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assessment of the food self-sufficiency requirement of the
continent must take into account other food items such as roars ana

tubers, nuts and oil seeds and fruits (which includes plantains),
^ese basic food products constitute 80 to 90 per cent of African

population's diet*

Developments in production and 'cva^e over the years ^haye
combined to worsen the self-sufficiency status of most or Arrxca s

important staple food items.

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 the food needs of Africa*
Even though the major international financial institutions have now
openly acknowledged the unrealistic .issuicrytions surrounoxng

unlimited free trade between Africa and the developed market
economies, they continue to hypothesize favourably on the
desirability of continued African dependence on fooa imports *.o

meet its food requirements.

The fact is that ^rv foou sri-pl ^ £» /-'epr^ economies fully
appreciate the neerl for "rnonagir^ thf-i^ o*o tood economy. For
example, the recently pollened lone, Vcm. ^-srertive f^udyor sud-
saharan Africa (World Vari: ^S,], rleev.y admits taar syfisjcu.es m
North American and Western Europe ha-c n:^?te2 sl-uneanf jnipplxes
and lowered the prices cU cc -o-ie an- iv- r >-^ r rn uducts vh: n: have
been dumped into Africa ^rVpfB too* creating oonsirteraDic

externalities for African agricultural vno.iucev^. ^ *he pas. ana
present actions of taese 0^e}cpea eoo/.or.iics vxs^-YlS Africa woula
suqqest that they ba\e traditionally ^een ipi^illxng and ^will
continue to be unwilling to concede to the Deed for a gxobal
management of the vorxd fooc -ronemy. vh3s <^iZ\.C^, ^q 'ht iacr
tha*""the interna1 r^^cc ^-f ^ri^n^^^pnt ^ and ^roin of reoi ocdLion

ld f

management o
tha*""the interna1 r^^cc ^-f ^ri^n^^^pnt ^ and ^roin of reoi ocdLion

necessary to capitali.Ee on changing world fooa conditions are much
more difficult for the narrowly b<*s&& i>na less ai.ersiiieu African

economies than for their ui, —-t-- -^ *** *}ort^economies than for their xxjU wuuvtit"-'^ :^ ^"e
hemisphere, would suggest that African courLrio? showa !f
universal benefits from free f_ade m,6er exisT.jng world trying

relations.

Historically food shortages in Africa have been filled by
imports from the developed Western World. The FAG has estimated
that the aggregate cereal import requirements of suts-Ss.iaran Atrica

i« 1988/89 was ». ? sill ion *-.ones. fl"^1" wb«?»r. ana rice. as>
incomes'have increased, rice and, to an increasing^extert, wheat
for bread have reduced the interest of Africans in traditional
grains such as sorghum, millet, and Baize as weJ1 as their interest
in non-grain substitutes such as yaws, cr.ssava. ?na plantaxns.

the

Many African governments have fcuud it nec-.ssary to encourage
importation of food as a quick and \^<: .Sinful way of meeting
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periods and '^?pr..od ateoc of African cxnrr^^ t. i-::r,:h2S^ hioh
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the need fcr a - eo-j -nt^ t -»^n o: /.frie - :^.rl.",w^ o
towards routine-* 1..-1 fo« «J '-v^-sri^evnev ujs--^ •% i _ ^ er^cc lo-al

prod jet ion ?,rx ^ci? /:.j:3'cu< ^x-rr.i^^, a; .6 '^^'r-^" ^ro-c^ri^n"
Tpc Fc>iavctnen" of .be r>^v(. 01/? .- " --^ LOtrui^" tlu;
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farmers using traditional farming methods with little or no access

to modern Inputs or equipment. This enormous fanning community

represents in the region of 80 per cent of the total population of

the continent if the young population of not yet active
Individuals, depending on the" agricultural, sector for its
existence, is included, Similarly, the continent's communities of
livestock farmers constituted mainly of nomadic pastoralists who
have but limited access to modern Industrial Inputs and animal

health facilities? the African fishing communities, likewise,
operate as artisans using but few Industrial Inputs,

About half of Africa's 2878 million hectares (excluding South
Africa) is too dry for rainfed agriculture. Only one-fifth of the
soils are without any Inherent fertility limitation. Drought and
floods have struck almost half the countries of Africa during the
1980s* However, in its 1981 report, FAO declared: "Even without
using modern farming techniques such as pesticides and with only
the most casual approach to maintaining the soil, African countries
have the potential to feed a population 3 times as large as that
living on the continent, even allowing for the fact that 47 per
cent of the land surface Is useless for crops".

In sub-Saharan Africa, only 5 million hectares are Irrigated

(out of which some 70 per cant In three countries? Madagascar,
Nigeria and Sudan) against nearly 20 million hectares potential lv
suitable for irrigation.

According to FAO/ECA studies, pre- and post-harvest food
losses due to pests and diseases as well as " poor storage and
transport can be 30 to 4 0 per cent depending on the sub-region and
food products. Livestock disease such as trypanosomiasis,
rinderpest and tickborne diseases are rampant*. They "can cause calf
mortality as high as 3 0 per cent and limit the use of land
resources1

Poor infrastructure has hindered the development of new areas,
the supply of appropriate inputs and the movement of food
production from rural to urban areas. Because the growing cities-
are normally well linked into the international communications
system, and because the urban populations benefit from political
patronage, it Is often easier' for the urban food supply to be
obtained front abroad than from the country sides*

^ stated by FAO (1986), the urban biased development
strategies of many African countries have failed to supply
agriculture with, financial and administrative resources or*" the
political support that Its central role in the economy would
justify.

Home 19 86,
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Despite the eoisplenentarity of the domestic food crops and
export crops sub-sectors, th-fere is one area in vhSch domestic food
crops do appear to liave beeB neglected relatively as veil as

absolutely* This. Is ir> research. There has bee* bo counterpart to
tbe "Green Revolution1* breakthrough in Asia* Th^re has been a

tendency In African agriculture research to concentrate on export
crops rather tliaa food produced sjxS consu»ect locally <&inid by potxr

people. Both credit: and extension have been concentrated on linger

farmers despite declared national policies favouring &»all farmers

including woman who are responsible for the production of soine 70
per cent of the region*& food supply* Problems of access to credit:
axe further aggravated in cases -where sj&all f&rwers including w&si&ft
hold their land under customary tenure rules and therefoare cannot

offer it as collateral, Konen farmers are particularly poorly

served by extension. £>espita the recsognltion in the la-gos Flan of
Action and in 0HHPAAEKD that %'<»eB are mvl-t^l instrxawents for

solving the food crisis*, there is still iy>3dequat<e attention to
tailoring agricultural interventions to tfere needs of f lhS^

fanting households*

Africans agriculture may thus be said to be =at a

equivalent to that of the industrialized rjountries in the very

early years of tlie appropriation of rural activities by industrial
capital. Thus hand tools predominate, tho^h these axe largely of
inaxistxial mnufacture azidt isox^ often t^an not, iiaportodj veacy^few
farmers do not teep their own seed for resoMi«gi ^se of eh€S»ical
inputs is minimal (2*3 Xg of chemical fertiliser per hectare1 In
1.986 as compared to 122,7" jwj In the industrialized countries) aaaril
the major portion of every year's food crops is consoaed on^the

farm vbere it is gro^win, often after considerable effort {laainly
that of voiseB) lias been expesuled in traditional xethcds of
processing ai^d preparation> "FTod^ctioB yields,, both |>ex anit of
land and per unit of lai>omr? as would be -expected, are low and
average "monetary earnings very lo%%

There is 1b progress, alongside an essentially stagnant

agriculture in the rural sreas, a gallopi»9 wrtoanixation in asearly
all African cawtries* while overall population gix>vth rate« in the
region of 3 p®r cent per annuia are the

It Is not surprising therefore that FhQ found in 198S^ that
per capita food production in most countries over the last; tcsa

years^ had risen only slightly or had declined a^t3 that the gap

between productlofi bikS requirements, vhich vas v^ry narrow twenty
years earlier had widened substantially, As a r«swlt there has

been a growing tendency to vt&et dcoBa^d by ii&ports f particularly of

1 Of arable land ana pen»anetnt crops for Africa
South. Africa, Egyptf Libya a

2 FA02 African agri c.ult^re;.._..;tbe_jae>:t



cereals, either jc-'aricrcio/ or uncle*: :coi a ±-3

AI "th cugh thex *■-. i. r e ma i c r i~eg > ona 1 v 3 r A a t;;. c: ■ & t ■: v> e FAC also reper ted

that imports for Afi~ioa a^ ■■=» v:hole represented 3? per cent cf the

c-^> * -.^', *. v-.iv* o.;- o j.

large sjbare of the^e Import r is 5\ the fc->is of f>od

Until 196? f Africa was a net exporter of foo^* Frca» that date

on, Africa foec?«ie aji increasingly net. food importer (Tapsoba*

1988)* Xr» fact, in 1960, India a^d S^b-.9aharan Africa had the same

level of food grains pradurt ion f'50 mi) To1 on tens). Xn 1987 or so,

India h.&& trebled its iooo output, to 150 million tons vhile Africa
production has stag^axed ?.t the: sa:oe level, In the early 1980's

India achieved food Beij-siifficiency and had stored 28 million tons

of food cereals by 303? and even participated, along with other

developed countries ia e^coency fooo «: - re Aiiica (C*K* Eicher,

X9BB). (see tables In

The average Afi^ic^n food grewer p> >caces 600 >:g of grain a

year hwt his coxi-nterx>^rt i*> tup 10 r-: ^* b.*^ rrcarccs SO 000 kg or

130 times as mich ;H»v?, ^inoer, lftV€. :wie per capyt food

production i.nc^x for A^m-? <^ a ^ho1^, ros o'rcl^ned frora 210 kg

(in wheat equivalent) i:: -97u t-o !"■? ),\? :n ;.s-SO and continues to
decline.

In the flieatttdiae, foe?; i::tpj*rt^ represented an average of

80 per cent of total ogrio 3 van:;-1 ir-ports bft^een 1975 BT4<s 19S5

the total agricultural? Iko/t^ o^ vhich ^>cn1 regains a najor

coisponent; continued to arow at. 6.£ per cc^it during 19B0-85 period

as against 12 per cert nev v^c.r b^fcre 3°°:-, Jicwever, the decrease

in agricultural i.rfvporfi- is lareeiy r-x^lained by the world economic

crisis which forced At^ioirrj ccx)ntracs tc i^tb;ci; their imports

by an iaprov-eroent Sn the FcCvi frc^xcticn.

In vdlutb teiifts, ovjxjlcujlcuioa ^&pozx.& accoarit.ee! tor 23 per cer^t:

and food iaprrts for aboirl :•? pr? cent L-f r^.rcb* noise exports 5b

the 1980s and sir^c "\ --^ .: e "v,i ,/ :^:.icu]ture sector, has

become a net user of foreign *?>:chwr<? a^d 5r increasingly

contributing to th€ haianct ^1 payrtn'^ ieiici^, vh^c^ is a coisplete
reversal of the sect^v9^ role ?n +>*c yc6 ^^""?s iTz^soha, ^

It. Is true that x;here nrec :jot be a car^a; ccrreiatiori between

growth I15 food iitiport ^r>d ~a tall m the ijp)*crt? of agricultural

inputs, but it Is a sobering inflection tii-at the rapid growth in
food Imports <2S0 per cent by volume for cereals antl cereal

preparations between ^^ct/V± <»nu 19o<i/64; acts mxc just reflect a

failure of past aaricaiturai 6tfoxxst It is also a reflection of

the current failure to use aot.q^aze toroi*:^ €>:char»9e resources for

agricultural inputs incluc'I^g sr.-n^ 1 ^-^i ^c^spred lFipl^^e"nts ana

fertilisers Give* thsc foreign «:xch*r^€ will be further
restricted in *ehe ?hort ?.rc5 rt-r-oin^ t^r^ (net. to say in the long

tern) the I5k*:lihaoo ir t/.cst imports -* r -Vr;<- atu: a3 input? will
fall even it^ore \a^less they are given hi-shrr ::-r:ority for produced
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in the continent.

A substantial part of Africa's aqr,cu:tura] problem >s *v»
result^of generate—.r..-; «—rlry/ :-^/: -, a^r.\:-jVture has
been given insufficient attention over a long period .in the sense
of being too little, unevenly dxstrib^r , . -^S of the wrong k'"nd
(FAO, 1986). One particularly serious consequence of this neglect
has been the accelerated changes in patterns of consumption in
favour of imported food stuffs that is difficult to but must be"
reversed•

Many governments in Africa have encouraged a creater
substitution for wheat and rice than would have occurred t-hrouah
tfte effects of income and convenience alone. Urban affluence is
itself an effect of urban bias, but ^v-rn.Th.j t.L= have further
encouraged the shift in tastes by leaping rice xnd wheat ch&<m
relative to domestically produced grains, To a creat extent, this
has been due to subsidisation of prices: of Sported wheat and rice
both directly and through exchange n.tr.

In practice, if not J.r theory, governor: policies have often
been biasea against small a»id "emaie ho.Uca :u:.r;,^r^ households,

A change of policy is urgently required if the African
elective of attaining fooc self-sufficiency at continental level
teased on self reliance is to become a i^al^rv. Policy changes
could occur in a number of sectors, not lusi: /n relation to food
imports. Nonetheless, import, ^uhstxtutioh in the rood sector needs
to be pursued and vigourous efforts inade to ensure s^3 f-sufficient
xn the African production of tbe major staple food identified.

