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PRODUCTION SUBSIDY AND FOOD
SELF-SUFFICIENCY IN AFRICA

I. INTRODUCTION

The establishment of a self-sustaining process of economic
growth and development is the internal affair of Africa. The
continent's on-going economic crisis is rooted in major proble s
of ..mass poverty I food shortage, low productive base and backward
technology. The problems, in turn, arise from the nature of the
structures of African production, consumption, technology
employment and socio-political organizations whose manifestations
in the continent include the predominance of sUbsistence and
commercial activities in national economies; a narrow,
disarticulated and production base ill-adapted to improved
technologies; a neglected informal sector; lopsided development due
to urban bias of pUblic policies generally and development policies
in particular; extremely fragmented economies; excessive openness
and : dependence of the economies on external factors; and weak .
institutional capabilities (ECA, 1989).

The attainment of self-sustaining growth a nd development in
Africa can therefore only come from the t r ansformation of t e
continent's economic and social structures. The problem is first
and foremost one of the transformation of the structure of
production with due regard to what is produced and how it is
produced. In this regard, the on-going African economic crisis has
firmly established the validity of Africa's stated objective of
attaining food self-sufficiency and the need to focus on the
production of all of the continent's critica l ne e ds and services
(ECA, 1989).

It is interesting to note, however, that most of the reform
programmes presently being imposed on African economies continue
to emphasize an important role for international trade, mainly with
the developed market economies, to meet t h e f ood needs of Africa.
Even though the major international financial i nstit u i ons have now
openly acknowledged the unrealistic assumptions surrounding
unlimited free trade between Africa and the developed market
economies, they continue to hypothesize f av ou r a b l y on the
desirability of continued African dependence on food imports to
me,t its food requirements.

The fact is that many food surplus developed economies fully
a pp r e c i a t e the need for managing their own f ood economy. For
example, the recently published long term pers pectiv e study o f the
economic crisis in sub-saharan Africa (World Bank 1989 ) , clearly
admits that subsidies in North American a nd Western Europe have
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created abundant suppl i es and l owe r e d the pri ces of cereals and
livestock p roducts which have been d~~ped into African markets thus
creating considerable ext e rnalitie s for Afric a n agricultural
producers. The pas t and present actions o f these developed
economies vis-a-vili Af r ica wou ld sugg e s t t hat they have
traditionally been unwill ing a nd will continue to be unwilling to
concede to the need for a g l oba l ma nagement of the world food ·
economy . This attitude, and the fact that the internal process of
adjustments and resource r eallocation necessary to capitalize on
changing world food c onditions are much mo r e difficult for the
narrowly based and less d iversi fied African economies than for
their rich counterparts i n tlle Northern hemisphere, would suggest
that African countries should not expect universal benefits from
f r e e trade under e xist ing worl d t rading r e l a t i ons .

Historically food shortages in Africa have been filled by
imports from the developed Western World. The FAO has estimated
that the aggregate cereal import r e qu i r eme nts of sub-Saharan Africa
in 1988/89 was 8.2 million tonnes, mostly wh e a t and rice. As
incomes have increased, rice and, to an i nc r e a s i ng extent, wheat . .
for bread have reduced the interest of Africans in traditional ·
grains such as sorghum, millet , and maize a s well as their interest
in non-grain substitutes s uc h as yams, cassava , and plantains.

- Ma ny African governments have found it necessary to encourage
the importation of food as a quick and l e s s painful way of meeting
food gaps and defusing political pressures from the urban centers .
Over 50 per cent of these imports come from commercial purchases.
The FAO has also estimated that the cereals i mport bill of sub­
Saharan Africa in 1989 wa s about US$1,000 millon . High and rising
world cereal prices means that Africa I s cereals import bill is
likely to r ise sharply during this n ew decade if c u r r ent trends
continue. What is worse, t hese escalating import costs will come
at a time when many of the Af r ican countries a r e facing growing
external debt burdens , higher interest rates, deteriorating f or e i gn
exchange reserves, and restric t i on on e ssent ial imports as part of
government austeri ty a nd structura l adjustment measures . .

I f present trends cont i nue , by t h e year 2 01 0 food imports into
Africa would cost US$28 . 5 t housand mi l l i on at constant 1989 p r i c e s
compared to agricultural e xp or t earnings of, at most, US$12
thousand million (FAO, 1989). No plausible combination of
commercial food imports a nd food aid could meet t he deficits that
such a magnitUde of food impor t s would entail. I n any case, the
volume of food imports and food aid that would be required would
exceed the existing and, probably, t h e foreseeable transport and
distribution facilities of ma ny Afri c a n countries .
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The fact is that most trade in food takes place between the
deveLoped countri.es a, d these developed countries ha e
int!rinsically subsidized production for export.s during surplUS
perliods and stepped ahead of African countries to purchase h i gh
p r iFed food during periods of scarcity. There is now very l itt le
doubt; that the world f ood S ) ' stem ga ins much o f its stab i l' ty from
s e pa r a t e production decisions wi thin na t i ons rather than from
col~ective storage or trade dec isions among nations (Paarlberg,
1978) .

