

These clusters of variables provide a good framework for a descriptive analysis of mohair 

industries in specific locations. An actor is defined as an individual or a corporate actor.

Mohair industries are of course characterised by numerous participants, occupying various 

positions such as buyer, seller, broker, regulator, among others (Mohair South Africa, 2015). 

This industry produces a range of outcomes related to specific actions undertaken by 

participants (Jordaan, 2005). The ability of participants to achieve certain outcomes, in turn, 

depends on their agency, i.e. the extent to which they as individuals are free to determine 

courses of action in the face of structural constraints (Mooya, 2009). The information set 

available to the participants determines the choices that participants must make (Nevid, 

2009). Finally, the costs and benefits assigned to specific outcomes sets the incentive 

structure, influencing what actions will or will not be undertaken (Ostrom, 2010).
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An institutional analyst can take two additional steps after an effort is made to understand 

the initial structure of an action arena. One step digs deeper and inquires into the factors that 

affect the structure of an action arena. From this vantage point, the action arenas, such as 

the mohair industry, are viewed as a set of dependent variables influenced by other factors 

(Figure 4.1). These factors affecting the structure of an action arena include three clusters of 

variables: (1) the rules and norms used by participants to order their relationships, (2) physical 

and material conditions obtaining in the relevant community, and (3) the structure of the 

more general community within which any particular arena is placed (Kiser and Ostrom, 

1982).

Figure 4.2: A framework for mohair industry analysis 

Source: Adapted from Ostrom, 2005: 829

Rules and norms refer to formal and informal institutions respectively. Rules include systems 

of property rights while norms include traditions, value systems, and sociological trends, 

among others. These were devised to facilitate coordination or govern relationships between 

individuals or groups (Kherallah and Kirsten, 2001).

While, as a rule, configuration affects all of the elements of an action situation, some of the 

variables of an action situation (and thus the overall set of incentives facing individuals in a 

situation) are also affected by the physical and material conditions. What actions are
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physically possible, what outcomes can be produced, how actions are linked to outcomes, 

and what is contained in the actors' information sets are affected by the world being acted 

upon in a situation. The same set of rules may yield entirely different types of action situations 

depending upon the types of events in the world being acted upon by participants 

(Andersson, 2006).

A third set of variables that affects the structure of an action arena relates to the community. 

The attributes of a community that are important in affecting the structure of an action arena 

include the norms of behaviour generally accepted in the community, the level of common 

understanding potential the participants' share about the structure of particular types of 

action arenas, the extent of homogeneity in the preferences of those living in a community, 

and the distribution of resources among those affected (Andersson, 2006). The term culture 

is frequently applied to this bundle of variables.

Conceiving the mohair industry as an action arena within the IAD framework represents a 

methodological quantum leap. The concept of the action arena captures the dynamic, 

transactional nature of this industry. It draws attention to the fact that the mohair industry is 

dependent on, among others, institutional arrangements for its structure and functioning. 

The concept elevates the profile of industry participants, making them a focal point of 

analysis. All in all, the concept of the mohair industry as an action arena is a significant 

improvement in perspective over the traditional neoclassical approach. As the literature 

indicates, the neoclassical approach tends to focus on prices and quantities, and ignores or 

assumes away both institutional structures and the defining characteristics of the action 

arena (North, 1990; Mooya, 2009).

A conceptualised institutional analysis development framework derived from Ostrom (2005) 

was used for descriptive analysis. The researcher applied a qualitative analysis to farmers' 

responses on access to the investigated institutional factors and the way they (farmers) 

perceive the impact of such factors in promoting mohair production and marketing in the 

study area. Based on the IAD framework depicted in Figure 4.1, it is assumed that physical 

and material conditions, attributes of the community and institutions will influence the action 

situation by farmers. The action situation is assumed to yield either positive or negative 

outcomes. However, on the other hand, it is assumed that if incentives are provided for
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any given course of action, the outcome would be positive given the availability, access 

and suitability of the physical and material conditions, institutional arrangements as well as 

attributes of the community (Ostrom, 1990).

The research applied a qualitative analysis to small-scale mohair farmers' responses in 

relation to the investigated institutional factors and the way they (farmers) perceived the 

impact of such factors on promoting mohair production and marketing in the study area 

(Figure 4.1). The t-tests, frequencies and mean values were employed as the main statistical 

indicators.

4.9.2 Analysis of institutional and transaction cost factors influencing integration of small- 
scale mohair farmers into the commercial markets
A qualitative approach to the identification of institutional factors influencing smallholder 

participation in formal, informal and illegal markets was adopted in the study because of the 

predominantly qualitative data gathered. The qualitative analysis was adopted in order to 

avoid the complications that come with quantifying of the institutional factors which often 

necessitates data manipulation in order to make it conform to models and expectations 

(Oosthuizen et al,. 2005).

Institutional factors that were argued to have had an influence on smallholders using formal 

markets and smallholders using informal markets were highlighted and the recurrent factors 

were isolated for analysis and discussion. In that regard, New Institutional Economics and the 

Institutional and Development Framework were employed for guidance. The analysis 

employed, among others, North's (1990) theoretical propositions in discussions of institutions 

and transaction costs.

The magnitude of recurrent institutional and transaction factors was evaluated based on the 

number of respondents citing a particular factor expressed as a percentage of the total 

number of respondents using the specific market channel under consideration. The results 

were tested for significant differences between the market channels for each factor using 

SPSS and Microsoft Excel, the Fisher exact and ANOVA test. The relative weights of each factor 

were then added and compared for both market channels to identify the significant 

institutional factors influencing small-scale mohair farmers' participation in formal and 

informal markets.
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The institutional framework of analysis facilitates the identifying and describing all factors 

that affect development and their actual impact on development. It facilitates full 

understanding and explanation of the economic system (Ostrom, 2005). This method of 

analysis is not founded on rigid and prescribed guidelines aimed at certain expected 

outcomes. The methods designed in such a manner often lead to explanation of the real 

situation, credible findings and conclusions as data is not manipulated in order make it 

conform to models and expectations (Oosthuizen et al., 2005).

Mbatha (2007) used a similar approach in the analysis of institutional factors that impacted 

on rural economic development in the Eastern Cape Province of South Africa. Strydom et al. 

(2012) employed this approach when identifying the transaction cost factors in their study 

"Reduction of transaction cost within the South African potato processing industry''. The 

method proved to be a good fit to their qualitative data and was also found to be suitable for 

the relatively small size of the sample for that study.

4.10 Limitations of the analysis tools
In investigating the institutions that limit the integration of small-scale mohair farmers into 

the commercial agricultural economy, there were different methods that could have been 

used but the study drew from the arsenal of NIE and IAD analyses. The study investigated the 

institutions limiting the integration of smallholders that used formal and informal markets but 

did not measure the transaction costs associated with this integration (it only identified the 

transaction cost factors). This may hinder the study from providing a comprehensive picture 

of the factors that limit the integration of small-scale mohair farmers into the commercial 

economy and perhaps failure to develop an effective marketing strategy for produce from 

small-scale producers.

The reason for not measuring the transaction costs was that their measurement still remains 

a big challenge in economic analysis. Quantitative measurement of transaction costs and 

quantification of institutions still remain as major hurdles when attempting to account for the 

impact of these costs (Jordaan and Grove, 2010; Maltsoglou and Tanyeri-Abur, 2006). 

Although there is consensus in the literature on the causes of transaction costs (Jordaan and 

Grove, 2010), the extensive measurement problems in the empirical analysis of transaction 

cost economics because of lack of unanimity on the measurement of variables have led to the
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studies in transaction economics applying proxy variables to specific attributes (Illukor et al., 

2015). A number of recent studies that applied Transaction Cost Economics include, amongst 

others, Hobbs (1997), Mantungul, Lyne, and Ortmann (2001), de Bruyn et al., (2001), and 

Jordaan and Kirsten (2008). Except for Milagrosa (2007) and Jordaan and Kirsten (2008), all 

the studies used proxy variables to represent transaction costs in analyses to explain 

marketing behaviour. Milagrosa (2007), on the other hand, assessed the levels of transaction 

costs associated with alternative governance structures. She assesses the attributes of the 

transaction associated with the respective governance structures for vegetable marketing in 

the Benguet Province in the Philippines. Although she too uses proxy variables to represent 

transaction cost causing attributes, she compares respective governance structures based on 

the levels of the transaction cost associated with it.

Therefore, for one to have well informed conclusions on the institutions that limit market 

integration of smallholders, the analysis of all the limiting factors should be properly and 

comprehensively performed. The institutions and transaction costs influencing or associated 

with market integration should be measured and quantified in order to develop an effective 

marketing structure for the commercialisation of small-scale farmers.

4.11 Reliability and Validity
Patton (2002) and Weaver-Hightower (2013) indicated that it is important to measure the 

level of reliability and validity in both qualitative and quantitative research. Reliability means 

the consistency and dependability of the data in quantitative and qualitative research 

respectively, while validity refers to trustworthiness of the data and research in general 

(Punch, 2005). Nevertheless, Lincoln and Guba (1985) stated that the two aspects are closely 

related. Validity and reliability can be tested when the research is still in progress or at the 

end of the research, using various methods (Lincoln and Guba, 2005). Data triangulation, 

where data were obtained from different sources, was used to test for reliability and validity 

in this study. Data were obtained using interviews and from written documents. Triangulation 

is typically a strategy (test) for improving the validity and reliability of research or evaluation 

of findings (Golafshani, 2003). To increase the chances of capturing all the important data, a 

questionnaire was filled in and conversations were recorded during the interviews. The 

research used activities such as ensuring methodological coherence, sampling sufficiency, 

developing a dynamic relationship between sampling, data collection and analysis as
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verification strategies in order ensure both reliability and validity of data. Results of the 

research were made available to participants on request, which allowed participants to 

comment on the reliability of findings.

4.12 Synopsis
In this chapter, the study area was described and the methods that were used to carry out 

the research were reviewed. The research employed mainly a qualitative approach with some 

quantitative elements where necessary. Data was collected from 50 emerging and 

smallholder mohair farmers in the Mafeteng district of Lesotho. The research was focused on 

the farmers who are involved in mohair marketing. Purposive sampling was applied in order 

to select a sample from emerging and smallholder farmers involved in mohair marketing. To 

collect the data, a questionnaire was administered to the respondents through face-to-face 

interviews. The advantages that are associated with face-to-face interviews have been 

highlighted within the chapter. The informal interviews with other stakeholders were 

employed and their advantages were highlighted. For analysing data, the study employed the 

institutional analysis and development framework and the advantages and suitability of the 

framework for the study have been highlighted. The limitations of the employed tool of 

analysis were discussed in the chapter.

The results of the research are presented in the subsequent two chapters and they were 

attained after the small-scale farmers' data were subjected to the methods and techniques 

formulated in this chapter, in accordance with the objectives of the research.
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CHAPTER 5
INSTITUTIONS AND SMALL-SCALE MOHAIR FARMING IN LESOTHO

5.1 Introduction
This chapter discusses and analyses the results of the field survey that was carried out in the 

Mafeteng District between December 2015 and March 2016. The data under analysis was 

collected from 50 smallholder mohair farmers and other stakeholders who are involved in 

mohair marketing. The chapter provides explanations of the demographic characteristics of 

the sampled households, which is then followed by an overview of households' assets 

ownership. It goes on to discuss socio-economic aspects of households, giving special 

attention to aspects related to mohair farming and institutional factors influencing them. 

Within the chapter, descriptive statistics such as correlations, mean, maximum and minimum 

values, frequencies, t-tests and standard deviations were used.

5.2 Demographic characteristics of sampled households
Household head's aspects such as gender, age, highest educational levels and employment 

status are important because the main household activities are coordinated by the household 

head and the head's decisions are most likely to be influenced by such demographic aspects 

(Makhura, 2001). The section further presents and analyses results of the household sizes 

and labour availability. According to Randela (2005) and Jari and Fraser (2009), demographic 

characteristics of households are essential when analysing economic data because such 

factors influence the households' economic behaviour. Some personal characteristics have 

an influence on the level of transaction costs facing economic actors (Sigei, 2014). As such, it 

is relevant to include household demographic attributes in analysing market participation 

among the small-scale mohair farmers in Lesotho.

Table 5.1 shows gender distribution among farming household heads involved in small-scale 

mohair farming and marketing in the Mafeteng district. The table shows gender distribution 

among all sampled farmers and within individual marketing channels. Farmers were divided
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into their different market channels in order to investigate whether gender influences the 

choice of marketing channel.

The results show that there was a larger proportion of female household heads (52%) in the 

mohair markets. When farmers were divided into their different mohair marketing channels, 

the distribution of females and males was different from the overall distribution. In formal 

market channels, there was greater proportion of females (64.2%) and this is explained by the 

fact that a large number of females indicated negative perceptions of informal business 

dealings especially when involving export products such as mohair and wool. It is assumed 

that gender-based perceptions and preferences have positively influenced females' 

participation in formal markets. This scenario substantiates the work by Okoh (2009) who 

pointed out that Basotho women prefer formal markets when dealing with export oriented 

products. In addition, statistical analysis revealed a significant relationship between gender 

and market channel.

Age of the household head is an important aspect in agriculture because it determines 

experience in a certain type of farming. In addition, to a certain extent, age indicates the 

position of the household in the life cycle. Household head's experience further influences 

household members' farming activities since they usually get guidance from the head and it 

is clear that this variable can influence the level of transaction costs facing the household 

(Ngqangweni and Delgado, 2003). Age of sampled farmers was classified into different groups 

where each farmer belonged to one group.
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Table 5.1: Demographic characteristics of the Respondents

Formal Market Channel Informal Market Channel
Number of farmers interviewed

28 22
Gender (%)

Female 64.2 36.3
Male 35.8 63.7

Age (%)
19-29 years 0 13.6
30-39 years 3.5 63.3
40-49 years 3.5 13.6
50-59 years 14.2 5
above 60 
years

78.8 4.5

Education level (%)
No
education

50 22.7

Primary 42.8 0
Secondary 3.5 22.7
Tertiary 3.7 54.6

Employment Status (%)
Employed
(formal)

0 4.5

Unemployed 50 31.8
Pensioner 10.7 13.6
Farmer (self
employed)

39.3 50.1

Table 5.1 shows that the majority of farmers (78.8%) using formal market channels are above 

the age of 60 years. The households that used informal market channels were headed by 

younger farmers as the majority (63.3%) of them fall in the age range between 30 and 39 

years. The statistics show that in the study areas formal market channels are used by older 

farmers, usually pensioners. As shown in the table, some farmers are below 30 years of age, 

demonstrating that mohair farming is not only for the old people. However, there are 

generally fewer young farmers (< 40 years) among the sampled households, as compared to 

the older farmers.
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The high concentration of youths in the informal channels can be explained by the youth 

holding the opinion that the formal market channel (LNWMGA) is dominated by old people 

and resistant to change. These results agree with Matebesi (2015) who stated that young 

wool and mohair farmers dislike the LNWMGA because of these reasons. The perceptions 

that youth have regarding the LNWMGA have led to the youth preferring to participate in the 

informal mohair markets. One of the young mohair farmers stated that "the way things are 

done and handled in LNWMGA is unsatisfactory and because it is our elders that run the 

association we cannot challenge them as it is a taboo in our culture and traditions to do that 

and we then decided to sell our products in the informal markets". This indicates that an 

informal institution (culture) has influenced marketing decisions among the young farming 

communities in the district of Mafeteng hence their participation in the informal markets.

The highest educational level achieved by the household head was recorded to determine the 

human capital level of households and the ability to interpret information. People with higher 

educational levels are more able to interpret information than those who have less education 

or no education at all (Sebatta et al., 2014). Thus, education levels affect market information 

interpretation and, hence, transaction costs and market participation level of farmers.

The results revealed that the standard of education attained by small-scale farmers is 

generally low. When mohair farmers were divided into their different market channels, it was 

observed that half of farmers that use formal markets have never attended school while 

42.8% have attained primary education. However, secondary and tertiary educations were 

attained by only 3.5% and 3.7% of farmers respectively. Slightly above half of the farmers that 

use informal market channels have attained tertiary education while 22.7% have attained 

secondary education and the remaining farmers have not attended school. The statistics 

revealed that there was a negative relationship between education level and participation in 

the formal mohair markets with a correlation coefficient of -0.607. Respondents with better 

education participate less in the formal mohair markets and these statistics can lead to a 

conclusion that, in Lesotho, ability to interpret information is not that important when using 

formal markets because government agencies and officials gather and interpret information 

for small-scale farmers that use such channels. The institutional arrangements within the 

formal sector have addressed some of the challenges that might have a negative impact on
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the illiterate farmers in the form of transaction costs such as supplying the wrong product 

and using wrong (less rewarding) markets due to lack of correct information.

About 38% of smallholders have not gone to school and these are mainly the older farmers 

and the statistical tests show that there is a negative relationship between age and education 

with a correlation coefficient of -0.773. The lower the age of the small-scale farmers the 

higher the level of educational attainment and this is attributed to the government's 

prioritisation of education since the 1990s. This led to the adoption of a free basic education 

policy in the mid-1990s and increased funding for higher education in the late 1990s, and 

these policy shifts led to younger respondents attaining high educational levels relative to the 

older people who did not have the kind of opportunities during their school going age and 

time. This less educated category of smallholders would be expected to participate less in the 

formal markets because they are unable to interpret information. However, they participate 

more in these markets because of group participation through the LNWMGA. The 

participation of these smallholders in a farmers' association has influenced their participation 

in formal markets.

The employment status of head of household was investigated to determine the level of 

income and the ability to finance farming related activities. Small-scale farmers with non

farm employment have the potential to acquire additional capital that can be invested in the 

farm business to grow and expand the operations (Osmani and Hossain, 2015). The results 

revealed that the small-scale mohair farmers were generally not formally employed and were 

mostly unemployed and have a poor asset base. Therefore, they are not able to acquire 

capital because the financial lending institutions (dealing with farmers) in Lesotho require 

prospective borrowers to put up collateral or proof in the form of financial 

statements/payslips that the borrower will be able to pay monthly instalments (MTICM, 

2012) and most of the Basotho farmers do not meet these requirements (CBL, 2013). This 

implies limited potential for growth and expanding the mohair operations among the small- 

scale farmers especially in situations where access to credit is limited or restricted for 

smallholders. This limits the smallholders' participation in the lucrative formal markets that 

necessitate investment of substantial capital in order to meet high grades and standards 

required in these markets. This leads to the participation in the informal markets.
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When small-scale farmers are divided into their different marketing channels, it was observed 

that no farmer using a formal market channel was formally employed (non-farm jobs) in the 

study areas. This can be explained by low levels of educational attainment among farmers 

using formal markets, which was revealed by the study. These results support Jimenez et al. 

(2015) when pointing out that low education limits potential for formal employment. The low 

educational attainment among this older group of farmers can be attributed to the historical 

legacy of the pre-1993 autocratic and military rule where education was not prioritised, and 

people were compelled to seek employment in the South African mining industry or worked 

as domestic servants in the same country (United Nations International Children's Emergency 

Fund, 2015). Considering the previously highlighted loan requirements in the country, the 

situation of low education attainment, hence lack of formal employment, has led to limited 

participation of small-scale farmers in the formal markets.

5.3. Household assets ownership/access
The availability of agricultural related assets influences production and marketing decisions 

among smallholder farmers (Tatwangire, 2011). That is, farmers who own farming related 

assets are more likely to produce and formally market their produce than those who lack 

assets. The main aspects that are discussed include land ownership, implements and value 

adding items, livestock ownership and market infrastructure among others.

Lesotho is one of the smallest countries in sub-Saharan Africa and land allocated to farmers 

is so small that it must be usually shared between residential and farming purposes 

(Daemane, 2012). This situation has greatly limited arable land available for farming purposes. 

The arable land is sometimes used for growing supplementary feed for the goats. The entire 

community has access to arable land on which they exercise private property rights but do 

not have title deeds to these lands. The plots of land are generally small as 49% own one 

hectare of land and 40% have access to only two hectares of arable land while the remainder 

farm on three hectares of land. A closer look at the statistics reveals that there is no noticeable 

difference in sizes of land between smallholders that use formal and informal channels. The 

minimum and maximum size of land is not different between both groups and mean values 

are nearly equal with 1.75ha and 1.5ha for farmers that use formal markets and farmers that 

use informal markets respectively.
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The farmers that own small plots may have trouble in obtaining loans for agricultural 

purposes because they cannot use the land as collateral, since they own lands that are viewed 

as small and of little value by the financial lenders and the farmers also do not have title deeds 

for the land. The financial lending institutions are reluctant to lend to small farmers because 

of difficulties and costs associated with enforcing repayment of loans provided to 

smallholders (Lovei and Gentry, 2002). The respondents confirmed this as they indicated that 

the local financial lending institutions are reluctant to grant them agricultural loans. The lack 

of access to agricultural loans because of small-sized lands limits the acquisition of capital 

necessary for participation in lucrative formal markets that are characterised by high 

requirements in terms of standards and grades.

Total herd size has a positive relationship with farmer participation level in the mainstream 

markets. Thus, as the herd size increases, the probability of participating in formal markets 

increases (Hunter, 1987). Table 5.2 reflects the number of goats owned by sampled farmers 

in the region.

The proportion of farmers owning 100 goats or more is 28% and between the ranges of 51 

and 99 goats and 26-50 goats was owned by 36% of the farmers each. More than 80% of 

farmers owning 100 goats or more used formal market channels to sell their mohair clip. The 

analysis of the relationship between market channel and flock size revealed that there is no 

statistically significant relationship between the two variables with a significance value of 

0.333. This is because the flock sizes owned by mohair farmers in Mafeteng are generally 

small probably because of the Range Management Policy of 2010 that has resulted in the 

adoption of programmes aimed at reducing stocking rates in order to control land resource 

degradation, though it can be argued that degradation is not only caused by high stocking 

rates. The government has robustly engaged in these programmes. This institutional 

arrangement has resulted in increased costs to farmers as they are not able to achieve 

economies of scale due to policy restrictions.
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Table 5.2: Distribution of goat ownership levels among farmers

Flock size range (goats) Number of farmers Percentage (%)
26-50 18 36
51-99 18 36

100 and above 14 28
TOTAL 50 100

PAIRED SAMPLES TEST

Variables Correlation p-Value
Market channel and flock size 0.140 0.333

Experience is critical to farming as it determines the level of contacts and networks that a 

farmer develops which are crucial for farming success. Through experience a farmer 

accumulates know-how that will help to improve the performance in terms of production and 

marketing (Osmani and Hossain, 2015). Fourteen percent of the respondents had been in 

mohair marketing for a period between 6 and 10 years, 18% of the respondents have been in 

farming for 11 to 14 years, 22% of the respondents have been farming in mohair for a period 

between 15 to 20 years while the remainder have been farming for more than 20 years.

The mohair farming experience aspect has not influenced mohair production levels as the 

relationship between the two factors was found to be insignificant with a p-value of 0.597. 

Nevertheless, this experience has an influence on the marketing channel choices among the 

respondents as more experienced respondents chose formal mohair markets relative to their 

lesser experienced counterparts who chose informal markets. The statistical analysis 

supported this as the correlation between mohair farming experience and market channel 

was found to be positive with a coefficient of 0.688. When the respondents were divided into 

their different marketing channels, the results show that slightly over two-thirds of the 

farmers using the formal market have been in mohair farming for more than 20 years while 

only 17% of the farmers that use informal markets have farmed for more than 20 years. This 

can be explained by the fact that the younger farmers have negative perceptions about formal 

markets associated with LNWMGA and also perhaps because, for them, costs are greater than 

benefits, hence their relatively high participation in the informal mohair markets. The mohair 

farming experience has influenced participation in the formal mohair markets.
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Another factor that led to the poor participation of the relatively experienced smallholders in 

the formal markets is the delayed payments associated with these markets. In practice, the 

small-scale mohair farmers did not receive any advanced payments and they were negatively 

affected by delayed payments for their mohair. One smallholder indicated that "with a little 

experience that we have we learned that at BKB people go fo r months before they can be paid 

and we are just 'new entrants' and cannot cope with the delayed payments experienced with 

the form al markets of BKB, the delayed payments can be handled by established farmers not 

us that is why we sell to the informal traders who pay timeously". The institutional challenges 

within LNWMGA and BKB have led to the participation of smallholders in the relatively less 

financially rewarding markets. It is argued that path dependency associated with LNWMGA 

and BKB has led to some smallholders opting for the formal mohair markets. This has led to 

costs because of the opportunity cost of not participating in lucrative formal markets. The 

statistics revealed that there is a highly statistically significant relationship between market 

channel and farming experience with a p-value of 0.000.

Forty-four percent of the respondents did not belong to any farmer group or organisation 

while the remainder belonged to the LNWMGA. This association's purpose is to oversee the 

overall production and management of the mohair industry including information sharing and 

joint marketing. The statistics revealed a strong positive relationship between group 

participation and formal market participation as all farmers that held membership of farmer 

organisations participated in formal marketing of mohair. Collective action has an influence 

on marketing choices among the smallholders that use formal market channels and it 

increases the lobbying power and reduces costs associated with the search for information.