Cassava for example is the staple food crop for more than 200
million people in more than 35 African countries and is
particularly i.upoi-^ Jiul.^ ^rtial .r.u co^i^e crop failure.
Bxologxcal control of pests and diseeses and for conservation js
hxghly needed for this crop wlvch post ^^ h^>-vest losses Ve».rv froa
30 to 70 per cent depending of the region and the specy, "lITA'in
Ibadan has made a breakthrough in this Vie? c ^no' nucK effort-"* should
be pursued vigorously, This analysis also applies to v&si and other
tubers, (see tables in Annex)*

^ potential of Airiccn fisheries, bcth niarine and
continental, is 3arge, with a ir,a>*3»UTn sucta^3fo3e yaeld estimated
at 8 Bill ion tons a year. The eareh has declined frort 7.5 aillion
tons xn 1977 to 5.3 .Ai\^> < oi.- in lu- _ l4 ..: . _ urgenc needs/
(a) to monitor ana control foreign fleevs in wany coastal
countries? (b) for tishcric rebo-.r<\- r.aaaq^nent pia^s that
xdentxfy fishing potential and the opportunities for exploitation
taking into account the long-t arm cons^i~v~ -jOr. ^nd the environment?
and (c) for assistancp- to artisanal fishnie* throuqh support to
organization of fishermen and v.roimn who r^r^^ an i^poVtant role in
small scale fisheries and in fish marker in^.
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The vital position, of agriculture and especially food s\ib-

sector in Africa does not; depend just, upon its contribution to <*DP

or to exports* More importantly, it derives from the fact that the

majority of Africa's population live in the rural areas and derive

their livelihood directly or Indirectly from agriculture. In a

very real sense, therefore the problems of 'agriculture are the

problems of Africa's people.

Ill* CASE FOR FQ0U FRODOCTXOK' SUBSIDY

AMD PRICE SUPPORT MEASURES-

In the world, of perfectly competitive markets the theory is

incontrovertible that under certain well defined conditionsf

general equilibrium prices which will result in maximum production

and exchange efficiency In ail sections of the economyf will be

generated automatically. This Is the so called state of parieto

optimalityr in which no-one can be Bade better off without someone

else being made worse off, which Is traditionally used to make a

case for allowing the market system to operate freely and without

government intervention as well as for private entrepreneurs!*ip and

competition In all areas of economic activity.

There are several reasons why governments in both the

developed and developing countries have readily intervened in the

markets of their economies despite their knowledge and apparent

faith in the benefits derivable from free markets and private
competition.

First of all. It is now clear to any objective policy maker

but particularly to those who must work in. Africa that most markets

do not exhibit the Ideal characteristics of perfect competition and

that the actual benefits of a world of free trade can only be

demonstrated In the diagrams and models of economists.

Secondly, even from the theoretical angle, it can be shown

that any given parieto-optimal equilibrium point depends on. the

ownership and distribution of factors of production which, in turn,

determines the distribution of income and effective demand. ■ In

other words, there exists a large number of possible parieto-

optimal equilibrium points representing different patterns of

distribution of ownership of factors of production and income.
Government policy decision. In. this regard, becomes a subjective

choice regarding which of the many possible distributions is to be

preferred in the face of many conflicting Interests, In order to
maximize the social, welfare of the society*

Thirdlyf there is also an overwhelming economic reason why for

example, pursuit of domestic food production even at nominal costs

which at the prevail Ing rate of exchange and. structure of

protection are above those of world market prices, may be a

sensible course of action- This Is because in many developing

countries, particularly in Africa, protection from imports Is much



E.ECA/CM. 16/10

Page 10

lighter for industrial than for agricultural goods, often implying

negative real rates of protection for agriculture in general. This

situation favours imports of food and discourages production. If

this discrimination against agriculture were attenuated, the

economic advantages of importing would shift from food towards

industrial products, thus favouring domestic food production and

increased self-sufficiency.

The final choice of policy is therefore a political one

depending on government development objectives. Because different

policies will have important trade-offs between efficiency and

squity and since there is no objective way of determining the

socially optimal allocation of resources for the whole of society„

the choice of policy with regards intervention by government in the

aarket, is usually resolved through the political process of each

country•

The rational for this intervention is supported by the theory

Df the second best which states that if for some reason market

imperfection exists in one of the factor markets in the economy, it

tfould be impossible to achieve the exchange, production, and output

efficiencies necessary for a parieto-optisial market equilibrium or

first-best solution. In such a case only a second-best solution

can be attained. In fact where competition is distorted in one

sector, the optimal second best policy is to introduce

countervailing distortions in other sectors. In other words, 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 in the face of changing market circumstances.

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 of

production receiving a different sum from the price paid for the

resource by the producers, or a consumer paying a different price

for a product than that received by the producer. In the

agricultural sector, such a policy intervention is intended to

generate and stimulate rapid agricultural production. For example,

input subsidies are useful in stimulating the adoption of new

techniques of production by allowing early adopters and innovators

the opportunity to experiment with input combination alternatives,

lowering risk to adopters of fertiliser, raising the profitability

of the input to encourage use, direct transfer of resources to the

farm level, and avoidance of the time lags in products price policy

instruments as income transfer mechanisms* Also, because

industrial production of fertilizer exhibits strong economies of

scale, the use of subsidies to expand the domestic market can bring

forward the development of fertilizer production in a country and

lead to more rapid achievement of efficient fertilizer production

(Krishna, 1962; Dalrymple, 1984; World Bank, 1986).
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Subsidy schemes to • stimulate and generate Increased

agricultural production are not new In. Africa. During the colonial

periodr free seeds and seedlings and generous credit were given to

farmers to encourage them to produce export crops destined for the

industries of the developed countries (Akinoia, 1987}* Since the

attainment of Independence, the development plans of most African

countries have called for various forms of subsidies to stimulate

development or consumption of some desired product, activity or

servicer to stimulate development of a particular area* to redress

deficiencies in Income distribution, to reduce risks of speculative

activitiesr to bring technological change and encourage adoption

and the use of Inputs on traditional crops in order to boost food

production and. achieve self-sufficiency 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

employments Furthermore, when African, governments have undertaken

projects involving Irrigation and related Infrastructure

development, created government departments to or parastatals for

supplying inputs or marketing outputs, expanded credit availability

at low interest rates, and enlarged extension and agricultural,

research services, these activities have Implicitly embodied

elements of subsidy*

In most African countries the agricultural sector, which is

the most important sector In terms of income 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 United by subsistence and family

considerations* Subsidies provide a useful means for overcoming

these problems by making production for the market more attractive

to thtem and by reducing their perceived risk of the production

systeih.

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. Tills, fact, together with the well

recognized potential of subsidies as an instrument, for rectifying

distortion introduced by thisr 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.
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The most common purpose of subsidies in this context is to

encourage, farmers to 'use modern inputs such as fertiliser, improved

seedsf 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 yis-a-vis the prices of the commodities they are

used to produce, input subsidies also ensure that the appropriate

level of input use is maintained even in the face of unfavorable

product prices. Since the production of these inputs often

exhibits economies of scale, subsidies for inputs will also expand

the total domestic market for them and make the local manufacturing

of inputs such as fextiUsers 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 import the subsidized

inputs *

A more direct way of using subsidies to earn foreign exchange

is by using them to encourage the production of export crop

production. Two types of export promoting subsidies are possible

here. There will be those subsidies that directly promote export

crops and those that assist the production of a particular

industries but which also indirectly enhance the export position of

the country when some of the output is exported. Both types of

subsidies are relevant for the African context for several reasons.

First of all by embarking on the goal of food 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 countries and

thus make exporting less attractive as compared to producing food
crops for local consumption. Export promoting subsidies will help

to ensure the right balance between food crops and export crops

production and improve the efficiency of resource allocation in the

agricultural sector and in'the economy at large.

Secondly, the continent's large external debt and the current

difficulties faced by most African countries in servicing their

debtr means that many of them may find it useful to subsidize
export crop production. While the continent's debt servicing
burden by itself may not provide sufficient reason for subsidizing
export crop production as there exists other means for servicing

the continents debt# an export promoting subsidy designed as part

of a strategic trade policy certainly has considerable merit for
Africa. Such a policy would enable a government to provide
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assistance tr e .:" v- J ^ ^ rt ,-:o lur--. ^ - ,,^y cf enabling

ro, in tvm, **£ .st: fie « ^r^-ic: ,;o ^rhuv, * rt:ot^ic b
in >nterrat:ioT;a: nx-^- t>»c .> * ol ^v.. ovvti -voerlt:. 3-h- essence

here would >~^ t\- coMj'i;:uu trwciiJs a >ur\ Lval strategy in an

international m:vrkc a^-- cha.atterj^d by deciding coxmodity
prices and detierioratj-nq ui^-of-trade fc-r Atnc-n ccmmodxti&s and
prooelled by a v*e.*-U-r effort to disrupt African economies in me

name of international so3 idarity. -The general ain* of such a polxcy
would be to try to per^uaoe the continent's major trading partners
to demist from tr.^inc ur"»CTires th^t. are well known to be harmful
to African econoi*i-s tliur, ei.aD.irg Africa i.c fostei and sustain its

production and exchange.

(b ) 3!t Ff: J-J-^J

A related v,ay cf ^ttnlnlnc a countryfs food self-sufficiency

objective is rhreuar, ibe use of price ^uppert: policies.

The importance ol* agricultural price policies in African
economic cevelor^crrt derives f*r«tn three key characteristics of
agriculture: (a) It is the dc^i-^ni j rcowucn and employment
sector i^ alp.cst oil African countries, particularly at low levels
of developneut? fb« it ho,; Mq~Af~'ea:r~ mp^'y and demand linkages
witb the V^st of *-h?- ^<-ono^iv: ^jrc1 ic) the bulk of resource use
decision in r^icultu;- e^e ft.uvc-;cd Ly neceixrallzed market:
forces* Hence, rnc priors cf foo.i arc otner agriculturax
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onvern^nt col k -ler^ ar.d ptoa^/cs ^;^t ^a\ be relatively
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not be responsive to \oe onvace ai:tions or tanaerb themsel\es, and
hence, tc price jiCci-^^w :uuny of t.hSiii ^y be influenced only by

^ tti The analysis of long—

jirlrtiunr^3pcn£iV jirlrt A^rafoie distinguish changes in supply
conditions thav aiK. b\-^v cbent by decentralized private actions
from chances chat iesu2t from centralized public actions,

Supplv response may be considered at different levels
depending on the "type ~? ^^rvrce use, question the policy-maker is
immediately concerned with:

1. AggregarteL^a^^^ I* the object of concern
is the pace of agricultural, output growth or some other economy-

wide goal, the relevant notion is the response of an index of
agricultural output to soiue ind^x of the relative price of
agriculture such as its barter terms of trade with non-agriculture.

2, Commodity compos ijtior^. of _put*t>ut. Pel icy-makers may wish
to alter^^tSr^om^dlTy eompcsTtxor of agricultural output
(transformation of production structure) by changing xntra-
agricultural commodity *>-wc ^l^r-^nsf tooa products versus raw

materials, cereals versus now*ii.'<^ti ijoab, expurt products versus
import substitutes, ^r.pl^yr^^t-intensive versus capital™- or land-
intensive products, food production vers ^ agricultural production

for export, etc,

3, Marketed sor^lu*. The immediate noal of policy may be to
assure a ffJTTI lJo3~iJ . . ^ . -'^l, U ^>-n creas sufficient
to meet IndustrialIzacion t?roetsf or tc neighborina countries
within the fv*aipw^^ 'r ^ib-rpaio^" o^ regional cooperation*within the fv^w^: iao g p
Here/the relevant concept, ot supply is the marketed surplus and

t i i i^e>: ^f the ^r CG rc-Jatives between
/

the* relevart r^ic^- i- an ^
agricultural ^nJ >-r.« -rl-i^-u]^ c-r.^pt^cr. good^f or price

competitiveness rfiV.il:- ^ " r ./or: ^ -ojIoti.

For both tec^nolorjc*^1 ar.a econoinic reasons, supply response
will foe different at oacn of these levels. An important task of
empirical anaivsls i^ ^: o identify each el them separately and

account ^or tbei . ^1. '.*- *.' -1*"'—

For many purposes of policy, aggregate data may be sufficient
to measure supply responsiveness. However, farm-level or micro
studies are also important for two related reasons: (a) fana-level
data permit disaggregation by regions, farm size, income and other
relevant factors" which may influence supply response? such
disaggregation can foe used to fine-tune policy to the needs and
potentialities of different types of farms, crops and regions^
^b) micro studies allow better tests of some hypotheses regarding
farmer motivation which can. provide a deeper understanding of
supply behavior. In addition, rcacro studies frequently fail to
distinguish the specific ~^x<- ^ -vjrc 5rr<>.r»t\ives from the effects
of contextual "factors due i-o metLodological limitations-
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Unraveling some of these effects will have to rely partly on micro-

level studies«

The prices of inputs facing farmers are- an i-it^o:./-! aspect of

econoiaic incentives to slc>-cr'1* j *1 ^--x^ctioi^ 1-put price
policies seek to crtsncjc —*"..- ~ r, I'zr. * '■ aulde fcraiers to the
socially optjmal input max in the prasencs of market irapexfections.
An important issue" of policy is the choice bet^eer output price
increases and input price subsidies.