The l a s t two decades have also seen the increa s ing u s e of food
a s a n important factor in international deplomac y and as a
political weap on . Th i s fac t togethe r with the curre nt s tereotype
of s ub - Sa h a ran Afri ca as a c ontinent o f hun g r y a nd deprived people,
would suggest that agriCUltural administrators a nd policy ma ke r s
in IAf r i c a, s h ould r e v i e w their pos i t i on wi t h r e ga r d to the
obviously conf l i c t i ng goals of e n s u r i ng adequate f ood s upp l i e s at
reasonable prices through food imports and developing food s e l f ­
sUfficienc y capabilities. Mlile this i s not to categor i c a l l y deny
the potent i a l b enefits of free trade under the right e nvi ronment
and/ particula r l y among African countries themselves , it does point .
to t h e n e e d for a reorientation of African development s trategy
towards cont i ne n t a l food self-suff i ciency based on increas e d local
produc trion and more vigorous sub-regional and regional cooperation.

The a c h i e v eme nt of the above goal will require the
int erve nti on o~ Africc' g ov rnment~ at the level of produc t i on ,
marketing , c onsumption , and trade. Well designed and wel l targeted
incentive schemes to stimulate and g e ne r a t e the neede d increased
agr~ cu ltural prod etion in Arico would be n e e ded . Despite the
numerous i nd i c t eme nt s currently l evelled agains t i t , production
s ubsidies c ont inu e to be one of the most potentially us e f u l tool
f o r atta i n i ng the food self-sufficiency goal of Afr i c a. The
pu rpos e of this report is to examine t h e r ole that agricultur 1
pro auc t i on subsidies c a n play i n t h e goal of attaining food self­
SUff iciency in Africa.

II. THE THEORY OF AGRICULTURAL
PRODUCTION SUBSIDIES

I n the world of perf e c t l y competitive markets t he theory is
incontrovert i b l e that u nder certain we ll defi ned conditions,
genera l equil i b r i um prices wh i ch Wi l l result in maximum production
and I e xc h a nge e.fficiency i n all sections o f the econ omy , will be
gen~rated automatically. This is the so called state of pareto
opti mality, in Which no-one can be made better off without s omeone
e lse be i ng made worse off, which i s traditionally used t o make a
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case f or allowing the market system to operate freely and without
government intervention as we l l a s f or pri v ate entrepreneurship and
c ompet ition in all areas of economic activity.

Ther e a r e s e v e r a l r e a sons why governments i n both the
developed and developing countries have readily intervened i n the
ma rke t s o f their economies despite t heir knowledge and apparent
fa i th i n the benefits d e r i v ab l e from free markets and private
c ompetiti on . F i r s t of a ll , i t i s now clear to any obj ective p o l i c y
maker but particularly to those who mus t work in Afri ca t hat most
ma r kets do not exhibit the i de a l characteristics of per f e c t
competition and that the actual benefits of a world of free trade
c a n only b e demonstrated in the diagrams and models of economists.

Secondl y, eve n from the theoretical angle , i t can be shown
that any g i ven pareto-optimal equilibrium point depends on the
ownersh i p and distribution of factors of production Which , i n turn,
determines the distr ibution of income and effective d emand. In
other words , there exists a large number of possibl e pareto-optimal
equil i b rium points representing di ffe r ent p atte rns of distribution
of ownersh i p of factors of production and income . Government
p ol i cy decision in this regard becomes a SUbject ive choice
r egarding which of the many possible distributions is to be
preferred in the face of ma ny conflicting interests , in order to
max imize t he social welfare of the society.

Th ird l y, When "pub.ic goods" or "publ i c bads" exist, state
interve n t i on in the operation o f the markets is usually call ed for.
Publ i c g oods are outputs whose production is available for
c ons umption by everyone irrespective o f their willingness to pay
for them while publ dc b a d s arise in si tuations where private
e c on omi c activities results in costs which are not borne by the
c ons ume r o r producer of t h e product.

The f inal choice of policy is therefore a political one
depending on g ov e r nme nt development objectives . Because different
polici e s will have important trade-offs between efficiency and
equity a nd s i.nce there i s no objective way of determining the
socially opt i ma l allocation of resources f o r the who le of society,
the choice of policy with r egards intervention by g overnment in the
market, is usually resolved through the political process of each
c ountry .

Th e r a t i ona l for this intervention is supported by the theory
of the s econd best (I,ipsey et . al 1956) which sta tes that if for
some r e ason market imperfection exists in one of the factor markets
i n -t h e economy , i t would be i mp os s i b l e to achieve the exchange ,
production, and output efficiencies necessary for a pareto-optimal
market equilibrium or first-best solution. In such a case only a
second-best solution can be attained . I n fact Lipsey and Lancaster
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(1956) do show that where competition is distorted in one sector,
, t he ~ptimal second best policy is t o i n t r oduce countervailing
distortions in other sectors. In other wor d s , the theory of second
best can be used to argue for the use of government intervention
to neutralize the effects of distortions in global markets i n t he
face of changing market circumstances. "

I As emphasized in the introductory section of this report, the
expansion of African trade has in the past been seriously
constrained by protectionism from the continent I s principal ,trading

" partne r s . Most of the products in which African , countries have a
', c ompa r a t i v e advantage and the markets for labour intensive lig1)t
' i ndus t r i e s that ' provide the most promising avenue for African
' e xport development have traditionally been confronted with high