The respondents who were members of the association indicated that goat shearing and 

mohair classing and grading were carried out at shed level followed by mohair packaging after 

which the mohair bales are transported to the Livestock Products Marketing Services 

warehouse in the capital, Maseru. The bales are then transported to the South African coastal 

city of Port Elizabeth in the Eastern Cape Province where it would be handled by the broker 

BKB until it was auctioned and bought. They also indicated that the Lesotho government pays 

for some of the fixed and variable costs associated with these processes, though it was not 

clear which were and what proportions were covered. Almost all (95%) the members cited 

access to safe storage facilities and the government paid woolshed workers as what made
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them to continue with the LNWMGA membership. It is evident that the incentive structure 

has attracted some smallholders to the association, hence participation in formal mohair 

markets.

There were various other reasons advanced by the respondents for joining the farmer 

association, with 76% of the members joining because they had been promised higher profit 

by the association's leadership during the recruitment campaigns. It can be argued by the 

researcher that the association probably used strategies based on incorrect information 

because in formal markets, such as auctions associated with BKB, prices cannot be 

predetermined as it is market forces that determine sale prices. The dissemination of 

incorrect information may have lured small-scale farmers to the formal markets and this was 

attested to by an official from LNWMGA who stated that "Some of our committee members 

use incorrect information and unrealistic promises to attract new members to the 

association".

The association was portrayed as the epitome of good governance which was the reason why 

about 83% of the respondents joined this association and small-scale farmers joined the 

association because it promised them that the association will ensure early and timeous 

delivery of mohair clip to the sales points. However, this promise has not been fulfilled 

because the LNWMGA is characterised by late delivery of mohair to the markets. One of the 

small-scale farmers alluded to this when indicating that "we were promised that with 

LNWMGA and BKB our mohair clip will be send to the markets early but it has not happened 

in the more than eight years I have been in the association". The smallholders may have 

incurred losses because their mohair clip missed early auctions that offer better prices and 

this can be attributed to the highlighted institutional challenges within LNWMGA and/or BKB.

Nevertheless, farmers that owned relatively large flocks of over 100 goats tabled contrasting 

views that the promise of early delivery of mohair to the markets in Port Elizabeth was 

fulfilled. One farmer owning more than 100 goats attested to this when stating that "our goats 

are shorn early and mohair clip is quickly shipped off to Port Elizabeth and we get good prices 

fo r it". The contrasting opinions and perceptions among membership of the association may 

result in animosity, hence conflicts among members, and that may lead to detrimental 

outcomes for the individual members and the association as a whole.
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Other smallholder mohair farmers have a perception that LNWMGA management is serving 

their own interests. One smallholder indicated that "management ensured that their sheep 

were the first to be shorn and that their mohair clip was the first to be delivered to BKB in Port 

Elizabeth after which they relax and never bother what happens to the mohair clip of the 

small-scale members". The delayed payments of the farmers were one of the challenges 

facing the association and the respondents indicated that it can take up to a year after the 

transaction before they could receive payment and the delays consume a lot of their financial 

and time resources because they have to use telephones and transport to enquire about 

payment. A smallholder from Tsakholo shearing shed indicated that "in 2014 I received my 

payment 10 months after selling my mohair clip and I spent a lot of money to make telephone 

calls to the LNWMGA and LPMS offices because representatives of LNWMGA never bothered 

to enquire on our behalf, they always told us that the headquarters has not said anything 

about our payment and they were awaiting information from the headquarters".

However, 80% of the members of this association stated that the promises made to them as 

strategies to lure them to the association were never fulfilled. They cited a number of 

challenges that led to the failure to attain the expected benefits as 93% cited power struggles 

as a challenge in the association. There are always conflicts among members of the 

association, particularly small-scale farmers, and association's committee members. One of 

the smallholder farmers indicated that "the associations committees' members and larger 

farmers dominate us and use the association to serve their interests and we will not allow 

that, we will continue to fight that until they are in order". They indicated that these struggles 

consume a significant share of association's funds because a lot of financial and time 

resources are spent on conflict resolution. One member of LNWMGA management indicated 

that "there are always conflicts among us and they cost us because we have to organise and 

attend meetings and money is spent on that and again they cost us time that we could use for 

other important activities".

Sixty-nine percent of the members of this association cited a top-down approach to 

management as one of the challenges characterising the group. They indicated that 

management never consulted them before making even very crucial decisions and that their 

opinion was never sought on any issue affecting the association and its functioning. For 

instance, management never consulted the members when introducing an infrastructure
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fund whereby R100.00 of the income from farmers that keep less than 100 goats was to be 

deducted and allocated to this fund. All the respondents showed dissatisfaction about this 

deduction which erodes their profits yet no infrastructure development was ever carried out 

since the introduction of the fund about 5 years ago. In other instances, they (management) 

embarked on a very expensive trip to Port Elizabeth costing around R90 000.00 without the 

knowledge and approval of members. During stakeholder interviews, different explanations 

were made for this trip whereby some management team members stated it as a study tour 

while others called it a meeting to discuss new business terms with BKB and this lack of 

consistency in the explanation of the trip raised suspicions and angered the farmer members. 

When asked about reasons for their dislike of the LNWMGA, all of the respondents cited ever 

increasing deductions from their monies and dominance of larger farmers and committee 

members as the main reasons.

However, with regards to continuing with the membership of the association, slightly less 

than 5% of the respondents indicated that they were going to cancel their membership if the 

situation did not improve while a tenth were uncertain whether they would or would not 

continue with the membership and associated formal markets. Around 85% of the members 

indicated that they would continue despite the challenges and dislikes they highlighted. They 

explained that they have been in the association for a long time and have invested a lot of 

their resources and effort in it and that they cannot switch to the less rewarding informal 

markets, hence path dependency. It is evident that path dependency influenced the 

participation of this group of farmers in the formal mohair markets. Another factor that has 

attracted these farmers to the formal markets is the favourable prices that are offered by 

these markets. This was supported by an official from the Ministry of Trade when indicating 

that "The form al markets associated with LNWMGA and BKB usually offer higher prices 

relative to the informal traders".

Dependency ratio and the size of household affect the level of household market participation 

and also affect the ability to accumulate assets and save, and subsequently this affects the 

stability of the farming venture and the ability to expand (Gabremedhin et al., 2015; Gani and 

Adeoti, 2011). Dependency ratio was calculated based primarily on the employment status of 

all the household members. Any individual of school going age as well as the unemployed 

(excluding welfare grant holders) were classified as dependents. On average there are three

102



dependents for each income earner per sample household. In addition, sample households 

have an average of 5 household members. The statistics revealed no correlation between 

these two variables and market participation and there is no relationship between these two 

variables and assets ownership and ability to save. This is explained by the generally high 

unemployment rates prevalent in Mafeteng coupled with the high birth rates in the rural 

areas that were documented by WHO in 2014.

Table 5.3: Access/Ownership of machinery and communication technology

Item Number of farmers Percentage
Telephone 14 28
Computer 7 14
Transport 7 14
Radio 36 72
Value adding machinery 28 56

The access/ownership of agricultural machinery and access to communication technology are 

some of the core elements of agricultural development as they have a bearing on the levels 

of productivity, transaction costs as well as information flow (Reid, 2011 and Bull etal, 2011). 

The results in table 5.3 reveal that ownership and/or access to these factors is generally 

acceptable in the study area. Seventy-two percent owned radios, but telephones were owned 

by only 28% of the respondents, while 14% of small-scale farmers owned a computer. The 

statistical analysis revealed no relationship between market participation and ownership of 

either telephone or radio or a computer. The access/ownership of value adding machinery 

such as shearing clippers, skirting tables and mohair presses was reported by 56% of the 

respondents. Further analysis revealed that the farmers that had access to value adding 

machinery were members of LNWMGA and using formal market channels as no respondent 

using informal markets indicated access to this type of infrastructure. When the relationship 

between accesses to these factors was analysed, it was revealed that access to value adding 

machinery had a significant relationship with a market channel choice amongst respondents 

with a p-value of 0.000. The access to value adding machinery has influenced farmers' 

participation in the formal mohair markets. The value adding machinery was provided by 

government and development partners in order to help reduce some of the costs incurred by 

mohair farmers across the country. The access to value adding machinery has a correlation
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with meeting the grades and standards, hence positive influence on participation in formal 

markets.

Road networks play an important role in market integration. Debilitated or inadequate road 

networks raise the cost of transportation, search and transfer costs and thereby limit 

competition and market participation. Surveyed respondents' judgment of the road networks 

was more or less the same as 51% viewed them as poor while the remainder viewed them to 

be very poor. It is apparent that road conditions will equally affect the farmers that use formal 

markets and those who use informal markets. This was verified by statistical tests and the 

relationship between market channel and views on the condition of the roads was found to 

be insignificant with a p-value of 0.305. The provision of public goods such as roads is the 

responsibility of the government. One village chief who is also a member of Mafeteng District 

Council indicated that as leadership they have not performed well in the provision and 

maintenance of rural roads.

Distance to markets is critical as it has a bearing on the level of transportation costs, which 

affect profit margins (Olwande and Mathenge, 2015). Eighteen percent of the respondents 

travelled between 1 and 9km to get to the mohair collection points and 47% were located at 

between 10 and 13 km from the collection points. Twenty-two percent of the smallholders 

travelled between 14 and 19 km to get to the markets while the remaining respondents 

travelled between 20km and 25km to get to the mohair collection points. In some instances, 

informal traders collect mohair from the villages. The situation implies that the costs due to 

transportation will be incurred either by smallholders or buyers to get mohair to the markets 

as time and financial resources are expended for this exercise. Further statistical analysis 

revealed that there is no relationship between distance to mohair collection points and 

marketing decisions among farmers with a coefficient of 0.307. This is explained by the 

location of government shearing sheds that are built close to the villages of small stock 

farmers. In terms of informal trading, this is explained by the mohair collection points that 

are set up close to or within villages.

The smallholders that sell to the formal markets indicated that sometimes their flocks are 

shorn late and they fail to deliver their mohair clip at the same time with the rest of the 

members. This necessitates the transportation of the mohair clip to the collection point in the
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capital city where mohair clip is kept before it is sent to BKB in Port Elizabeth, and this 

category of farmers viewed the distance to be long. One smallholder complained that "the 

collection point in Maseru is too far and forces us to incur high transport costs which we do 

not have because we cannot use our donkeys or horses over a distance of about 90 kilometres 

to Maseru". Another smallholder indicated that "the costs are unbearable when your goats 

are shorn late and you are unable to share transport costs with fellow farmers which is always 

the case with us". The researcher probed further to find the cause of failure to share costs of 

transporting to Maseru and the lack of financial capacity was the main factor highlighted by 

the respondents. The respondents in this category are financially poor and could not meet 

the high transport costs as the transporters' charges are based on the distance covered not 

tonnage of mohair transported. They could not cope because usually the number of farmers 

affected by late deliveries is low which necessitates more financial contribution from each 

affected smallholder. One smallholder confirmed this when indicating "we are not able to 

meet the costs associated with late delivery of mohair because our number as affected farmers 

is usually low which means that each of us has to pay more compared to when the group is 

bigger and this affects us as during some seasons we end up not selling our mohair clip". The 

resultant lack of collective action during delivery of mohair clip has a negative impact on the 

performance of mohair enterprises among smallholders who own less than 100 goats that 

use formal markets.

In contrast, the farmers that had 100 or more goats did not view the distance to the Maseru- 

based collection point to be a problem during rare delays in shearing and delivery. One of 

them stated that "the distance to the collection point is not a problem and the transport costs 

are not high because we usually hire a big truck to deliver our mohair clip to the city". These 

farmers are reported to be more financially capable than those who owned less that 100 

goats, it can be therefore be argued in this study that this category of farmers is helped by 

their relatively better financial capacity to cope with the transport fees. This means that their 

financial capacity enabled them to act collectively and this collective action during 

transportation of mohair to the main collection point reduces costs and enhances the 

participation of this section of farmers in the formal markets.

The area is characterised by lack of market transport as only 14% indicated they owned 

transport vehicles. When the respondents were divided into their different market channels,
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the results revealed that only two of the farmers that used informal channels and five of those 

who used formal markets owned transport. Further analysis revealed that the relationship 

between transport ownership and market channel was not significant with a p-value of 0.386. 

The ownership of transport is not that important in Mafeteng because the shearing sheds and 

traders collection points are located close to the villages of the smallholder farmers.

5.4 Smallholder Income Diversification Strategies
Income diversification is a typical livelihood strategy for many rural households. Households 

can commercialise by selling agricultural products or working off-farm to earn an income, 

which is used to acquire other basic goods such as food, shelter, education, health and energy 

and communication services. The off-farm sources of income include businesses, remittances 

and pensions, which, together with agricultural sales and products to which value has been 

added, form the basis of commercialisation (Grwambi, 2005; Randela, 2005; Makhura et al, 

1998).

Table 5.4: Distribution of major sources of non-farm income among respondents

Major source of income Number of farmers Percentage
Pension 6 12
Social grants 15 30
Permanent job 1 2
Casual jobs 28 56
TOTAL 50 100

Casual jobs were the most important source of income for the highest proportion of all 

households irrespective of the household head's level of education (Table 5.4). This can be 

explained by the high levels of unemployment that have been one of the major characteristics 

of Lesotho's economy for the last decade (CBL, 2014). The salaries offered for casual jobs are 

low and cannot allow any recipient to save money so that they can invest in agricultural 

activities, including mohair farming. The respondents were casually employed in the Ministry 

of Forestry and Land Reclamation's food for work and/or cash for work programmes. The 

respondents are employed for a period of two months at most where they receive R1500.00 

per month. One smallholder highlighted the importance of these programmes when saying 

that "this forestry programme money helps us a lot as we use it to buy food and pay fo r school 

fees or even buy supplementary feeds and drugs fo r our animals". It is evident that money
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received from the cash for work programmes plays an alternative and/or complementary role 

to money that can be received from credit/loan service providers for investment in 

agriculture. However, there was no correlation between market channel and cash for work 

programmes.

Social grants from the government were a source of income with the second highest 

proportion as they catered for 30% of the respondents. Pensions to the minimum value of 

R6 960 per annum were a major source of income for 12% of the households (Table 5.4). All 

smallholders aged 60 years and above indicated that they used pension money to finance 

their household and farming needs while waiting for the payment from BKB. One of them 

stated that "I use my pension money to finance the household obligations while waiting for  

the payment fo r the mohair sold and truly this money helps me a lot even to generate more 

income". This category of respondents used formal mohair markets and it is argued that the 

pension money has indirectly influenced the participation in the formal markets that are 

associated with delayed payments. Pension money enabled them to withstand delayed 

payments experienced with LNWMGA and BKB.

The fact that none of the households mentioned an agricultural enterprise as a major source 

of income is a good indication of the farmers' degree of market participation. This means that 

the involvement of farmers in the agricultural sector is mainly for supplementary purposes.

Table 5.5: Net income from the sale of livestock products other than mohair

Livestock 
products net 

income
(R)

Market channel
Formal market 

channel
Informal market 

channel Total

No. % No. % No. %
< 800 14 50 20 91 34 68

801 -  1200 13 46 2 9 15 30
2001-2500 1 4 0 0 1 2

Total 28 100 22 100 50 100

The respondents had diversified their farming activities and dealt with various livestock 

products including meat, milk and poultry. However, net income generated from these 

additional enterprises was generally low. Sixty-eight percent of the respondents generated 

less than R800.00 per season and 30% received net income in the range between R801.00 -
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R1200.00. Only one of the farmers attained net income in the range between R2001.00- 

R2500.00 per season (Table 5.5). This may be attributed to the small scale of all enterprises 

operated by the respondents as one of the smallholders stated that "we don't make much 

from our farming operations because our enterprises are too small and inputs are expensive". 

The small size of the enterprises leads to smallholders' failure to realise the economies of 

scale especially when they lack collective action.

Table 5.6: Net income from the sale of crops

Crop net 
income

( R )

Market channel
Formal market 

channel
Informal market 

channel
Total

No % No % No %
< 800 18 64 12 55 30 60

801 -  1200 10 36 9 41 19 38
1201-2000 0 0 1 4 1 2

Total 28 100 22 100 50 100

All of the respondents practised crop farming and planted cereals and cash crops under rain- 

fed agriculture. There were varying levels of net income attained from crop farming among 

the respondents. Sixty percent of the respondents generated less than R800.00 per season 

and 38% generated between R801.00 and R1200.00 per season while only one accumulated 

between R1201.00 and R2000.00 (Table 5.6). The results reveal that the level of income 

generated from crop farming was generally low which can be explained by the small pieces 

of lands that are owned and farmed by the respondents in the study area. Low annual rainfall 

and recent drought incidences have been identified as some of the factors that contributed 

towards a significant decline in crop production and productivity, hence low income from crop 

production (Likoetla, 2014).

5.5 Mohair farming and institutions
Socio-economic factors are a function of the environment under which smallholder farmers 

operate and are useful in understanding their market participation behaviour. This section 

looks at factors related to institutional arrangements and institutional environment peculiar 

to the study setting. Factors to be considered include property rights, access to credit and 

inputs, knowledge of standards and grades, collective action, power imbalances, policy 

participation and government support.
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Land tenure is an arrangement concerned with the terms and conditions under which land 

resources are held, used and transferred (de Villiers, 1996). It is crucial to the development of 

rural economies that rely on agriculture for growth and development since the tenure system 

determines peoples' access to land, credit and water resources and the security over the use 

of these resources. The tenure system determines the type of property rights people have 

and how the rights are exercised (Rantlo, 2009). All respondents indicated that they have 

communal access to the grazing lands in accordance with Lesotho's Land Tenure Policy.

However, contrasting views were expressed by smallholder mohair farmers in regard to 

security of property rights to the grazing lands. The small-scale mohair farmers that used 

formal market channels viewed their security of tenure to be good. All the smallholders that 

used informal market channels viewed their property rights to be insecure and one of them 

indicated that "our rights to these grazing lands are not secure because people are being 

expelled from the grazing lands especially us who are not members of LNWMGA and we are 

not sure if  we are going to continue to use them, we are not secure". However, one 

representative of LNWMGA indicated that there are grazing rules, regulations and penalties 

for misconduct that are communicated to all farmers and have to be observed, and the 

association works closely with the local authorities (chiefs) to educate their members about 

the rules, regulations and penalties and to ensure compliance.

The cooperation between the local authorities and LNWMGA has facilitated the 

implementation of grazing rules and regulations though some challenges have been posed by 

some sections of the community. This was supported by the village headman from Matelile 

that "association members understand and observe grazing laws and most trespasser do not 

belong to the association and this is because together with us the association educates its 

members about laws and it is difficult to educate those who do not belong to the association 

because if  you call community gatherings they do not come".

The local authorities responsible for grazing management expelled numerous farmers from 

the local grazing lands. The punishment meted out to offenders has led to these farmers 

developing the perceptions that their property rights to the grazing lands are insecure.

In terms of challenges brought about by the disrespect of grazing rules and regulations, there 

were a number that were stated by the respondents as shown in Table 5.7.
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Table 5.7: Consequences of the disrespect of grazing rules and regulations

Effect of communal tenure Number of farmers Percentage
Conflicts among communities 14 28
Land degradation 12 24
High disease incidences 10 20
Poor mohair quality 14 28
TOTAL 50 100

Slightly above a quarter of the respondents indicated that there were conflicts experienced 

over rangeland resources and some of the clashes have resulted in deaths in the past. The 

conflicts resulted because some sections of the community did not contribute towards 

wellbeing of the grazing lands (required by the grazing rules) and only grazed their livestock 

to attain maximum benefits from the grazing land and that led to the battles between them 

and those who contributed towards the wellbeing of the pastures. The grazing association 

officials and police officers reported that some farmers were arrested in relation to the failure 

to pay mandatory grazing fees. Nearly a quarter of the respondents indicated that there has 

been overgrazing, resulting in the high degree of rangeland degradation experienced in the 

area. The overgrazing and degradation were observed by the researcher on the rangelands in 

the study area. Nevertheless, the researcher can argue that the observed overgrazing is a 

result of the lack of will to implement grazing rules by the authorities because the rules clearly 

state that "a household should keep a maximum of forty small-stock units on the communal 

grazinglands" but there are farmers that keep more than the permissible size of goat flocks 

and no action has ever been taken against them. One police officer attested to this when 

indicating "we have never received any reports related to transgressions on exceeding the 

permissible flock size of forty small-stock units, the grazing authorities and local chiefs have 

never reported to us and we have never arrested anyone in relation to these transgressions". 

An official from the Department of Range Management indicated "overgrazing occurs 

because the authorities responsible fo r grazing management in the villages allow the 

ownership of more that the permissible flock sizes due to conflict of interest as they (grazing 

associations officials/local chiefs) own far more than the allowed forty goats". The self

interests of some economic participants render the property rights weak and the outcomes 

are detrimental to the mohair farming in the country.
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High disease incidences were one challenge that was noted by a fifth of the respondents while 

another 28% of the respondents indicated poor mohair quality as a challenge due to the 

disregard for grazing rules. For instance, the rules dictate that "sick animals should not be on 

the communal lands until the diseases have been treated" but the farmers do not observe 

this regulation as one local authority indicated that "the farmers graze even sick animals on 

the communal lands and this has led to spread of diseases and poor quality mohair". One 

police officer stated that "there have been numerous arrests and convictions related to the 

grazing of sick animals on the communal rangelands". The disregard for property rights and 

liability rules has led to the failure to meet standards and grades that are strictly demanded 

by formal markets.

Another challenge is brought about by the presence of dairy goats on the grazing lands in the 

area. This was despite the rules and regulations being clear and known to all, that in the 

highlands and Orange River valley, the grazing of dairy goats in the open is prohibited. A local 

chief from Mathebe stated that "people are so disrespectful of the law and enforcement 

agencies that they graze even the prohibited dairy goats in the open without fear". Some 

community members do not observe the rules and regulations and continue to graze their 

goats in the open which has led to a decline in mohair quality due to cross breeding between 

dairy and mohair breeds in the field. This situation has negatively affected the farmers that 

use formal markets as one of them stated that "the cross breeding between our mohair goats 

and dairy goats has reduced the quality of our mohair and we fa il to meet the standards and 

grades that are required by BKB”. The disregard for grazing rules has limited the participation 

of small-scale farmers in the formal markets because of poor mohair quality that is not 

demanded by these markets. Nevertheless, the incidences of transgressions and arrests 

related to the grazing of dairy goats in the open have been declining in the past two years 

(2013 and 2014) (Ministry of Police, 2016; Ministry of Local Government, 2015).

Access to agricultural inputs has an influence on the levels of farm productivity and the inputs 

also improve productivity of other factors of production and this improvement can lead to 

better market participation as well (Melesse, 2014). All respondents indicated that they 

regularly buy agricultural inputs to improve the productivity of their mohair farming. More 

than 80% of the respondents bought agricultural inputs from local traders while 16% 

imported inputs from the Republic of South Africa.
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Nevertheless, this impressive acquisition of agricultural inputs has come with challenges as 

the respondents that owned less than 100 goats stated that the drugs they bought from local 

traders were found to be irrelevant and ineffective. This was supported by one of the 

Department of Livestock Services officials during informal interviews when saying "when 

farmers get to the shops to explain problems affecting their goats, the retailers give them any 

product just to get it off the shelves and later when you visit the farmers you discover that the 

drugs were not relevant hence ineffective". The prices charged by the local traders are 

reported to be high as indicated by 48% of the respondents. For example, it is claimed that a 

litre of a chemical that costs R500.00 in the local market costs R228.00 in the neighbouring 

rural South African town of Wepener in the Free State Province. The local traders are better 

informed and out of opportunism take advantage of the lack of knowledge on the side of 

small-scale farmers by selling them any drug available and at high prices.

The small-scale farmers that used formal markets and owned 100 or more goats do not buy 

drugs and feedstuffs from the local traders as they are expensive, instead they import them 

from the neighbouring South African towns and they are cheaper. One of the farmers 

indicated that "we pool our financial resources together and buy in bulk and this makes it less 

expensive fo r us". In this case, collective action during procurement of inputs has benefited 

this group of mohair farmers as it reduced their production and operational costs. In addition, 

the respondents indicated that the drugs bought from South Africa are correct and effective 

and this was echoed by the officials from the livestock division during informal interviews. 

The collective action has improved access to inputs that will help to improve the quality of 

mohair produced, thus meeting the standards and grades demanded by formal markets. It is 

argued that collective action has enhanced the participation of this category of farmers in the 

formal mohair markets.

Agricultural credit is a critical input in agricultural growth and development as it plays a 

catalytic role in strengthening the farm business and augmenting the productivity of scarce 

resources (Keregero, 2015). The statistics show that access to agricultural loans was generally 

poor among the small-scale mohair farmers with 74% of the respondents having no access to 

agricultural loans.
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There were various reasons for the lack of access to agricultural loans among the farming 

communities as half of the respondents cited the lack of collateral as the reason for not having 

access while 28% had no information about loans. This group did not know that agricultural 

loans existed, and they had no idea of loan service providers. The statistical analysis revealed 

no correlation between access to agricultural loans and market channel choice. The 

explanation is that these farmers have a limited asset and financial resource base and one 

banker, Mr Moeketsi, indicated that smallholders fail to be granted credit due to the lack of 

collateral because most of them have literally nothing to put up as collateral. The small-scale 

mohair farmers do not have title deeds to the lands which means they cannot use such lands 

for. In addition, based on the socio-economic situation together with researcher's 

observation that the respondents lack assets, the two categories were not capable of putting 

up collateral even if they had information about loan services.