Assessment of farm-1eve3 incentives to :invest in packages ^of

yield-raising inputs (water-seed--iex c 1." i?ei) for grain production
in north India was undertaken ^obbs and 'os^r, 197?\ . They

evaluated the private rate of return re invas Reives :.n added inputs

using farm-level data rather than estuuaxe elasticities

statistically. Even at output p.-ice *.* p*-r rerrc lelow the
prevailing market levels, thf»\ coca ^its of vur.uir varying
between 77 and 1196 per cent - w?n * ir. e.^ess of spy measure of the
social opportunity cost of capita_. T^tir ronc?u5ion was that

input prices did not seera unreasc.ab1/ high c^ detex tne adoption
of these packages. Private in^estL.tent- i^ -' rtlr»-raif-inrr but lumpy

inputs such as tube-wells appeared co *dc eifeov^^ly constrained by
factors such as small size of Irnct-no"1 c:n^, lane* ^Vagnoit-cation and

credit availability.

Rosegrant and Herdt (19S1) cuvirciuo ed a u^

decision-making model to siiru^tc t.ht joinc and \neperxent yield-

raising effects of credit arc? fertiTHae- ^ibsicie^. Using
Philippines data, th^y found that: ;d! the -i .a>it-:« of credit
available was far more effective in ^creasing yac-lc* ^Kar thp price

of credit, and (b) fertilizer s*;,osidies served >io lais,? yield by

increasing the effective availability of crcdu. ^his study

suggests that fertilizer subsidies and efTorts to increase

available credit are policies that Mror.gly eonpl^errt eaca other,

Credit market failures appe, ( * ** 3 widespread aspauially in

small-holder agriculture ; : . >*> k +\ v..':ntrio£ Sovrh oi Sahara,

This and other experiences sucgesst that s^dJ t f irrs and large

farms frequently do not face j den* xc&l \<^y^ ar^ capirrt ccscs due

to a variety of market and inctiuvt • onai Jr.perfeciio if. This makes

for a capital-using bias or. lc*r?^ fai*ms '?^i^l" ;.?\ be further

reinforced by inappropriate co^ernTem; cn:e :^ lie tc .

From the above, it can be rear*3i- ^e^r tho ; govpmTvOnt price

support programmes can take many for:r?.



Page

"

Production subsidies

There are several ways of classifying agricultural food

production 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 and 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 at the boundary level alter
the relationship between the domestic and international markets by

shifting the relationship between domestic and international prices
and. the volume and direction of trade flows from their free trade

levels. Colman and Young (1989) provide the following definitions

of the different types of agricultural food production subsidies

under these two classification:

(a) Production subsidy - a fixed or proportionate subsidy

paid per unit of output?

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

used *

2. Border, level

Export subsidies - fixed proportional, or variable

subsidies used to promote exports of agricultural food

products.

Another method of classifying subsidies is by considering

weather they are applied directly or indirectly. Direct subsidies

would foe applied directly on an output or input to attain a desired

objective such as the equalization of prices among regions or among

outputs and inputs. These subsidies often involve government

payment to some'group in the production or marketing chain. Quite

often there are restrictions to the application of direct subsidies

with regards the type of farm on crop enterprise to be subsidised*

For example, direct subsidies may be limited to small fanners or to

producers of specific crops•

Indirect subsidies, on the other hand, are applied to a

related activity in the economy whose promotion contributes towards

increased production of a targeted output* For example,, fertilizer
transport subsidies could be Implements ~~ r r**™ of reducing costs

of production in the remote areas of a country, Another type of
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indirect subsidy takes the form of concessional credit terms for
the purchase of targeted inputs.

Price Support Programmes

Price support policies can take many forms but the most common
ones include minimum pricing, regional pricing, and seasonal
pricing,

A government usually implements a minimum pricing policy as a
way of ensuring that farmers * incomes do not below a minimum level
and that the prices and supplies of the commodities involved are
stabilized. The policy usually involves a guarantee by the
government to purchase all the production of the designated crop
marketed at the minimum price. While the developed countries have
depended on the market mechanisms to operate their minimum price
policies, many developing countries have traditionally relied on
parastatal marketing monopolies for this purpose. In both cases/
the government usually attempts to set a minimum price that will
induce farmers to increase production to levels that food self-
sufficiency.

Regional pricing policy is usually designed to improve the
efficiency of a government's agricultural pricing policy programme
«Y ensurmg that regional price differentials arising from
differences with respect to agricultural productivity and
transportation costs are taking into consideration in the
formulation of price support programmes. The factors which
determine any given regional pricing policy include regional cost
of production, regional food supply status, transportation cost to
the market and the farm gate value of the produce.

Seasonal pricing policies are designed to ensure that the
changes in wholesale prices of food from one season to another are
Kept to the barest minimum. Such wholesale price,, stabilization
programmes will not only benefit producers, particularly during
harvest time by creating increased harvest time demand and
maintaining the producer price at an attractive level, it will also
benefit consumers who will be able to avoid unduly high prices at
the end of the season.

*d* pprcplementarity between Input Subsidy and Price Support
Programmes ;

^ In the preceding analyses, government intervention to increase
agricultural production through the use of subsidies at both the
taria and frontier levels were discussed. The government can also
intervene at the domestic market level through a variety of price-
support, programmes to achieve its objective of increased
agricultural production. The instruments open to governments here
include the operations of state marketing boards aimed at raising
or lowering the prices received by farmers, the implementation of
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food subsidies to raise the consumption levels of targeted food
items, intervention buying by government parastatal to help
establish a floor price, 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 subsidies and price support programmes have the
same objective, that is to increase agricultural production to
desired levels. The former achieves this objective by reducing the
cost of inputs thereby shifting the supply curve to the right while
the later aims at achieving the same objective by increasing the
producer price thus increasing the supply by movement along the

supply curve.

The choice between the two types of programmes depend on

individual country's economic and social conditions and it is
possible that the best policy is a combination of the two types of
programmes. The major arguments in favor of either of these

programmes are outlined below:

(1) The subsidy of purchased inputs encourage the use of
these inputs by the farmers. Such a subsidy may
facilitate the introduction of new agricultural

technology, while the support price does not discriminate

among the inputs;

(2) The small-scale farmers may not be familiar with
purchased inputs such as fertilizer. Hence, they are not

very sensitive to changes in input prices, i.e., the
level of purchased input price plays a minor role ^ in
their production decision. As they become more familiar
with the input, their responsiveness to input price
changes may increase. If the increased input price is
covered by increased product price, the farmers are

likely to be less responsive to input price changes;

(3) An input price subsidy cannot discriminate among products

while a price support programme can alter the intercrop

mix. Thus, if the government hopes to increase the

production of a particular commodity, the input subsidy
may encourage the production of alternative commodities,
whereas the price support encourages the production of

the particular commodity r*

(4) If the inpu'w subsidy does not increase output as quickly
as the support price, the long run cost of the input
subsidy programme may be greater than the short run cost
of the programme. This increase in cost may occur

because, although the input subsidy avoids an immediate
increase in input price, it may not avoid a long run

increase in input price.
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<5) The farmers production decision is likely to be more

affected by falls in the product price than increases in

input price, particularly if the input only compose a
small part of the total cost of production.' Thus, the
support price will provide a better protections of the

farmers' income, resulting in a larger output response;

(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 subsidise 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.

Evidently, the choice between output and input price
incentives will depend on a variety of country- or situation-
specific factors* Two studies, nevertheless, provide theoretical
and practical pointers of a general nature.

1« Krishna (1976) lias argued that, traditionally, input
subsidies are preferred on political grounds because food prices do
not have to be raised and on budgetary grounds because only farmers

using the input benefit. However, he favors output price supports,
becaiise: (a) farmers are more familiar and sensitive torthem at
low levels of development, and (b) output price supports are more
easily coupled with price stabilization than input subsidies. This
general recommendation is supported by practical considerations.

2. A theoretical argument, which has yet to be empirically
tested, favoring input subsidies, has heen provided by Parish and

McLaren (1982). If average costs rise with production due to

technical diseconomies, the cost of a subsidy to a variable input
such as fertiliser^ which substitutes for fixed factors such as
land and complements other variable factors, will be lower than the

cost of an output price support. The premises of this argument are

supported by empirical observations in the case of fertilizer.

The optimal choice between price supports and input subsidies

will depend on a variety of country- or situation-specific factors.
Of particular importance - are their relative effects on the
government and the foreign balance, Nevertheless, a significant

general factor favoring price supports is that they can more easily

be coupled with price stabilization goals than input subsidies. At
the same time, fertilizer subsidies can be expectdd to have an
advantage over price supports in "certain specific situations. The
relative size of this advantage is presently unknown.

How does the pelicy-maker decide between supporting output
prices versus subsidizing inputs? The estimates of demand and
supply elasticities for inputs and outputs are critical to this
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choice but the impacts on foreign exchange and budget balances may
be equally important. The decision has to rest on the relative
social and budgetary costs and opportunities to finance these

alternative policies.

The conventional wisdom is that output subsidies are superior
because they do not distort the mix of inputs used when raising
production. Input subsidies, in this view, are justified only when
there are input market imperfections, which is generally the case
in Africa. According to Barker and Hayami (1976), the use of
fertilizer subsidies in the Philippines to achieve rice self-
sufficiency was more cost-efficient than price supports because of
various difficulties in its diffusion (ignorance, risk, etc.).
Their calculations allowed for an important difficulty with input
subsidies: unlike a price support for, say, rice, input subsidies

for fertilizer, water, credit, etc., may not be am*nab*!. *+
targeting for specific crops. For instance, the sP^o^er of
fertilizer subsidies (intended for rice growers) in the Philippines
to sugar producers greatly increased the total cost of the subsidy
programme (though not by enough to tilt the balance in favor of
price supports).

Ahmed (1978) extended the study of Barker and Hayami to
Bangladesh. He found that the net social benefits would be larger
and the net cost to government smaller with a fertilizer subsidy
than a price support programme for a targeted increase, of 0.5 m
tons in rice. This was because: (a) the price elasticity of rice
supply was small; (b) such as it was, the rice output response
undercut jute production, a major foreign exchange earner; and
(c) increased fertilizer consumption could be domestically met. It
may be added that Ahmed judged the distributional effects to be
also superior for fertilizer subsidies because the fraction of
output marketed was more unequal across farmsize groups than the

fraction of fertilizer consumed.

(e) 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 an 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 ?

1 see in Annex 1 - Formulae for calculating the different

parameters.
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(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 si.se of ar input subsidy has been
provided by Barker and Hayarai (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.

Ideally, the way to correctly carry out an assessment of the
effects of a subsidy programme would be to first determine what the
targeted group was able to accomplish as a result of the
application of the programme vis^hzvis. what the group would have
been prevented from doing in the absence of the programme and
measure these against the stated objectives of the programme for
which the subsidies were offered. This kind of an assessment would
be very difficult to accomplish given the data situation in most
African countries. However, since the primary concern of any
effort to assess the impact of a subsidy programme is to link the
effects of the subsidy to its original rationale, the formulae
presented above represent a first and useful step in aceomplishinq
th-xs task,

IV. APPLICATION OF SUBSIDIES IN AFRICA1

In comparison to other developing countries, especially in
Asia and Latin America, very little empirical work exists that
sheds meaningful light on the experiences of African governments
with subsidies. The fact is that since colonial times,
agricultural subsidies have been used in Africa as a measure to
induce farmers to try using new inputs and thus to become convinced
of their value. Following the sharp rise in the prices of
fertilizers and pesticides that took place after the dramatic

1 See in Annex II and III Case studies of Malawi and
Indonesia,
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increases In crude oil prices in 1973/74, agricultural subsidies

gained renewed importance as an instrument for offsetting the sharp

rises in the market prices of these Inputs. Interest rates on

Institutional agricultural credit and the supply of water for

irrigation have also been accorded subsidies in the development

plans of many African countries.

In fact, although appropriate analysis of subsidy issues lack

in Africa, most, if not all African countries have tried to

influence production by subsidizing the cost of inputs to encourage

input use and increase productivity• Such subsidies on inputs in

general and fertilizer in particular have reached 100 per cent in

some cases. (100 per cent on cotton and irrigated rice fertilizer

in Cote d'lvoire; 100 per cent on phosphate rock in Senegal; 63 per

cent on fertilizer in Gambia; 75 per cent In Nigeria; 53 per cent

in Sierra Leone; 90 per cent in Guinea; 70 to 80 per cent on cost

of irrigation water in Burkina Faso. (Tapsoba, 1988).

The insistence of most orthodox structural adjustment

programmes on the drastic reduction If not the total elimination of

subsidies by African governments Is obviously a cause of concern•

Many African countries are therefore caught in a dilemma: they have

come to accept subsidies and the theory and practice, of government

intervention elsewhere would tend to support their contention that,

subsidies provide one of the most effective means to stimulate and

generate increased agricultural food production In Africa.

The question Is whether, as part of its overall strategy for

development in Africa, subsidies have been effective, both from a

cost and efficiency point of view. While In many cases, the answer

to both questions may indeed be negative, the critical issue is not

so much the acceptability of the potential role of subsidies in the

overall development of African economies, but rather the poor

manner in which subsidies have been managed In Africa in the past.

There is no doubt, therefore, that Africa needs.to subsidize

its agricultural food production in order to foster food self-

sufficiency for the continent. The tables In annex indicate the

agricultural food products which should be subsidized. Such

subsidy programmes should be targeted and not only addressed the

production in terms of quantum, but should also take into account

the related sub-sectors -which constitute the sine qua non

conditions for a socially and economically profitable and

sustainable agricultural food production for the continent. These

sub—sectors include: storage facilities, preservation techniques,

feeder roads, transportation and marketing infrastructures,

irrigation and innovation and technological changes.