'- p r ot e c t i on i s t s barr;i.ers. Under these conditions, it is obvious
.' tlia~ the fi'rst-best conditions , f or production and excl1~nge ,

discussed 'above cannot prevail in the trade relationships between
Africa and the rest of the world. Under these circumstances, it
can !b e shown that the most optimal policy to follow by African
countries is not to open up national markets and liberalize trade '

-' bu t It o either impose certain tariffs or subsidies or to seek a ,
customs union in which there is free trade wi t h a restricted
number of neighboring countries [Colman and Young (1989)]. I n
other words, under 'these conditions, a strong case can be made for
direct government intervention. In both the developed and

' dev e l op i ng countries governments have traditionally intervened to
subs'idize production whenever they 'have fel t justified to intervene
in the production and exchange of output in their national
economies.

The Rational for Agricultural subsidies

In general, subsidies involve consumers of products and inputs
paying less than their sellers receive. This often involves a
government intervention which results in the owner of a factor o f
production receiving a different sum from the price paid for t he
resource by the producers, or a consumer paying a different price
for a product than that received by the producer. In t he
agricultural sector, such a policy i ntervention is intended t o

'ge ne r a t e and stimulate rapid agricUltural p r od uc t i on . '

I Subsidy schemes t o stimulate a nd generate increased
agricUltural production are not new in Afr ica. During the colonial
period, free seeds and seedlings a nd generous c redit were g~~en t o
farmers to encourage them to produce export c rops destined fqr the
industries of the developed countries (Akinola, 1987). si~c;:if 'the

attainment of independence, the development plans of most Afr~can

countr~es have called for various forms of subsidies t o s£im~ra~e
' dev e l opme nt or consumption of some desi red product, activity \>r
service, 't o stimulate development of a particUlar area, to redf"~~ss ,
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deficiencies in income distribution, to reduce risks of speculative
activities, or to encourage an activity that yields external
economies. ~

The most traditional use of subsidies in Africa since
independence have, however, been directly for or related to the
agricultural sector. There are several reasons for offering
sUbsidies in the ' agricultural sector including: to make the
country self-sufficient in a particular food crop or agricultural
product: to earn foreign exchange: and to generate income and
employment. Furthermore, when African governments have undertaken
projects involving irrigation and related infrastrUcture
development, created government departments to or parastatals for
supplying inputs or markting outputs, expanded credit availability
at low interest rates, and enlarged extension and agricultural
research services, ' these activities ' have implic~tly embodied
elements of sUbsidy. l ,. . .

In most African countries the agricultural sector, which is
the most . important sector in terms of ' incom.e and employment .
generation, is dominated by peasant subsistent farmers who produce .
the bulk of the agricultural products and constitute the majority
of the popUlation. since these peasant farmers usually produce for
their own consumption, the market mechanism is often not very .
relevant to their production decisions particularly since their
risk bearing capabilities are limited by .s ubs i s t e nc e and family
considerations. Subsidies provide a useful means for overcoming
these problems by making production for the market more attractive
to them and by reducing their perceived risk of the production
system.

The price responsiveness of African farmers to input prices
is now well accepted in the literature even though their own-price
elasticities of demand for critical farm inputs such as
fertilizers, pesticides, hired labour, . and improved seeds are
significantly negative (Akinola, 1987). This fact, together with
the well recognized potential of subsidies as an instrument for

" r e c t i f y i ng distortion introduced by the existing marketing .
structure in Africa, provides a very strong argument for using
subsidies to attain accelerated adoption of new farm inputs and
attaining food self-sufficiency in the African context.

The most common purpose of subsidies in this context is to
encourage farmers to use modern inputs such as fertilizer, improved
seeds, and protection chemicals .to expand food and agricultural '
production. Such subsidies will help push African farmers from a
low rate of adoption of innovative agricultural prices to more
aggressive adoption. Because the prices of these new inputs are
usually higher vis-a-vis the prices of the commodities they are
used to produce, input subsidies also ensure that the appropriate
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level of input use is maintained even in the face of unfavorable
product prices. since the production of these inputs often
exhibit~ economies of scale, subsidies for inputs will also expand
the total domestic market for them and make the local manufacturing
of input~ such as fertilizers and pesticides, and the establishment
of viable national seed services and other agricultural
distribution facilities more economical.

By using subsidies to attain food self-sufficiency .a
government is indeed saving foreign exchange since the amount of
foreign exchange that would otherwise have been used to import food
would be 'saved. However, the saving achieved here may be offset
by the foreign exchange that would be needed to .i mport the
subsidized inputs. "

A more direct way of using subsidies to earn foreign 'exchange
i s by , using them to encourage the, production' of exp.ort 'c r op '
production. Two types of export promoting subsidies are ,possible
here. ':The r e will be those subsidies 'that directly promote ,export
crops )and' those that assist the production ' ,of a " particular , ·
i ndus t r i e's but which also indirectly enhance the, ,expo'rt position ,
of the''''country when some of the output is exported. ~th types of
subsidies are relevant for the African context for several reasons.
I " '.1

;..} -',

"First of all by embarking on the goal of ,f ood self­
SUfficiency, African governments would, in essence, be pursuing a
policy that shield's their food production sectors from competition
with imported food by restricting food imports. Such a policy will
tend to appreciate the real exchange rate of African countrie and
thus make exporting less attractive as compared to producing food
crops for local consumption. Export promoting, subsidies will help
t o ensure the right balance between food crops and export crops
production and improve the efficiency of resource allocation in the
gricultural sector and in the economy at large.