The farmers that owned 100 or more goats indicated that they were aware of financial 

services and procedures but did not find it necessary to acquire credit for now. One of them 

confirmed this when stating that "up to now we do not find it necessary to acquire loans 

because we still afford to meet the mohair farming financial requirements". The explanation 

for that is the collective action based approach that this group of farmers use when buying 

inputs and marketing and transporting their mohair produce, reduces costs for these 

respondents. The participation of this category of farmers in the formal markets is helped by 

their collective approach to farming business.

When farmers were divided into their different market channels, it was revealed that 40.9% 

of farmers that used informal marketing channels had taken agricultural loans while only a 

tenth of the farmers that used formal markets had taken agricultural loans. The loans were 

used to meet input costs and were obtained from informal money lenders and the magnitude 

of the agricultural loans ranged between R1000 and R2500 in both groups of respondents. 

The paired samples t-test revealed that there was a significant relationship between market 

channel used and access to loans (p-value of 0.05). This can be explained by the study's results 

that farmers that used informal markets, unlike the LNWMGA members in formal markets, 

lack external support from both the government and private sector and they must individually 

finance their mohair operations and activities. It would seem irrational that the farmers that 

use informal markets do not switch to formal markets so that they could get assistance but
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these farmers indicated that they continue to use informal markets because they cannot cope 

with delayed payments associated with LNWMGA and BKB because they are poor and need 

immediate cash.

For the respondents that indicated they have access to agricultural loans, there was 

uniformity in terms of the sources of loans and some variation regarding the terms and 

conditions of the loans. All the respondents supplying the formal markets and all those who 

supply informal markets obtained agricultural loans from informal money lenders. The said 

money lenders did not carry out economic feasibility tests before advancing these loans. The 

interest rates were generally high as they ranged between 20% and 40% within a repayment 

period of one month. These interest rates together with a very short repayment period do 

not afford any time to start realising meaningful returns from any investment for which the 

loan should have been used. In some cases, the farmers used part of their household 

consumption budget to repay the loans, that is, these loans ended up being a financial burden 

on the concerned households. The informal money lenders' institutional weakness of not 

conducting the economic feasibility tests before granting loans results in failure to determine 

a loan amount and repayment plan and period suitable for each farmer/borrower.

Agricultural commercialisation is not a smooth and frictionless process and it requires input 

from both the private and public sectors. As such stakeholders have a crucial role to play in 

managing the process of commercialisation and making it a success (Gabreselassie, 2010; 

Gabreselassie and Sharp, 2008). This implies that stakeholders should develop policies that 

will smooth agricultural commercialisation and create an enabling political environment to 

get the policies well implemented (Leavy and Poulton, 2007; Nepal and Thapa, 2009). The 

main focus should be on policies, investment and regulations that facilitate and stimulate 

growth in a market oriented rural economy (Pingali and Rosegrant, 1995; Poole et al., 2013).

For effective policies to be adopted and successfully implemented, all stakeholders should 

participate in the policy processes. However, there is a generally poor participation in policy 

discussions among smallholders as the majority (76%) of the respondents indicated a lack of 

participation in policy discussions. There are various reasons that are cited for poor 

participation and the smallholders indicated dissatisfaction about the situation as shown in 

Table 5.8.
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Table 5.8: Responses on the lack of participation in policy discussions and design

Reasons for not participating Number of farmers Percentage (%)
Events for bigger/connected farmers 22 44
Never invited when discussions are held 2 4
For Government and LNWMGA members 14 28
Participated in policy discussions and design 12 24
TOTAL 50 100

Slightly above three-quarters of the respondents thought that the policy discussions served 

LNWMGA members, influential farmers and officials as they are the ones invited to such 

events and they are dominant and influential at those discussions. One of the smallholders 

indicated that "only bigger farmers, LNWMGA committees' members and government 

officials attend the policy conferences because from the shearing shed level only those who 

have large flocks and more money are chosen to attend policy conferences". In addition, one 

LNWMGA committee member argued that the conferences take about three to five days and 

farmers have to pay for transport and accommodation, which most of the smallholders 

cannot afford, hence the participation of the financially capable farmers at shearing shed 

level. The LNWMGA's constitution dictates that the committee members should attend policy 

conferences. One official from the Department of Livestock clarified that "in regards to the 

attendance of government officials, they attend because they are stakeholders. We offer 

advisory services to and many other services and the livestock department governs the 

sector". The LNWMGA, government and NGOs' officials are responsible for coordinating most 

of the policy conferences and discussions in the country. The lack of financial resources among 

the small-scale farmers has led to their failure to attend policy conferences, hence inability to 

influence the adoption of policies that would enhance their participation in formal markets.

Further analysis revealed that 90% of the smallholders that participated in policy discussions 

owned flocks of 100 goats or more and they used formal market channels to sell their mohair 

clip. These farmers are assumed to attain meaningful income from their mohair enterprises, 

thus have the financial capacity to pay for transport and accommodation costs associated 

with policy conferences. Their financial position has enabled them to influence the adoption 

of policies that enhance their participation in lucrative formal markets.

In terms of contribution in policy discussions and design, most respondents indicated 

dissatisfaction and they cited various reasons for their discontent. Fourteen percent stated
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that they do not contribute in policy issues because LNWMGA farmers and officials control 

and dominate every aspect of the policy discussions and that small farmers are not listened 

to at all. The remainder of the respondents indicated that only farmers with bigger flocks are 

listened to and all their suggestions and ideas were adopted while the ideas and suggestions 

of smallholders are not even considered. One small-scale farmer from Mathebe shearing shed 

stated that "if a small-scale farm er raises a very important point during discussions it will 

never be considered never mind being incorporated into the strategies, only the contributions 

and suggestions from government officials and bigger farmers are incorporated into 

strategies". This was confirmed during informal interviews with other stakeholders as LPMS 

and MAFS officials cited dominance of LNWMGA and bigger farmers as one of the features of 

mohair policy discussion. The socio-economic status of this category of farmers has given 

them influence, resulting in the adoption of their preferred strategies and policies that 

enhance their participation in formal markets.

One of these government officials supported the argument when saying that "I have attended 

many policy discussions and I have seen conference chairpersons more often choose bigger 

and/or popular farmers to make points or contributions, the smallholders will raise their hands 

from day one up to last day of the conference without being chosen to give their opinions". 

However, one member of LNWMGA NEC argued by saying that "the choosing of people who 

talk or make contributions during policy discussions is the prerogative of the conference 

chairperson not LNWMGA or government or big farmers". This power imbalance whereby 

farmers with bigger flocks dominate the policy sector was verified by the analysis of the 

minutes of the National Wool and Mohair Conference in 2014 and its amended strategy of 

2015 which revealed that only the suggestions of the LNWMGA officials, prominent/popular 

and big mohair farmers (names withheld) were adopted and incorporated into the strategies.

In response to the appropriateness of the policies for small scale mohair industry growth, the 

respondents viewed the policies as inappropriate for the growth of the sector in Lesotho. 

They cited various reasons for this particular stance. Slightly below half of the respondents 

indicated that the current policies help the case of LNWMGA affiliated farmers and 34% 

perceived the policies as helping the LNWMGA committee members and bigger farmers while 

around a fifth of the respondents were of the view that all farmers benefit from the policies.
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Further analysis revealed that the farmers that perceived the policies to be helping the case 

of LNWMGA farmers were all using the informal market channels and not members of that 

association. One of these smallholders highlighted this when stating that "look the 

government built shearing sheds and provided infrastructure and even pays permanent 

workers at these shearing sheds and these sheds are only used by LNWMGA members and 

such support is not provided to us at all". The cited policy discrimination was found to be true 

as one of the top officials from the Department of Livestock agreed that the shearing sheds 

are only used by farmers that use formal market channels. This institutional arrangement 

denied these small-scale mohair farmers access to the factors that could have improved their 

mohair quality, resulting in higher prices and net income.

Those who regarded mohair policies as benefitting LNWMGA committee members and bigger 

farmers were the smallholder members of LNWMGA and they used formal markets. A project 

called the Wool and Mohair Production Promotion Project (WAMPP) that was established in 

2015 aims to enable mohair producers to generate higher incomes and more sustainable 

livelihoods. Under one of the project components, Improved Livestock Production and 

Management (ILPM), the big farmers are afforded mohair production and management 

training and association committees' members are trained on different aspects of 

cooperative administration and management. One of the LPMS officials questioned the 

design of the project when stating that "the mohair sector is dominated by small-scale farmers 

that need to improve the production and productivity levels but this WAMPP focuses on 

empowering bigger farmers and not saying anything about resource poor smallholders". It is 

evident that the institutional support afforded is likely to help the target farmers acquire skills 

that will help them to produce quality mohair, therefore satisfying the standards and grade 

requirements associated with formal markets.

The views that the policies help all farmers were tabled by all the farmers that owned bigger 

flocks of goats and this agrees with economic theory that individuals are self-seeking 

economic agents and are content with the status quo as it benefits them even if it does not 

benefit other mohair farmers. The status quo in Mafeteng benefits bigger mohair farmers 

because they have access to government shearing sheds and infrastructure, paid permanent 

staff, transport subsidy and lately training from WAMPP, which are not afforded other
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categories of mohair farmers. Thus, the advantages of larger-scale farmers are entrenched, 

while current institutions further exclude and disadvantage poor small-scale farmers.

5.6 Synopsis

The chapter explained the demographic characteristics of the sampled households and 

provided an overview of households' assets ownership together with the socio-economic 

aspects of households, giving special attention to aspects related to mohair production 

farming and institutional factors influencing them.

In Mafeteng, mohair farming is dominated by small-scale farmers who participate in different 

mohair markets and there is equal participation between females and males with generally 

low education attainment. There is limited access in terms of arable land and grazing lands 

and these lands are used in private and in common respectively. In terms of cultural influence, 

market information, market infrastructure, group participation and government support, 

there is variation among smallholder mohair farmers. The distance to mohair collection points 

is more or less equal among small-scale farmers. There are some mohair farmers who 

participate in policy discussions and design while others are marginalised.

Thus, the chapter has presented the factors that may have an influence on the mohair 

marketing situation in the area and, as such, the attributes will provide a basis for describing 

small-scale mohair marketing among the small-scale Mafeteng ccommunities in the next 

chapter.
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CHAPTER 6
MARKET PARTICIPATION AMONG SMALL-SCALE MOHAIR FARMERS

IN LESOTHO

6.1 Introduction

This chapter provides an overview of mohair marketing by smallholder mohair farmers. 

Farmers are divided into different marketing channels and analysis on how they market their 

produce is presented, giving more attention to the marketing channels used, institutional 

arrangements and environment as well the associated transaction cost factors.

6.2 Market channels used by the respondents
As indicated earlier, there are two market channels that are predominantly utilised by small- 

scale mohair farmers in the area. The formal marketing channel is the predominant type as it 

is used by slightly more than half of the respondents while the informal market channel is 

used by the remainder of the households. The respondents together with government 

officials and police indicated that there are farmers that used illegal market channels. 

However, the proportion of the smugglers could not be established due to the sensitive 

nature of the operation.

As indicated in section 5.2, when the respondents were divided into their different marketing 

channels, it was revealed that all respondents that used formal market channels were 

members of the LNWMGA and all the respondents that used informal market channels were 

not members of any farmer group or organisation.

6.2.1 Market channel choice
There were various reasons that were advanced as to the market channel choice in the area. 

It was revealed that 72% of the farmers that used formal market channels chose that market 

channel because it was the only channel they knew of when they joined the mohair industry 

and it was used by their parents (Table 6.1). One of the smallholders indicated that “We sell 

to BKB because that market was used by our fathers and forefathers and we know this market 

betted'. It is apparent that in terms of marketing, the farmers do things according to how they
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have always been done, that is, the information and knowledge are passed from one 

generation to the next and this has influence on marketing choices. This was verified during 

stakeholder interviews when officials from the Ministry of Agriculture and Food Security and 

Ministry of Small Business Development, Cooperatives and Marketing who work closely with 

these smallholders indicated that more often the smallholder mohair farmers employ 

production and marketing strategies that were used by their parents and their communities 

and do not see a need to change the strategies. This explains that path dependency has an 

influence on the marketing strategies of mohair farming.

Other smallholders that used formal markets indicated that they chose them because of the 

access to the shearing sheds and their infrastructure. The farmers that used formal markets 

have access to the adequately equipped government shearing sheds. It is evident that the 

institutional support from government and development partners has provided incentives for 

smallholders to use the formal markets.

The farmers that used informal market channels had various reasons for choosing it, including 

prompt payments, no deductions from the income and buying of home shorn fleece. Around 

64% of those choosing this market channel did so because of prompt payments as the 

informal traders pay them at the time of exchange. This arrangement positively affects the 

smallholders because it reduces the costs associated with making follow up on payments as 

is the case with delayed payments. Seventy-two percent chose informal markets because of 

no deductions made to the price agreed upon during negotiations. One prominent farmer 

attested to this by stating that "With informal markets the traders give you exactly the price 

you agreed upon nothing more or less and they pay right on the spot though prices are always 

lower". No mohair levies and taxes are paid by these farmers and this institutional 

arrangement has attracted smallholders to these informal markets as they view it as an 

advantage and benefit to their mohair business. However, it is assumed that the informal 

traders offer relatively low prices to cover costs associated with levies and tax because the 

policies and laws dictate payment of such. In the seasons 2009/2010, 2010/2011, 2012/2013, 

2013/2014 and 2014/2015, the formal markets offered after commissions R42.00/kg, 

R53.00/kg, R53.75/kg, R78.00/kg and R79.50/per kg respectively, while in the same seasons 

the informal traders offered R31.45, R37.00, R37.90, R59.00/kg and R60.00/kg respectively 

(MTICM, 2015).
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Based on the differences between the market prices and the informal market prices, it is 

evident that the small-scale mohair farmers that use the informal markets are prepared to 

forego substantial amounts of money to derive the benefits of choosing the market. In the 

seasons 2009/2010, 2010/2011, 2012/2013, 2013/2014 and 2014/2015 they had to forego 

R10.55, R16.00, R15.85, R19.00 and R19.50 per kg respectively, and this is substantial in terms 

of what these farmers received in the informal markets. Thus, they were strongly willing to 

pay for the benefits of the informal market, hence participation in such markets.

Table 6.1: Reasons for choosing the type of market channel among smallholders

Formal Market 

Channel

Reasons for Market Choice Number 

of farmers

Farmers

(%)

It was used by parents and forefathers 20 72

Access to the shearing sheds and 

infrastructure

17 62

Informal Market 

Channel

Prompt payments 14 64

Purchasing of home shorn fleeces 17 72

No deductions to payments 19 86

A major reason for the choice of informal market channels was because even the home shorn 

fleeces were accepted and bought by the traders as opposed to formal markets that required 

shearing to be done at shearing sheds. One small-scale farmer proudly voiced support for the 

informal markets when stating that "Yah that is peoples' market you are not forced to shear 

at the shearing sheds you just ask your children to shear the goats and take mohair to the 

buyers who pay instantly". Poor quality of the shearing has a negative impact on the prices 

received by Basotho mohair farmers (Matebesi, 2015). However, in Mafeteng there are great 

shearing skills and competencies, resulting in high quality of the shearing among smallholder 

mohair farmers, thus the factor (poor shearing) is not prevalent among smallholders in 

Mafeteng (MTICM, 2015; MOAFS, 2013). This is attributable to the regular training (on 

shearing) offered by Rural Self-help Development Agency (RSDA) based in the area. One 

District Animal Production Manager stated that "I have worked in almost all districts of 

Lesotho, but I have never seen a district that can rival Mafeteng in terms of shearing skills
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among farmers, they are very competent, they are the best whether form al or informal". The 

arrangement of not using shearing sheds reduces costs because the farmers are spared of 

paying for shearing and classing services at the shearing sheds, hence an incentive to use 

these markets.

6.2.2 Buyers of mohair produced by the respondents
About 56% of the respondents have sold their mohair clip to the South African broker BKB 

while the remaining farmers sold their clip to the private traders that are found across the 

country. The statistics further revealed that friends, relatives and neighbours were a source 

of information only for smallholders that used informal mohair markets. Social capital plays a 

role in providing information to this group of farmers hence their market participation 

decisions. However, this is a double-edged sword as it can help to reduce information search 

costs but, on the other hand, it can be costly because sometimes it provides incorrect and/or 

inaccurate information which can negatively affect farmers' decisions. The LNWMGA 

committees were a source of information about BKB markets for the smallholder farmers that 

sold mohair in the formal markets. It can be assumed that the type of information provided 

by the association has led smallholders to participate in formal mohair markets. This 

information was also disseminated during the orientation for the newly recruited LNWMGA 

members.

Generally, there was knowledge about how the informal traders and markets operate 

amongst the respondents that use informal marketing channels. All of these farmers indicated 

that the informal traders establish mohair collection points in different villages or sometimes 

the traders visit every village to buy mohair. The smallholders take any quality of mohair to 

the collection points and they use any container to package their mohair, that is, no specific 

requirements such as packaging bales. One of the smallholders alluded to this when saying 

that "With informal traders we package our mohair in any container such as plastic bags and 

boxes it is not like at LNWMGA and BKB where you are required to use those expensive bales". 

This arrangement is cost effective in that it reduces costs incurred by smallholders because 

boxes and plastic bags are cheaper than bales specifically for wool and mohair packaging and 

can be an incentive for using informal markets.

122



The smallholders and buyers negotiate the transactions and once the mohair quality and 

prices have been agreed upon the cash payment is made instantly at the collection points as 

the traders promised. This prompt payment indicates that buyers are trustworthy as they 

comply and fulfil the promises they had made and this reduces the costs associated with 

monitoring and enforcement as well as risk and uncertainty on the side of smallholders. It is 

apparent that prompt payment has lured mohair farmers to the informal markets.

In terms of difficulties facing smallholder mohair farmers in the informal markets, there are 

various challenges confronting this group of farmers. The challenges cited include lack of 

information in relation to where and when the buyers come to buy mohair, traders dictate 

prices, long negotiations and mohair rejections (Table 6.2).

Table 6.2: Challenges faced by small-scale mohair farmers in the informal markets

Challenges faced Number of farmers Percentage of farmers 
(%)

Difficulty in knowing when and where 9 41

the traders set up collection points

Buyers dictate prices 20 90

Mohair quality rejections 14 64

Long negotiations before selling 5 22

The smallholders in the informal markets indicated that sometimes it is difficult to get 

information as to when buyers are coming and where they will be setting up mohair collection 

points. This was alluded to by one smallholder when indicating that "Sometimes we fa il to sell 

our mohair because by the time we get information the buyers have already leff'. Another 

farmer supported this by stating that "In other cases we are not able to sell all mohair because 

we arrive late when the buyers have already exhausted their cash reserves and we have to 

return with our mohair only to sell it in future". Other smallholders indicated that sometimes 

they go to places which they were told that buyers are going to set up collection points on 

certain days only to find that the buyers are not available. The reliance on social networks has 

detrimental effects on these farmers as these types of networks provide incorrect or 

inaccurate information to the smallholders. In addition, lack of communication between the
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involved exchange partners affects the mohair sellers in these informal market channels. The 

buyers are also affected because the low smallholders' turn out implies a cost to them.

The smallholders stated that in most cases they know prices offered for their mohair some 

days before time of exchange. This arrangement is cost-effective on the side of smallholders 

because it prevents the situation in which they can spend time with a buyer that offers low 

prices. They have time and opportunity to compare the prices and approach the buyer who 

offers the best price. Despite the advance price knowledge, smallholders still negotiate prices, 

particularly when they deem price to be too low, but 90% of the smallholders cited dominance 

of buyers in terms of determining mohair sale prices. The buyers are in a powerful position 

and always have a decisive voice on the mohair sale prices. Their position is strengthened by, 

among others, the fact that smallholders are financially poor and always desperate for cash 

when they sell their produce. This means that these poor smallholders cannot cope with costs 

associated with extensive search for buyers that offer better prices or long negotiations. One 

of the small-scale farmers highlighted this when stating that "The traders offer very low prices 

and we try to show them that the prices are too low given the quality that we supply but in 

most cases they never raise the price and we sometimes go back and come back the next day 

thinking that they will change their heart but they never raise the prices until we give up and 

accept those low prices because we are desperate fo r money". This case shows that these 

individually operating smallholders lack bargaining power and become price takers and they 

are involved in long negotiations that involve costs which negatively affect their mohair 

businesses. About a quarter of respondents indicated that they take a long time before they 

sell their mohair because of the long and difficult negotiations, causing high transaction costs.

About two-thirds of small-scale farmers that use informal market channels indicated that at 

times the mohair clip they supply is rejected by the informal traders. They indicated that they 

supplied the quality of mohair they were informed was required and accepted by the traders 

but to their surprise the traders rejected it as they demanded and bought different quality. 

This can be explained by this group's reliance on social networks for market information and 

has detrimental effects on the poor small-scale farmers. The respondents also indicated that 

the prices offered are different from what they expected and in all cases, prices are lower 

than expected. There is inconsistency in the prices offered for same quality of mohair as one 

of the smallholders indicated that "On one day in 2014 grade A was bought at R 60.00 per kg
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in the morning and bought at R 50.00 in the afternoon sometimes different days have different 

prices". These prices did not compare favourably to those received from BKB auctions as 

during the said year R78.00 for the same quality of mohair was received at the BKB auctions 

after commissions were deducted. This supports the complaint of many (68%) smallholders 

that the prices are being manipulated in the informal markets. This is costly to the farmers 

because they incur costs for transporting mohair to the collection points only to find lower 

than expected prices and moving to another buyer adds to the costs. This is clear that informal 

traders behave opportunistically to satisfy their self-interest of profit maximisation at the 

expense of the smallholder mohair farmers. The smallholders indicated that their trust in the 

informal traders is declining because of these actions which they regard as manipulation and 

this is a threat to the exchange relationship.

However, it is noted that despite prices received from BKB auctions being higher, the net 

prices received by smallholders are significantly reduced, though they never reach the level 

or below those offered by informal traders. For instance, in the years 2009/2010, 2010/2011, 

2012/2013, 2013/2014 and 2014/2015 the differences between the prices received from the 

BKB auctions and the net prices received by smallholders were 14.28%, 9.43%, 13.02%, 7.69% 

and 10.69% respectively (see Table 6.3). The smallholders and LNWMGA failed to explain 

these reductions (dishonesty was suspected by the researcher), therefore the researcher's 

guess is that the difference is due to the costs and commission.

In terms of how the formal mohair markets operate, the involved farmers have knowledge 

about value chains for their mohair clip and they indicated that as members of LNWMGA they 

use government shearing sheds for shearing, grading, packaging and storing their mohair. 

After this stage, the shearing shed committees provide them with receipts showing the grade 

and quantity of mohair supplied by each farmer. The bales are then dispatched to the national 

collection point at the LMPS headquarters in Maseru after which they are sent to the market 

in Port Elizabeth. They indicated that the shearing, grading and packaging services are offered 

on credit only to smallholders that own less than 100 goats. The transportation costs are paid 

upfront by all farmers that are members of the association. The arrangement of offering 

services on credit is an incentive for small-scale mohair farmers to participate in formal 

mohair markets.
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Table 6.3: Prices received between the seasons 2009/2010 and 2014/2015

Market channel Year Price Commission Net price

Formal market

2009/2010 R48.90 R6.90 R42.00

2010/2011 R58.60 R5.60 R53.00

2012/2013 R61.79 R8.04 R53.75

2013/2014 R84.49 R6.49 R78.00

2014/2015 R89.01 R9.51 R79.50

Informal market

2009/2010 R31.45 _ R31.45

2010/2011 R37.00 _ R37.00

2012/2013 R37.90 _ R37.90

2013/2014 R59.00 _ R59.00

2014/2015 R60.00 _ R60.00

This group of mohair farmers is clear in terms of who the buyers of their mohair are (BKB) but 

there was a striking lack of knowledge when it came to how the BKB auctions work. Eighty- 

five percent of the respondents indicated that the mohair is sold to BKB which then pays the 

farmers after some time. This is not how the mohair auction markets at BKB work and this 

gives a hint that this critical form of information was not effectively disseminated to the 

farmers or the farmers due to their reported lack of education failed to grasp and understand 

how these formal markets operate. It can be argued by the researcher that this lack of correct 

information might have influenced smallholders to participate in formal markets.

In terms of the reasons that motivated this group to use the formal markets, it was earlier 

reported that the farmers were attracted by the privilege of using the adequately equipped 

government shearing sheds, subsidised transport to the markets and access to government 

paid shearing shed workers as well as promised high prices and profits.

In terms of difficulties facing smallholder mohair farmers in the formal markets, there are 

various challenges confronting this group of farmers. The challenges cited include failure to 

negotiate for improved prices and deductions made to payments (Table 6.4). The challenges 

including failure to negotiate better prices and deductions from payments were a result of a 

lack of understanding because in the formal markets prices are not negotiated but
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determined by the market forces. The deductions are commissions charged by the broker BKB 

for offering services to the small-scale farmers.