As regards physical infrastructure, including feeder road

network, irrigation, transport and marketing facilities such as

appropriate storage processing and market centres, public subsidies
should be made to encourage local participation by farmer
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organizations,

for investinnr a:*G/

could also bc?tn

institutions tr *pi

rural savings :;nd

undertakings.

The fulfillment o

infrastructure cor^^t"*

technological packages

transfer of these

tbe

c :or :

^^ijim jocax resources

*> ^i] Lties, Subsidy

ui rural financial

« >tion for mobilizing

cr " cc? 1 development

tV:. narlcetlny,

-^5 frciii research

credit d other physical

^7^r^ <~doot appropriate

},:ii:r constraints. The

stations to the farmers

would require a certain deejree of well t^rgetea subsidy.

Because it is oas^ to intreduce than to remove, and the

necessity not to n?lce rn^Gify a permanent feature of development

process and because of the co^t involved subsidy programmes must be

simple and responsive t-> s^.'-'.ti1 and political set up, targeted,

commodity specific and app..iia on a country by country basis taking

into account the social «?nd economic structures of member

countries. Two case studies ar 2 presented .ir annex on Malawi and

on Indonesia, which prcvi-^n roue insiaht-. :I ito the basic issues of

policies involved in "ci^ ^ .; •:; ",:.i s - . ,,^ •,. ^ programmes.

¥• FINANCING OF THE J^OOD PRODUCTION

As clearly underlined in uhe prov ioi\s sections, agricultural

subsidy prcgrcn^^c: ^-v:.;. il i^jrr* ** « * J*;-:;:-ci ^l ^osts which cannot be

left to the qoverniient hac??;^v; alont. ":c ban- ie,

Consequencly^f cts ui.ueiixiicu 1 . ,*^~i>-i. , measures to accompany

and facilitate the ir-pleipent-i/cion arS* the financing of subsidy

should includez

appropriate p

difforent lai

should v"i ^Id

(a) Bcttiro iv.-) ^i^;c^>- cfr; : ry^ten r"C rnsitre and stabilize

l to prc-du-^c rs <xnd consumers 1 the

;.h- Lool aid the ceiling prices

es tc aK^i st the? financing of

tc ;;--r-Mo ; ^^ >:eep incentive to

product?r ^ qn?r;j,c^ 1 miniirium pr:.c <s should not be lower

zhe^i 'jova^c*r *i~-.r.s~J~ pric:3, J~ r,"3ci^4on the institution

in. c:-arqv- o, n-utfer stodc shobld have appropriate

managerial ::)zjL±!&f ^.daqaate fin^rclai resources, and

logistics such ss tri# ?\f and rtorage facilities.

(b) gradually eliminate imports 01 competitive food products

vica tired- aar;1 / ; inc".; " L "^ t-tr : ^fr> and non tariff

barriers and/or ciariolit bar, or iarpo^ts) savings from the

applicatioia o*: suj»- policy should contribute to the

financing oi the su. z:.£y ^r^q^.amrx.es.
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(c) Gradually rc-luce and eliminate consumer subsidies this
poln- w.~.u-r re. lex o resources to the central budget to
"cn-.-ibc^x -u ..-a tir«.nci-.g <■• - subsidy programmes and
brirq db-u'L .-. roie equitable distribution of income.

(d) restrict the influx of "food aid"_ in order to reduce its
adverse effects on local production.

(e) ensure that the above policy measures are implemented
under approoriate economic and social conditions ot
individual *country and are responsive to those

conditions.

Because of its political sensitivity 9..
production subsidy scheme should involve all related
(Finance, Agriculture and Planning...)

VI AGRICULTURAL FOOD PRODUCTION SUBSIDY
POLICIES COORDINATION

As indicated in FAO in depth study of African agriculture

(1986), it is clear that focusing solely on f°°d production subsxdy
as one of the measures to increase food production directly at the
farm level to attain food self sufficiency for the continent is not
a sustainable and viable proposition unless other sectorsand
services supporting food and agriculture are operating effectively
and efficiently. This means that farmers will not reap «»effull
benefit of increased production if their surpluses are J
their hands because marketing, transportation, and storage
facilities are deficit. To brinq about long term sustainable
availability of food through efficient increase in domestic food
J/ d td it is essential to ^ove not only
availability of food through effi
pJoduction/storage and trade it is essential to ^ove not only
the incentive structure fiauinq both food and export; crop producers
but to improve also institutions and infrastructure. There is need
for appropriate policies in the following areas:

(a) Consolidating the market for African food production.
This includes measures to protect, local foodstuffs
against imports, improvement in the processing of
traditional staple foods, not only grains but also
tubers, roots, plantains, etc.

(to\ Designing and implementing price policies that would
improvP the terms of trade in favour of agriculture while
allowing for flexibility to take account of international
prices and avoiding fixing pan-territorial prices.

to) improving the effectiveness of agricultural input
delivery systems as well as effective credit programmes

1 FAO 1986; and Tapsoba, 1988.
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to increase productivity of both land and labour, in
this respect disbanding parastatals in charge of inputs
in the course of structural adjustment programmes
implementation should be done carefully and gradually to
avoid disruptions because the private sector may not be
prepared to assume this function.

(d) Implementing marketing policies that would improve
marketing effectiveness and efficiency. in this
connection the role of parastatals should be reassessed
and their functions redefined in light of bitter
experience of the past. This role and function should be
viewed as complementing those of the private sector and
limited to those activities that are not expected to be
performed by private enterprises. For example;
(i) managing emergency and strategic food stocks?
(ii) selling food to deficit areas or to populations
targeted for special food security interventions?
(111) being a buyer of last resort or intervening in
these areas where there is market failure to improve
competition; (iv) implementing producer price support
and consumer price stabilization to the extent that such
an activity is carried out within a reasonable price
flexibility framework, i.e. not too far from the market
prices; (v) improving market forecast and information on
market structure, conduct of operators, prices and
margins, deficit and surplus areas, stocks, and
disseminating information for use by market operators.

(e) Upgrading producers technical skills through an effective
extension service that would transfer research results
and spread technological innovations leading to
widespread and rapid adoption of profitable technological
packages. *

(f) Promoting greater participation and involvement of local
populations in the decision-making process and in
building local institutions and infrastructure. To this
end it is important to decentralize the decision-making
and the political process so that local populations can
fully participate in these decisions that touch their
lives. Local projects/programmes will not be successful
if local people are not involved in the decisions and do
not assume responsibility for implementation.

(g) Pursuing an aggressive research policy and disseminating
the findings of research to the farming community with
equal emphasis on export and food crops with the
objectives of increasing productivity of land and labour,
driving down costs of production, promoting
diversification and reconquering lost market shares.
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(h) Investina In human resources development through better,
adapted "and relevant training in priority fields
Including research, management, planning, ^ policy
formulation and analysis, market Information and

forecasting, etc,

(i) Redistributing productive assets such as land through
rational and eauitable land reforms and providing
opportunity to the majority of small farmers for access

to credit/inputs, Irrigation water, etc.

(j) Building physical Infrastructure such as feeder roads,
irrigation/ storage facilities, market centers and
helping establish local institutions to serve the
interests of local people. In this respect governments
have to be more Imaginative than they have been in the
past. For example, there is a need to decentralize
administrative structures to foster participation of
local people in keeping food reserves at the local level,
building and maintaining basic infrastructure. Help
local populations help themselves and not try to do the
impossible task of doing everything for them from the

capital city,

VII. SUMMARY MUD CONCLUSION

This report examines the critical role that production
subsidies can play In enabling the African continent to attain
self-sustaining growth and development which can only come from the
transformation of the continent's economic and social structures*
The continent's production 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 and food crisis Is a clear validation of
Africa's stated strategy of attaining food self-sufficiency and the
need to focus on the production of all of the continent's critical
needs and services, especially the major staple which composed the
African populations diet (cereals - roots and tubers - meat and

fish, vegetable oils, etc.)* <see tables in Annex).

It is interesting to note, however, that most of the reform
measures currently being imposed on African economies continue to
call for an Important role for International trade, mainly with the
developed market economies to meet the food needs of Africa. The
fact that many food su^plu^ J^*eloped b^no«i*t, w£ the world fully
appreciate the need for managing their own food economies and have
in the past used subsidies and price support policies to create
abundant supplies and lowered the prices of food items which are
then dumped into African markets thus creating considerable
externalities for African agricultural producers, clearly suggests
that Agricultural administrators and policy makers alike in Africa
should review their position with regard the conflicting goals of



ensuring nde^e fo..' ,,.,-p'iv r,r +.!•_< \ ^.i^'w jt reasonable

anfcontlnuS ^T^^^ "**
The ach"eva;ncnt of the above r.o^l vn >1 acquire the

intervention of African gov^-uv.,. uv Vt-,- irva. of production
marketing, consultation, ... ,tt c', ,iar,ocl ard we]] targeted
incentive schemes tc stimulc.+ e ,n-: generate tin. nradpd increased
agricultural production ir Africa wi'l need t; be px t -in place.

Despite the numerous criticisms currently levelled against
them, production subsidies and other price support measures
continue to provide one of the most effective tools for attaining
the food self-sufficiency goal in Africa. The purpose of this
report, therefore, was to examine the role that these policy
instruments can play in the goal of attaining food self-sufficiency

_ The report oaial:**. tfce p-irpos.- ^ dl r>-ent types of
agricultural support ^sures, vlth p<*xt,ou>ai emphasis on
agricultural pio-«ucti0a s"bsidjef and outlines ths contemporary
theory of thest irliey 'ns;ments. -. d'tional purpose
of production soo..;dioB i~ hirlca ins >voJ»»i w-Jcultural inputs.
The report ther^ore atn.mpts to provid re-ect-d case studies
involving the applic.t Im cf inpvt subr^1>F :-. »f ica and examines

i^^SUe °t*"**'*1** ^ ^«- conta-t - the- economic Commission
"^^S) f lt*"*^fc rta«wor : to St^ctaral Adjustment

The Report concludes that, while there exists several policy
tools which a government can use to increase the availability of
designated products, such as tariffs or quantitative restrictions
on imports, domestic content requirements as a condition of
domestic production, and even trade liberalization, if food self-
sufficiency attainment by mcreaseu production of desicmated food
products is the objertv- -f ^vrr^ent, a subsidy on the
production of these ■:. ,,. ,it.,t v;U represent the most
economically effic.:.eM ffar^ai tc achieve hhr obiective.

The problems associated with the management of subsidy
programmes in Africa include; difficulties in reaching the intended

?^efiClXarie-*f dlfficulties in establishing the appropriate subsidy
X, v. °, !r? ^°ng .bureauc^tic process of determining the
subsidy budget allocation? and insufficient inputs procurement
procedures and marketing channels.

Because subsidies usually ■ represent a sizeable source of
income, many people,, including these who are not targeted for

*£n1St.lnce' °Aften find Vfayp (both legal and illegal) of profiting
from them. As a result, hoarding of the subsidized inputs even
though the inputs arc. being sold through official channels.
Consequently, the group of farmers tor w^.o*. ^ subsidized inputs
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are readily available,, tit ■ - ..j: -3^u siv -^ _politically
influential farmers end up •"...-... •■ ;-^- «r*^t*B. ^r.iH.a

Another major management problem area In t He inpl^;entoLion of
subsidy programmes in Africa involves che esfabKs^ent of tne
proper subsidy level and its financing. If ii Is s-e* too low it
may not accomplish its Intended purpose o; e.xou^g — larmers to
adopt or maintain the use of the input. On rXe oviiez hanc. x*. it
is set too high, It may lead to wastefuj resojr-e alicantxon.
Furthermore, unless appropriate measures are ^*e- ^ cneuie tJie
financing of subsidy programmes, they may -,ct..^ *. l>puvy ouraon on

t bdt

fig p

the Government budget.

Inefficer i -rrut-- rroc"' *-tc ,

infrastructt res, «/M marketing ' ': nr - i". ' -^ countries
have also hanp.r^-i the c'tz.de t . -a^ - f c.-- .cy programmes.

These probL. «, o*r-i cu3-'n, r . . . t .- vh< re, despite
the accepted *ssu*pt-or.s th,r sdi- J' -«v . 'v - v m-asure and
that thev vould ev ,i\ caliy be -en>, a, -- ^- to remain much
longer than ar-.ici alra. J-. m- \ cre^ P-a. ; ;J rr^seu-es have
forced the cont3"aafi^n of ^ult-icV-- •cl"1 oevrnn , .f. fe,-,k period of
usefulness. Pur.i»ia.^e, in ^c<e-al u'es .h^ "«^ -mposed by
-..u«iji., MV.AAn -w-t^rt-' v*ra- £5 V\uar«rkTnf- mi r^ n^orM ip- »iui t.i\€? recent
usefulness. Pur,

subsidy orooi a-me? hv.e ber-omt qu re vorii ip .-ttl. the recent
increases -n i-pvx ri icc-s thus uK.nq t .e int-oduc' .or, of subsidy
programmes very diriicuit for man> Arxican coanuies ana adding
significantly to the cost of production of the adopting farmers.