Secondly, the continent's large external debt and the current
difficulties faced by most African countries _i n servicing their
debt, means that many of t hem may find it useful to subsidize ,
xport crop production. While the continent's debt servicing

Dur den by itself may not prov i de su f f icient r ea s on for subsidizing
export crop production as t here exists other means for servicing
the continents debt, an export promoting ~ubsidy designed as part
of a strategic trade policy certainly has considerable merit ·for
Africa. Such a policy .would enable a: go;vernment to provide
assistance to a group of export producers as a 'way of enabling them
t o , in turn, assist the government to achieve a,,s t r at eg i c objective
in international markets that is of national benefit. The essence
her e would be to contribute towards a survival strategy in an
international market arena Characterized ,by declining commodity
pr i ces and deteriorating t e rms - of - t r ade for African .commodities and

•
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propelled by a benign effort to disrupt African economies in the
name of international solidarity. The general aim of such a policy
would be to try to persuade the continent's major trading partners
to desist from trading practices that are well known to be harmful
to African economies thus enabling Africa to foster and sustain its
production and exchange.

~, .
Types of Agricultural Production subsidies

or proportionate subsidy>prod~ction sUbsidy - a fixed
paid per unit of output:

(a)
,-

There are several ways of classifying agricultural sUbsidies,
many of which are quite ambiguous. One useful way is to classify
them according to the level in the production and distribution
system at which they are applied. The level of application in this
case could be either directly at the farm level or at the national
border. subsidies applied at the farm'level permit the amount,~nd

type of economic activity in domestiC: farming to be adjusted
relative to the levels which would be dictated by competitive
pressures from national and international markets. Those applied
~t,~he boundary level alter the relationship between the domes~ic

'and international markets by shifting the relationship betwe'en
dOlll~stic .pnd (inter~ational prices and the volume and direction of
t3f.lde f,~8wS , f r qm.,tl)e i r free trade levels. Colman and Young (1989)

r;,liF3)~iA~:',()the , f o,n ,owi ng definitions of t~e. dif,ferent types~ ,9 f
( produ~~on s~s~d~es under these two class~f~cat~on:-. ~ •. ~. t.. ...... ..L.~'-),..-: ,; ~~ . ' '\. J.

Lti.;':' A" ) .r "'!:f(,Uf~~'·' ~ : '. . ' ." :
r. ..,, : , 1,. 'Hh.Fa rm ,_l eve l
'-i.':9f

[ ..
(b) Input subsidy - subsidies per unit of a variable input

used.

2. Border level

(a) Export subsidies fixed proportional, or variable
subsidies used 't o promote exports.

Another method of ciassifying subsidies is by considering
weather they are applied directly or indirectly. Direct subsidies
would be applied directly on an'output or input to attain a desired
objective such as the equalizatio'n of prices among regions or among
outputs and inputs. These subsidies often involve government
payment to some group in the:prqduction or marketing chain. Quite
often there are restrictions to the ,application,.o f direct subsiqies
with regards the type of farm on crop enterprise to be subsidized.
For example, direct subsidies may be limited to small farmers or
to producers of specific crops .

~ I '.
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Indirect subsidies, on the other hand, are applied to a

related activity ' in the economy whose promotion contributes towards
i nc r ea s ed production of a targeted output. For example, fertilizer
transport subsidies could be' implemented as a way of reducing costs
of production in the remote areas of a country. Another tyPe of
i nd i r e c t subsidy takes the form 'of concessional credit terms for
the purchase of ; targeted inputs .

...
The most common type of subsidies in African countries involve

agricultural inputs and are designed to encourage farmers to use
targeted inputs as a means of increasing agricultural production.
The analysis below which is intended to theoretically bring out the
i mpl i ca t i ons of subsidies on African agricultural production is
therefore restricted to i nput subsidies.

Following Colman and Young (1989), Figure l(a) shows the
agricultural supply curve without subsidies as, the domestic demand
curve as DO; and the world supply curve as as the horizontal line "
Fy ' At the domestic equilibrium price P

e
where domestic supply ·

equals demand, the trade volume would be zero. This point is
projected as m in Figure 1 (b) which indicates zero imports at
pric'i! Pe' Domestic 'supply (without SUbsidy) gs is equal to domestic
demand ~ at world price Py • At this price imports would be
~ - gs= i, which is plotted in figure 1 (b) as point n ,

. The introduction of an input subsidy reduces the marginal
costs of production to farmers reSUlting in a shift of the supply
curve towards to the right to as. The assumption here is that
higher output requires more use of the subsidized inputs. It is
also assumed that the introduction of the subsidy causes no change
i n the market price of the product and so demand remains unchanged
at ~, but domestic supply increases to gs' The cost of the
ubs~dy, which represents the amount of the producer costs which

i s borne by the government is the value equivalent to the shaded
reas A + B + C in figure lea).