Table 6.4: Challenges faced by small-scale mohair farmers in the formal markets

Challenges faced Number of farmers Percentage of farmers 
(%)

Failure to negotiate better prices 22 78

Deductions from payments 17 61

Delayed payments 17 61

The smallholders viewed the prices offered by the market as being low and there was a failure 

to negotiate better prices. This was one of the major challenges facing smallholder farmers 

that use formal mohair marketing channels in Mafeteng as cited by more than three-quarters 

of the respondents in that category. The farmers indicated that the prices offered by the BKB 

markets are below their expectations and failure of the LNWMGA NEC to negotiate for better 

prices is a big challenge and what they dislike most about this formal market channel. One of 

the smallholders was furious when stating that "This market channel is useless because prices 

are low but our representatives do not want to negotiate fo r improved prices". In formal 

markets, the prices are determined by market forces of supply and demand and they cannot 

be predetermined or negotiated. The perceptions of smallholders are a result of the lack of 

knowledge on how auction markets work and may have detrimental effects on the LNWMGA 

and its entire membership as one of the DWMGA committee members indicated that they 

often hold meetings to address conflicts related to farmers' dissatisfaction about prices. This 

lack of information leads to costs associated with the opportunity cost of time and resources 

used for arranging and attending meetings.

Sixty-one percent of the smallholders that use formal markets cited the deductions made 

from their final payments as a major challenge they are facing in this type of market. The 

smallholders indicated that there are monies deducted from their payment and they were 

dissatisfied because this reduces the net income attained from their mohair business. 

However, these small-scale farmers failed to provide the precise/estimates of the amounts 

deducted from their payments per season. Most (60%) farmers also failed to mention the 

types of deductions that they were liable to pay. The researcher suspected that the
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respondents were not honest in their responses and this was later confirmed by one of the 

MAFS officials when clarifying that "The small-scale farmers are offered services including 

shearing, grading, packaging bales on credit and the mohair tax is also paid and all these 

amounts are deducted from final payment but these farmers always complain about it and 

the association is always involved in meetings to address these conflicts". This 

misunderstanding has led to perceptions and conflicts that have a negative impact on the 

functioning and performance of the association as well as farmers because of financial and 

time resources spent addressing the conflicts instead of investment in other important areas.

Delayed payment is one of the major challenges as the respondents indicated that at times 

they receive their payment a year after the transactions were effected and they attributed 

this to BKB. Nevertheless, LPMS and MAFS officials argued that the mohair clip is held for a 

long time at the national collection point in Maseru because LNWMGA NEC takes time to 

process payment of transportation fees to the transport operators. The officials came to know 

about this delay because the government subsidises transport to Port Elizabeth and the 

government pays its share on time only for the LNWMGA to delay. The institutional 

arrangement and weaknesses within the LNWMGA create delays, which is a cost to the 

smallholder farmers. It has deterred some smallholders from participating in formal markets 

and they opted for the informal markets instead.

There was generally poor knowledge about grades and standards amongst the respondents 

except for those who owned 100 or more goats (who used formal markets) as most indicated 

a lack of knowledge about the determinants of mohair quality. Almost two-thirds of the 

respondents lacked knowledge about how quality of mohair is determined, and they also 

lacked knowledge about the quality demanded by the customers. The remaining respondents 

indicated knowledge about the determinants of mohair quality and the quality demanded by 

their buyers. Further analysis revealed that the respondents who have knowledge about 

grades and standards also included the association committee members. The LNWMGA 

disseminates information to its members which makes them relatively more aware of the 

grades and standards and it is assumed that knowledge of grades and standards has 

influenced the participation of this category of farmers in the formal mohair markets because 

the prices they receive depend on the grades produced.
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In terms of formal markets, the lack of information is explained by the cited poor 

communication between the association committees and small-scale farmers, which leads to 

poor market information flow, causing a lack of information among these farmers. With 

regards to farmers that use informal markets, the lack of information is explained by reliance 

of smallholders on social networks for market information. These sources of information are 

not reliable as they do not always provide correct and accurate information and these 

weaknesses will have detrimental effects on the small-scale farmers' performances. The 

information asymmetry between the small-scale mohair farmers and informal traders makes 

the smallholder mohair farmers vulnerable to exploitation whereby due to opportunism some 

buyers can offer low prices for mohair sold by the uninformed farmers. This results in 

smallholders incurring information related transaction costs in the form of opportunity cost 

of spending time and other resources with the wrong buyers, those who offer low prices.

Concerning the farmers that use formal markets, the uneven information levels between the 

smallholders and LNWMGA management may lead to principal-agent problems to the 

detriment of the small-scale farmers. The constitution of LNWMGA dictates that for a 

member to be elected to the committees he/she must meet the criteria used in the 

association which is the attainment of high mohair quality consistently for at least five years 

and a flock size of at least 100 goats. The LNWMGA management is not paid but do receive 

some incentives from BKB in the form of cash bonuses and improved breeding goats every 

year that are shared among committee members throughout the country. This was confirmed 

by one of the LNWMGA management team when stating that “We are not paid any salaries, 

the only incentives that we receive are from BKB in the form of improved goats and bonuses 

in the form of money and this is shared evenly among the committee members". Due to this 

scenario, the LNWMGA management seems not to have the same incentives as the 

smallholders and may take a different action than the smallholders would like them to. For 

instance, the smallholders desire more rewarding mohair markets and improved contractual 

agreement (inclusion of technical and other support services) but the LNWMGA management 

continues to maintain the status quo by indicating that they are still negotiating for inclusion 

of support services in the contractual agreement, and that they had conducted market 

research and found that BKB offers by far the best prices. The smallholders cannot observe 

the actions of LNWMGA management precisely, therefore, they are not sure if the LNWMGA
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management is still negotiating for the support services or did conduct the market research 

that revealed that BKB prices are indeed the best. The management continues to sell high 

quality mohair, hence high prices, and continue to receive incentives from BKB, while the 

smallholders in informal markets continue to receive low prices due to the poor quality 

mohair that they supply. This power imbalance entrenches the dominant position of the 

relatively larger-scale mohair farmers and this may cause the dissatisfaction of the 

smallholders that may lead to detrimental costs in the form of conflicts.

The mohair grading or classing skills were poor among the respondents as only a quarter of 

the respondents knew how to grade and class mohair. About 40% of those who lacked 

knowledge and skills in mohair grading indicated that grading of mohair was done only by 

mohair classers and/or committee members at the shearing sheds. The remaining 

respondents indicated that grading is done only by private traders during exchange at the 

trading posts/mohair collection points. These institutional arrangements are open to 

opportunism for downgrading of mohair quality by the buyers and would severely reduce the 

prices the smallholders receive for their produce. This was alluded to by one of the MAFS 

officials when indicating that "Sometimes one could see that a farm er has produced good 

quality mohair but the private traders will opportunistically downgrade it and offer a low price 

just because farmers lack information and are desperate". The information asymmetry has 

led to the exploitation of the small-scale farmers which negatively affects the transaction 

costs for small-scale farmers. The small-scale farmers incur the opportunity cost of expending 

their limited time, efforts and financial resources with the wrong buyer.

6.2.3 Contractual arrangements
Contractual arrangement is an institutional arrangement in agriculture that integrates 

independent smallholder farmers, traders, buyers, financial intermediaries and agricultural 

investors, which previously have been in fragmented chains (Ojediran, 2011). For any 

financing arrangement to be successful, these once fragmented chains must be seen as a 

single structure, which is the value chain. This structure can be described in terms of the 

relationship between the sellers (farmers) and the buyers. The design and efficiency of these 

institutional arrangements are based on several institutional factors including property rights, 

preferences, incentives, and trust, loyalty and transaction costs among others (Sykuta and 

Cook, 2001).
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There were some formal contractual arrangements among the respondents in the mohair 

markets. More than half of the respondents had contractual arrangements while the 

remaining respondents had no form of contracts with any business partner. When the 

respondents were split into their different marketing channels, it was revealed that all of the 

smallholders without contracts were using informal market channels. The contracts 

influenced participation in formal markets and the LNWMGA signed a contract on behalf of 

the members. The market specification contracts were made and the buyer committed to buy 

mohair from the farmer while the farmers committed to sell his/her mohair clip to the buyer. 

In terms of payment, the LNWMGA contract with BKB states that payment will be made three 

months from the day of sale. Nevertheless, the respondents indicated that more often they 

received payment a year after the day of exchange/auction. This is indicative of non

compliance by BKB and/or LNWMGA which might lead to monitoring and enforcement 

related transaction costs being incurred by small-scale farmers due to follow-up on payments.

Various reasons were advanced for the delay in payment as one of the BKB representatives 

in Lesotho stated "LNWMGA takes too long to dispatch the mohair clip to the market in Port 

Elizabeth and farmers think that it is BKB that delays paying them". One LNWMGA committee 

member argued "It is true that sometimes we take too long to send mohair clip to BKB but 

even after eventually dispatching mohair, BKB still takes more than the stipulated three 

months to make payments". One official from the Ministry of Trade and Industry shared the 

sentiments of the LNWMGA official by stating, "Yes LNWMGA delays to dispatch mohair but 

even after dispatching it, BKB usually fails to pay farmers within the three months period that 

is stipulated in the contractual agreement". It is evident that one exchange partner did not 

comply with terms and conditions of the contract and this implies that smallholders incur 

costs to monitor and enforce the contract. This also reduces smallholders' confidence in the 

buyer as some of the farmers indicated that they no longer trust the exchange partner as well 

as the LNWMGA leadership.

In response to why the contractual arrangements were entered into, almost all (96%) of the 

smallholders indicated that they entered into their contract because the contracts were 

already in place when they entered the mohair sector and their fathers and forefathers 

operated under the same contract. This indicates that path dependency influenced decision 

making within this group of small-scale farmers. This paints a bleak future for the LNWMGA
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should the older farmers stop being active or should they pass on, the sustainability of the 

Association is threatened.

In response to the question on their satisfaction about the contract, not all respondents were 

satisfied with the contract. More than half of the respondents (57%) were dissatisfied because 

they viewed the contract without any support services to be unhelpful. Sometimes they are 

confronted with challenges that necessitated external support services, which are difficult to 

get from government, development partners and local businesses. The remaining 

respondents were dissatisfied because the prices they received were different to what they 

were told and promised before sending their mohair clip to BKB. These promises seem to be 

part of LNWMGA strategy to attract members to the association. A member of the DWMGA 

committee confirmed that there are promises they make to potential recruits when stating 

“We promise them better prices which are indeed better than those offered by informal 

markets but the problem is that some association officials promise unreasonable prices which 

angers smallholders later when they realise that the promises are not being fulfilled". This was 

supported by one official from LPMS when indicating “In some cases the LNWMGA officials 

promise prices that are not realistic just to lure smallholders to the association". This is 

baseless because at BKB auctions market forces set the prices and there is no guarantee that 

they will be high or low. The association did not provide members with the right information, 

which can lead to wrong business decisions among farmers. In addition, it is apparent that 

the contract design did not consider the institutional factors including desires and preferences 

of the smallholders and this may affect the efficiency of the contract because trust and loyalty 

of the smallholders will be affected. The respondents stated that they tried in vain to convince 

the LNWMGA management to review the contract but their opinions and suggestions were 

never considered during association's meetings, which supports the smallholders' claims that 

they have no influence on policy.

Despite their unhappiness, the smallholders continue to use the BKB channel. However, the 

amount of mohair handled by LNWMGA has been gradually declining as one of the DWMGA 

officials stated, “The amount of wool handled by our shearing shed has been slowly decreasing 

because our small-scale members sell some of their mohair on the side". One official from 

LPMS verified this when stating “Probably due to unhappiness, the smallholder members of 

the association now sell some of their clip to other buyers". It is evident that the loyalty of the
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small-scale members of LNWMGA is being affected. The reason advanced for continuing to 

sell through BKB despite the unhappiness is the better prices and the access to market 

infrastructure, shearing sheds and government paid staff, shearing, grading and packaging 

services offered on credit. The side selling helps the farmers to counteract costly delayed 

payments associated with BKB as it enables farmers to meet their immediate household 

needs and obligations. It is assumed that another reason for continuing to sell through BKB is 

the low education attainment and lack of market information that characterise the small- 

scale farmers that render them unable to search for alternatives. Infrastructural support from 

government, provision of services on credit by LNWMGA as well as relatively high prices have 

influenced the participation of small-scale farmers in the formal markets.

6.2.4 Marketing arrangements in the informal mohair markets
Around 27% of the smallholders that used the informal market channels had simple 

agreements with their exchange partners. They were relatively clear about the terms and 

conditions of their agreements and they indicated that they were involved in the design of 

the agreements although this does not happen in all circumstances. Under these agreements, 

the smallholders would commit all their produce in advance to the private trader who in turn 

will provide groceries up to a certain limit decided by the private trader and at times the 

private trader would help to pay school fees of the farmers' children. In other instances, the 

respondents only committed their produce in exchange for school fees of their children 

whereby they would in advance sell their produce to the private trader who would then only 

pay school fees for their children. This group of smallholders made the arrangement because 

they wanted urgently to address their families' immediate needs at any time they arose such 

as feeding their families and paying school fees for their children. In this case, the material 

conditions led to the design of institutional arrangements that led to actions that resulted in 

positive outcomes for the small-scale farmers. These marketing arrangements have lured 

smallholders to the informal mohair markets.

They all indicated that the prices were below their expectations and that they do not trust 

the private traders. For instance, a farmer would receive groceries worth R1800 and produce 

mohair worth R3000, which the trader would take all because of the agreement signed in
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advance. One smallholder complained “We attained the same mohair grade as my brother 

last year. Though I had more goats he was paid way more than me by the same trader to 

whom I had sold in advance because he did not enter into contract with that trader, I was 

cheated". This scenario clearly demonstrates the economic conditions of the small-sale 

farmers and led to them signing the agreements that disadvantaged them and made them 

victims of opportunism from the side of private traders. However, it may be that the informal 

trader may have paid in advance an interest on the loan as well as risk. Whatever may be the 

case, the researcher argues that the small-scale farmers incurred an opportunity cost by 

selling to the informal traders in advance.

Despite the dissatisfaction, these smallholders indicated that the arrangements helped them 

because they approached the private traders during time of great desperation in their 

households. It is evident that these institutional arrangements have influenced the 

participation of small-scale farmers in the informal mohair markets.

6.3 Mohair smuggling
The stakeholders revealed that the area was characterised by illegal sales of mohair as there 

were smallholders that sold their mohair clip to smugglers and this was supported by scholars 

such as Mokitimi (1996), Hunter (1987) and Ministry of Police (2016) when stating that 

Lesotho has a long history of mohair smuggling. The respondents agreed with the statements 

as all of them stated that there were farmers that sold their produce through the illegal 

channels. The smuggling of mohair is illegal because, according to the Importation and 

Exportation of Livestock and Livestock Products (Amendment) Act. 21 of 1984, ''no 

livestock/livestock product shall cross the country borders without issuance of a permit from 

the Livestock division" (Imani Development International, 2007:11).

Table 6.5: Stakeholder response on incentives for mohair smuggling

Incentive for smuggling Number of 
stakeholders

Percentage of 
respondents (%)

Acceptance of any mohair quality 37 75

Non-requirement of ownership proof 45 92

Acceptance of home shorn fleece 38 76
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Various factors were cited as incentives for the illegal dealings in mohair marketing (Table 

6.5). Three-quarters of the respondents cited the acceptance and buying of any mohair 

quality by smugglers as a factor attracting more farmers to illegal channels. This institutional 

arrangement has positively impacted on the smallholders because farmers have a chance of 

getting some returns for any effort they had applied in production as they are not rewarded 

only for the best quality.

The fact that smugglers do not require smallholders to produce animal ownership proof or 

certificates before buying their mohair clip was one of the incentives as cited by 92% of the 

respondents. One of the officials from the Department of Livestock stated that "The livestock 

ownership certificates are expensive and also associated with massive bureaucracy". This 

arrangement has positively affected the small-scale farmers as it spared them from incurring 

the costs associated with the acquisition of ownership proof or certificates that have financial 

and time costs. Other (76%) stakeholders cited acceptance of home shorn fleece as an 

incentive for selling mohair through illegal channels, This was supported by one smallholder 

farmer who uses legal market channels when indicating "Smugglers do not expect sellers to 

shear at shearing sheds where every service is charged unbearable prices that is why some 

farmers resort to the illegal dealings". It is apparent that the institutional arrangement has 

reduced costs associated with shearing, grading and packaging associated with some legal 

market channels.

Despite the positives of selling mohair through illegal channels, the respondents highlighted 

various negatives of mohair smuggling in their areas. Fifty-four percent of the stakeholders 

stated that mohair smuggling has resulted in stock theft and mohair theft in some instances, 

which is probably due to the non-requiring of the animal ownership certificates on the side 

of smugglers. This theft has led to costs to the mohair sector as stakeholders have been 

spending financial and time resources on addressing this challenge. This expenditure has 

opportunity costs of not spending on areas that are critical to the mohair sector's growth and 

development.

Poor range management was one of the disadvantages of mohair smuggling as cited by nearly 

two-thirds of the stakeholders. This is due to the acceptance of any mohair quality and the 

farmers no longer see a need to invest in range management, hence quality improvement.
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The mohair smuggling has led to a 'tragedy of the commons' situation as herders only 

focussed on maximising utility from the rangelands and the outcome has negatively impacted 

on the community at large in the form of rangelands degradation. About 68% of the small- 

scale farmers indicated that the disease incidences have increased because farmers no longer 

invest adequately in animal health probably because they are sure that even if the mohair 

quality is poor the smugglers will buy it. The arrangement of accepting any mohair quality has 

negatively altered the behaviour and attitudes of the farmers and the outcomes have been 

detrimental to the livestock sector in Mafeteng.

There a number of disadvantages associated with smuggling and they include unreliability of 

trade because sometimes police presence around points of these illegal exchanges prevents 

these illegal operations and sellers lose, as the quality of most of their mohair cannot be sold 

through the legal channels. Low prices were mentioned as another disadvantage of using 

smugglers to sell mohair and this is not surprising given the nature of the trade. However, the 

researcher was unable to get data regarding the prices offered by the smugglers except that 

they were lower than those offered by legal markets. The other mentioned cost of mohair 

smuggling is the bribery paid to the authorities and, in most cases, the authorities solicit huge 

amounts that significantly reduce the gains attained by small-scale farmers. One of the 

respondents who was once involved in smuggling stated that "Sometimes, especially when 

you are caught, the authorities (cannot be specified) demand huge amounts of bribery that 

one ends up with low gains". It is evident that smuggling is not a panacea for costs incurred 

by smallholders in formal and informal markets as it has its own associated costs.

6.4 Mohair Business Costs and Income
The level of input costs can affect the competitiveness of a business due to a decrease in the 

profit margins attained by the farm enterprise (Thompson, Jr., 1984), that is, the production 

costs have an influence on the performance and financial position and hence sustainability of 

a farm enterprise. The major areas where farmers spend more financial resources include 

feeding, disease control, transport, taxes/levies/deductions, packaging, shearing and 

classing/grading of mohair (Table 6.6).
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Table 6.6: Expenditure on main activities among all respondents per goat

Market channel Variable Minimum Maximum Mean
Formal Feeding cost R17.00 R40.00 R21.75
n = 28 Disease control cost R4.00 R10.00 R6.64

Transport cost R4.20 R9.00 R5.90
Tax/Levy/deductions R2.75 R4.00 R3.81

Packaging cost R1.20 R1.50 R1.35
Shearing cost R5.00 R5.00 R5.00

Classing/Grading
cost

R2.00 R2.00 R2.00

Informal Feeding cost R0.00 R20.00 R9.00
n = 22 Disease control cost R2.00 R6.00 R2.90

Transport cost R3.00 R7.00 R4.70
Tax/Levy/deductions R0.00 R0.00 R0.00

Packaging cost R0.00 R0.00 R0.00
Shearing cost R0.00 R0.00 R0.00

Classing/Grading
cost

R0.00 R0.00 R0.00

The results show that there is a difference in terms of expenditure on the aforementioned 

cost aspects between the two groups of farmers. The farmers that use informal markets spent 

less on feeding and disease control than those farmers who used formal markets (Table 6.6). 

This is explained by the institutional arrangement of accepting lower mohair quality by 

informal traders, which has led to the farmers spending less on quality improvement which is 

partly a product of good feeding and disease control programs. Other areas where farmers 

that use informal market channels spend less up front include shearing, grading/classing, 

packaging and taxes/levies/deductions. The informal traders explain this by the acceptance 

of home shorn fleeces packed in any container and by the fact that grading/classing is only 

done by the traders. There are no taxes/levies paid by this group of farmers, but it is assumed 

that they are factored in the relatively low prices offered by the informal traders. These 

institutional arrangements and indirectly the factors connected to the formal markets 

(demand for high quality, use of mohair packaging material, mohair levy, etc) have attracted 

the smallholders to the informal markets.
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Table 6.7: per goat expenditure among farmers that have 100 goats or more

Market channel Variable Minimum Maximum Mean
Formal Feeding cost R29.00 R40.00 R34.00
n = 14 Disease control cost R8.00 R10.00 R9.20

Transport cost R4.20 R6.10 R4.70
Tax/Levy/deductions R2.95 R4.00 R3.85
Packaging cost R1.20 R1.40 R1.25
Shearing cost R5.00 R5.00 R5.00
Classing/Grading
cost

R2.00 R2.00 R2.00

Further analysis revealed that among the smallholders, those that owned 100 goats or more 

spend more on feeding and disease control per goat (Table 6.7). This is explained by their 

knowledge of quality and standards that has compelled them to invest in quality 

improvement relative to their less informed and smaller-scale colleagues. This category of 

farmers is better informed because of the reported good relations and information sharing 

with the LNWMGA management. The statistical analysis revealed a positive correlation of 

0.601 and 0.606 between mohair quality supplied and feeding costs and disease control costs 

respectively. The access to information has positively changed the behaviour and attitude of 

this category of farmers and subsequently the reduction of costs associated with supplying 

low quality mohair produce. It is apparent that access to market information regarding the 

standards and grades has led to these farmers' participation in formal markets that normally 

demand high standards and grades. One area where they spend less is transportation of 

mohair (Table 6.7) and this is due to the collective action whereby they pool their financial 

resources together, therefore a gain in the form of reduced costs.

Table 6.8: Net income levels among respondents per season

Market channel Variable Minimum Maximum Mean
Formal Total costs R368.75 R2900.00 R1563.59

Gross Income R1680.00 R11900.00 R5994.18
Net Income R1311.00 R9600.00 R4430.59

Informal Total costs R170.00 R1745.00 R521.82
Gross Income R1475.00 R6000.00 R3438.55
Net Income R1160.00 R5251.00 R2216.73
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In terms of the total costs incurred by farmers, the farmers that used formal market channels 

incurred more total costs relative to their counterparts in the informal markets (Table 6.8). 

The total costs for small-scale farmers that use informal market channels were even lower 

than those of farmers who owned less than 100 goats and used formal market channels (Table 

6.9). The explanation is that smallholders in this category incur less cost in few areas and do 

not spend anything at all on other areas. For instance, smallholders that use informal markets 

do not incur costs in terms of feeding, shearing, grading and packaging, and none of them has 

any deductions made to their payments. This is attributable to the institutional arrangement 

of accepting even low quality mohair by the informal traders. It can be argued that this has 

led to transaction costs in the form of the opportunity cost of not using more rewarding 

formal markets.

Table 6.9: Net income levels among respondents owning less than 100 goats per season

Market channel Variable Minimum Maximum Mean
Formal Total costs R368.75 R1459.00 R911.33

Gross Income R1680.00 R6336.00 R3358.94
Net Income R1311.00 R5505.00 R2447.61

Informal Total costs R170.00 R1745.00 R521.82
Gross Income R1475.00 R6000.00 R3438.55
Net Income R1160.00 R5251.00 R2216.73

Further analysis revealed that the total costs incurred by farmers that owned 100 goats or 

more incurred more total costs than other categories of farmers (Table 6.10). This is 

attributable to the quantities of mohair handled and supplied as most charges are 

proportional to the mohair quantity. As mentioned earlier that there is a positive relationship 

between expenditure and the quality of the mohair supplied, it is assumed this better mohair 

quality will deliver higher prices and better returns to the farmers. The knowledge and 

attainment of required standards and grades and corresponding expenditure have led to the 

participation of this category of smallholder farmers in the formal markets.

Table 6.10: Net income levels among respondents owning 100 goats or more per season

Market channel Variable Minimum Maximum Mean
Formal Total costs R2175.00 R2900.00 R2571.64

Gross Income R7700.00 R11900.00 R10066.82
Net Income R5325.00 R9600.00 R7495.18
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The study area was characterised by inability of the small-scale mohair farmers to sell all the 

mohair produced per season. A tenth of the respondents indicated that they fail to sell all the 

mohair produced during some seasons. Further analysis revealed that the farmers that failed 

to sell all their mohair during some seasons used informal market channels. The statement 

can also explain that most farmers struggled to get information on where and when buyers 

were coming to buy mohair, which resulted in the smallholders missing the opportunity to 

sell their clip. The lack of information leads to opportunity costs associated with not selling 

the mohair produce.

The levels of net income attained from mohair sales were generally low among small-scale 

farmers that used informal market channels and those who used formal market channels but 

owning less than 100 goats. The average net income for the small-scale farmers that use 

informal markets and those who used formal markets but owning less than 100 goats are 

R2216.73 and R2447.61 respectively. The farmers that use formal markets and owning 100 

goats or more attained the average net income of R7495.18. The statistics support this as they 

showed that the relationship between flock size and quality of mohair sold was significant 

with a p-value of 0.001. Another explanation for higher net income among these farmers is 

the collective approach that they use when buying inputs, marketing and transporting their 

mohair; it helps to reduce the costs for this category of farmers. The collective action has 

influenced the participation of this category of farmers in the formal mohair markets.