However, the critical issua with subsidy in Africa is not so
much the acceptability of itr, potential role in the overall
development of African econoi^*- - ^ rather the metrective manner
in which subsidy programmes luce i-.en organized and managed in
Africa and the lack of any mecnIreful analysis of the experiences

of African governments with sui-sici^s. There is also a need to
correlate the agricultural food production subsidy policy measures

with other policies within tn* rramework of African structural
development and transformation, recommendations have been made in
this paper for the coordination ot the subsidy measures wiLh other
sectors and services supporting food and agriculture. AAF-SAP
therefore has a very important role to play in providing a
framework in which country specific agricultural production
subsidies can be effectively organized and managed in the continent
for the attainment of the declared objective of African food self-

sufficiency.
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I of total calories consumed

Cereals

Country Coarse Roots & Pulses

Total Grains tubers
Heat Milk Sugar

Hortb Africa 59.4 16,2 1.6 2.2 3 5.7 11,4

Algeria

Egypt

Libya

Morocco

Tunisia

Sudan

56.e

62.6

42.7

64.6

59.1

48.6

4.7

16.$

2.3

18.5

3.4

37.4

2.2

LI

1.5

1.3

1.4

1.8

2.1

2.2

1.8

2.5

2.7

2.1

2.1

2.6

5.7

2.5

2.8

5.8

»est Africa 46.6 31.1

Benin

Burkina Faso

Cote d'lvoire

Gasbia

Ghana

Guinea

Liberia

Kali

Mauritania

figer

Nigeria

Senegal

Sierra Leone

Togo

Guinea Bissau

Cape Verde

36.8

71.1

39.3

61.3

31.4

41.7

48

76.8

51.4

68.4

42.2

66

59.2

46.1

71.7

58.7

30.1

63.7

12.1

24.9

23.9

6.3

0.6

57.2

13.4

63.4

31

30.6

7.1

36.1

23.4

31.6

36.

1.

27,

1.3

46.1

16.6

22.5

2.8

0.5

4

30.2

0.6

6.4

30

6.2

2.9

2.8

9.4

0.3

2.3

0.4

3.5

0.6

3

4.3

10

3

0.9

4.1

4.3

0.8

5.3

2.4

2.4

2,5

2.5

L2

L6

2.1

3.7

3.3

3.2

1.6

2.7

LI

2

3.2

2.2

Great Lakes 20.3 15.6 5L1 6.1 I

Burundi

Rwanda

33.2 30.6

23.2 21.1

17.8 12.2

23.9

34,9

58.1

23.9

20.7

1.6

0.9

Li

1

CaierooD

CAfc

Congo

Chad

Gabon

Sao Toie t

Principe

43.6

21.3

22.4

51.2

20.1

35

16.1

4.4

44.7

6.2

17.9

51.1

43.6

17

38.5

IA

I

LI

5.5

0.1

3.9

2.1

3.2

4.6

9.2

3,3

8.?

2.6

4.2

13.7

25 3.1 1.9 L3

o.a

2.1

1.8

2.3

0.4

1

0.7

2-5

21

3.3

0.7

2.7

0.5

e.4

1.2

3.7

0.9

2

Central Africa 38.3 29.2 26.3 3.6 3 1J

0.8

GJ

1.2

3.9

1.9

1L2

11.4

12.3

12

9.1

11.8

0.9

2.4

5.1

12.4

1.6

3.8

3.3

3.3

9.2

2

3.8

5.5

1.9

4.9

1.5

13.9

0.7

L2

LI

4.5

5.1

0.5

5.3

4.6

5.7

Vegetable Banana k Citrus Fruit

plantains

37.2 6.1 13.| 4.6 L5 2.3 5.5

2.1

LI

2.9

2.8

1.3

2.9

1

1.4

0.9

0.5

2

0.4

1.7

5.8

1.1

0.9

0,4

1

LI

6.6

1.7

0.7

0.6

0.5

LI

1

0.9

L5

L3

0.5

0.5

0,6

0.8

0.6

04 9.5 2.3

0

0.2

0

0

0.1

0.2

0.2

0.1

7.7

0

5.9

8.3

4

0

0

2

0.1

1

0.3

2.9

0.3

6.3

13.1

5.1

AA

4.5

0

15.2

L7

0.4

0.7

0.5

0.5

0.1

0.2

0.1

0

@.l

0

0.2

0.8

0.1

0

0

0

0

0.1

0.7..

0.1

0

0

0

0.2

0

0.1

0

0

0

0

2.7

2.2

5.1

1.4

3.1

2.5

2.1 0.1 0.7

1.8

0.5

0.8

0.3

0.2

0.5

0.2

0.1

2.1

0.7

0.7

0.5

0.9

0.5

0.9

2.4

S.5 0,1 0.7

0,9

O.I

0.7

6.2- 0.1 1.7

LI

0.3

3.7

3

1.8

1

Vegetable

oil

11.1

11.1

10.3

17.2

10.3

13.2

12.1

13.5

16.3

9.6

12.2

17.1

10.8

15.7

17

6.8

7.3

7.2

14.2

20.3

22.5

10.5

10.8

9.9

10.3

8.1

2.7

12

13.9

14.7

15.8

14,9

10.9

11

31.8
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Table 5 - (cont'd)

Tof total calories

hCountri
oarse loots i Pulses Meat Rilk Sugar Vegetable Banana I Citrus Fruit Vegetable

teks tubers piaataia*.. oxi

Eastern and

Southern

Africa

Botstaa

Ethiopia

Kenya

Lesotho

Madagascar

Malawi

Mauritius

Sosaibique

Coioros

ingola

Soialia

Swaziland

51 43,6 16-2 5.6 2.9 2.8 4.9

Uganda

£asbia

Ziibabie

63.2

74,1

63,9

78.1

80.3

71.2

55,3

35.6

43.2

35.5

S2.7

53,8

47.1

28.7

75.1

6S.3

52,2

59.2

E6.6

SI.3

4.1

68.4

4.9

24,6

4.1

2W

38

46

38

27

87.6

57,1

1

3.2

8

0

20

5

1.4

42.6

31.4

33.3

1,1

0.5

27.1

34,7

4.9

1.5

6.1

10.1

3.4

2.9

1.8

7,2

3

2,6

2.1

3

1.6

1.2

5.7

10

0.3

2.5

4.5

%J

3.3

3,3

6

1.4

a.2

1.7

a,a

4.1

6.1

6.8

a.2

2.3

2.1

2.1

8.6

2.7

4.9

2,5

0.4

0,5

8.9

1

1,3

.3.4

IS.5

4.6

1.9

2

0.9

U

11.1

2.4

9.3

1.3

3.1

3.3

17.2

3.9

3.4

4.3

■9

21,8

2.S

1.5

8.3

13

0.7

0.4

0.6

0.6

0.7

0.8

0.8

0.4

0,2

0.8

0.2

0.6

1.2

0.5

1

0.5

0

0.2

L9

0,1

1.4

2,2

0,3

0.5

0.1
0

0.3

9,

A
n

1

s

14,8

0

0.6

0.4

0.2

0

0

0

0.7

1

o.a

0,4

0.9

1.7

1.3

0.2

1

0.5

0.8

2.3

1.1
■»

0.1

0,6

Ifrica 1/

(1983) 50.5 28 17.3 3.9 2.5 3 6.4 1.4 1.5 0.2 1.2

5.7

3.1
3,5

4,1

2,5

3.2

bJ

12

10.6

9.6

12.2

10.2

7.9

4.9

5.2

6

8.7

10.1

1/ for 43 ifrican countries deludes South ifrica, Maiibia, Seychelles. Coioros, Cape Verde,
Sao Toae I Principe, Equatorial Guinea, Guinea Bissau, Djibouti

Source: Coipiled and calculated froi by JETO W 2000 CoipuUr Print-Outs, 13 July 1987, 110, lose.

Conodity Aggregates:

Cereals: Iheat. rice, paddy + taise + barley 4.sorghui + other cereals

Coarse Grains: Cereals - (ibeat ♦ rice}
Hoots + tubers: Potatoes + sweet potatoes + yais ♦ cassava + otto roots ^
Pulses: vetcfees + lupias 4 lentils * piseon pees * teaas t *i^ m,> - ,,- t -.^Vi ^eas . coi pea

+ other pulses .

Meat: »ee! + veal + buffalowat + wtton ♦ laib + pat leat + pig aeat + poultry teat

Milk: Milk and dairy products Iwhole silk equivalent)
Swar Sugar froi sugar cane and sugar beet
ftltabU OiU: Vegetable oil Cm soybeans, «roiutat. sesase seed, cocoauts.. suulflfer seed, paU oil,

Mil - kernel oil and all other oilseeds
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Table 6 ~ Methodology and Main Assumption of the Scenario

1. First Projections of domestic demand made by:

(i) Country; (ii) Commodity; on the basis of population and
GDP growth projections

Population Growth Rates; (b) GDP Growth Rates

ww rr,.r in,,.

Africa

(Sub-

Sahara)

(38)

North

Africa

(3)
IW ii in.mi j

•'■■'' ■i.-a1" i.i.1!1 ., jai-js

Medium-

variant

Population

1985

416

265

I1"'1 ■ ML.,,1

2000

675

387

' JJW*» 1 f i ■■III II 1 ■ ^| ^.W .,,m |. ^ , ,g

(a)

t-u,M, j iifv.Tji-rrsa■■i'i j1 ^..i.ijic^ur.aaffrma

Population Growth

Rate per annum

1970

-80

3.0

2.7

1980

-85

3.1

2.7

1985-

2000

3.3

2.5

p*a*!f.'.r". ii "yt1-:-,'--"

nil 1

GDP Growth Rate per

annum

1973-

80

3.1

4.3

i-"Ut.l.'liW ■MV,'8T!BBH

1980-

86

0.5

2.2

M.'. . 'I 'TlffTP ,' I,,',,),;.

1986-

2000

3.5

4.0

Pr°3ections are based on the GDP growth rates for the
"~2000

«Aal Initial assumptions follow as to national self-sufficiency
goals of developing countries.

p, tentative "targets" of production evaluated and
for their technical and economic feasibility taking into

account the full range of relevant factors:

(i) agricultural resources
(ii) technology
(iii) productivity trends
(iv) input requirements and required policies

4. Food demand

Jf ??r ,<-,?UtL1S Pr°3ected asl-Bt () he base year data for
^ ^f ****■ averaSe (1982/84) ; (ii) the FAO food

estimtd fd dd i

J ,<,? (i) the base year data for
demand mn^ ^f ****■ averaSe (1982/84) ; (ii) the FAO food
demand modex (a set of estimated food demand functions -Engels

UP 5° 52 seParate commodities in each country) and
^nt i*f the growth of Per ca^ut incomes (GDP) .

vad3usted as required by the commodity and nutrition

i ..* kxng lnt° account ^e historical evolution of per
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Table 6 (cont'd)

(b) total projected food demand obtained by simple

multiplication of the projected per caput levels with projected

population.

Note: For detailed information please refer to agriculture Toward

(AT) 2000, FAO, 1987, paras: 8-3,57; 3.49-3.51 and 3-52 to 3.55.
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The formulae for calculating the different parameters are as

follows:

Level of Heeded. Input

The amount of input needed to produce a desired amount of

product is:

Ns

Where

x

XNs

Amount of input needed to produce a desired amount

of product

Amount of input purchased without subsidy

Amount of product produced without subsidy

Amount of product produced with elasticity

FrGducrion elasticity

lput price level

The subsidized input price necessary to induce farmers to

purchase X , the amount of input needed to achieve a targeted

production level is as follows:

Ns

where,

P.

NS

*^s

X

The input price needed to induce fanners to

purchase a desired amount of input

Price of the input without subsidy

Amount of input purchased with subsidy

Amount of input purchased without subsidy
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« •

e = Prica ^s^i-ity of input demand with respect to
the product

Cost of the Input_Subsld^L-££aa£aiaE-fi

The cost of the input subsidy programme to the government is

This cost is calculated as follows:

GC « X£ [Ps - PNs]

where,

GC - Actual cost of the subsidy programme to the
government

X = Amount of input purchased with subsidy
s

P^ = Price of input with subsidies
<?>

PKT « Price of input without subsidy

Reduction Ar

-Ms is a measure of what the government would have to pay if
it had* to import the product in order to achieve some kind of
S witSPrespect tS the product. It is calculated as follows-:

GR - <PD - Pw) (QB - QNs)

wheref

GR - Reduction (or possibly increase) in government
revenue resulting in a decrease xn the xmport ot

the product

PD = Domestic consumer price for the product

p ^ Import price for the product
w

q, - Amount of product produced with subsidies
s

= Amount of product produced without subsidies

s

Producers' benefits which represent the extra, income that the
farmers obtain as a result of the input subsidy is calculated as

follows:

■Pr — ' '*ns ~ S' Ns x~ P'
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(QNs - 08) Pb ~ Ps C*s -xNs)

Where,

PB ~ Producers' benefits

PNs = Price of input without subsidy

Ps = Price of inp\it with subsidy

Xjjs — Amount of input purchased without subsidy

Xs - Amount of input purchased with subsidy

Mp = Ratio of unit processing and marketing cost to

consumer price of product

%fs ~ Amount of product produced without subsidy

Qs = Amount of product produced with subsidy

PD = Domestic consumer price for the product

Net Savings in Foreign Exchange

The net savings in foreign exchange indicates the saving

achieved as a result of not importing the product. It is

calculated as follows:

S = Pw <QS - QNs - PNs) (1 - Mp) (Xs - XNs)

Where,

S = Net savings of foreign exchange

Pw = Import price of the product

QNs ~ Amount of the product produced without the subsidy

Qs ~ Amount of the product produced with subsidy

= Price of the input without subsidy

= Amount of the input purchased without subsidy

Xs = Amount of the input purchased with subsidy

Mp = Ratio of unit marketing cost to the retail price of

the input

The above estimates represent straight forward calculations of

the costs and benefits that can be attributed to the application of
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lm Economic andJFinancial Problems

The deterioration in financial and economic indicators begun
to worry policy-makers as early as 1979, but the government did not
respond coherently to emerging difficulties until later. A number
of initiatives were mounted (increasing the consumer price of maize
by 37 per cent in 1979/80, attempts by commercial banks to upgrade
the productivity of tobacco estates) , but they did not form part of
a systematic reform programme* The government did not have the
analytical or organizational capacity to diagnose the problem and
to outline ways of solving it. When confronted with such
assessments by the World Bank, the IMF, and USAID, government
officials reacted in different ways. Some high officials had
clearly prepared for these reviews and their comments were serious
and thoughtful. Other key officials, however, tended to be evasive
or circumspect. There was no attempt either to put together a
collective government response to these critiques offered by
outside agencies or to develop an alternative blueprint.