As a result of the subsidy, producer surplUS increases by
A + B. This is the difference between the prices the producers
ctually receive for the commodity and the price that just equals

the marginal cost of a quantity supplied. C then is the element
of resource cost required to expand output from g. to gl ••

Looked at in another way, the subsidy results in additional
resources amounting to the value of the shaded areas B + C + D
being put into production. Output then expands and inputs decline
by the same amount and there is a foreign exchange saving of
B + D (F + E in figure l(b».
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From both alternative analyses of the implications of i nput

subsidies above, the critical decision variables are the size of
C and other additional longer-term benefits of relevance which may
not be captured in the producer surplus gain. In the above
analyses, the value of C would become insignificant if the input
subsidy induces African farmers to adopt targeted inputs to
increase production to targeted levels so that even if the subsidy
is later reduced or even withdrawn, the use of the inputs involved
and production are shifted to higher levels than would otherwise
be the case~

• • ; • I

.· I nput sUbsidy versus price support programmes
, .

'.' '. ,I n the proceeding analyses, government intervention to
increase 'agr i cul t ur a l production through the use of subsidies at
both the farm and frontier levels were discussed. The government
can also intervene at the domestic market level through a variety

", .' ' o f ' p r i c e - s upport programmes to achieve its objective of increased
'". agricUltural production. The instruments open to governments here

include the operations of state marke t i ng boards aimed at raising
' ., or lowering the prices received by farmers, the implementation of

food .' subsidies to raise. the consumption levels of targeted food
items, intervention buying by , government parastatal to help
establish a floor ~rice , etc. The principal objective of these
poliCy.,instruments is to try to establish a price that will induce
farmers to increase agricUltural production to targeted levels.

, Both input ··s ubs i d i es and .pr i ce support programmes have the
.., same.' objective, that .Ls to increase. agricultural .pr oduct i on to

,.; desired levels. The former achieves this objective by reducing the
cost of, inputs thereby shifting the supply curve to the right while

" the '··l a t e r aims at achieving the same objective by...increasing the
producer price thus increasing the supply by movement along the
supply curve (Figure 2). .:.... : '1<

! r. ' I '-" l ~...

In Figure 2, the main features of a subsidy . and j a price
support programme are described. The inters·ection·. of the -,de!"and
curve DO and the original supply curve soSo' determines the
equilibrium price, OPE, and quantity supplied, OQE" in the case
without government intervention. · ,At a price OPD, the consumers
demand OQp amount of the commodity. The government considers this
quantity to be the target quantity . of its agricultural . price
policy. It can provide this amount , by purchases abroad of the
amount Q,Qp at the world price Pw' however the government would like
the country to be self-sufficient in this commodity, hence it
decides to use either an input price subsidy programme . or a .price
support programme. The input price SUbsidy programme shifts the
supply curve to s,S,. The farmers receive the' .p r i ce PD , which is
less than the equilibrium price PE, but any loss in farmer revenue
is compensated by a reduct i on i n input costs. The price support
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~rogramme inc r ea ses t he producer p ric e to Ps whil e t he consumers
~y on l y Po' I n the firs t p r ogr amme , t he government cost is the
';1~st o f the sub e i.dy , In tbe s econd programme . t he gover nme nt cost
is the area FoABPs or the cost of the p r og r a mme which e xceed the
~evenue r ece i ve d from the consume r s .

The c ho i c e between the two t ypes o f p rogr ammes is not c lear,
and it i s poss i b l e t hat t he best policy i s a combi na tion of the two
~yPes of p r ogr a mmes. The major a rgume nts i n f avor of either of
t h e s e programmes are outlined below:

(1) The SUbsidy o f purchased inputs e nc ou r a ge the use o f
these inputs by the f armers . Such a SUbsidy ma y
f acilitate the i nt roduction of new agricultural
technology, whi le t he s upport p r ice d oes not discriminate
among the i nput s;

(2 ) The small-scal e f a rme r s may not be familiar with
pu r c hased inputs s uc h as f ertilizer. Hence, t hey are not
very s ensit i v e t o change s i n input p r i c e s , Le " the
leve l of pu rchas ed input p r i c e plays a minor role in
their product i on dec isi on. As t hey bec ome more famil iar
with the input, their responsiveness to i nput price
c h a ng e s may increa s e . I f t he i ncreas e d i nput price is
cove red by i ncre a s e d product pr i ce , the farmers are
likely t o be l ess r e s p ons i ve to i nput price changes;

(3) An i nput price s ubs idy c a n not dis criminat e among p r oducts
while a price s upport progra mme can a lte r t he i ntercrop
mix. Thus , i f the government hope s to inc r e a s e t he
production 0 [ " part iCUlar c CllUlIodity , the i npu t subsidy
may encourage. t:lt.. p r oduc t i on o f alternati v e commodities,
where a s the p r ice s upport encourages t he p r oduc tion of
t h e partiCUl a r c Oll\luodi ty ;

(4 ) If t he i nput s ubs i dy does not increase out pu t as quickly
a s the suppo r t price. the l ong run cost of the input
SUbs i dy progr amme may be gre ater than the short r u n cost
of the p rogramme.. Thi s i ncrea s e i n cost ma y occur
because, a lthough the i nput s ubsidy av o i ds an i mmediate
incr e ase i n input price , i t ma y not avoid a long r un
i nc r ease in inpu t price;