6.5 Stock theft and associated costs
Stock theft is a major threat to the livestock industry, poverty alleviation initiatives and human 

security in developing countries of Africa and the farmers incur costs because of, among 

others, preventing, controlling and managing this phenomenon (Malekano, 2000; Amankwah 

et al., 2012; Matebesi, 2015). The study area is characterised by high rates of stock theft as 

71% of the small-scale farmers had experienced theft in their mohair enterprises while the 

remainder indicated that this has affected some of their fellow farmers. The informal 

interviews supported these statements as stakeholders cited stock theft as a major problem 

affecting farmers in the area. According to the stakeholders, this problem, though not in 

isolation, has led to increased deployment of police and military officers in the district of
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Mafeteng over the last 12 months. This also has led to the establishment of temporary police 

stations in the rural areas where livestock farming is mainly practised. The phenomenon of 

stock theft, which is a product of behaviour of the people in Mafeteng, has led to costs 

incurred by the public sector because of new police recruitments and construction of new 

buildings. These investments have led to a significant decrease in stock theft in Mafeteng 

though results have been different in some districts.

There were various measures taken by the smallholders to address the challenge of stock 

theft and two-thirds of the respondents indicated that village policing was introduced where 

at night they would patrol the villages and kraals. There were financial contributions made by 

the villagers to acquire resources such as public address systems, telephones, torches, 

protective clothing and blankets for the village policing group members. A quarter of the 

smallholders constructed more secure kraals for their goats as a response to the challenge of 

stock theft, while the remaining respondents increased security at their homestead through 

acquiring licensed fire arms, hiring night watchmen and fencing off their yards. The 

smallholder farmers and communities at large have incurred costs due to countering the 

problem. This has led to opportunity costs because resources could have been expended on 

productive activities.

6.6 Views of other stakeholders in the mohair industry of Lesotho
To create balance and fairness in the research, the opinions of other stakeholders were 

incorporated into the study. The opinions of officials from the LNWMGA, LPMS, MAFS, 

MTICM, Private traders, Department of Range Management, Local Government as well as the 

local chiefs were sought, and the data also helped in the verification and/or substantiating or 

opposing of some of the statements made by the small-scale mohair farmers.

6.6.1 Views concerning the Lesotho National Wool and Mohair Growers Association 
(LNWMGA)
The constitution of LNWMGA dictates that for a member to be elected to any committee a 

member should have attained high mohair quality consistently over a period of five years and 

should also have attained a minimum of 100 goats. The association adheres to this dictate as 

one of the NEC members indicated "In the executive there are members that were not eligible 

six years ago, but they improved and eventually they were elected to the executive". 

Nevertheless, this institutional arrangement explains the lack of small-scale farmers'
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representation in the LNWMGA structures, hence claims by small-scale farmers that 

committee members and bigger farmers dominate the association. The constitution of 

LNWMGA does not take cognisance of the fact that the Rangeland Management Policy of 

2010 strives towards reduced stocking rate. For instance, the Ministry of Forestry and Land 

Reclamation has robustly engaged in stocking rate reduction programmes and this will make 

it difficult for small-scale mohair farmers to meet the criteria for promotion within the 

LNWMGA. One of the smallholders complained "The range regulations do not allow us to keep 

up to 100 goats and this affects us because we cannot be promoted in LNWMGA if we do not 

reach that flock size, we will always be at this level and poor because of such regulations". 

One official from the Department of Range Management supported the smallholder claims 

by stating "the range management policy does not allow farmers to exceed a flock size of forty 

but the LNWMGA requires farmers to keep at least hundred goats to be elected to the 

committees and this disadvantages small-scale and emergent farmers".

The lack of policy cohesion has led to the feeling of marginalisation of some economic 

participants particularly the vulnerable like small-scale mohair farmers and this has resulted 

in animosity and conflicts, which have been costly for the LNWMGA and its membership.

It was indicated earlier that the LNWMGA's NEC organises and holds annually a general 

conference for the entire membership to discuss policy, consult with members on critical 

issues as well as to report to the members concerning the association's position. However, 

the small-scale farmer members were unable to attend these three-to-five day conferences 

because they could not afford transport and accommodation costs, as they need to finance 

themselves. The conferences are held in Maseru or major district towns and this means that 

some farmers must travel from distant rural areas. One official from the Food and Agricultural 

Organisation attested to this by stating "the policy conference are always held in the capital 

town and this prevents the small-scale mohair farmers from participating and contributing 

towards the direction taken by their association". This situation provides an explanation to 

the smallholders' complaints that they do not attend conferences, hence are unable to 

contribute towards the running of affairs and that the association is dominated by and only 

serves the interest of the farmers with larger flocks. This tradition of holding conferences only 

in the city or major towns has created power imbalances between small-scale farmer
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members and their larger colleagues. This has led to the reported animosity, hence costly 

conflicts between these two categories of farmer members of LNWMGA.

On recruitment, members are oriented on the governance, policies, marketing and other 

operations of the association to ensure that they understand what they venture into by 

joining the LNWMGA. One of the DWMGA committee members indicated “We even teach 

them that we have a market-based contract with BKB which acts as a middleman fo r our 

(LNWMGA) mohair clip and that BKB receives commission fo r the services rendered depending 

on the amount of mohair sold. However, when this amount is deducted from their payments 

they complain and claim that the committees cheat them". The sentiments were shared by 

another committee member from one of the Mafeteng shearing sheds who stated that “We 

clearly explain to them that with auction markets you cannot know prices in advance as it is 

the market forces that determine sale prices yet the farmers keep claiming that we hide the 

truth and information so that we can secretly deduct money from their payment and that we 

don't want to negotiate better prices with BKB. We go to an extent of inviting government 

expert officials to ensure that things are explained clearly to them". Based on these 

orientations that are verified by multiple stakeholders, it can be argued that smallholders 

were well informed before making a decision to participate in the formal markets and that 

access to information has led to them participating in the formal mohair markets.

However, the negative perceptions have led to animosity between committee 

members/bigger farmers and small-scale farmers particularly at shearing shed level where 

they interact closely. The shearing shed meetings are always characterised by heated and 

circular arguments that do not result in progressive outcomes. One member stated that 

"More often shearing shed meetings have to be called off due to heated arguments between 

smallholders and committee members and this has led to holding of many more meetings than 

planned". One Agricultural extension Officer confirmed this when stating, “We are always 

asked to mediate in the associations meeting to solve the frequent conflicts within that 

group". It is evident that the perceptions have led to farmers incurring costs in the form of 

financial resources that are involved in the organising and attendance of meetings as well as 

the time cost.

During the shearing season, the members' flocks are brought to the shearing sheds where 

they are shorn by permanent and temporary/casual shearers. The permanent shearers are
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paid by government while the casual are paid by the LWMGA. The members are charged 

R5.00 per goat and the mohair classing/grading is charged at R2.00 per goat to enable the 

LNWMGA to meet casual labour costs. The members are also required to contribute towards 

purchase of packaging bales whereby each member owning less than 100 goats contributes 

R 50.00 per season while those that own more contribute R150.00. One committee member 

indicated that this institutional arrangement has helped to instil the sense of ownership 

among members when stating that "In the past casual labour and packaging bales were 

provided and paid fo r by government and members used to steal packaging bales to sell them 

to private traders and farmers that used informal markets but since they were required to pay, 

these items no longer disappear". It is evident that the new institutional arrangement has 

helped to break down the culture of dependency and norms in the LNWMGA as farmers 

continue to pay for the bales despite complaining and it helped to reduce costs incurred due 

to the replacement of items that were stolen. This arrangement has influenced and enhanced 

participation in the formal mohair markets.

One official from the Department of Field Services stated that "The farmers that owned larger 

flocks are required to pay fo r these services upfront while the small-scale farmers could get 

services on credit, which will be deducted from their payment from BKB". The chairperson for 

one of the shearing shed committees stated that the new arrangement was made in order to 

help the small farmers, as they were poor and unable to afford such expenses. The rules of 

the game changed in order to address the prevailing conditions within the LNWMGA context 

and this resulted in positive outcome as it allowed smallholders' mohair clip to be shorn, 

packaged and sent to markets. It is argued that this arrangement has influenced and 

enhanced the participation of small-scale farmers in the formal markets. Nevertheless, the 

farmers complain when the deductions are made from their payments. The treasurer at one 

of the shearing sheds stated, "When the deductions are made the smallholder farmers 

complain and claim that they don't know what they are fo r because the farmers that sell to 

traders are not charged anything and we have to hold meetings to address this 

misunderstanding and meetings are costly to organise and attend". It is evident that the 

conflicts lead to farmers incurring costs due to resources used and time lost because of 

holding and organising meetings. The expectation of small-scale mohair farmers to not be 

charged may be due to a lack of trust due to not having committee representatives.
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The expectation of smallholders to not be charged anything, like farmers in the informal 

markets, may also be that the smallholders did not understand how the auction markets 

associated with BKB work. This can be attributed to the developmental history of Lesotho 

whereby in the past the country did not prioritise education and people also did not bother 

themselves with going to school as men were easily absorbed by the booming South African 

mining industry while women served as domestic servants in the same country. According to 

United Nations International Children's Emergency Fund (2015), the period before 1993 was 

characterised by low education rates with the primary school participation at 20%, secondary 

school participation at 15% and tertiary participation at 6%. There has been significant 

improvement due to policy change that resulted in improvement of primary school 

participation to 98%, secondary school participation to 78% and tertiary participation to 61% 

in 2012. Most of the smallholders in LNWMGA are old and ex-miners and ex-domestic 

workers with no education and understanding of how markets work - it is difficult for them 

despite it being simple for better-educated people.

The misunderstanding has led to poor relations between LNWMGA management and small- 

scale mohair farmers. This is supported by one member of the DWMGA when stating that 

"Because of the misunderstandings and conflicts that we always have with some members the 

relations have soured to an extent that some members have terminated membership and 

others threatened to leave as well". One of the smallholder farmers confirmed the threats 

when she stated "Once we find a better offer elsewhere we are going out of this association 

of committee members and bigger farmers". The threats could provide an explanation to the 

previously reported anomaly whereby farmers that use formal market channels search for 

more information hence high transaction costs. Their search for information is intense 

because they are unhappy and want to leave the association. Thus, the perceptions and 

attitudes have resulted in the farmers incurring information related transaction costs.

After the mohair has been graded and packaged, the bales are transported to the main 

collection point at LPMS in Maseru. One official from the Department of Livestock indicated 

that "the DWMGA and shearing shed committees organise transport and members contribute 

proportionally to their quantities of mohair produce to be transported. For instance, in 

Mafeteng, the smallholders pay between R30.00 and R70.00 while the bigger farmers pay in 

the range of R120.00 and R200.00 each. From the collection point at LPMS, the mohair clips
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are transported to BKB in Port Elizabeth". The sentiments were shared by one member of 

LNWMGA's NEC who also added that the association uses funds from its rented property to 

pay for, among others, the transportation of mohair to Port Elizabeth. It was realised that 

government provides subsidy for transportation as one government official stated that "The 

government lately through its section LPMS provides some money to LNWMGA fo r wool and 

mohair transportation to foreign markets to help reduce the costs fo r farmers". One of the 

small-scale farmers commended the government by stating, "Since time immemorial we have 

been telling our government that the costs particularly transport related ones were affecting 

us but luckily they listened and decided to help us with transport subsidy that has helped to 

reduce our costs". The positive political response has resulted in the reduction of 

transportation costs for mohair farmers in the country and it is assumed that this policy shift 

has positively affected the mohair farmers and enhanced their participation in formal mohair 

markets.

The association together with its partners, including LPMS and Ministry of Agriculture and 

Food Security, has been holding workshops for members on various aspects of mohair 

farming business to capacitate them. It must be noted that there has been lack of workshops 

for non-LNWMGA members. One government official from the Matelile Agricultural Resource 

Centre supported this by indicating, "The LNWMGA organises workshops fo r their farmers 

and they invite us to be facilitators. For several years I have been facilitating workshops on 

grades and standards to enable farmers to produce good quality mohair and be able to receive 

better prices fo r their mohair produce". The workshops were open to both new and old 

members of the association irrespective of the scale of production of a farmer. However, 

some officials from the LPMS argued that the workshops on grades and standards might be 

ineffective because there is a well-documented lack of mohair production expertise across 

the government departments. The officials from the Ministry of Agriculture and Food Security 

in Mafeteng argued that many small-scale farmers are unable to attend these crucial 

workshops because they are held in Maseru or major district towns and the small-scale 

farmers could not attend due to lack of financial resources. This explains the lack of 

knowledge about quality and standards among small-scale farmers that use formal market 

channels. The institutional problem of lack of mohair related expertise in Lesotho and the 

LNWMGA tradition of holding even crucial events in Maseru or major district towns far from
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poor farmers' settings have negatively affected the small-scale farmers. These farmers lack 

information and knowledge and their participation, particularly in formal markets, is limited, 

hence transaction costs in the form of foregone gains associated with these markets because 

of the mentioned institutional challenges.

6.6.2 Views concerning the Livestock Products Marketing Services (LPMS)
The responsibilities and duties of LPMS were highlighted in a section on the historical

development of the mohair industry in chapter three. The LPMS has been working closely 

with the LNWMGA that represents farmers that use formal mohair markets and it has been 

providing the association with market information and marketing related advice. The 

marketing official at LPMS stated “We always provide market related information and advice 

to the LNWMGA and help to facilitate training fo r their members and their dealings with BKB". 

Nevertheless, there have been challenges and the stand out one is that of delayed payment, 

which small-scale farmers have cited. According to one LPMS official, “the farmers wait too 

long before they could receive their payment because LNWMGA takes a very long time before 

they could pay fo r transportation of mohair clip to BKB in Port Elizabeth". Another official from 

the MAFS indicated “At times mohair clip stays at LPMS fo r around four months and the 

farmers think that once their mohair clip leaves shearing sheds it spends a few  days at LPMS 

warehouse and then gets transported to PE". The problem lies with the association because 

the payment for transportation is its responsibility while the LMPS role is to provide the 

storage facility. It is evident that the institutional challenges within LNWMGA have been costly 

for small-scale farmers as they always incur financial and time costs associated with making 

follow-ups on their payment. The institutional challenges have triggered negative perceptions 

of BKB and LNWMGA among small-scale farmers, which have resulted in animosity and costly 

conflicts within the association.

According to the LPMS officials, another grievance that is always tabled by small-scale farmers 

is that their mohair clip is always the last to be shipped off from the shearing sheds and that 

it reaches Port Elizabeth late when the prices are no longer that attractive. In this study, it is 

reported that the farmers complain that their clip is the last to be sold and that the mohair 

clip from big farmers is sold first. Other small-scale farmers indicated that sometimes they are 

not able to sell their mohair because it is always left lying in the store room at the shearing 

shed. The LPMS officials indicated “It is true that the flock from bigger farmers are shorn first
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and their mohair leaves the country first. In the past any farmer's goats would be shorn at any 

time but this arrangement created a lot of problems fo r us and LNWMGA because the farmers 

are expected to pay fo r transport immediately after their mohair has been graded and packed 

in bales to send it to LPMS warehouse in Maseru. The small-scale farmers struggled to pay this 

money timeously and the shearing shed store rooms would be fu ll o f bales to an extent that 

shearing would be suspended fo r some weeks or even months and this proved costly as most 

mohair clip would leave the country late and be sold in late auctions which usually do not offer 

attractive prices". One livestock assistant from Ribaneng Agricultural Resource Centre 

indicated that "During some seasons, the small-scale farmers'mohair clip is not sold because 

they were unable to pay fo r transport to deliver it to the LPMS mohair collection centre". The 

same sentiments were shared by one LNWMGA NEC member when stating "We cannot 

sustain a practice if  it proves to be costly to the entire mohair sector". It is evident that cost- 

inefficiency has led to institutional responses that were aimed at creating positive economic 

outcomes. The negative feedback led to institutional changes that minimised transaction cost 

within LNWMGA. This has increased the participation of mohair farmers with bigger flocks in 

the formal markets while it has restricted that of farmers with small flocks. This is supported 

by the reported fact that small-scale farmers wait for the next season to sell their mohair clip. 

The statistical analysis revealed a positive relationship between flock size and 100% sales 

every season with a coefficient of 0.613.

It was indicated earlier that the establishment of this agency has led to a sharp decline of 

private traders in Lesotho. This is because LPMS has been doing well in improving the price 

that traders offered as they increased prices in the informal market. The officials in the 

Ministry of Agriculture and Food Security together with some LNWMGA officials and local 

chiefs indicated that "In the past private traders used to offer prices that were low relative to 

what farmers that used form al markets received. For instance, private traders used to offer 

R23.50 fo r a mohair grade that fetched R55.00 at BKB auctions and Basotho farmers had to 

accept such prices because more often they were desperate fo r instant cash needed to meet 

immediate household obligations". The agency has successfully reduced opportunistic 

behaviour among private traders who sought to maximise utility at the expense of cash 

desperate Basotho farmers. The exploitation of Basotho farmers through low prices was 

reduced and many traders exited from business because of reduced profit margins (LNDC,
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2012; Mokitimi, 1996). LPMS takes cognisance of the costs of the private traders when 

determining their prices and profit margins. An accountant and Lesotho Revenue Authority 

official indicated that "Private mohair trading is a good business and many of the private 

mohair traders do well and attain good profits and meet their tax obligations as well". The 

regulation of the informal mohair sector through the intervention of LPMS has improved the 

conditions for smallholders, hence participation in the informal markets. The regulation helps 

to address the power imbalance and information asymmentry in these markets.

Officials from the Department of Trade and Department of Livestock indicated that the prices 

offered by private traders are now more attractive than in the past though they are always 

below those offered by formal markets. The researcher realised that the average net income 

attained by small-scale farmers that participate in the informal markets is found to be nearly 

equal to that of their counterparts (owning less than 100 goats) that use formal markets. It 

can be argued that this is because small-scale farmers that use informal markets rarely incur 

transport costs because more often the traders collect mohair clips from the farmers villages 

and/or set up collection points not far from the villages, and these farmers use any packaging 

material even plastic bags. These smallholders shear their goats in their backyards since 

private traders accept home shorn fleece and mohair grading is done by traders, that is, no 

production costs are incurred by smallholders in this regard. According to officials from the 

Ministry of Trade, another factor that led to reduction in costs for smallholders that use 

informal markets is the non-payment of taxes and that there are no deductions made from 

their payments. The rules and norms that are used to order economic relationships among 

economic actors and material conditions in the informal mohair trading have resulted in 

actions and outcomes that positively influence the economic participants. These institutional 

factors have attracted the smallholder mohair farmers to the informal mohair markets.

6.6.3 Stakeholders' opinions concerning Private Traders
The mandate of the LPMS was stated in the third chapter of the thesis and the general opinion 

among the stakeholders is that the institution has been doing well in terms of executing the 

mandate. One top and experienced trader indicated that "The LPMS did a great job because 

the prices that were offered by traders in the past were unreasonably low, Basotho farmers 

were being exploited, and traders were attaining very high margins at their expense". One 

official from the Department of Extension alluded to this when indicating "the LPMS has
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helped to reduce the exploitation of the mohair farmers by private traders, the prices have 

significantly improved under this institution". In the ten year period before 1978 

(establishment of LPMS) the average price for all grades of mohair never increased but post- 

1978 saw a steady rise in the prices offered by private traders (CBL, 2015). Before 1978, the 

difference between the prices offered by private traders and those offered by the formal 

markets was in the range of 38.5% to 50% while after 1978 it has never been more than 20% 

(MTICM, 2015; MOAFS, 2013). In the past nine to ten years the difference has been below 

fourteen and half percent (MTICM, 2015). The regulation of the prices offered by the private 

traders has led to price increases in the informal markets, hence participation in such markets.

The stakeholders indicated that private traders deal with the mohair farmers in the informal 

markets in various ways. Some traders go to the villages to buy and collect mohair from the 

farmers and once quality and price have been agreed, spot payment is made on the exchange. 

This institutional arrangement is beneficial to the small-scale farmers as it reduces the 

transaction costs that they incur due to transportation to the mohair collection points. It is 

argued that this has influenced the small-scale farmers to participate in the informal mohair 

markets. However, this method has been costly to the private traders because they incur high 

costs due to travelling to villages as they have specific areas where they operate. One trader 

indicated, "Moving from one village to the next is costly and when we mention this to the 

farmers and offer lower prices they complain that we dictate matters and turn them into price 

takers but our costs should be recovered and reflected in the prices". This explains why the 

small-scale farmers showed dissatisfaction that they are not able to convince the buyers to 

offer better prices and that they are being dictated to because they lack bargaining power. To 

address the conflicts, many private traders switched to the method in which they set up a 

mohair collection point in a central village and mohair farmers will converge to that point to 

sell their mohair clip. One trader indicated, "This method has significantly reduced our 

transport costs and does not burden the farmers with transport costs as we always make sure 

that collection points are not more than 15km from the villagers and many use donkeys and 

horses to come to the collection points". The same sentiments were echoed by one 

Agricultural Technical Officer in the MAFS. The institutional change in the mode of interaction 

between the farmers and the material conditions in the form of cheap modes of transport 

has reduced costs for the economic actors. It can be argued that had this change not been
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made some informal traders would have ceased operations to the detriment of small-scale 

farmers. This has maintained and enhanced the participation of smallholder farmers in the 

informal markets.

There are other conditions set by private traders that are viewed to be reducing costs for the 

poor small-scale mohair farmers as one MAFS official in unison with his colleagues indicated 

that "the private traders accept even the home shorn fleece packaged in any container and 

farmers like this condition". It is argued by the researcher that the private traders play an 

important role as this condition reduces costs associated with specific packaging materials for 

smallholder mohair farmers and enhance their (smallholders) participation in the informal 

mohair markets.

The traders indicated that at times they do not get satisfactory amounts of mohair produce 

from the farmers due to the low farmer turnout at the collection points. The Agricultural 

Assistant for the Ts'akholo Agricultural Resource Centre attested to this when stating, 

"Sometimes traders do not get business because very few  farmers come to the collection 

points and the farmers claim that they do not know when and where the traders will be located 

fo r mohair purchasing". This explains why some small-scale mohair farmers that use informal 

markets cited failure to sell their produce as one of their challenges and this also supports 

small-scale farmers claims that they do not know when the traders will be coming to buy 

mohair. The small-scale farmers indicated that sometimes they miss the opportunity to sell 

their mohair to the private traders due to this lack of information. A LPMS official attested to 

this by stating "Sometimes the farmers fa il to sell their mohair or fa il to sell all their mohair 

because sometimes when they get information the traders may have already exhausted the 

money to buy all the consignment the farmers that arrive late have brought to the collection 

point and farmers have to wait fo r next rounds and they are far apart". Lack of communication 

and information flow between trading partners has led to transaction costs for both exchange 

partners and this threatens their businesses and relationship.

Generally, the amount of mohair sold through the informal market channels has increased 

despite occasional incidences of low farmer turnout at the mohair collection points. One local 

chief indicated that the number of his subjects who sell through the informal market channel 

has increased because of some incentives when saying, "Many small-scale farmers in my 

village no longer use form al markets associated with LNWMGA because the traders do not
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demand many things like strictly mohair shorn at the shearing shed and also pay promptly". 

An Agricultural Extension Officer supported this by stating, "People resort to private traders 

because they accept a home shorn fleece which reduces costs associated with shearing at 

LNWMGA shearing sheds and these traders pay them instantly". The small-scale farmers 

made a trade-off between formal markets that offer higher returns but delay payment and 

the informal markets that offer lower returns and immediate cash that they need. The 

benefits and incentive structure influenced the small-scale farmers to use the informal market 

channels. Small-scale farmers that had adequate information chose to sell their mohair clips 

through the informal market channels.

The officials from the LPMS and Ministries of Agriculture and Food Security indicated that the 

transactions between private traders and small-scale farmers sometimes are rocked by 

conflicts regarding quality of mohair supplied and prices expected by farmers. A trader stated 

that "We sometimes clash over quality of mohair supplied and prices the farmers expect us to 

pay fo r that". The small-scale farmers that use informal markets receive market information 

from friends, relatives and neighbours and this was supported by government officials and 

traders. Another trader stated that "Sometimes a farm er comes with very poor mohair and 

when I tell them that if I compromise and buy it I will give a low price, the farm er will quarrel 

that she/he has been told by friends or neighbours that this is accepted and bought by us and 

it fetches a very good amount. Imagine they argue based on the information from people who 

are not involved in this business and do not want to listen to us buyers and sometimes we 

reject that quality totally". It is clear that social networks influence the market participation 

of the smallholders in the informal markets but the reliance on social networks negatively 

affects small-scale farmers and increases their transaction costs because such sources do not 

always provide correct and accurate information. This proves that the information set 

available to the economic actors determines the choices that they make and in this case, the 

outcomes were costly to the small-scale farmers.

6.7 Synopsis
The evidence presented in the chapter suggests that the small-scale farmers that participate 

in either formal or informal mohair markets encounter the institutional factors that facilitate 

their participation in their respective markets. Nevertheless, there are other institutional
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factors that constrain their participation in mohair markets and these constraints can lead to 

the smallholders incurring costs.