The chronology of economic policy events helps in
understanding the gathering momentum of the reform effort. The
chronology of policy events was as follows:

October 1979: IMF stand-by Agreement (30 months)
April 1980: IMF Revised Stand-by Agreement (24 months)
June 1981: World Bank Structural Adjustment Loan I
August 1982: IMF Stand-by Agreement (12 months)
September 1982: Paris Club Agreement on Debt Rescheduling
March 1983: London Club Agreement on Debt Rescheduling
April 1983: World Bank/International Fund for

Agricultural Development Smallholder
Fertilizer Loan

September 1983: IMF Extended Fund Facility Agreement (36
months)

October 1983: Paris Club Agreement on Debt Rescheduling
December 1983: World Bank Structural Adjustment Credit II
December 1985: World Bank Structural Adjustment Credit III
March 1986: Consultative Group Agreement on External Aid
April 1986: Cancellation of IMF Extended Fund Facility

Agreement

December 1986: World Bank Supplement to Structural
Adjustment Credit III

Adapted from Ravi Gulhati: Malawi (promising Reforms, bad
luck) Economic Development Institute of the World Bank. EDI
Development Policy Case Series, Analytical case studies. Number
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A series of IMF stand-by agreements, aimed mainly at

stabilization, were interspersed with structural adjustment loans

embodying policy agreements with the World Bank that focused on

supply-side measures. The Bank and the IMF apparently played a

galvanizing role in the evolution of Malawian policy* Staff of

these international organizations undertook the bulk of the

analysis (or helped the government to define, supervise, and

finance expatriate consultants who did the policy analysis) that

underpinned the reforms. The posture of the international

organizations was that Malawi could obtain scarce, quick-disbursing
external funds provided the government agreed on changes in
economic policies„ Such conditional lending helped to some extent

to fortify senior civil servants keen on carrying out reforms.

Their influence in decisions and in their implementation varied,

however, from topic to topic and from year to year*

2* Agriculture Policy Changes

Little progress was achieved initially in phasing out the bias

against pricing of export crops. The year 1982 saw a large

increase in maize prices, tilting incentives further in the
direction of food self-sufficiency (see table 2 below). Maize

purchases by ADMARC x rose substantially, allowing the government
to build up the strategic food reserve. Later on, the producer

prices of export crops were raised sharply. For example, the

producer price of dark fired tobacco as a proportion of its border
price rose from 20 per cent in 1981 to an average of 29 per cent in
1983-85. Production responded to these incentives. ADMARC maize
purchases reached a peak in 1984/85 and then declined. The sharp

fall in 1986/87 was the result not only of a deterioration in

relative maize producer prices but also of a loss of ADMARC's

credibility owing to its inability to buy all that farmers offered

in 1985/86. Furthermore, cross border purchases from Mozambican
farmers contracted owing to growing guerrilla activity.

The government process for determining producer prices
involved technical work within ADMARC and the Agriculture Ministry,
leading up to recommendations that were considered by ^ an

interministerial producer price advisory committee• Final
decisions, however, were taken by President Banda. There had been

agreement at the technical level on the need to apply a new

methodology in the course^ of negotiating the first World Bank

structural adjustment loan. Difficulties had arisen in applying

the suggested methodology. However, the decision to raise maize
prices sharply in 1982 had little to do with methodological issues.

It reflected the president's preoccupation with food security
against the background of drought experiences. Civil servants'

recommendations on the basis of the agreed methodology were

ignored.

1 ADMARC: Agricultural Development and Marketing Corporation



Table 1 -■ Malawis

and Volum

Source

World Bank Group

IMF

Bilateral A

Bilateral other

Commercial banks

Supplier's credits

Gross Commitments, Net

e of Imports,

1980

14

36

104

29

22

23

1981

115

38

105

7

33

2

1980-86

1982

E.EGA/GK.16/10
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Resource Transfers-,

1983 1984

Gross Commitments -

(million $)

11 55 99

12 36 38

96 85 75

-n.a. 13 n,a.

9 n.a. 3

1 n * a. 3

1985

127

23

78

8

3

2

1986

25

0

193

67

0

0

Total (Ail Sources)

World Bank Group

IMF

Bilateral A

Bilateral Other

Commercial Banks

Supplier's Credit

Total (All Sources)

252 303 149 232 257 277

— Net Resource Transfers

(million $)

19

34

99

23

10

44

24

113

0

2

193

42

-6

91

-5

1

-5

124

19

18
77

123

67

8

77

2

-3

58

24

~6

76

-5

2

-4

97

411

imports of Goods and Services

(1980 K million)

319 304 310 278 227

285

72

-24

90

-10

-42

-3

83

202

Source: World Bank data files.

The initial pricing methodology was Improved over time and

gained acceptance in civil .service circles (Kirchner et al» 1985).

The Ktethodology was based on a multI--market model consisting of six

sets of supply and demand equations (cnc for each crop and one for

fertilizer). It * a^.J "^ '~^aci -^ 7— - - - ^rces on all crop

outputs and fertilizer uso. ?nd arjcsscd tht Impact on the real

incomes of smallholders ar<& urban an?^^:, ^DMARC'r surplus from

crop trading activities, and net f-^tiq*, r vchanoo earnings from

agriculture- Recommendations rnac*e ^v ^i\ ^ servants on this

foundation provided the basis for goveLnmt;^; decisions to some

extent. Some people expressed concern, howeve1, rhat the pursuit

of this approach had led to decisions that had kept nominal maise
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prices fixed for too long and that this had precipitated a sharp
*all in the production of maize* Lele (1988)x pointed out, for
example, that in 1986, Malawi's smallholder maize producer price
was only 50 per cent of Kenya/s and €0 per cent of Tanzania s at:

purchasing power parity exchange rates.

Table 2 - Malawi:
and Amounts Purchased

Dark Fired

Tobacco Groundnuts Cotton Maize

ADMARC Producer Prices

(tambala per kg)

1980/81

1981/82

1982/83

1983/84

1984/85

1985/86

1986/87

1979/80

1980/81

1981/82

1982/83

1983/84

1984/85

1985/86

1986/87

59

59

59

59

91

125

125

11.3

12.8

8.8

9.3

19.2

20.0

17,2

18*1

33

33

37

55

60

70

75

ADMARC Purchases

31.4

19.5

10,6

10.2

9,9

18,2

53,2

44.8

23

23

29

38

42

46

50

s ■

23

21

15

13

32

32

21

21

.1

.7

.1

.4

.1

.7

• 8

.4

6.

6,

11.

11.

12.

12.

12,

91.

136.

246.

244.

296.

271.

112.

59.

6

6

1

1

2

2

2

9

6

1

6

4

6

6

5a

a In 1987, private purchase of maize was introduced, leading to a

dramatic drop in ADMARC maize purchases.

Sources; World Bank data files? Government of Malawi (1987).

3. ^

The attempt to phase out the smallholder fertilizer subsidy of
about 25 per cent over three years had a tortuous history- On the
donor side it involved the IMF, the World Bank, and the USAID- On
the Malawian side, the Treasury was the lead agency, but there was

1 Lele, Uma. 1988. Structural Adjustment, Agricultural
Development and the Poor: Some Lessons from the Malawian

Experience. Washington D.c World Bank-
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considerable cens^on between it and the Ministry of Agriculture.

Furtl -?rii -ic, t*: ■♦ O -' j ^rao.-l p.o- rr^'^ ^rotirccd. massive
complainl& ir^wt re il"s£ dT r :i"11-"1 "\v. er>l 4^ t^o ^co "* -^dor^hip and led

to ?i significant ^o*.£l lit t,iie gov^j. .\iu,jrc* s T^iiiu^i, T*fc jokers in
the ;^ok c-f cr^s v - 4H>~ drastic dcirer'cj it c * in the transport

sitaatica ovlnq. to t ~:^ e'os^g o: Mo;ra?nbica~i routes, and

devaluation, which put ^r ^t pressure on the kwacha cost of

fertiliser sales*

One can first cite some of the key facts pertaining to this

policy episode* The interpretations given to these events by
various policy actors tend to differ s-ignificantly. It is beyond

the scope of the present analysis to trace out ail the

ramifications of these divergent views.

Some key facts closely relate to this policy episode. First,

fertilizer prices paid fov : Kallh^lit r. dcah\<*- between 1980/81 and
1984/85* There was a furiisr increase of 17 per cent for 20:20:0

fertilizer and 23 per cent fo*- CAN fertilizer in 1985/86, Most of

these increases were the resale of devaluation and rising transport
costs. The rate of sub-id -\-*-3'.v ^ V-«}* a4- g Vv^i of 23 per cent

in 1985/86. A decisicp tied jseen ta/en not to adhere to the
original time table fcr s x> «=*idv wt4 hf"-^w?»l . U.S. policy
conditionality started in i9S5 and <* n^; schedule for phasing out
the subsidy by 1989/90 v*: rf ?> •-. J vjt- "leco^a^. fertiliser use

continued to expand fairly rcpLilvr d"tnojyh not steadily,
throughout this period* :t reclined somowl ar In 1^81/82 and once

again in 1985/86. Kowevei . \. ?e ^._iw\,xjKj y(>av recorded a new peak
80 per cent above tht i'^'/S^ .-^/^. % rhir^. the ratio of
fertilizer to '".?:r- — : '- l- -^^•yso to 11.9 in
1985/86. These ration vor- v*ry rarch hie irr than in Kenya and

other comparable countries (V:3e 1987, p. 3 } -. c.he profitability

of maise (except K.: .^i; . uih:^ t-.rllizer) declined

absolutely and even more * *--ipli x-t i -..auiL . i:c uargins applicable

to groundnuts,, tobacco, \ »v* ccrton, »oir;hf the government

abandoned the subsidy Rro : preg*v ^ ^-i > t^cugfi it meant doing
without some conditional finance.

^Three conclusions can be arawn from this episode. First, the

subsidy removal programme started out mainly as a measure to reduce
the budget deficit. The subsidy constituted 6 per cent of the

budget deficit In 1984/8-5. A full scale analysis of the

consequences of phasing out the subsidy for fertilizer use,

adoption rates for hybrid maize, and maize production was not
undertaken at the outset. This was unfortunate. Second, agreement
either among various Malawian agencies or among various donors was
not unanimous. Positions were adopted and negotiations undertaken

Lele, Uma. 1987 Structural Adjustment, Agricultural

Development and the Poor^ " _\. oi .->or rr^s c\ 'T'l^wl. Washington
D.C* World Bank (mimeo).
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without an appreciation of how the prograxnae

economic objectives or various socioeconomic

i
recogSS Sa^rtilize? and agricultural ere^^
basic reconsideratiorx to address the special needs of
poor smallholders.
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Fertiliser in Ir-do'iesiar, Agriculture:
Agricultural EconGTr:ics, 3 ;198^) Elsevier

B«V» Amsterdam.

I?Steven

subsidy

Tabor

Issue

Publishers



e:y I" I

Page 2

s an i-pot «.*,■». poJ xt ica. tonwnt te tnt. n.aones ar

~-r< --o, •: '• ^ influence Jeclsicrs i-qa^^ -h-

provide ferfli'pr s b.-i^es *as ^ ^_ _^ ,.„.„-<-

.'^""'""^V^e"1 £C'--""aiVs i" ccrmin>"ticri with the p>-f\iciGH c <?
controlled1" fVoor price ana maximum uxban net price, has enabled
the'GoveiTiment to fulfill the political imperative of providing
sati«5fa<~toi-y incentives to producers in order to extract. _ greater
surpluses of the main staple food while keeping urban prices, as
well as the quantities available on the urban markets, at aU.«l
affordable to the growing, fixed-income, poor and miuale-int-ome
earning population. Subsidies on inputs and output price support,
together with other forms of rural investment, have been jn
important means of securing the loyalty of the rural ex ie
fCollier 1978) to the overall accumulation process fosterea oy the
itate (Robison, 1986). In addition, the development of a
relatively efficient system of releasing government rice stocks_ in
urban markets when prices rise (Hears, 1981) ( +has folded a rice
pricing system which has largely assuaged the tears of urb^n
population of rice shortages and consequently has kept the more
politically volatile urban constituency relatively pleased with the
Government. Keeping the rural elite motivated to produce more
ric», and more importantly, producing an adequate surpius tor the
urban markets., while keeping urban prices stable enough to ^™^
the risks of deprivation and protest amongst the politically
"r'^tiip urban fixed-income earners, explains the fainy widespread
support'for large fertilizer subsidies throughout the military and
political arms of the New Order regime.