(5 ) The f armers p r oduc t i on decis ion is l i ke l y to b e more
af f ected by t a Ils in the p roduc t pric e than i ncreases in
i nput price, p a rtiCUlarly if t he input only compose a
small p a rt o f the t ot a l cost o f product i on . Thus, the
support price will p r ovide a better p r otection of t he
farmers ' i ncome , resulting in a larger output respons e ;
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•(6) The input price subsidy only protects the purchased
inputs, while the support price encourage a better use
of both traditional and new inputs;

(7) It is difficult to subsidize land and farm labor which
account for the major part of the input costs. A rise
in the support price may subsidize these inputs better
than an input subsidy programme.

r rr , THE IMPLEMENTATION OF SUBSIDY
PROGRAMMES

Costs and Benefits of sUbsidy Programmes .

An analysis of the effectiveness of sUbsidy programmes as of
other price intervention policies in Africa or elsewhere will ·
depend on a assessment of the costs and benefits of such
programmes. The relevant questions to ask here would be:

(1) Who benefits from the subsidies?

(2) Does the implementation of the subsidy result in a more
equitable distribution of income ?

(3) What are the government costs of the programme?

(4) How efficient is the resource allocation?

Obviously answers to the above questions are not easily
reached as they involve the collection of data that do not lend
themselves easily to collection. A useful starting point for
calculating the effect and size of an input sUbsidy has been
provided by Barker and Hayami (1976). Following their methodology,
the following key information are needed for the calculation of the
costs and benefits of a subsidy programme.

(1) The amount of input needed to produce a desired amount
of product;

(2) The input price needed to induce farmers to purchase a
desired amount of input;

(3) The cost of input subsidy to the government;

(4) Reduced revenue from Government imports;

(5) Producers' benefits gained as a result of input SUbsidy;

(6) Net savings of foreign exchange.
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•The formulae for calculating the different parameters are as
follows:

I
LeVel of Needed Input

I The amount of input needed to produce a desired amount of
product is:

X. = ~. (1-+ 8. - °Ns )-L
QN. e

p

Where

X. = Amount of input needed to produce a desired amount
of product

~. = Amount of input, purchased without subsidy..
QN. = Amount of product produced without subsidy

Q. = Amount of product produced with subsidy

-e = Production elasticityp

The Desired Input price level

II The subsidized input price necessary to induce
purchase X.' the amount of input needed to achieve
production level is as follows: '

1--
P s = PH. ' (

where,

farmers to
a targeted

p , =s

PH. =

X. =

XH• =

e d =

The input price needed to induce farmers to purchase
a desired amount of input

Price of the input without subsidy

Amount of input pu.rchased with subs!dy
. - ) ~ l

Amount of inpu~ purchased without subsidy. ' '.~ -' ,:

Price elastlbity of input demand with 'respect 't o' the
product
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Cost of the Input SUbs idy Programme

The cost o f the input s ubsidy programme to the gove rnme nt i s
the d ifference between what the governme nt pays for the input
(input costs) and what it sells to the fanner (input r eve nue ) .
This cost is calculated as f ol l ows :. -.

..
where,

GC = Actual cost of the sUbsidy programme to t he
government

. X. = Amount of input purchased with s Ubs i dy

p. = Price of input with subsidi es

Price input •
p•• = of without subs i dy ..

Reduction in Government Revenue

"Th i s is a measure of what t he government would have to pay i f
it had to import the product in order to ach ieve some kind of
security with respect to the product. I t i s ca lculated as follows:

GR = {%

". (-

GR = Reduction (or pos sibly i nc r ease) in government
revenue resul ting in a dec r e ase i n the i mport of the
product

Po = Domestic consumer price f or t he product

Pw = Import price f or the product

Q.
' f. .

Amount of pr oduct produced wi th subsidie s=

QNs = Amount of product produced wi thout s ubs i dies

Producers' benefits

Producers' benefits which represent the extra i ncome that the
farmers _obt a i n as a result of the input subsidy is calculated as
follows: .
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(PWS - Ps > Xws + (1 - ~>

(Qws - Qs > Po - p . (X. - Xw.l

Producers' benefits

Pr i c e of i nput without sUbs i dy

Pri ce o f input with sUbsidy

Amount of i nput purch ase d wi thout subsidy

Amount of i np ut purchased with s Ubs i dy

Ratio of unit processing a nd ma r ke t i ng coac t o
c on sumer p r i c e of product

Amount o f p roduct produced without sUbsidy

Amount o f p r odu c t p r oduced wi th sUbsidy

Dome s t i c consumer p r i c e for t h e product

Net Sav ings in Foreign Exch a nge

The net saving s i n foreign excha ng e i nd ica tes the
achieved as a resul t o f not i mporting the p r oduct. ,"
calculated as follows:

Whe r e,

saving
I t is

S = Net s av i ng s of f or e i gn exchange

Pw = Import price o f the produc t

Ow. = Amount of the p r odu c t p roduced wit h out the subsidy

Qs = Amount o f the produc t p roduced wi t h subsidy

PHS = Price of the i nput wit h out s ub s i dy

Xws = Amount of the input purcha s e d withou t subsidy

X. = Amount of the input purchase d with subsidy
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Ra t io o f un i t marketing cos t t o the r e t a i l price of
the input