In Mafeteng, the interaction between smallholders and mohair buyers has been dynamic and 

there are various institutional arrangements that have potential to influence market 

participation among small-scale farmers. In the formal markets, small-scale mohair farmers 

have access to government support, market information and infrastructure, contractual 

agreements, knowledge of grades and standards, and they are characterised by collective 

action and their decisions are path dependent. These factors lead to a reduction of 

transaction costs incurred in these markets and they receive relatively higher prices and net 

income from mohair farming. Nevertheless, power imbalances, conflicts and mistrust 

increase the costs associated with participation in these markets. In terms of the informal 

markets, the small-scale mohair farmers do not have access to the advantages that their 

counterparts in the formal markets receive. They have access to marketing arrangements and 

rely on social networks for market information and their production and marketing costs are 

relatively lower as they spent less on many aspects due to the acceptance of the relatively 

lower grades and standards. They receive net incomes that are not that different from their 

counterparts that own less than 100 goats in the formal market despite receiving relatively 

lower prices from the traders. These small-scale mohair farmers are marginalised due to 

policy exclusion and are targets of unscrupulous behaviour of some exchange partners.

This chapter has descriptively presented the findings on the small-scale mohair farmers that 

use formal markets and the smallholder mohair farmers that use the informal mohair 

markets. The main findings presented in this chapter will form the basis for data analysis of 

the relationship between marketing choices and institutional factors and discussions for the 

study which will be presented in the next chapter, whereby focus is on the analysis and 

discussions based on the framework and analysis techniques developed in the methods 

chapter.
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CHAPTER 7
EFFECTIVENESS OF INSTITUTIONS IN SMALLHOLDER MOHAIR

MARKETING IN LESOTHO

7.1 Introduction
The previous chapter presented the descriptive results of the data analysis. It laid the 

foundation for the analysis chapter by giving an overview of conditions under which 

smallholder mohair farmers in Lesotho operate. The main objective of this chapter is to 

present the results of the analytical methods and techniques that were formulated in Chapter 

four, in accordance with the research objectives. This chapter focuses on the institutional 

factors that influence small-scale mohair farmers' market participation in formal and informal 

markets. The chapter also focuses on the factors influencing transaction costs associated with 

the integration of small-scale mohair farmers into the commercial agricultural economy. The 

analysis is made within the Institutional Analysis and Development framework that was 

proposed in Chapter four of the thesis.

7.2 Physical and material conditions influencing market participation among smallholder 
mohair farmers
Physical and material conditions prevailing in a specific context have an influence on the 

action situations and constrain institutional arrangements (Ostrom, 2005). In the Mafeteng 

context, the conditions include property rights and land sizes which are related to the 

production and marketing of mohair. These conditions have implications for interactions and 

outcomes which are critical for mohair marketing choices.

The communal use of grazing lands has negatively affected small-scale mohair farming in the 

Mafeteng district, not because it is a bad form of resource use, but due to the characteristic 

low subtractability whereby too many farmers use the grazing lands at the same time and low 

excludability whereby some farmers, particularly those who use the informal markets, have 

been able to use the grazing lands without contributing to the cost of provision. There is lack 

of will (due to conflict of interest stated and explained in chapter five) from the authorities to 

implement the previously stated grazing rule that is intended to physically control access and 

consumption so that mohair farmers can all contribute towards the cost of use. This has led
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to a "tragedy of commons" situation that has affected the entire mohair farming community 

in the form of conflicts, resource use inefficiency and the failure to attain grades and 

standards of mohair quality demanded by lucrative formal markets. Despite the generally 

undesirable consequences of communal grazing, the small-scale farmers who use formal 

markets perceive their property rights to grazing lands to be secure. They believe that their 

land rights are secure because their forefathers and now them have been living in the area 

and using the grazing lands for a long time and they have never been expelled or prohibited 

from using the lands. The perception has led to the relatively high investment in the mohair 

farming aspects such as supplementary feeding and disease control because these farmers 

were assured of their property rights to the grazing lands and thus returns to investment 

being made. This situation has encouraged them to invest in the growth and development of 

their mohair farming that has led to the attainment of relatively better mohair quality that 

has been acceptable in formal mohair markets.

The mohair farmers have access to small pieces of grazing lands and small pieces of arable 

land because of the tiny size of the country as Lesotho is only 32 000 square kilometres in size 

and the land is divided between multiple uses. The small size of the grazing lands has led to 

the lack of economies of scale as one farmer's use reduces the supply available to others and 

this poses a challenge to the private use of grazing lands and integration of the mohair farmers 

into the commercial markets. In terms of the arable land, the small-scale mohair farmers 

privately use these lands but without title deeds or lease agreements and this has not helped 

them because they could not use the lands as collateral (required by credit providers) for the 

loans or credit that they need to improve their mohair farming to meet standards and grades 

that are demanded particularly by the formal markets.

The setting up of mohair collection points in the villages where smallholders reside affords 

the exchange partners a platform for negotiating and affecting the mohair exchange for the 

small-scale farmers that use informal mohair traders. The condition enables small-scale 

mohair farmers to meet informal traders and engage in negotiations that lead to the sale of 

their mohair clip. The condition has prevented the smallholders from incurring financial, 

effort and time costs of organising and coordinating that is associated with the travelling to 

the central points for negotiations and transportation of the mohair clip to the collection
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points. This means that even though this group of smallholders know they will get a lower 

price for their mohair clip from informal traders, it is worth the trade-off because they avoid 

some transaction costs. For small-scale farmers that use formal markets, the location of 

shearing sheds in the close vicinity of farmers' settlements presents to the smallholders an 

opportunity to get their goats shorn without having to be transported or walked over long 

distances which is a physically and financially costly activity. This close location of shearing 

sheds also helps to avoid cost of time, money and effort associated with organising and 

coordinating the transportation of the mohair clip to the distant collection points.

The prevailing conditions in the form of property rights, size of lands and mohair collection 

points have an influence on the mohair production and marketing activities in the area. 

Nevertheless, the production and marketing activities are not only dependent on these 

physical and material conditions but they are also dependent upon other circumstances that 

are specific to a particular place and people. Based on this and the IAD framework, the study 

needs to consider the community attributes that have an influence on the action arena, 

interactions and outcomes.

7.3 Influence of individual or group attributes on marketing behaviour
The attributes of the community influencing action situations, interactions and outcomes in

the Mafeteng district include demographic characteristics of the participants such as mohair 

farming experience and age, culture, social networks, power imbalances, collective action, 

path dependency as well as policy participation.

The smallholders with more experience in mohair farming have more knowledge regarding 

both formal and informal mohair marketing systems because of long participation in mohair 

farming and interactions with other stakeholders in the industry, and these farmers also have 

extensive contacts. This widens the information set available to the older small-scale mohair 

farmers which puts them in a better position to choose the more rewarding markets as more 

of these older and experienced smallholder farmers sell their mohair clip in the more lucrative 

formal markets than their younger and inexperienced counterparts. The experience has 

enabled them to be informed and understand the workings, demands and expectations of 

formal mohair markets which enables them to meet these requirements better relative to
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their younger counterparts. The variable reduces transaction costs for this group of 

smallholder farmers as experience makes them relatively more aware of the importance or 

benefits of interaction with their exchange partners. Therefore, they frequently contact their 

buyers who keep them up to date in regards to quality and price information, which helps to 

avert the transaction costs in the form of mohair rejections, conflicts and long negotiations. 

In terms of inexperienced smallholders that use informal markets, they are yet to recognise 

the importance of frequent contacts with their exchange partners and as a result there are 

fewer interactions with informal traders which increases transaction costs incurred by these 

smallholders in the form of mohair rejections and search for better prices as this group of 

smallholders is not up to date in terms of quality and price information. The older and 

experienced smallholders who participate in the formal markets have more household 

income which is attributable to their sales in the more rewarding formal markets. The slightly 

higher income probably enables this group of small-scale farmers to meet more of the mohair 

farming costs compared to their counterparts in the informal mohair markets.

The rural communities of Mafeteng are deeply rooted in the Basotho culture and this 

influences the way mohair industry participants govern their relationships hence action 

situation which in this setting leads to participation in the informal mohair markets. Although 

the younger farmers agree that LNWMGA members who use the formal markets receive 

favourable prices and access to government support, they could not become LNWMGA 

members in order to participate in the formal markets because they dislike and disapprove of 

the way the elders run the association. It would be expected that due to the perceived 

benefits associated with LNWMGA and formal markets, these young smallholders would stay 

in the association and strive towards improvement in the running of the association. But the 

local culture is prohibitive of confrontation and negotiations between elders and the young 

and this leads to the young smallholders giving up the opportunity and benefits of 

participating in formal markets and opting for the informal markets instead because of 

respecting and upholding the cultural principles and values.

The small-scale mohair farmers that use informal markets are relatively young and more 

educated and these characteristics have facilitated the establishment of social capital within 

this group of smallholders since their characteristics are positively and significantly correlated
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with reliance on social networks. The social capital enables this group of smallholders to 

exchange mohair farming ideas and sharing of market information related to the informal 

markets. In particular, they avoid the LNWMGA and its associated formal markets due to 

perceived maladministration in the association. The social capital in this action arena leads to 

the interactions that influence participation of smallholders in the informal mohair markets.

On the other hand, relatively smaller-scale farmers that use formal markets participate in the 

group LNWMGA which enhances collective action among this group of mohair farmers. The 

group has rules and regulations that govern relationships among participants in terms of 

joining the group, production, marketing and overall doing of business that are highlighted in 

the previous chapter. These have an influence on the action situation and interactions as they 

allow the members to act collectively in various areas including procurement of inputs, 

shearing, grading, sharing of market information and transportation of the mohair clip to the 

markets. The resultant economies of scale for larger-scale producers reduce costs including 

information search, negotiations and monitoring and enable the smallholders to meet the 

requirements of the formal markets compared with the non-members of the association. In 

addition, the collective action helps the farmers to get recognition, which strengthens their 

lobbying power as they successfully pressure government and non-governmental 

organisations to support them through infrastructure, training and transport subsidies, which 

reduce business costs and also enable them to meet the requirements and demands of the 

formal markets.

Nevertheless, some rules and regulations of the association, such as those that dictate that 

goat flocks of the bigger farmers will be shorn before those of their small-scale counterparts, 

result in inequalities and marginalisation of the latter. They lead to the late shearing and 

dispatch of the mohair clip of the smallholders in many instances that result in the incurring 

of transaction costs in the form of opportunity cost of not selling in the early auctions that 

fetch high prices. The other transaction costs incurred are related to organising and 

coordinating transportation of the mohair clip to the national collection point in the capital 

town because when shearing is done late mohair is no longer collected at the collection points 

in the villages or districts. The resources expended on these activities could have been used 

in other productive areas to improve the position of the small-scale farmers, hence
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opportunity cost. The action situation leads to the dissatisfaction of the small-scale farmers 

who now want to leave the LNWMGA. This results in the extensive search for alternative 

markets, hence increased transaction costs. This explains the contradiction with the 

conventional view that farmers in the farmer groups/associations have low search for 

information/markets as one of the benefits of collective action.

The policies and mode of operation in the LNWMGA, with their influences on the way 

members act and interact, create power imbalances in the mohair sector with smallholders 

the compromised segment. For instance, the holding of policy discussions in the distant city 

of Maseru denies the smallholder mohair farmers an opportunity to express their opinions 

and concerns regarding how the industry should be run. The smallholders' poor financial 

conditions lead to their failure to finance their transportation and accommodation to the 

conference; hence they are not able to get their interests incorporated into the policies, 

strategies and programmes. This results in the adoption of pro-large scale mohair farmer 

policies that limits the participation of the small-scale mohair farmers in formal mohair 

markets. The power imbalances also lead to animosity between the dominant and the 

dominated participants which result in the incurring of transaction costs as they frequently 

organise and attend conflict resolution meetings. The magnitude of these transaction costs is 

unsustainable for the financially poor smallholder mohair farmers, which leads to some 

opting for the informal markets that are believed to be relatively less affected by conflict.

The smallholders that use formal markets are characterised by path dependency which 

determines the action situation in the mohair industry in the country as it reflects that 

information and knowledge are shared among participants and between generations. This 

attribute influences marketing choices as these smallholders chose formal markets because 

they have been used and trusted by their forefathers. These smallholders continue to 

participate in the formal markets because, according to them, these formal mohair markets 

offer more benefits and changing to the alternative markets will impose immediate and high 

costs on their mohair farming business. From an economic point of view, the cost-benefit 

analysis by these smallholder mohair farmers favours participation in formal mohair markets.
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The community attributes prevalent in the study area have an influence on the actions and 

interactions between economic participants in the mohair industry that lead to various 

outcomes. Economic behaviour is not a product of only material conditions and participant 

attributes, but also that of the rules of the game because institutions have an influence on 

the incentive structure that each actor faces and thus they ultimately help determine 

economic behaviour. In the light of this, the study considers the institutional arrangements 

that have an influence on the behaviour, hence action arena, interactions and outcomes.

7.4 Institutional factors influencing market participation among small-scale mohair 
farmers
The action situation in the mohair industry is influenced by the institutions operating in that 

particular arena as they guide and govern the marketing behaviour of the smallholder mohair 

farmers in repetitive activities that characterise mohair markets. These working rules have a 

bearing on the incentives and constraints facing the small-scale farmers which in turn 

influence marketing decisions, actions and outcomes in the mohair industry.

Government support that is given to the mohair farmers has an influence on the action 

situations and behaviour among the farming communities due to its effect on the incentives 

facing the participants in the mohair industry. The support is accessible only to the mohair 

farmers that sell their mohair through BKB channels. The support is in the form of well- 

equipped government built shearing sheds, government paid staff, training and subsidised 

inputs and transport. This enables the smallholders to participate in the formal markets as it 

reduces the smallholders' operational and production costs and increases their productivity 

and mohair quality to the levels accepted by the formal markets. The market information and 

advisory services provided by the LPMS and MAFS to this group of farmers increases the 

information available for the smallholders to make informed choices and this reduces the 

transaction costs related to search for information and supplying incorrect mohair grades. 

The government support renders formal markets more beneficial to some participating 

smallholders relative to other market channels hence an incentive for participating in the 

formal mohair markets. However, this discriminative government policy leads to inequality 

among small-scale mohair farmers whereby small-scale farmers that use informal markets

160



are not improving in terms of efficiency, productivity and mohair quality which binds them to 

sell in the informal markets as they accept relatively low quality.

The smallholders that use formal markets have access to market infrastructure provided at 

the shearing sheds mainly by the non-governmental organisations that operate in the 

country. The storage facilities help to avoid mohair wastage and quality deterioration while 

the packaging technology and packaging materials help to preserve the mohair produce and 

prevent contamination of the product so that it is maintained until it can be sent to the 

market. Access to these infrastructures enhances participation in the relatively lucrative 

formal markets as it helps smallholder mohair farmers to avoid costs of quality decline due to 

contamination and wastage of mohair, which means that their mohair will be in an acceptable 

condition by the bidders when it gets to the BKB auctions. The smallholder mohair farmers 

are enabled to meet standards and grade requirements of the formal markets hence the 

realisation of the potential benefits of the formal markets such as higher prices and net 

incomes. The grading and weighing facilities enable these smallholders to properly grade and 

weigh the produce which are some of the determinants of receiving due prices. The 

communication and cooperation between the buyers and smallholder mohair farmers is 

improved as the access to these infrastructures reduces incidences of mohair quality 

rejections by mohair buyers and conflicts over prices, hence reduction in transaction costs 

incurred by small-scale farmers.

Contractual agreements facilitate and enhance communication, hence information flow 

between LNWMGA (on behalf of the small-scale farmers) and BKB which results in incentives 

that influence economic behaviour and decision making among small-scale farmers. The 

contractual agreement between BKB and LNWMGA provides guaranteed access to formal 

markets as it enables the exchange partners to know the preferences and expectations of 

each other in terms of quality, in particular. The smallholder mohair farmers meet the quality 

requirements of the BKB associated buyers as a result, which in turn reduces costs associated 

with BKB auctions as the exchange costs (information search and negotiations) are reduced 

for small-scale farmers and for BKB. The contractual agreements render participation in the 

formal markets less costly and more beneficial to this group of smallholders, hence use of 

such markets.
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The mohair industry is characterised by the interaction between BKB, LNWMGA and farmers 

which facilitates the sharing of information pertaining to grades and standards that are 

required by buyers at the auctions. This interaction helps to impart to smallholder mohair 

farmers the knowledge of grades and standards demanded/preferred by buyers at BKB 

auctions which enables these farmers to approach their production accordingly. The ability to 

meet the expectations and preferences of exchange partners is enhanced, causing 

participation of the smallholders in the formal markets as it (knowledge of grades/standards) 

reduces transaction costs associated with quality rejections for the wrong quality supplied as 

well as conflicts between exchange partners. This renders more beneficial the participation 

of smallholders in the formal markets because when costs are reduced profit margins are 

likely to increase.

However, the operation and organisation within LNWMGA and BKB lead to actions that have 

detrimental effects on the poor small-scale mohair farmers in the area. There is a perennial 

delay of payments due to mohair farmers which has a pronounced effect on smallholders. 

These delays in getting paid negatively influence the transaction costs for the smallholders as 

the farmers have to approach the buyers several times in order to get paid and this follow-up 

implies that finances, time and effort are spent on the activity, increasing transaction costs. 

The smallholders use, among others, telephones and transport for the follow-up on mohair 

payment and these resources could have been used on productive aspects of the mohair 

farming business such as feeding and disease control that improve quality, leading to high 

prices and net income.

The marketing arrangements between the smallholders who are not LNWMGA members and 

informal traders have a significant influence on participation in the informal markets. The 

marketing arrangements were designed such that payments are made on the spot of 

exchange and that smallholders can sell their mohair in advance. The design of these 

marketing arrangements recognised the preferences and desires of the small-scale farmers 

who desperately need cash and are not able to cope with delayed payments associated with 

LNWMGA and BKB. The marketing arrangements satisfy the smallholders which influence 

their economic decision to participate in the informal markets as these arrangements benefit
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and enable them to meet their immediate financial and economic obligations. The informal 

traders comply with the terms and conditions and promptly pay the smallholder which 

reduces the transaction costs associated with follow-up on payments as they do not have to 

enquire about the payments for their mohair clip. These interactions between smallholder 

mohair farmers and informal mohair traders lure the smallholders to the informal mohair 

markets.

Nevertheless, the advance sale of mohair negatively influences the transaction costs incurred 

by smallholders in the informal markets because it exposes them to price fluctuations, 

resulting in uncertainty (more than faced by Association members from the auctions) as more 

often parallel markets offer higher prices than those agreed in advance and the smallholders 

incur the opportunity cost in the form of missing out on the favourable prices and higher net 

income. In addition, when the prices offered by parallel markets are higher than those agreed 

in advance the smallholders negotiate for the top-up payment even though there was no 

variation clause in the advance sale agreement and the negotiations require time, effort and 

financial resources.

Informal institutions, such as social networks, facilitate action situations in the study area and 

these institutions facilitate the sharing of information between the small-scale mohair 

farmers that use informal mohair markets. One of the results of these interactions is the 

knowledge of mohair prices offered by informal traders prior to the day of mohair sales. The 

prior knowledge of mohair price positively influences the transaction costs incurred by small- 

scale mohair farmers in the informal markets because it affords the smallholders a chance to 

select the informal traders that offer better prices thus avoiding the cost of missing out on a 

relatively higher net income. In the formal markets, where the prices are only known during 

the auctions, the smallholders do not get an opportunity to look for buyers who offer better 

prices (when offered prices are unfavourable).

The mohair industry is characterised by limited interaction between small-scale mohair 

farmers and informal traders which results in the lack of communication of critical 

information that negatively influences the transaction costs incurred by both parties to 

mohair exchange. Small-scale mohair farmers fail to sell their mohair clip due to the lack of
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knowledge of dates and places of mohair sale and this means that all the resources used in 

relation to the production of the mohair clip were wasted because these smallholders do not 

even have storage facilities that can preserve the product until it goes to market again. As a 

result, the smallholders incur the cost of missing out on the high prices due to failure to sell, 

and mohair quality declines. In addition, the informal mohair traders incur transaction costs 

due to low smallholder mohair farmer turnout at the mohair collection points because they 

expend time, effort and financial resources to set up and get to the mohair collection points. 

This situation can render the initiative of collecting mohair in the villages a costly activity for 

the informal mohair traders hence a potential threat to the continuation of the arrangement.

The rules of the game, whether formal or informal, influence the actions of the smallholder 

mohair farmers when it comes to choosing and participating in mohair markets in the country. 

The action situation in the area further proves that actions result in either an increase or 

decrease of transaction costs incurred by various participants in the action arena. The 

combination of physical/material conditions, community attributes and institutions have 

created incentives and constraints for Basotho small-scale mohair farmers and their decisions 

regarding marketing choices. Considering this, the study next analyses the interactions among 

these three sets of factors and participants in the mohair industry of Lesotho.

7.5 Patterns of interactions that impact on the marketing choices among small-scale 
mohair farmers
In the IAD framework, mapping the strategic interactions among participants and rules in a 

given action situation is essential to identifying and understanding the outcomes of the action 

arena (Stone-Jovicich et al, 2009; Ostrom, 2005). These interactions occur within and are 

shaped by the specific set of physical or material conditions, community attributes and rules 

prevailing in the Mountain Kingdom.

7.5.1 Interactions among participants within the informal markets
Informal institutions in the form of social contacts facilitate interactions between smallholder 

mohair farmers and, through these networks, the farmers are able to share information 

pertaining to informal markets and prices, which enables the smallholders to choose such 

markets for selling their mohair clip. In addition, the level of education and age of the
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smallholders, which led to common understanding and challenges among this group of 

mohair farmers, fostered the networks. Nevertheless, there are limited interactions when it 

comes to the buying of inputs, marketing and transportation of the mohair clip to the market 

as each smallholder acts individually in this regard. As a result, the farmers fail to achieve 

economies of scale and this results in them obtaining relatively lower net income.

There is good interaction between smallholder mohair farmers and informal traders due to 

the trustworthiness of the informal traders as they respect the terms and conditions of the 

agreements including the paying for the smallholders' mohair clip on the spot. This has led to 

smallholder mohair farmers having confidence in the informal traders, which results in the 

continued dealing with the informal traders and participating in the informal markets. In 

addition, the lenient requirements of the informal traders about, inter alia, packaging, grades 

and standards take into consideration the bad financial position of small-scale farmers. 

However, there is limited interaction with the local mohair processing industry due to the 

limited number of mohair spinning companies organised to negotiate with the smallholders 

for the supply of raw material (mohair). This has limited the expansion of the market for the 

mohair clip from smallholders.

There are limited interactions between the small-scale mohair farmers who use the informal 

markets and input suppliers as the smallholders that use informal mohair markets operate 

individually when acquiring farm inputs. This reduces their lobbying powers as they are 

unable to negotiate discount prices with the input suppliers because the suppliers only discuss 

with and give discount prices to bulk buyers. This means that the smallholder famers' input 

costs are relatively high and unsustainable for a large number of them and makes it difficult 

to meet the high demands of the formal mohair markets, hence opting for the informal 

mohair markets. They also incur transaction costs related to information searches for 

suppliers that sell inputs at relatively competitive prices.

The LPMS does engage the small-scale mohair farmers who use the informal markets and 

informal traders during the discussions on regulating and setting the mohair prices to be paid 

by informal mohair traders. This has led to improvement of the mohair prices offered by the 

informal traders, leading to relatively better relations between stakeholders. The conducive
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operating relations have maintained the participation of smallholder mohair farmers in the 

informal mohair business. Nevertheless, some informal traders were dissatisfied about the 

regulating of the informal sector which led to their closing of business which has limited the 

market options for smallholder mohair farmers in the informal markets.

There is limited interaction between the small-scale mohair farmers who use the informal 

markets and MAFS because of limited capacity as there are no extension agents offering any 

agricultural advisory services in terms of production and marketing. This has affected this 

group of mohair farmers in terms of mohair quality attained, hence their continued 

participation in the less rewarding informal markets. The Local Government (Chiefs and 

Councillors) has achieved limited success in engaging the small-scale mohair farmers who use 

the informal markets on the range management rules and regulations, despite policies 

providing for platforms where rules and regulations are presented to the communities with 

the aim of facilitating implementation. The situation has led to failure to understand and 

observe the grazing rules and regulations by this group of small-scale mohair farmers, which 

subsequently led to their eviction (stated in the previous chapter) from such lands. As a result, 

they struggle to find alternative grazing lands because the country is small with few and little 

grazing lands and this has led to poor feeding and relatively lower mohair quality. These small- 

scale mohair farmers cannot afford zero grazing because of their limited financial capacity to 

buy animal feeds.

There is poor interaction between smallholders that use the informal mohair markets and 

policy participants and policy makers due to the inappropriate and disconnected approach to 

policy planning and implementation in the country. Policies in place have not been informed 

by the farming communities despite the policy framework calling for the participation of all 

stakeholders. The Agricultural Sector Strategy of 2003 provides a platform where 

stakeholders' opinions and concerns can be raised and incorporated in the draft policy, but 

the government officials and LNWMGA have been ignoring this leading to the exclusion of 

smallholders that use informal mohair markets. In the previous chapter, the small-scale 

mohair farmers that use the informal markets stated that they are never invited to policy 

discussions and their opinions are never sought in any way. Despite the existence of the 

institutional arrangement, the only perennial participants in policy discussions are
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government officials and LNWMGA, hence the adoption of policies unfavourable to 

smallholders that use informal markets, e.g. use of shearing sheds and associated 

infrastructure by only LNWMGA affiliated mohair farmers.