By any measure, the policy pursued by Indonesia in the period
from 1969 to 1986 has been successful. Nitrogen use has increased
by 19.7 per cent., phosphate use by 28.7 per cent ana pot«sn ase by
3.7 percent per annum over the years 1972 to_ 1986. For the food
crop sector, the percentages are more impressive; i9.2 31.4 ana
32.6 per cent, respectively. The Economist labelled this r.te o,
growth "... the biggest increase in the world". The 9«^st
uses of fertilizer are for rice and food crops on Java. in J.:-bb,
ever- 60 t>ar cent of fertilizer went to rice,, over 80 per cent went
to all food crops, and over 80 per cent of all fertilizer was used

on Java.

The complementary inputs and practices have grown by equally
high rates (Table 1): extension agents grew in number by *0.5 per
cent annually, farmer cooperatives grew by 32. b P®f /;e.n,%-'
fertilizer kiosks increased 19.8 per cent per annum, uhe number o.

* Indonesia Survey. The_Economist, 15 August 1987, p. 11.

The World Bank has also held up the ^^^e^^SJ3
exemplary in the World.J^xeloKroent JMBSEE < l^bfc. Tne World Bank,

Washington, D.C.
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rural credit banks tripled, and farmer improvement groups increased
11.6 per cent annually. In 1987, high-yielding varieties of rice
represented over 95 per cent of the area of rice and over 97 per

cent of the production in Indonesia-

The price ratio of rice and fertilizer and its stability have
long been regarded as the most critical variables in determining
farmers' income and welfare levels in the rural areas generally.
However, the changes in the economy and the diversification
objective in food crops call into question the single measure of
welfare that this variable represents (Hedley, 1987; Tabor et al.r
1987). In terms of price stability, the nominal price of
fertilizer has increased by 9.16 per cent per year for the period
1974-1987. In real terms, the price of fertilizer has fallen \
slightly, by 2.53 per cent per year. From 1980 to 1986, the padi \
(rough rice) to fertilizer price ratio has remained between 1-5 and \
1.9. For the rural income support objective, the consistently high ^
profitability of rice, twice as high as any other competing food
crop, suggests considerable impact on rural incomes.

Embedded in this success story are the reasons for reviewing
the policy- The subsidy cost for fertiliser has burgeoned from
virtually nothing in the early years to two-thirds of the
agriculture and irrigation sector budget in 1986-87, and about
eight times higher than the expenditures made through the Ministry
of Agriculture for research, extension and production programmes in

food crops, estate crops, fisheries and livestock combined (Table
2), The success in stimulating use of fertilizer makes the policy
increasingly expensive. The sharp decline in available
governmental revenues forces policy makers to reconsider ma}or
spending programmes; since the fertilizer subsidy makes up two-
thirds of all spending on the agricultural and irrigation sector in
1986, the fertilizer subsidy is a prime candidate for budgetary
savings. An added political concern is that while the economics
may suggest lowering or elimination of the subsidy, raising the
fertilizer price to farmers as the means to do so is deeply
sensitive in the countryside. Finally, the rapid growth in incomes
in Indonesia throughout the 1970s has led to considerable change in
the income and price elasticities for food and between food and
non-food goods. These changes dramatically alter the usefulness of
the fertiliser price as a policy instrument in the agricultural

sector.

Two basic issues emerge. First, who are the beneficiaries of
the fertiliser subsidy, and second, what are the impacts on farmers

and food crop production of removing the subsidy.
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Table l - f

fear

Fertiliser consumption*

Food crops sector Ail Indonesia

1972

1976

1979

1983

1986

Year

1970

1973

1976

1979

1983

1986

N

228

313

551

2310

2652

F

21

99

1.30

702

980

K

2

3

18

92

102

Field Farmers

extension coops

1584

3263

6290

11228

14904

31474

2557

3911

4463

6141

7126

Rural

credit

banks

545

2069

2988

3312

3617

3646

N P

255 33

352 111

620 151

2495 739

3169 1131

Fertiliser

kiosks

n*a*

1930'

7774

12485

18322

20303

39

26

84

162

24-0

Framer

groups

3906€

62025

82576

126108

206076

225041

a nutrient equivalent, 1000 t*

Sources: PIMAS Crop Reports, Ministry of Agriculture varictv
~~ ~ reports; and FUSRI, Annual Offtake Report, various :ssu>

Note: Field extension agents are defined, as farm fxe^d
workers (FPL). Rural credit banks refer to village branches or../
cooperatives are the KUDs ,and the farmer groups are the KcIct^c.

Tanl Involved in rice production.
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Table z

Fiscal

year

1975-76

1976-77

1977-78

1978-79

1979-80

1980-81

1981-82

1982-83

1983-84

1984-85

1985-86

1986-87

1987-88

- Fertilizer subsidy budoet: in relation to aocrreaate

budgets

Routine

budget

1,332.6

1,629*8

2r148*9

2,743*7

4,061*8

5,799,9

6,977,6

6f996* 3

8,411*8

9,428*9

11,951*5

13,125*6

15,026.5

in. Indonesia (billion

Develo

pment

budget

257.0

356*0

380.0

450.0

508*0

929,0

954.0

931*0

913.0

1699*1

1137*5

8296*0

7756*7

Total

agricul

ture and

irrigation

sector

budget

257.0

356*0

380.0

450,0

506 *.O

929*0

954 .0

931*0

913.0

1699*1

1137*5

1105*5

1180,7

Fertiliser

and pesti

cide

subsidy

134,.5

107*3

31*8

82.6

125*0

283.6

37,1.4

420.1

324*2

731 *6

477,1

671*5

203.5

Remaining
agricul

ture and

irrigation

sector

budget

122.5

248.7

348*2

367*4

383*0

645*4

582*6

510.9

588*8

967*5

660*4

434.0

977*2

tusu » not applicable.

Gov* Indonesiar several years.

The effect of a price distortion may affect production and

consumption patterns of several commodities simultaneously* Second

and third-level multiplier effects can be quite important when

analyzing the effects of a major price distortion, such as

fertiliser subsidies in Indonesia* In order to evaluate the

multiplier effects of subsidy removal, policy analysis tools which
take into account all. inter-commodity and inter-factor corrections

simultaneously need to be. utilised* A fully-consistent multi-

market econometric model was developed by Douglas D* Hedley and

Steven R* Tabor * in order to assess the "full* effects of subsidy

removal* The model is based, on a set. of adaptive response

equations to model, area allocation: a set of profit functions to

model factor allocation and: productivity &n& an Almost Ideal Demand

* "Fertilizer in. Indonesian Agriculture: the subsidy issue* by
Douglas D* Hedley and Steven fU Tabor in Agricultural Economics, 3

(1.989) 49~68 Elsevier Science Publishers B*V* Amsterdam*
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System (AIDS) to node! consumer budget r-esponse* The sector model
is linked to a three-sector nacro-econcoKic model through -the
accumulation of value added In the factor and proctoot markets.
trade xs used to clear the market, at fixed commodity prices, for
the static simulation. The model Is described in more detail in
Tabor et al. (1988).

Since 1936, Indonesia has progressively reduced the
'budgetary' subsidy to fertiliser* ' However, this is more' a
transitxonal measure In that domestic fertilizer prices ha^e not
been increased enough to offset the loss in revenues from the lower
government budgetary subsidy to the fertilizer producers and
dxstrxbutors. The fertilizer industry has been allowed to offset
thxs loss by increasing its debt-equity ratio with public-sector
fe&nlts; hence a rather transparent budgetary subsidy has shifted, to
becomer .at least in the near term, lore a question of optimal
industry debt management, than subsidy or expenditure. As the debt
burden^increases within the fertilizer industry, the removal of the1
fertiliser subsidy will become ®are a question of a strategy to
reduce debt arrears rather thmn to remove a direct subsidy/ In
exther case, government price controls merely shift the subsidy
burden, rather than eliminate it, The Indonesian approach to
subsidy renewal Illustrates the Importance of looking beyond
government budget allocation accounts to an. economic assessment of
price distortion in order to understand the role of subsidies in an
agricultural economy*

When, the subsidy beganr the. level of fertilizer - consumption
was low and the technology for rice was equally low* The subsidy
appears to have been a powerful tool to induce both the adoption of
the new rice technology as well as to provide some transfers of
income to the rural poor. Since that tine the production surface
for rice has shifted outward and; upward, with substantially greater
aargxnal response to fertiliser than previously (Figure 1 )\ The
effect has been to dramatically shift the fertiliser demand omtward
over the past two decades as a response to governmental spending in
agricultural research, extension., irrigation and other
infrastructure investaent in the sector. Not only has the
production function for rice shifted outward, the slope of the
function with respect to fertiliser has increased, thereby
encouraging the use of the fertiliser in the early adaption years
and making the fertiliser denand function relatively »ore elastic
th&Bt in earlier periods. The price elasticity of demand for
fertxlxser has been estimated as three times higher for the modern
varieties than for the modern varieties (Pitt, 1983}* Since rice
farmers are now rising high levels of fertiliser aad almost
exclusively the HYV rices, the demand for fertiliser for rice
production is^expected to toe considerably more elastic than a few
years ago* Finally,- the production surfaces for other major food
crops are. beginning to shift upward and outward, adding strength to



of Mice

y. rca/cm. ifc/u*

Annex 111

Page 7

i

_JL

Fertiliser Use

Price of Fertiliser



iLH. bb/lb

8

yhe o-c-wth m ,-u, , ,,,m , .j - > . u-~ .- -s r , :<C3and for

. . K > ^ % - :c .:""", *;rl:ore of

JrOv;U"!rh°f6h;:v'" •■"i'r>^ •;•• '^^ cct, narrr :>-; hern based

price elasticities d.spnyc.i < cr aeo icr pc-o Years?/ In the mid-
1970s, the expvi.Ji.u-r .u u^ty f.u T^e vpb rs vvatcd to be
Between 0.5a ana o,fi (l^xc, :.96?). ?v the- carlv- to nid-1980s
the expenditure ■? ^iri'-ity nad fallen to o.ro to c-.2:> (..ohnson et
al,,_1986, l\-bcr et d , "Sf-a*. The a-i; :•: , poent rf rice self-
sufficxencv , the Knoo arc-v^h --i ir.ccre-i, me the broadening of the
wage good base i-, r^o; ;,fN<B iune tor.Lned tc lower the
expendsturej las;ic.irv irv .- ce aid tc- m^ke -i.-e crnsid<=Tably more

demand fur other food c>-o;-s ; a-e increase j ih .rr ly i/the past few
years (Klunip*.r, 3 5-St.K or. inpl.icai io-> o- t>.ir is ti-^ crowinq
importance cf no pri.e ;..-, th« dlviv^rcation of the Indonesian
rood crop econor.y a. o r ■. .-( m: j..-.« L f t ,< • part >f r.'c? nrioe as a
pcjjcy jnstruff,ert .- -^ -uvvy u.^f. -na.lv \.he demand

system resets •-..»i.-»^ - -^ ..7^ . ^ :-^ ., ^a-st-cities a»eng
non-iocd p>.;ccf ..r.; tc, ; < ar.V, v; t i t- -,. ■ ^ .-.«. ie that the
eccnoay -- Koo-,5-- norn -ore r:cn-v- 1i'"> to* dxnq uacro and
sectoral par«;,,,tc3 f ■ , K . . ,>r • ■._, ,„, » ^c^-.:^ ,„ Indonesia.

sectors of the- .-c< —-v .. tiv-.atc .-.■,:■); ti.e ,-,o« traditional
inocpendnnce amon.j c.c.', . .0 on crene v.- oct.oj-tivtirg raiddle-
ancome character isfk ~- -ccc--n.irq tc r:v-?c coonyi-i.ats, this

^ 4^e aeaand ^upj ■ * ..: c^loyrciT markets transforms the
f ert \i i^er^ £cu>-r -. Ofj ^ o- c f i- i en: to a j **ir,t -uVr ^ y blunt and

i^elfaci^nt^ jii^A f/ncnt Jcr \nducinq change In trc rural sector,
aJ*u. icauw -s '; - - ^ - - ^^V p.jr. r.ctu c; ._x ,-;it nc,ing; not
only do the buooe^ry r ^'H^ i^1t the s\?r ability of
expenditures as ^,c- - - , * - - -,..- - - — c- -cior-i pt^ 11-over
fronn the ^acro-l^v^l rr ct n#- sector;: is :m5t^q tne usefulness of
existing ^vp^r*r iii1" ; t r ; ^-x*> ki^ r> \' + v,t,- r 1 icv * v«--^-v ^

Because cf t)-^ '^ji^^s^i prer^;rr to recxa^me spend ina
progr«OTies in the ...c^^ . Ow.^.^r.t :Mm? oC r^ovinq the

fertiliser subsidy u-c rx-;.^ i- ^c-.e retiil. r^sed on the
woaei developf a >v t c . 3 ^ i > t :: , / cv -, , r t he irpacts of
removing the sih^.y .r z*>c Icoc orrr ;^r^-.r over the pviiod 1988-

1992 were s, -,ulaT. _ - " ui'. . .oed c3 '.ustnent

t?^--'^1^"1^"'0 °lV3 c'Ui:'ofit *-J^-^-^ ^^ productivity of
peanuts). Thednr.-,; -. - -s. .,o; -- c-'-v^r^u :"ror 'estimates
using an AJ^c.-t <d -' r.- , < -,,;: ,...--; --IW-V a-id deaand

estimaifcs ate ^:,k.^. irvw, Kii^fo . v ct c.s u: ■] tht expected
excesses or K^n^H-- ,.-. j:.-.o-)o. .>.-- c ,.^r> a ' ,)-^jvo stocJs' changes