The above estimates represe nt straight for wa r d calculat ions
of the costs and benefits that can b e a t tribu ted to the application
of any sUbsidy programme . The usual procedure i s to either compare
two groups, one with subs Ldy a nd the ot h e r without or to do a
comparison o f the s ame group bef ore and after the applicati on of
the subsidy programme. Since the items for which subsidies c ould
be o ffered in Africa range from recurrent items such as seeds and
fertilizers to capita l goods such as irrigation equipment, and f r om
tangible things s uch as increases i n input use to untagible ones
such as increased levels of employment, it is c lear that the above '
formulae for c a lculating the benefits a nd costs of subsidies will
fail to gauge t h e impact of a subs i dy programme in a precise
manner.

Ideally, the way to correctly carry out an assessment o f the
effects o f a SUb s i dy programme wou l d be to first determine what the
targeted group was able to acc ompl i s h as a result of the
application of the programme vis - A- vi s what the group would have
been prevented f r om doing in the absence of the programme and
measure these against the s tated obj ect ives of the programme for
which the subsidies' were offe r ed. This kind o f an assessment would
be very difficu lt to a c complish given the data situation in mos t
African countries . However, since the pr i mary concern of any
effort to assess the impact o f a SUb sidy programme is to link the
effects of the subsidy to i t s o r i g i nal rat i onale, the formulae
presented above repo r t a first and usefu l s tep i n accomplishing
this task.

Experi ences with t he App lica t i on of
s ubsidies in Afr ica

Very little emp i rical work exi s t s that sheds meaningfUl light
on the experiences of African governments with subsidies. The fact
is that since colonial times, a g r i c u l t u r a l subsidies have been u s e d
in Africa as a mea s ure to induce farmers to t ry using new inputs
and thus to b e come convinced of their value. Following the s h arp
rise in the p rices o f f e rt i lize r s and pesticides that took place
after the dramatic increases in crude oil prices in 1973/74,
agriCUltural subs i d ies gained renewed i mportance as an instrument
for offsetting the sharp rises i n the market prices of these
inputs. I n t e r e s t rates on institutional a g r i CUl t u r a l credit and
the supply of wat e r f o r irrigation have also been accorded
subsidies in the development plans of many African countries.
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IThe evidence however shows that African ag r i cu l t u r e gener ally
has not enjoyed significant effective protection agai nst f ore ign
comp~tition through tariffs or other meas ures. This i s becaus e a
considerable number of African agricultur a l products a re export ed
and many foodstuffs are grown for local con sumpti on and no t
available in substantial quantities in t he wor ld marke t . (de Wi ld,

. 1980);. This compares to the situation in t he African manufac t uring
sector where industries enjoy a fairly h igh r ate of e ffective
protection as a result of tariffs , i mport controls, and tax
concessions. Given the usual practice of heavy taxation of
agriculture through marketing board profits and export levels , t he
end result is bound to be a progressive wor s ening of the terms of
trade of African farmers as a result of t he depression of the
prices of products they sell in the face of i ncreases in the prices
of manufactured goods which they bUy. .

lTh i s is obviously a cause of concern. Coupled with this i s
the nsistence of most orthodox structural adjustment programmes
on the drastic reduction i f not the total elimination of subsidies
by African governments. Many African countries are the r e f or e
caught in a dilemma: they have come to accept subsidies and the
theoljY and practice 'o f government intervention e lsewhere would tend
to support their contention that, subsidies pr ov i de one of t he most
.e f f ec t i v e means to stimulate and generate i nc r eas ed agri cultural
production in Africa, whereas the structural, adjus.tment programmes
being imposed on them by the i nt e r na t i onal f i nanci al community are
vehemently opposed to the use of subsidies.

IThe question is Whether, as part of i ts overall str a tegy for
development in Africa, subsidies have been effect i ve , both from a
cost la nd efficiency point of view. While in ma ny cases, the answe r
to bath questions may indeed be negative , the criti cal iss ue i s no t
so much the acceptability of the potential r ol e o f subsidi es i n t he
overall development of African economies, but r a the r the poor
manner in which subsidies have been managed i n Africa i n t he past .

!The problems associated with the management of subsidy
programmes in Africa include ; diff iculties in reaching the intended
beneficiaries; difficulties in establishing the appropriate s ubs i dy
level to offer; long bureaucratic process of de t e rmining the
subs:ldy bUdget allocation; and inSUffici ent inputs pr ocurement
procedures and marketing channels .

jBecaus e subsidies usually represent a sizeable s our ce of
income, many people, inclUding those who are not targeted f or
assi stance, often find ways (both legal and illegal) of profiting
from !them. As a result, hoarding of the subsid i zed inputs even
though the inputs are being sold through off icial channel s .
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Consequent ly , t he group
are readi l y ava ilabl e ,
influential farmers end

of farmers
the more

up reaping

for whom the subsidized i nput s
economically and politically
the greates t benefits.