7.5.2 Interactions among participants within the formal markets
The rules and regulations of the LNWMGA lead to interactions that positively affect members 

farming mohair by pooling their resources during mohair production, marketing and 

transportation which results in economies of scale for some members. The resultant decrease 

in production and operational costs enhances their capacity to meet and invest more in 

quality improvement aspects such as feeding and disease control which helps them to achieve 

relatively higher quality that is acceptable to buyers at BKB auctions. In addition, the design 

of some rules and regulations considers the poor financial position of the smallholder 

members; for instance, the providing of services on credit only to small-scale mohair farmer 

members of the association as well as the low and fixed contributions only from this category 

of members. These help the small-scale mohair farmers to cope with costs, thus participation 

in the financially demanding formal mohair markets.

The homogeneity in terms of age composition of the LNWMGA small members has facilitated 

the establishment of common understanding, interests and working relations among this 

category of small-scale mohair farmers in the study area. The common understanding, 

interests and working relations enable these smallholders to come up with one voice, view 

and strategy when confronting any issue related to their participation in mohair markets and 

the running of the association. This reduces conflicts within this specific group, hence 

reduction of transaction costs related to effort, time and financial resources expended on 

conflict resolution.

Nevertheless, the LNWMGA's constitution has created interactions that are characterised by 

power imbalances between large and small-scale mohair farmer members as it enhances the 

dominance of relatively large mohair farmers over small-scale ones. For instance, the 

provision that to be eligible for election to the committees a member must attain high quality 

and a minimum of 100 goats consistently for period of at least five year clearly favours the 

large mohair farmers because most of them already had met the criteria even before the 

establishment of the association. The power imbalances are exacerbated by the regulation
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that flocks from large mohair farmers be shorn and shipped off first. This means that policies 

and strategies adopted by the association are pro-large mohair farmers and that large scale 

farmers attain better benefits (high prices associated with early auctions) of the formal 

markets. These arrangements have led to animosity between the two categories of members 

which in turn results in high transaction costs (searching for alternatives) being incurred by 

small-scale farmers in particular.

There is cooperation between the smallholder mohair farmers that use formal markets and 

Local Government authorities (Chiefs), which increases the success of this institution in 

engaging the small-scale mohair farmers on range management and regulations, hence 

implementation of these rules of the game. This effective communication of rules and 

regulations has led to the small-scale farmers understanding and respecting these institutions 

that have guaranteed their use of the grazing lands. The guaranteed use improves access to 

feed sources, which results in the attainment of relatively good mohair quality that is 

acceptable at BKB auctions. In addition, the guaranteed use creates a positive perception of 

the property rights security among the small-scale mohair farmers, which, in turn, results in 

more investment in mohair farming within this category of mohair farmers.

The Agricultural Sector Strategy of 2003, with its emphasis on the betterment of the formal 

mohair sector, increases information flow between the public extension agents and small- 

scale mohair farmers that use formal mohair markets. Despite the MAFS limited mohair 

expertise among its personnel, there has been crucial interaction and imparting of critical 

mohair farming related knowledge to the small-scale mohair farmers that has led to the 

relative superiority of this category of mohair farmers in terms of mohair quality. In addition, 

the interactions have resulted in the smallholder mohair farmers avoiding the transaction 

costs associated with quality rejections and conflicts with their exchange partners. The flow 

of information is strengthened further by the interaction between the LPMS and the small- 

scale mohair farmers that use formal mohair markets. The regular and official meetings 

between the LNWMGA national committee and LPMS officials provide a platform for 

information exchange that ultimately trickles down to the small-scale mohair member 

farmers of the association.

168



The cooperation between the Government of Lesotho and its development partners has 

facilitated the non-governmental organisations' interactions with the small-scale mohair 

farmers with the intention of capacitating them in terms of their mohair farming. These non

governmental organisations interact with the Basotho small-scale mohair farmers through 

the provision of workshops and trainings on aspects including mainly mohair production, 

marketing, entrepreneurship and record keeping. The results of these workshops and training 

have been manifested in the relatively better mohair quality and performance of the mohair 

enterprises operated by this group of small-scale mohair farmers. In addition, the non

governmental organisations interact with the smallholder mohair farmers through the 

provision of modern storage facilities for the mohair clip that have enabled these farmers' 

mohair clip to be in an acceptable condition until it is shipped off to the BKB auction in Port 

Elizabeth.

There are various stakeholders that participate in the mohair industry of Lesotho and they 

are faced with different incentives and constraints that influence their behaviour, actions and 

interactions because of the physical and material conditions, attributes and the rules of the 

game that characterise the environment in which they operate. The interactions of the three 

set of factors and economic participants are likely to have various socio-economic outcomes 

with implications for the integration of small-scale mohair farmers into the commercial 

agricultural economy. Considering this, the study next determines the outcomes that result 

from the interactions between the three sets of factors and participants in the mohair 

industry of Lesotho.

7.6. Outcomes in the mohair industry of Lesotho
Based on Polski and Ostrom (2009), the mohair industry of Lesotho is a space in which various 

participants inform themselves, consider alternative causes of action, make decisions and 

take action. These are affected by the factors in the physical and material world, the 

community and rules-in-use and have consequences that have a bearing on the market 

participation of small-scale mohair farmers and the transaction costs associated with this 

market participation.

169



7.6.1 Market participation outcomes
The formal mohair markets are used and dominated by older farmers as they prefer using the 

agricultural production and marketing practices that were tried, tested and used by their 

forefathers before. Concerning the marketing of mohair, they use formal marketing channels 

of BKB that were used by the mohair generation before them. Since 1900, there has been 

government involvement in mohair markets that has been biased towards use of formal 

markets, influencing the history of use of such markets by the ancestors of these small-scale 

mohair farmers (Tsoako, 2016; Matebesi, 2015; Mokitimi, 1996).

This category of small-scale mohair farmers is comprised of only members of the LNWMGA 

that was formed with the purpose of addressing the challenges that face farmers and fulfilling 

the untapped potential of participating in formal mohair markets. The small-scale mohair 

farmers in this association are informed in terms of standards, grades and expectations of 

their mohair exchange partners at BKB auctions. They act collectively when approaching 

mohair related activities, hence economies of scale that reduce their production and 

operational costs as they are able to negotiate and attain purchasing discounts. In addition, 

they have the power to lobby government and non-governmental organisations to provide 

them with well-equipped shearing sheds, marketing infrastructure, transport subsidies, 

advisory services, trainings and workshops which is not the case with small-scale farmers who 

use informal mohair markets.

These small-scale mohair farmers receive relatively stronger institutional support from the 

public and private sector as well as the international community. The government policy is 

biased towards this group of farmers as it bears the costs that were supposed to be borne by 

the farmers in the form of costs associated with labour, capital, entrepreneurship and land. 

MTICM (2011) indicated that the government pays shearing shed workers, bought land and 

built shearing sheds for the association and fitted them with modern equipment and provides 

them with technical assistance as well.

This category of small-scale mohair farmers achieves relatively higher sales as a result of 

knowing and understanding the expectations of the buyers at the auctions due to the 

contractual agreement that they (LNWMGA) have with the BKB group. They are able to adjust 

their production accordingly which is aided by the technical and institutional assistance that
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they receive from the government, development partners and private sector. As a result of 

the institutional arrangements, they never supply mohair clip quality that is not acceptable to 

the buyers at the BKB auctions. The situation leads to the small-scale mohair farmers 

recording higher incomes relative to their counterparts who use the informal mohair markets.

The administration of the LNWMGA is fully dominated by the large-scale mohair farmers and 

their small-scale colleagues do not participate in the planning and formulation of operations, 

strategies and policies. The policies and strategies adopted by the LNWMGA favour the 

administrators (who are relatively larger farmers) and the entire category of large-scale 

mohair farmers. The small-scale members of the association are aware, dissatisfied and 

frustrated by the dominance and some have terminated their membership while others are 

searching for alternatives as they want out of this association as well. The number of small- 

scale members of the LNWMGA has been declining over the years.

The small-scale mohair farmers who use formal markets have secure property rights to 

grazing lands as they perceive the time over which they may enjoy benefits from the grazing 

lands to be long-term and their ability to exercise their property rights to be strong. As a 

result, they invest relatively higher amounts of resources in their mohair farming which 

results in them experiencing low goat mortality rates, higher productivity levels and mohair 

quality that are some of the determinants of participation in formal markets and they attain 

relatively higher income as a result.

In terms of the informal markets, the dominant participants are young and educated small- 

scale mohair farmers with some having once held membership of the LNWMGA while others 

never used that formal market channel. They avoid formal mohair markets because they do 

not like the status quo at LNWMGA in terms of how the elders administrate and manage the 

association. The young farmers are informed and have ideas and views as to how the 

association should be run to improve the small-scale mohair farmers but cannot participate 

and raise them due to cultural restrictions. The young farmers are of the view that bottom- 

up approach to management, transparency, inclusion of small-scale members in decision 

making as well as accountability will improve the conditions for the LNWMGA members, 

including the small-scale mohair farmers. Out of respect for culture, they participate in the
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informal markets because they could not confront and challenge their elders as it is taboo to 

do so in their culture.

These smallholder mohair farmers receive higher prices (in the context of informal markets) 

as they know in advance the mohair prices paid by each informal trader and they choose the 

buyer that offers relatively favourable mohair prices. In addition, these smallholder mohair 

farmers are guaranteed payment for their mohair clip as the informal traders comply with the 

terms and conditions of the marketing arrangements between the two parties to exchange. 

As a result of the trustworthiness of the buyers the smallholder mohair farmers meet their 

short term household and financial obligations, and sustainability of their livelihoods.

The national policies have led to the small-scale mohair farmers who use the informal mohair 

markets lacking access to shearing sheds, market infrastructure, extension advisory services 

and subsidies from neither the public nor private sectors, resulting in relatively lower mohair 

quality that is not acceptable to formal markets. Nevertheless, on recognising the plight of 

these small-scale mohair farmers, the informal mohair traders amended the rules and 

regulations regarding packaging, standards and grades so as to accommodate these 

smallholders such that they receive some reward for their efforts applied in mohair 

production.

7.6.2 Transaction costs outcomes
The small-scale mohair farmers that use the informal mohair markets have low transaction 

costs related to information searches due to their prior knowledge of mohair prices as they 

do not move from one buyer to the next in search of relatively higher prices. Moreover, they 

have low transaction monitoring and enforcement costs as they are promptly paid by their 

mohair exchange partners. They do not engage in costly follow-up on the payments from the 

informal mohair traders.

However, these smallholder mohair farmers incur high transaction costs related to the 

negotiations that they engage in with their exchange partners when they deem the price 

offered to be too low. They incur other high transaction costs due to their failure to sell their 

mohair clip in some seasons due to their lack of information regarding when and where 

informal traders will be buying and collecting mohair.
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Moreover, the small-scale mohair farmers that use the informal mohair markets engage in 

advance sales of mohair and more often the parallel markets offer higher prices than those 

agreed in advance. In such situations, they incur more transaction costs for engaging in usually 

long negotiations for the topping-up on the payment that was previously agreed upon.

The smallholder mohair farmers that use formal markets have low transaction costs related 

to information search due to the contractual agreement that they have with the BKB group 

which makes them informed in terms of prices, quality and expectations of the exchange 

partners. From their experience in mohair farming, they frequently contact the BKB to be 

abreast of the developments regarding mohair quality and do not experience transaction 

costs due to information searches. In addition, their transaction costs related to the 

negotiating of transactions are reduced because of this contractual agreement that they have 

with BKB.

However, these small-scale mohair farmers that use formal markets have high monitoring 

related transaction costs due to the delayed payments they experience with LNWMGA and 

BKB, which necessitate costly follow-up on payments. Furthermore, these small-scale mohair 

farmers who use the formal markets incur high transaction costs related to the organising and 

coordinating transportation of the mohair clip to the national collection point as a result of 

the late shearing and dispatch of their mohair. In addition, they incur the cost of missing out 

on the relatively higher prices associated with early BKB auctions. The small-scale members 

are not satisfied about the situation and are searching for alternatives and incur more 

information search related transaction costs.

The interactions between material/physical conditions, community attributes and rules of the 

game and economic participants lead to actions that result in varying outcomes in terms of 

the participation in the formal and informal mohair markets in the Mountain Kingdom of 

Lesotho. These sets of factors positively or negatively influence the transaction costs 

associated with the participation in either formal or informal mohair markets.

7.7 Synopsis
The results of the study demonstrated that participation in mohair markets is a major source 

of livelihoods in Lesotho with some Basotho participating in formal markets while others 

chose informal mohair markets. There are formal and informal institutional factors that
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influence or limit participation of small-scale mohair farmers in either formal or informal 

mohair markets. Moreover, the participation of smallholder mohair farmers in mohair 

markets is associated with multiple factors that positively or negatively influence the 

transaction costs incurred by the small-scale mohair farmers in Lesotho.

By using the institutional development and analysis framework, the Lesotho mohair industry 

is shown to be characterised by various participants who occupy different positions and play 

different roles. The material or physical conditions, community attributes and institutions that 

are available in the country influence the marketing behaviour of small-scale mohair farmers 

as they incentivise or constrain the actions and interactions within the mohair industry. These 

actions and interactions led to outcomes that have a bearing on the integration of small-scale 

mohair farmers into the commercial markets. These provide the basis for evaluating the 

institutional structure of the mohair industry in Lesotho and for suggesting the industry's 

challenges and policy recommendations following in the next chapter of the thesis.
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CHAPTER 8
CONCLUSIONS AND RECOMMENDATIONS

Integration of small-scale mohair farmers into the mainstream economy is influenced by both 

formal and informal institutions as these institutional factors have a bearing on household 

marketing choices. The integration of small-scale mohair farmers requires the efforts from 

both the public and private sectors to ensure that the institutional environment and 

arrangements are conducive as these factors can have positive and negative effects, which 

impact on the economic actions and choices, influencing the welfare of economic actors. One 

of the necessities for the integration of small-scale farmers into the commercial agricultural 

economy is the existence of well-functioning markets, which are possible through the policy 

environment that ensures supply of and improvement in infrastructure, communications and 

removal of trade and market access barriers. However, the decision to participate is based on 

the institutional situation as well as the individual household consideration of the transaction 

costs associated with participation in the markets. In this context, the study was designed to 

investigate the institutions that limit the integration of small-scale mohair farmers into the 

commercial agricultural economy in Lesotho.

The research utilised primary data and information, which was collected from sampled small- 

scale mohair farmers in various communities of the Mafeteng district in Lesotho. As such, the 

results of the study reflect the influence of the institutions on the small-scale mohair farmers 

that participate in the formal markets and their counterparts in the informal mohair market. 

The influence of the institutions on the integration of small-scale mohair farmers into 

different markets was assessed in a NIE context, and analysis was guided by an institutional 

analysis and development framework (IAD). The results of the study showed the institutional 

strengths and weaknesses as well transaction costs associated with the integration of small- 

scale mohair farmers into the commercial agricultural economy in Lesotho. In addition, a 

number of lessons were drawn as well as the areas that need to be addressed in order to 

improve the integration of small-scale mohair farmers into the commercial agricultural 

economy. Moreover, the areas that could be of interest for further research have been 

highlighted towards the end of the chapter.
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8.1 Summary of research findings
Based on the results of the study, it is evident that the integration of small-scale mohair 

farmers into the commercial agricultural economy is influenced by both formal and informal 

institutional factors and this integration is associated with factors that positively and 

negatively influence the small-scale mohair farmers. The small-scale farmers that use formal 

mohair markets are integrated in the agricultural economy as they operate on a more 

commercial basis which is influenced by their access to well-equipped shearing sheds, 

subsidised transport, market information, cooperative buying of inputs and selling of 

produce, and marketing infrastructure. In addition, they have contractual agreements with 

the buyers and secure property rights to lands. These farmers have relatively larger flocks and 

have more power and net income. On the other hand, small-scale mohair farmers that use 

the informal markets do not receive any of the advantages and incentives received by their 

counterparts in the formal markets. Their market options are relatively limited and the only 

outlet for their mohair is informal traders, and the small-scale farmers become targets for 

unscrupulous behaviour of these informal traders. However, in some instances some traders 

provide necessary services to the small-scale mohair farmers such as credit. Despite this, the 

overall situation limits the chances of these small-scale mohair farmers improving their 

situation and being integrated into the commercial agricultural economy. The integration of 

a small-scale mohair farmer into the commercial agricultural economy is faced with 

challenges that vary from one market channel to the other.

8.2 Integration of small-scale mohair farmers into the commercial agricultural economy
For households to participate in markets there should be in place an institutional structure

that incentivises people to participate and the constraints to and costs associated with market 

exchange should be minimised. The study used the institutional analysis framework to 

determine the influence of the institutions on the integration of small-scale mohair farmers 

into the commercial agricultural economy, and a summary of main findings is shown in Table 

8.1.

The institutional factors have influenced the integration of small-scale mohair farmers that 

use the formal mohair markets, while the small-scale mohair farmers that use the informal 

markets are not integrated into the commercial agricultural markets as a result of the 

unfavourable institutional arrangements and environment. In terms of transaction costs,
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there are various factors that influence the costs associated with market participation in both 

formal and informal markets, leafing to variation in the levels of integration into the 

commercial agricultural economy among small-scale mohair farmers in the study area.

8.2.1 Institutional factors influencing participation of small-scale mohair farmers in mohair 
markets in Lesotho.
One of the overriding factors influencing participation in mohair markets is the support that 

government provides to the mohair farmers that use formal markets. The public resources 

were used to assist the LNWMGA with the factors of production including labour, capital and 

skills. The resources provided include shearing sheds, equipment, and government paid staff, 

technical assistance and transport subsidies. Through this support, the government provided 

the factors that would otherwise not be available to the small-scale mohair farmers and these 

resources are necessary for integration into the commercial markets. Thus, government 

support has significantly contributed towards the integration of only the LNWMGA's small- 

scale mohair farmers into the commercial agricultural economy in Lesotho.

Another institutional factor that influences the integration of small-scale mohair farmers is 

the market information that is accessible to farmers in the formal markets. The information 

is mainly about the grades and standards demanded by buyers at BKB and this information is 

available in home language Sesotho, which means the small-scale mohair farmers are able to 

interpret and understand it given their low educational attainment. This information is one of 

the necessities for participation in commercial markets as it enables the production and 

supply of the appropriate mohair quality, and the access to this information has contributed 

towards the integration of the small-scale mohair farmers into the commercial agricultural 

economy.
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Table 8.1: Summary of the institutional analysis results

Institutional
factor

Research Findings Conclusion

Government
support

• The small-scale mohair farmers that use formal markets have access to 
government built and well-equipped shearing sheds with government paid 
staff, transport subsidies and advisory services

• Access to this institutional support enhanced productivity and improvement 
of production and mohair quality levels among small-scale mohair farmers

• The conducive environment is created 
for the integration of these small-scale 
farmers into the commercial 
agricultural economy

Market
information

• There is information flow between members of LNWMGA pertaining to the 
grades and standards that are required by buyers at the BKB auctions

• This has enhanced knowledge and production of mohair quality required by 
buyers

• There is relatively poor knowledge in terms of the functioning of auctions 
and this leads to conflicts within LNWMGA and reduction in farmers that sell 
through the formal channel

• The ability of small-scale farmers to 
meet the grades and standards required 
by the buyers at BKB is improved, hence 
integration into the commercial 
agricultural economy

• Lack of knowledge of market dynamics 
is a threat to the integration of these 
small-scale farmers into the commercial 
sector

Market
infrastructure

• The small-scale mohair farmers that use formal markets have access to 
storage facilities that help to avoid mohair wastage and quality deterioration 
until sale

• The grading and weighing facilities enabled the classers to properly grade 
and weigh the mohair clips which determines the receiving of due prices

• The potential for small-scale mohair 
farmers to attain high prices for their 
mohair is increased

• Price manipulation is reduced in the 
formal markets

• These enhance integration of small- 
scale mohair farmers into the 
commercial agricultural economy

Collective
action

• The rules and regulations of the LNWMGA fosters collective action in 
procurement of inputs, production, marketing and transportation of mohair 
clip

• Collective action reduces barriers that 
prevent the small-scale mohair farmers 
from being integrated into the 
mainstream economy
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• This resulted in economies of scale and the group successfully lobbied 
government to provide support

• There is dominance of relatively bigger mohair farmers in terms of decision 
making and policy design

• The power imbalances that dis
advantage small-scale mohair farmers 
limit their integration into the 
mainstream economy

Property
rights

• The small-scale mohair farmers that use formal markets have secure rights 
to lands as they deemed them to be secure and they invested relatively more 
in mohair farming aspects such as feeding and disease control

• The investment led to the attainment of relatively better mohair quality
• The small size of the country and grazing does not permit private use of 

grazing lands

• The ability of the small-scale mohair 
farmers to meet the expectations of 
buyers in the formal markets is 
enhanced, which positively influences 
their integration into the commercial 
agricultural economy

• The small size of grazing lands continues 
to be a challenge to the 
commercialisation

Contractual
agreements

• The contractual agreements between BKB and LNWMGA enhance 
communication between small-scale mohair farmers and buyers

• This communication enables small-scale mohair farmers to know the grades 
and standards and expectation of mohair buyers

• The buyers at BKB buy all the acceptable mohair quality supplied by small- 
scale mohair farmers

• The contractual agreements render the 
formal BKB market a guaranteed market 
for the small-scale mohair famers which 
enhances integration of these small- 
scale mohair farmers into the 
commercial agricultural economy

Path
dependency

• There is good sharing of information between members of LNWMGA and 
between generations in the formal markets

• This resulted in small-scale mohair farmers using the markets that were 
tried, tested and used by their forefathers

• Integration of small-scale mohair 
farmers is significantly enhanced by 
path dependent decision making of 
farmers

Experience • The small-scale farmers that use formal markets are experienced and have 
extensive contacts and knowledge of the sector

• They frequently contact their exchange partners to discuss transaction 
related matters and this reduces the transaction costs associated with 
information search and negotiations

• They act collectively in numerous aspects of mohair farming and marketing

• The costs of market exchange are 
reduced and this enhances integration 
of small-scale mohair farmers into the 
commercial agricultural economy
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Social capital • Small-scale mohair farmers that use informal markets have strong social 
networks and this facilitates the exchange of mohair farming ideas and 
sharing of information about informal markets

• Social networks consolidate
participation in the informal markets to 
the detriment of the integration into 
the commercial agricultural economy

Culture • The young small-scale mohair farmers respect and uphold Basotho culture 
and out of this they highly respect their elders

• This leads to these mohair farmers considering cultural values instead of 
benefits when making market participation choices

• Cultural beliefs and values limit this 
group of small-scale mohair farmers' 
integration into the commercial 
agricultural economy

Marketing
arrangements

• The marketing arrangements between small-scale mohair farmers and 
informal traders are designed such that payments are made on the spot of 
exchange and/or that small-scale mohair farmers sell their mohair in 
advance

• The design of the arrangements is preferred by the small-scale farmers as 
they get immediate cash that they direly need

• The prices offered by the traders are less than the prices obtained on the 
formal market

• The small-scale mohair farmers do not incur costs associated with delayed 
payments

• The perceived benefits of informal 
markets are relatively increased and this 
renders them markets of choice for 
these small-scale farmers.

• The integration of this group of small- 
scale mohair farmers into the 
commercial agricultural economy is 
being limited

Delayed
payments

• There are perennial delays in the payments from BKB and small-scale mohair 
farmers have to approach buyers several times in order to get paid

• The monitoring related transaction costs are increased for the small-scale 
mohair farmers

• This dissatisfies the farmers and some threaten to leave while others have 
already left the market

• The integration into commercial 
agricultural economy markets is limited 
and threatened by high monitoring 
transaction costs

Late dispatch 
of mohair clip

• The rules and regulations of LNWMGA foster the late dispatch of mohair clip 
from the small-sale mohair farmers that use formal markets and they incur 
the opportunity cost of missing out on the early auctions that usually offer 
higher prices

• The optimal benefits of participating in 
the formal markets are not realised by 
the small-scale mohair farmers and this 
limits and threatens integration of
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• The small-scale mohair farmers receive relatively lower prices and net 
income and they are dissatisfied about the situation such that they seek 
alternative markets

these farmers into the commercial 
agricultural economy

Prior
knowledge of 
prices

• The mode of interactions between small-scale mohair farmers that use 
informal markets enhance information exchange that results in the 
knowledge of prices before the day of sale

• This prior knowledge of mohair prices enables the farmers to choose the 
buyer that offers most favourable prices

• The transaction costs related to the search for information are reduced

• The potential for the attainment of 
higher prices and net income from the 
informal markets is enhanced

• This limits the potential for the 
integration of these small-scale mohair 
farmers into the commercial 
agricultural economy

Price
negotiations

• When the small-scale mohair farmers view the prices offered by informal 
traders to be too low, they push for an increase and engage in long 
negotiations for better prices

• In almost all cases the informal traders do not increase prices and farmers 
search for alternative buyers which they often fail to find, hence failure to 
sell mohair

• The small-scale mohair farmers are dissatisfied and constantly look for an 
alternative market that could offer higher prices

• The participation of these small-scale 
farmers in the informal markets is 
hindered

• This increases the chances of these 
farmers resorting to the formal markets

181



Apart from access to market information and government support, the other factor that 

influences commercial market participation among small-scale mohair farmers is the 

market infrastructure including storage and grading facilities. Due to this infrastructure, 

the mohair clip reaches the markets in a condition acceptable to the buyers and the small- 

scale mohair farmers receive relatively higher prices as a result. The grading facilities 

ensure proper grading of mohair and the small-sale mohair farmer receive precisely what 

is due to them. Through these infrastructures, the small-scale mohair farmers satisfy the 

requirements of the formal markets and their need for higher income is satisfied which are 

necessary for integration into the commercial markets. Therefore, access to market 

infrastructure has significantly contributed towards the commercialisation of the small- 

scale mohair farmers in the country.