1
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~^,~ <4t iC a"1 _sc^'f. P* i*roi- ar«5 sec

T> * T'~ Jr^t" 'fvi I ^ as ii;t. ; ri 1 rvii3te the effects of
? contin">:xiV-i ^I'^^-e^tKar^'-- ^ , cl'.vo, *;uiinc jocent

,v- rV,wr\j ^ »x>c-cH->e :V*" - ~rr "^'^^^ Kr=nl rice a"3CPS

to itci:r.- rv ", r^i .-ent v.th ^cr.^-vJ^ i-^lar.icn f=et at

rice, ot^c. ro. crf^s .Knc"c.'Jv ^?lir"\ .:-.<?---■* 'c^ircHirrtft ^

Z3 } ij r- In -.f^;, a ov,vli of . °? ^" . tvL annually*

"iJ" 1 i^-o-ti: ^ l'cuven uc;(^tjr r 5 ; -f" rvrifiia] prices
for ter-r.^- ^ -t-air.t^c J- .^^r.-^^v t-c^ subsidy is

Maintained*

Trc t)cr-yr\: *rrri\:?^r ^^ic- w'va'.lv -upases by 5 per
cent -c- ».* > (o :>*- c-^t irflat e- j^-; ^ po« cent r^-al price
dvC<nniB% ir Kr- TJ^-zKo f:-oi.i K;% - Th >:a* Jr cne asa^os tbst the
^i^€n:i.#v ^ . ^V^LarVa^i-pVt "0 p^:: ^rrt c*f the cost to PUSHI
o'^'ri'* '^no V-^'iVirer, " iri^I^un- &"re ^?-t savings found in
pro^U^'V-r*^- "?i'~l\xxt\cv rVr:xicn^>^, ch- v^lne of the Fubsidy
on L:r.Ji,u uc^c ,n c.v- iced crcn <rclci m 3^9/ :.s "Rp. 317

10 expj^.f ->>e effects of removal cf the fertiliser subsidy
Vising the rcodel , the real wrice nf fertaj I.zcr in Indonesia will
have'to ri.".^- bs approximately ^r> per cent above the 1087 dtamestJic
p^-icc^ fhi^ nis caiculatei \.y"takinct thf ci: -rmt. domestic price and
ocrvzi T.in<^\l to an effec^avV be cr\ : prver foj Yi.oonesia baseo on
Woilvt "'^ank o,nd USDA p^icc^ c^riU .v:\vt sh^^es frox FUGHI data*
^^rn,, r.- ^v*?rage Inflation rax* ^f B r^" ^ent \n tbe general
pccv v" '"* * l^SS *!<"» 19^3 t-he r.o*iii*&". pTicr- vill hav*- to rise by
cu-vr^r v~ *-"cO jx-r cent, pe^ yrax iuvjjir thi^ rcrio;! to elixainare
^^ ^n£; pS "* >, -€va Llino in 19S7, Ccrf.iirJ^ under this second
^x>1, , -^ . ^- - ^^*»*tnde ■?! th^ subf-^dv \v\.*l ."'icnqe a? world market

c/t;on ex fertilife?? i^ Indonesia change* The

,._.. .. . ,v c^ai^odlty prire fci^c^Dts snow stiength in
t lV. f." a"i/csf i*e.y the- ri:c;'f- r^eci in the simuleticru

However, o'.'^r-vc.pa^cJTv in fGrtllizor prcdcctlon, slack petro3euia
ia\r\'>t^;^; . -•;o;c.^m ih fcn:tiliz^r d®-^r,a qrovrh could suggest
srT^.hHu :.o\i~r ven,l;zei prices +-an ^££?q in the simulation.
No-M^halfc'ss. **ic ^oanltdde of the Ocrer.tic price change ^te
el^^inate"^^^ si^hsidv 5s so large as tc o\crwnelift the- variation
thr~t could cc'Cv-v ir Vi^? from"tn? W01 Id Ban}: forecast levels,
Whatever reasonable iore^d?r of t\iw^.-u ^-.^vec is used^ the
cacnitvde ct tl^ correct: or. Is SO—00 pev ^enr ;»n domestic prices.
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t lt( ;6ai riCe PricRs-wcrr allowed to decline by
in«Hn L« v on Y * PGr ceilt in fche baseline scenario and
liiliouw was sex at 8 per cent, the sajae as before. Under these
cxrcu?stances rice w31 -sufficiency is maintained o,w St perS?
^ ?-lfel f°°f crcpt-;' Wlth «>* exception of com, stay near

c-.jancer, vh^n the .urns', r- .-. .-- ,^4^ ' A ff

cent annually. This result

^cutput/fertilizer price elasticities
crop supply elasticities. Food

increase by 1*81

Tbe fertiliser subsidy u-der this scenario i- eliminated

of t^sSi*, ^ ^f "" f°°? Sector incOTS fro5a the elimination

subsidies to transfer income to the
dMOM a Veri- >n«f"dent aechanisw of rur«l i^

th(1 MSjrt^p taken bF r"dcne^is to foster fertilizer use in
? ? ^SrLfr^"^"^^5 ^ eaCh °f rhe raa3O1" objectives se?

tli
3 jectives se?

« Py ertalizer use is now an established, cowmon
of rar«ots for most food crops, particularly rice both on
°Utside ?* ^va W»ile Indonesia was t^\n9 to achieve

^^
£sr this

fertilW? ^S ^^ »°«.^stic although the crop output to
feitila«.er price elasticities have berate quite small As a
result, tte subsidy nov returns only about 42 per cent of its v^lul
to the economy. Farsjers, the inrended recipients of the

^ j



ill

canu: ' c ^-- — <—Az-s. 'u- • ,*. ... .— *V i - . l! , <.. price

sli^rt3^: urj^** ~r-.t .-jr.tu^ "I ** i t • ncr -. c^ jrJc* p*: ,i^y ^r cause

Inconesii/ t^ Tf-\;^ .-" >. v .^ '~-i^\v'; ^^fcr tlian_ has
hi- ;or ,*,o Jv *^<?r i eie cu^e, Ihc c I *5r viai i oi. or the subsxdy Is
ll^elv ^o cuatc tru^v—,^- *. i-^iuv, . v. ^,: * .n a^c-nci rural groups
In so.ie;;. vtc X1 is cic*R Uivc lifew ^n^ difftv^nx policy
j>r;-=j+-vn,T^^r^r rj^e^ -— b^ p/<*j<<fb*' *ro ji^a^ t-^r^ ^'«-f-r^ ^x'xis5're on the

fert?.li:«-.r rr,bsidy ^i.d ^t tne sarr^e t^\r r:e* :V VAccives of rice
sel: - su ' f xc'1 e.*cy r ^"Ttrl evi^n:, <^nc: 1c (a crop

Vocki..u t-^3: the tvo^'cr^tl.T cf t^o :r^c».et"ian economy
during the ;'a^v two detadro -r—•■ Irr^vly indeptne^nt sectors ir* the
ecosior.y \'i .-r for •'-^:lc,.-v '. 'Jrka^i- to ^'*c ' I"^ ar ; r.creasirgJy
closply-V.-i.-i.- -cr.ri i.^r- * ^i;,-;-' '^ v-s p -t f^\^ i, c successes ii« -"he
agricu5turr: ^ctcr MM v-**- *-hr +--?r^t^r in the? eaonciay, the
very policy l';at -^inrl^c^e r^ucr ,,vs;ti\e v.iic-^ve :jic:s become a

budgetary Ji;. iraticr fcr ,'it, r. ,*:-:.. rr.c^nesla -uC^s \:he choice
confronted by my is^tioaif.- ^u ^hf e.gr: dru? ?*J uf*^.ltvp7U»riC process

of selectively wraJ:en::r ^c ^. le^t ^o^ii"' ^10 -jktuC cf the policy

support lor <'?^ icvi*>\t\ <-.:. '. »*.^v v - -

\t pves^t , the .>.:•.^ccc s j;-e '^ - > e t,-: ^ it *• subsidy ^ is
goinq tc thp ;,jdu^tiia. r^.v, 31*. ^_vl ^>i i. *rc policies
suijoundinc? tLc supr^r\ xcr ^i*. rr*'i:i:- industry need
eym: nation ^-r a r.ct*n& r f Ic^err.g the lisia:. r^prbure and placing
the bv.rdc- ^*" *^~-:^ '- tn-' " - r^: • * * -^-5 t? r"" . %c ^^.bi

The success in r» ,<? ;i a'1 ct .o.-. -.:, f«* ^T-i^ev ure has broken

the linkage jL^-vrec- ^ ^t i ^_ -o iu.-J-i t»* pi ce )3t3o as an

efficient ~\ c 1 icy inctnme ^ , ^V:i£ocuert .y. ^ = veiv 1 aspects ^cf
^*"^"^ \tp 1? T?^cpfF<1rs ■>-? ' ^t-rr*;^ '-*3 -^^jvp-is to idtify

Vadditii V
diversif Lc^vion. o>^r^s ar^ate^t usr 1^ ^*v3e of nitrogen
fertilizer,* *^. ^ arifrs /or the tcou -rcr^f p. la^rved balance
among r.utri^rt iur rn,., .,:ei - ::t> ir.c:eases *n p^cductacn^

However, t.i-^ '^^l ^ r -, r^\'Iv * t- gr^aie^ Vt hi Vr.^r-hatr rr:o
pot^0^ *-^.-^- 4-, ---^- 7v . >-.,- -utri"*"^ m--: - ---;- rrc^tfe ^^5r,e

addiricnal yieia ircw-*n. r-r. cc di i^ ^^r.i t i ^r arcyso different

nutraer/c fercii \£<r"*F *^o" v*^ rp.c^aij to "*'*.--*• :i ,- rvt'-siay i;^ check
allhougi* a^rli^ .^v-pii^- ,c\ all vuvrjenis *^> *cr ^rs l>eeor,e£ raotr

dlfiicult ir tx^^s -ar*, A:-^, ^Mjv j^o, --^i c:~a \ ^--icti.^s th«.r

sbcw c*coJ :e?po*vf t^ :^rtil*i:ers -re rc-edilj avro'lab:.^f tho

fertl};ac^ r^suw ^t, ^.. o" a vO^-i . .cps it- ta*ticuiarl> ^w?/1.

Direct.."no t<*~earc*t eilccw tinc-:^1 .ri ^t ^ lOj.uru ri fer-;53ar^r

responsive \vra*-+*-e.- cere -^ %rc fi.V 4:;^:u" jf tovi* orcrs ir, of
primary ipjfrrta^cc i7i convi-ueo ivrtil'??r e>'n"^'o:> ."•"** the £?^^

level and the J"v<ir- ^iuu^r- c K\i .\ \".o ;e \"n.

In this text it nas l^ei a^ r,^ •* tr*.t ';lvvv rv»:i.M£or subriiy
has been 3 pi'ire x->:x'rue ^ * r*iL_ ^ \ .u*>. i>w -*l^ich has to bo
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dismantled* precisely because xl. yias ^cnxev-La \.ne main objectives

that were set for it and is nc longer an efficient or affective

agent of change. Presuming that Indonesian policy makers also have

the benefit of such analyr-ji?, \fhax the?.- could dictate against the

rapid abolition of fertilizer subsidies, Three factors clearly

favor foot.-dragging on f&rti 1 iz&r subsidy removal*

The first factor in favor of policy stagnation is that any

subsidy develops ^ rl?^-nt g^oup in favor of continued protection on

the grounds that they produce a socially necessary, or merit:, good.

Such protection provides r source of rents for the client group and

the administrators t.hat supervise the protection regime* The

fertiliser industry and distributors clearly lobby very hard for a

continuation of the subsidies.

The second factor th-it litigates against the removal of price

distortions in the fe*-tili?er market is the relatively poor

performance of the Indonesian rice crop in 1986 and 1S87* Growth

rates in rice supply has been well belov? growth in demand,, and this

has necessitated a draw down in public stocks* Although many in

the agricultural bureaucracy would agree that a shift of resources

out of subsidies and into ihoi:c productive investments is required

to revitalise Indonesian agricultural growth, the question is one

of timing. Many are concerned that tne investments required to

revitalise growth in Indonesian agriculture would pay off in the

long run; research being o*e example, but that the short,-term

political pressures to increase rice production are so great that

any price-ind^cod slij/;~'r:, ry~ -alter how sn>a;i, would be a risk

not worth taking and this is the reality no one should ignored i

Finally, the pojiicicaji forces that govern Indonesia do

associate farm input subsidies with the relative tranquility that

has doffi5nate^ t>^e Inde^e~in^ ruro! and low-incrToe urban life since

over the last decade,. v^;"r;tv.ri">g ^ertilis^r subsidies, be they

efficient or not# is considered by these a" 1 powerful groups, a

relatively srcall price to pay for political tranquility*

In the final analysis, reducing fertilizer subsidies in.

Indonesia is a c"ir»rt--" rf cnlightcncc* ^ ^cro^ic foresight, the

'right' reform tiding (e.g., following a good production year), and

ability to overcome the rent-seeking behavior of vested interest

groups and, most importantly, an updated political consensus, on the

role of fertiliser subsidies to the fortunes of the rural elite and

to the flash-point of the urban wage earners,