Another major management pr obl em area in the implement ation
of subsidy programmes i n Af rica involves the e s tabl ishment of the
proper subsidy level . I f i t i s set too low, it may not accompl i s h
its intended purpose of encouraging farmers to adopt or maint ain
the use of the i nput . On t he other hand , if it is set too h i gh ,
it may lead to wa s t e f ul resource a l l oca t i on .

Inefficient inputs procur ement procedures and market i ng
'ch ann eLa i n many African count r i es have a l s o hampered the effic i ent
operation of subsidy programmes. In a number of ca ses, it is quite
common for subsidies t o be announced several months a f t er the start ·
of the subsidy year , thus r esul t i ng in i npu t s carcity, infl a t ed
input costs , and marketing and d i s t r i but i on abuses (Aki nola , 1987).

These problems , often culminate in a situation whe r e , despite
the accepted assumptions t hat subsidies a r e a t emporary measure and
that they would eventually be removed, they tend t o remai n much
longer t han anticipated . In many cases , politi ca l pres s ures have
forced the continuation of subsidies well beyond its peak per i od
of usefulness . Furthermor e, in several uses t he burden i mposed by
subsidy programmes have become quite enormous with t he r ec ent
increases in input pr ices thus making the introduct i on of subsidy
programmes very difficult for many African countries and addi ng
significantl y t o the cost of producti on of the adopting farmers .

I V . SUMMARY AND CONCLUSION

This report examines the critical role that pr oduction
subsidies can play i n enabl i ng the African continent to att a i n
self-sustaining growth and deve l opment which can only come f rom t he
transformation of t he cont i nent ' s economic and soci al s t ruc t ures.
The continent's pr oduction pr obl em is firs t and f oremos t one of the
transformation of the structure of production with due regard to
what is produced and how it is produced . In this r egard, the on­
going African economic cri s i s is a clear va l idat ion of Africa' s
stated strategy of attai ni ng food sel f-SU f f i c i e ncy and the need to
focus on the production of all of the continent's critical needs
and services.

It is i nt e r estinq t o note, however , that most of the reforD
measures currently being impos ed on African economies continue to
call for an important role f or international trade, mainly with the
developed market economi es t o meet the food needs of Africa.

•

•
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The fact that any f oed sur plus developed economies of the world
ful y apprec i a t e the need f or managing thei r own food economies and
have in the past used s ubs i d i e s t o create abund a nt supplies and
lowered t h e pric e s o f food items which are then dumpe d i nto African
mar~ets thus creating cons i derable externalities for African
a g r :icu l t ura l producers , clearly sugg e s t s that Agricultural
adm:inistra tors and polic y makers al i ke in Af r ica s hould review
their position \·lith r e g a r d the conf lic t i ng goals of ensuring
adequate food supplie s f or thei r populat ion a t reasonable costs,
mainly through developing food sel f - s u ff i cie ncy c apabilities and
supplemented wi th imports . • , ~

I The ach i e v e ment of th~ a bove goal will require the
i nt e rve ntion o f African governments at the leve l of ' p r oduc t i on
marketing , cons umption, and trade. Well designe d and well targeted
indmtive scheme s t o stimulate and generate t he needed increased
agr1cultural production in Africa will ne e d to be put i n place'.

I' Despite the numerous c r iticisms c urrentl y levelled against it,
production subsidi e s cont i nue t o provid e one of the most effective
tools for at t a ining the food self-suf f i c i e n c y goal in Africa. The
purpose of this r e por t, t h e r e f ore , was to e xami ne the role that
agriicultural p r oducti on s ubsid ies call p lay in t h e goal of attaining
food . self-s uffic iency i n Afr ica.

I The report examines t h e purpose of d i fferent types of
agricul t u ral p roduct i on subsidies a n d outl ines t h e contemporary
theory of production subsidies . The maj or trad i t i onal purpose of
p roduct ion s ubs i d ies in Afric a has involved agri c u l t u r a l inputs.
The l report t her e fore attempt s to provide s e l e cted case studies
i nv6l v i ng the application of i np ut subsidies in Afr i c a and examines
the l issue of sUbsidies in the oont e xt o f the Economi c Commission
foriAfrica' s African Al ternat ive Framework to struct u r a l Adjustment
Programmes (AAF-SAP).

Ii Th e report concludes t h a t , while there exists s everal pol icy
too~s which a g overnment c a n use t o increase the availability of
designated produc t s , such as tariffs or quantitative restrictions
on I i mport s , d ome s t i c c ontent requirements a s a c ondition of
domestic p roduc t ion , and even trade liberalization, if food self­
SUf~iciency attainment by increase d p r oduction of d esignated food
products is t he ob j e c t i v e of g overnment, a subsidy on the
production of these commodities will repres e nt t he most
economi c al ly eff i cient manner t o achieve the ob ject ive .

I However , the c ritic a l issue ~ith sub s i dy in Afr i c a i s not so
much the a c c eptabil ity of i t s potential rol e i n the overall
dev610pment of African economies , but rather t he ine f f e c t i v e manner
i n !wh i c h SUbsidy p r ogrammes have been organi ze d a nd managed in
Africa . AAF-SAP t herefore has a very important role to play in
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•
providing a framework in which subsidies can be effectively
organized and managed in the continent.

l • _ '

.'
•
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