An institutional factor that influences integration into the commercial markets is the 

collective action approach that is employed by the farmers that use formal mohair markets. 

The collective action is employed in the areas including procurement of inputs, production, 

marketing, negotiating and transportation of the mohair clip and through this approach 

the purchasing economies of scale was achieved. In addition, the lobbying power of 

farmers was strengthened which is evidenced by successfully forcing government to 

provide various forms support, including adoption of pro-formal market policies and 

projects. Collective action has provided strengths that would otherwise not be available to 

the individually operating small-scale mohair farmers. That is, collective action has 

significantly contributed towards the integration of small-scale mohair farmers into the 

mainstream economy in Lesotho. Nevertheless, the positive effects of collective action are 

reduced by the adoption of policies that favour relatively larger mohair farmers as they 

limit the integration of small-scale mohair farmers into the commercial mohair markets.

The secure property rights to lands that are held by small-scale mohair farmers are one of 

the overriding factors that influence integration into the commercial markets. The security 

of the property rights was underpinned by the certainty on the length of time for exercising 

the rights and assurance of reaping the benefits from investment. This led to relatively 

more investment in mohair farming that resulted in improved mohair quality acceptable 

to the buyers. It is through this that the ability of the small-scale mohair
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farmers to meet the demands of the buyers in the formal markets was improved which is 

one necessity for integration into the commercial markets. Thus, the secure property rights 

significantly contributed towards the integration of the LNWMGA small-scale farmers into 

the commercial agricultural economy. Nevertheless, the positive effect of secure property 

rights on the integration of small-scale mohair farmers is negated by the small size of the 

lands which makes it possible to grant private property rights without compromising on 

the supply available to other smallholders.

The contractual agreement between the LNWMGA and BKB is an institutional factor that 

influences the participation of small-scale mohair farmers into the commercial markets in 

the mountain Kingdom. The contract has clear terms and conditions regarding the 

expectations and obligations of each exchange partner. The small-scale mohair farmers 

know the standards and grades to be supplied while the buyers commit to buy the mohair 

supplied by the farmers. The exchange partners have so far been observing these terms 

and conditions, which implies that small-scale mohair farmers using the formal markets 

have a guaranteed market channel. Through this guaranteed market, the contractual 

agreement has provided an arrangement that would otherwise not be available to the 

small-scale mohair farmers. That is, this institution has significantly contributed to the 

integration of small-scale mohair farmers using the formal markets into the commercial 

markets. However, the delayed mohair payments increase the monitoring related 

transaction costs associated with participation in the formal markets which deter small- 

scale mohair farmers from participating in the formal mohair markets as they are unable 

to cope with the consequences of such situations. The delayed payments present a barrier 

to the integration of small-scale mohair farmers into the commercial agricultural economy. 

Thus, the delayed payments for mohair sold by the farmers limit the integration of these 

farmers into the mainstream agricultural economy in the study area. In addition, the 

integration of small-scale mohair farmers into the mainstream economy is limited by the 

late dispatch of the mohair clip to the markets as this prevents small-scale mohair farmers 

from receiving relatively higher prices associated with early auctions. Some small-scale 

mohair farmers are frustrated by this and have left the formal markets for the informal 

mohair markets.

184



The continued use of formal mohair markets based on the historical preferences and use 

is one of the institutional factors influencing commercial market participation in the area. 

The small-scale mohair farmers in the formal markets use these markets as they deem it 

more cost-effective and beneficial to continue using them than resorting to the alternative 

(informal) markets. It is due to this that formal markets are rendered the markets of choice 

for these small-scale mohair farmers despite the costly and frustrating delayed payments 

and dominance by relatively larger mohair farmers in these markets. Thus, path 

dependency has positively influenced the integration of Basotho small-scale mohair 

farmers using the formal markets into the commercial agricultural markets.

The mohair farming experience possessed by small-scale mohair farmers using the formal 

markets is one of the factors that have an influence on the integration into the commercial 

economy in the country. These farmers are relatively more experienced and this improved 

small-scale mohair farmers' ability to analyse the markets, hence informed marketing 

decision making. Nevertheless, this does not imply that the farmers in the informal markets 

are not making informed decisions but they use other points of reference. In addition, the 

farmers in the formal markets developed the ability to reduce the costs associated with 

market participation, for example, by frequently contacting their buyers. The BKB 

frequently contacts the buyers in terms of quality expectations and then relays the 

information to the LNWMGA that then disseminates it to the members. It is through these 

issues that small-scale mohair farmers identified the benefits such as relatively higher 

prices and net income offered by formal markets and means to reduce barriers to entry in 

such markets. Thus, mohair farming experience significantly contributed towards the 

integration of small-scale mohair farmers using the formal markets into the mainstream 

economy.

The exchange of market information through informal institutions that characterises the 

younger and inexperienced small-scale mohair farmers is one of the institutional factors 

that limits the integration of small-scale mohair farmers into the commercial markets. The 

type of information flowing through the social networks is mainly about the informal 

markets. Through this institution the informal market orientation, hence informal market 

participation, is entrenched among these small-scale mohair farmers to the detriment of
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participation in the commercial agricultural economy. That is, social capital significantly 

limited the integration of small-scale mohair farmers into the commercial markets.

The strong rooting in culture which characterises the relatively younger farmers in the 

informal markets influences the decision making as cultural values seem to supersede 

economic principles when marketing choices are made. It was previously indicated that the 

younger and more educated farmers were unhappy with the way they are treated by the 

LNWMGA but could not confront their elders as this was a taboo in Basotho culture, 

causing them to leave the Association. Thus, these small-scale mohair farmers choose 

informal markets over formal ones only because they help them to avoid confrontations 

with their elders who are found in the formal markets. These small-scale farmers do not 

consider the relatively greater benefits associated with formal markets when choosing the 

market channels to use, making informal markets their markets of choice. The upholding 

of cultural values entrenches participation in the informal markets which prevents these 

small-scale mohair farmers from participating in the relatively lucrative commercial 

agricultural economy. Thus, culture limits the integration of the younger small-scale 

mohair farmers into the commercial agricultural markets. It has to be stated that this 

situation is a threat to the sustainability of the LNWMGA when the old members of the 

association are no longer active or have passed on.

The existing marketing arrangements between small-scale mohair farmers and informal 

traders increases the benefits of participating in the informal mohair markets as they 

enable small-scale mohair farmers to meet their immediate needs such as cash, school fees 

and food which is not the case with formal markets characterised by delayed payments. 

From the farmers' point of view, the informal markets offer relatively more benefits, hence 

their markets of choice. Through these institutional arrangements participation in the 

informal markets is consolidated to the detriment of participation in the commercial 

economy. Thus, marketing arrangements between these small-scale mohair farmers and 

the informal traders have limited the integration of these small-scale mohair farmers into 

the mainstream agricultural economy in Lesotho.
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Prior knowledge of mohair prices that characterises small-scale mohair farmers that use 

the informal mohair markets is one institutional factor that limits the integration of small- 

scale mohair farmers into the mainstream economy in the country. This enables the small- 

scale mohair farmers to attain better prices (though lower than prices in the formal 

markets) as they are able to choose the buyers that offer the most favourable prices, 

resulting in the attainment of improved net income from the informal markets. This results 

in the small-scale mohair farmers continuing to use these markets to the detriment of the 

participation in the commercial agricultural economy. Thus, prior knowledge of mohair 

prices by small-scale farmers in the informal markets limits their integration into the 

commercial agricultural economy.

The small-scale mohair farmers that use the informal markets often fail to receive 

improved prices even after long negotiations with informal traders which implies that they 

lack bargaining power. As a result, they receive lower prices, lower net income, and out of 

frustration, which is also aggravated by high negotiations related transaction costs, they 

leave mohair farming. Thus, this lack of bargaining power and high negotiation costs 

limited participation in the informal markets integration of these small-scale mohair 

farmers into the mainstream economy. In addition, the frequent failure to sell mohair due 

to lack of information about the dates and places of mohair collection is one factor that 

affects market participation decisions among small-scale mohair farmers in the area. Due 

to this institutional weakness, small-scale mohair farmers fail to receive the desperately 

needed income and out of frustration they often opt out of mohair farming. Thus, the lack 

of information about the dates and places of mohair sales in the informal mohair markets 

limited the integration of small-scale mohair farmers into the commercial agricultural 

economy.

8.3 Concluding remarks
The institutional factors have influenced the structure of the mohair industry such that it 

is characterised by dual markets including formal and informal markets. The small-scale 

mohair farmers that use formal markets are integrated into the commercial agricultural 

economy and this integration is enhanced by favourable policy relating to provision of 

infrastructure including shearing sheds, subsidised transport, government paid staff,
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market infrastructure, market information and secure property rights as access to well

functioning markets. They have increased productivity and reduced the barriers to 

integration into the commercial agricultural markets. On the other hand, small-scale 

farmers that use the informal markets do not receive the advantages received by their 

counterparts in the formal markets due to policy exclusion. As a result, their production 

levels and productivity are relatively low and they also incur relatively higher transaction 

costs, hence barriers to integration into the mainstream economy.

If analysed in the IAD context, small-scale mohair farmers' integration into the commercial 

agricultural economy has been enhanced by the individual or group characteristics 

including mohair farming experience possessed by the farmers together with group 

participation as well as path dependent marketing decisions. The institutional 

arrangements like contractual agreements with mohair buyers also entrenched the 

integration into the commercial agricultural economy. These institutional factors reduced 

transaction costs and also led to economies of scale which helped the process of 

integration. In the same context, the small-scale mohair farmers that use the informal 

markets' integration into the mainstream economy is limited by the individual attributes 

such as operating individually, reliance on social capital for market information and culture 

influenced marketing choices. The institutional arrangements such as marketing 

arrangements with the informal traders limited the integration of these small-scale mohair 

farmers into the commercial agricultural economy. In the NIE context, the integration of 

small-scale mohair farmers into the commercial agricultural economy is influenced by both 

formal and informal institutions.

The overall conclusion is that there certainly is an opportunity to improve small-scale 

mohair farmers' integration into the commercial agricultural economy, hence an 

improvement in these farmers' livelihoods, if each one of the institutional weaknesses can 

be addressed. This requires consideration of certain policy options and such policy options 

are discussed in the following section. It is also important for the farmers to identify the 

areas where they can have a direct impact and make efforts to address them.
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8.4 Recommendations for policy
Based on the results and findings of this research, some policy reforms are proposed. The 

options that can be considered for addressing the institutional problems that hinder the 

development of an effective marketing structure for the commercialisation of small-scale 

mohair producers in Lesotho are outlined in this section of the study.

8.4.1 Representation of small-scale mohair farmers that currently use the informal 
market on the LNWMGA committee
It is realised that the mohair industry of Lesotho lacks redistributional equity. The provision 

of various forms of support is focused only on the relatively better-off mohair farmers that 

use formal mohair markets associated with LNWMGA instead of the needy groups that use 

the informal mohair markets. This substantial support from both the government and its 

development partners has facilitated the integration of LNWMGA members into the 

commercial agricultural economy. It is against this background, that the research 

recommends that small-scale mohair farmers in the informal markets be represented on 

the LNWMGA by having some positions on the Committees reserved for small-scale mohair 

farmers so that they can enjoy the advantages as well, hence increased potential for 

integration into the commercial agricultural economy. This representation will ensure that 

the association benefits all smaller producers as representative of all mohair producers in 

Lesotho.

8.4.2 Resuscitation of the advance payment
It has been discovered that the advance payment, which is a proportion of the expected 

price of the mohair on the auctions, is no longer paid to the small-scale mohair farmers, 

despite it being one of the terms and conditions of the LNWMGA. It is in the light of this, 

that the study recommends that the advanced payment be resuscitated in order to help 

these vulnerable mohair farmers to better cope with the delayed payments, which 

according to these mohair farmers had detrimental effects on their livelihoods.

8.4.3 Ensure the participation of small-scale mohair farmers in decision making
In Lesotho, the policy environment is characterised by exclusion of some stakeholders,

particularly small-scale mohair farmers from policy design and discussions. This is not ideal 

because agricultural commercialisation is a process which requires input from all 

stakeholders. It is in this light that the study suggests that proper and appropriate
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measures be put in place in order to ensure that all stakeholders, including small-scale 

farmers, participate in policy discussions and that they contribute towards all inclusive 

policies so that economic growth can affect all actors in the economy.

This necessitates the review of the rules and constitution of the LWMGA such that criteria 

for election to positions of leadership do not favour only the relatively larger mohair 

farmers. Smaller scale mohair farmers need to have representation on the committees. 

The holding of policy conferences must be in a location that is accessible to the small-scale 

mohair farmers who lack the means to attend and that reside in remote rural areas. In 

addition, the distribution of incentives such as improved breeding stock and veterinary 

medicines should be inclusive of small-scale mohair farmers so that they can attain better 

quality mohair, hence increase in income and integration into the commercial agricultural 

economy. These changes will make LNWMGA to be truly representative of the industry and 

benefit all mohair farmers and the country.

8.4.4 Maintenance of the communal property rights system to grazing lands
The study has discovered that communal use of grazing lands is one of the factors limiting

mohair production and marketing in Lesotho. Despite this, the private user rights to these 

lands should not be introduced when commercialising the industry because, due to small 

country size, few people will get meaningful private grazing lands while many people will 

be deprived of a valuable source of livelihoods as many poor people rely on livestock 

farming, particularly small stock. One would assume that those who own grazing lands can 

rent them out to those who can use them more effectively and productively but these 

rental markets are near impossible because such lands belong to the state and only used 

communally by the farmers through the authority of the local chiefs. If the state introduces 

private ownership many people would be denied access to the resources and this will result 

in an economic growth that excludes other economic participants.

8.5 Recommendations for further research
The research has identified several areas that require further exploration and these 

potential future research areas include the following:

1. Analyse the performance of the mohair industry as well as the profitability of mohair 

businesses in Lesotho.
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2. Analysis of the technical and institutional challenges and constraints to the farmer 

associations and commodity groups in the mohair industry of Lesotho. The NIE approach 

should be used in carrying out this investigation.

3. Assess the potential role of contract farming; farming in which agricultural production is 

carried out according to a prior agreement in which the farmer commits to producing a 

given product in a given manner and the buyer commits to purchasing it. It specifies the 

volume to be delivered, the quantity of the commodity supplied, the price and the 

delivery date, as a model or strategy for integrating small-scale mohair farmers into the 

commercial markets.

4. Study how successful commercialisation models linking small-scale mohair farmers with 

markets/processors elsewhere have been structured so that their success features can 

be replicated and incorporated into the mohair industry commercialisation strategies in 

Lesotho but with modifications to fit the context.

The research has contributed to the mohair industry, particularly focussing on how 

institutional economics can be applied to solving problems found in the marketing 

structures of goods produced by small-scale farmers in developing countries. The overall 

conclusion drawn from this research is that interactions between the physical/material 

conditions, community attributes, institutions and participants limit the integration of 

small-scale mohair farmers into the commercial agricultural economy. The mohair 

industry, including small-scale mohair farmers, continues to face challenges related to 

several institutional factors and transaction costs. However, the mohair industry remains 

a potential tool for economic growth and livelihood improvement in the country.
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APPPENDIX 1: Questionnaire for small-scale mohair farmers of Lesotho

INTEGRATION OF SMALL SCALE MOHAIR FARMERS INTO THE COMMERCIAL 
AGRICULTURAL ECONOMY IN LESOTHO: A NEW INSTITUTIONAL ECONOMICS 
APPROACH

The objective of this study is to investigate the institutions that limit the integration 
of small scale mohair farmers into the commercial agricultural economy in Lesotho 
in order to address the institutional problems hindering the development of an 
effective marketing structure for the commercialisation of small-scale mohair 
producers in Lesotho.

You are therefore requested to spare some of your time to respond to the questions 
that follow. The researcher undertakes to keep the information private and 
confidential. Rhodes University has a policy which requires researchers dealing with 
human subjects to adhere to ethical conduct and to protect the respondents by 
respecting their freedom. The analysis will use personal identification numbers that 
the researcher will assign each respondent. This will protect respondents by making 
the responses anonymous.

Please, you are kindly requested to respond to thisquestionnaire.
Your cooperation on the above is highly appreciated.

Thank you in advance for your participation and cooperation in this project!!!

BACKGROUND
Date.................................................................
Interviewer.........................................................
Name of village.....................................................
Research Identification number of respondent 
Relation to household head............................... .
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BACKGROUND AND DEMOGRAPHIC DETAILS

A.DEMOGRAPHIC DETAILS

Fill in the relevant information and where possible mark with an X.

A.1.

GENDER

A.2.

AGE (Years)

A.3.

MARITAL STATUS

A.4.

HOUSEHOLD SIZE

M F <1

9

19

29

30

39

40

49

50

59

>6

0

Singl

e

Marrie

d

Widowe

d

Divorce

d

<1

6

16

60

>6

0

Total

A. 5. What is the highest educational level the head of household has completed? (Mark with an X)

No formal education Primary school only Secondary/High schoc Tertiary educatio Other (specify)

A. 6. Indicate the number of employees who assist with farm work

Type of employee Full-time Part-time Unpaid family TOTAL

employees employees members

Number

A. 7. What is your employment status and under which income class do you fall in? (Mark as appropriate)

EMPLOYMENT STATUS INCOME CLASS (Rand per month)
Tick <700 700 - 1500 1500 - 3000 3001 - 5000 5000 -  

10000
>10000

Full time farmer
Part time farmer
Formally employed
Pensioner
Unemployed
Other (Specify)
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A. POLICY ISSUES

A1. Are you aware of any policy related to mohair production and marketing?

A2. Which of the following policies are you aware of?

Yes
No

Agricultural Marketing/production
Agricultural credit and research
Agricultural Extension
Range Management
Other (specify)

A3. Do you participate in the policy discussions or design?

A4. If not,

Yes No

what is the reason (s) for not participating?

A5. If yes to A3, how do you participate?

Directly Indirectly/Represented

A6. How do you feel about your contribution?

A7. Are you aware of any provisions that address mohair production /marketing in these 
policies?

A8. Do you think the policies talk to each other? State the reasons for your response.
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A9. Do you think the policies are conducive or appropriate for commercialisation of small 
scale farming? Support your answer with reasons.

A10. Generally, whose interests do you think are served by the policies and why do you 
think so?

A11. In which of the following aspects are interests of specific groups identified in A10 
served?

Policy Discussions Policy Design Policy Implementation

B. MOHAIR PRODUCTION__________________
B1. How long have you been in mohair farming?

Years

B2. How many goats do you keep?

Number of goats

B3. How much mohair do you produce per 
year?

Mohair kilograms

B4. What type of property rights to grazing land do you have?

Private rights
Communal rights
State rights
Open access

B5. Do these property rights enhance productivity of your farm? Support your answer 
with reasons.

B6. Do you have access to agricultural loans?

Yes
No
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B7. If no, what are the reasons for the lack of access?

B8. If yes to question B6, where do you get the loan?

Input supplier
Bank
Informal lender
Other (specify)

B9. If loan received, what were the loan conditions? (E.g. repayment arrangement, 
interest rate, etc.)

B10. What are the main constraints you encounter in mohair production?

B11. In your opinion what do you think should be done to solve these problems?

B12. Do you buy some agricultural inputs?

Yes
No

B13. Where do you buy them, and are you happy with it? State the reasons.

B14. If no to B12, what are the reasons for not buying inputs?

B15. What were the costs incurred in mohair farming?

Activity/Inputs Quantity per year Costs per year
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B16. What are the main challenges that you face in running your farming business?

Minor
challenge

Major challenge

a) The search for information
b) Lack of support by the government
c) Lack of trust in the institutions
d) Bureaucracy
e) Financial
f) Problems associated with crime
g) Uncertainty of property rights
h) Corruption problems

B17. Will you still continue mohair farming in future?

Yes
No
Uncertain

B18. What are the reasons for your answer in B17?

C. MARKETING INFORMATION

C1. How much mohair do you sell per year?

Mohair kilograms

C2. Who are your customers?

Private traders
BKB
Weavers/Spinners
Other (specify)

C3. How did you know about these buyers?

Extension Agents
Friends/relatives/neighbours
Media (Specify)
Community Leadership
Farmers Associations/Groups
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Other (specify)

C4. What do the buyers use to determine the quality of mohair?

Determinants
Style and character
Fineness
Length
Kemp
Vegetation or 
defect
Other (specify)

C5. How do you improve the quality of your mohair clip?

C6. How much are they willing to pay for a kilogram/bale of each grade of mohair?

Mohair Grade Unit
(Kilogram/bale)

Price per unit

Mature Mohair A
Mature Mohair B
Basotho Kids Mohair A
Basotho Kids Mohair B

C7. Do you have skills and knowledge in mohair grading?

C8. Do you trust them (buyers) and how much? Support your answer with reasons.

C9. What channels do you use tomarket your mohair produce?

C10. Why did you choose these channels?

C11. What influence does culture/tradition have on your mohair marketing?
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C12. Indicate the type of infrastructure you have access to.

Infrastructure Condition
Bad Fine Good

Value adding machinery (e.g. storage)
Telephone
Electricity
Computer
Water
Other (specify)

C14. Do have any contractual agreement or guaranteed/ready market?

C15. If yes, why did you enter into the contract?

C16. What does the contract stipulate? (Please explain if possible).

C17. Who designed the contract?

Buyer
Yourself
Both (buyer and farmer)
Other (specify)

C17. Are there any support services (e.g. credit, extension service etc) that the contractor 
provides you with?

C18. If yes, list all the support services that the contractor provide you with

C19. Are you satisfied with the support services provided? Explain please.
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C20. Are you satisfied with the type of agreement that you have entered into? Explain 
please.

C21. If not, what's the problem and what do you think needs to be done to solve the 
problem?

C22. If yes, what do you like most about the contract?

C25. What are the costs incurred in mohair marketing?

Activity/Inputs Quantity per year Costs per year

C26. Do you perform price surveys, before selling?

Yes No

C27. How is price set during the sales?

I set the price We
negotiate

It is market 
driven

It is dictated by 
buyers

Other (Specify)

C28. How do you decide the sale price of your produce? Mark with an X as appropriate

Very
important

Important Not
important

a) It depends on the price of other local farmers
b) It depends on the price of international 
farmers
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c) It depends on the market we sell to
d) It depends on the production costs
e) It depends on the concentration of the market
f) It depends on the transaction costs

C29. How do the prices that the buyers are willing to pay differ from your expectations?

Lower than expected Equal Higher than expected

D. OTHER ISSUES RELATED TO MOIHAIR BUSINESS

D1. How far you are from the market, distance?

Very far
Far
Moderate
Close
Very close

D3. How does this distance affect you?

D4. How are road conditions, and how do they affect you?

D5.Which business taxes are you liable to pay? Mention them

D6. How does this affect your mohair farming?

D7. Are you happy with this tax arrangement and what do you think should be done to 
improve it?

D8. How does stock theft affect your mohair farming?
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D9. How do you prevented and control this stock theft?

D10. Besides official marketing channels, do people also use non-official marketing 
channels?

Yes No Not
sure

D11. If yes to D10, which non-official channels do they use?

Legal non-official channels
Illegal non-official channels
Other (specify)

D12. What do you think makes people to sell mohair throughillegal channels?

D13. What do you regard as disadvantages of selling mohair through illegal channels?

D14. How does the presence of dairy goats affect you? E.g. quality or shift in business?

D15. Mention the main constraints you encounter in mohair marketing.

D16. In your own opinion, how can they be solved?

____________________________ E. ENTREPRENEUSHIP
E1. Do you prepare any mohair enterprise budgeting?

Yes No

E2. How important is budgeting to you?

Very important
Important
Not that important
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Not important
Least important
Not sure

E3. Do you keep records of all your mohair activities?

Yes No

E4. How important is record keeping to you?

Very important
Important
Not that important
Not important
Least important
Not sure

Strongly
disagree

Disagree Agree Strongly agree

E5. Leadership
You are not afraid to try new 
techniques before your fellow 
farmers.
Before making any major farming 
decision, you consult or seek advice 
from any relevant source of 
information.
E6. Need for Achievement of Goals.

If you have a challenge or problem 
on your farm, you will keep on trying 
to solve the problem and you will not 
quit
E7. Creative Skills
You are always looking for 
opportunities to increase profit of 
your farm (The creation and 
identification of new markets for 
products).
E8. Motivation
You like helping or supporting your 
fellow farmers when they are 
struggling or when they come to you 
with problems.
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_______________________________F. GROUP MEMBERSHIP
F1. Are you a member of the LNWMGA?

Yes No

F2. If not a member, why are you not a member?

F3. When and why did you join the association?

F4. Have you benefitted the way you had expected? Explain please.

F5. Are there any conflicts or challenges in the association? Mention them please.

F6. If yes, how do they affect you?

F7. How is the relationship between LNWMGA management and you (the farmer)?

F8. How does it impact on business performance?

F9. What do you dislike most about the LNWMGA?

F10. Will continue to be a member of LNWMGA? State the reasons for your answer.

THANKYOU
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