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I.

INTRODUCTION

At the request of the Director of the Centre for Agricultural Research
and Policy Analysis (CARPA) of the University of Swaziland, Mr. G.I. Abalu,
the Economic Commission for Africa's Senior Regional adviser in Food and
agricultural Policy and Planning undertook a mission to Swaziland from
February 18 to March 2, 1996 to finalize the Centre's study on the impact
of Structural Adjustment Programmes (SAP) on trade and agriculture in the
Southern African region.

The University of Swaziland's Centre for Agricultural Research and
Policy Analysis (CARPA) was established to serve as the focal point for
agricultural research and policy analysis in Swaziland and in the Southern
Africa region. CARPA's goal is to initiate a series of analytical activities and
policy agenda in Southern Africa that address regional trade issues and the
implications of post-apartheid South Africa on regional comparative
advantage, agricultural production, trade, and food security in the region.

the Centre's activities involves individuals in research, policy, and

university institutions in Southern Africa including: the University of Zambia,

Zambia; the University of Zimbabwe, Zimbabwe; the Ministry of Agriculture,'

Zimbabwe;

the University of Pretoria, South Africa; the Land and

Agricultural Policy Centre, South Africa; the Policy Analysis Centre, Bunda

College, Malawi; the Ministry of Agriculture, Malawi; the Ministry of
Agriculture, Mozambique; the Ministry of Agriculture, Tanzania; and the
Ministry of Agriculture and Cooperatives, Swaziland.
The studies under consideration by the mission are the first in the
series of analytical activities by CARPA designed to provide background

knbwjedge of the status of Structural Adjustment Programmes (SAP) in the
countries of Southern Africa and to assess the impact of these programmes
on agriculture and trade in each of the participating countries. The terms of

reference of the mission was to review the reports: of five country studies
(Malawi, Mozambique, South Africa, Zambia and Zimbabwe) which are being

coordinated by ECA's Senior Regional Adviser in Food and Agricultural Policy

and Planning and to prepare a synthesis report on all the studies. The mission
was in conformity with the approve^sUnited Nations Regular ;
Programme of Technical Cooperation for the 1996-1997 Biennium which
calls for the provision of advisory service and training to member States and
Inter-Governmental Organizations^ *on the formulation of appropriate
strategies, policies, plans, and programmes relating to food and agricultural
production, .,.,..

.,.,..,
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II.

THE COUNTRY STUDIES

An earlier mission by the Senior Regional Adviser in Food and
Agricultural Policy and Planning had laid the foundation for the present
mission by meeting, discussing, and agreeing with the research collaborators
from the different participating countries a framework and terms of reference
for undertaking country studies.
Purpose

The main purpose of each of the country studies is to provide a general
picture of the impact of SAPs on agriculture and trade in the country
concerned. Each country was, therefore, expected to provide an indication
of the progress so far made with respect to general economic liberalization
efforts as well as specific liberalization measures affecting trade and
agriculture. This information is intended to enable each of the participating
countries as well as other countries in the region to understand where they
stand relative to their neighbours with regards existing trade barriers and
regional competitiveness. The information generated would also permit
implications to be drawn on the impact of the different adjustment
programmes in each country on regional and national food security.
Terms of Reference

The terms of reference for the conduct of each of the country studies
were as follows:
1.

Provide details on the current status of implementation of key
policy, regulatory, and institutional reforms affecting trade and
agriculture;

2.

Using Policy Framework Paper plans, elaborate on additional
reforms to be undertaken in 1995 and 1996;

3.

Develop a detailed list of policy, regulatory, and institutional
reforms bearing on macro-economic management, trade,
agriculture, factor mobility (capital and labour), and investment;

4.

Prepare a matrix in which progress in each study country is
assessed against each of the listed reform areas;

5.

Prepare a matrix in which plans for additional reforms in each of
the listed reform areas to be undertaken in each study country
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in 1995 and 1996 are assessed;

i

v

6.

Provide other relevant baseline information relating to the current
state of trade agreements and trade between the countries of
East and Southern Africa and selected neighbours; and

7.

Identify policy pronouncements or specific activities which the

country has mounted in support of regional trade opportunities.

Specific Analyses Required

Each country study was also expected to carry out the following
analyses:

1.

2.

Analyze
the
current
status
of
implementation
of
stabilization/structural adjustment packages with regard to
policy, regulatory, and institutional reforms bearing on the
process of regional trade and the agricultural sector (first
developing the list of relevant reforms then assessing current
status of these reforms a comparative matrix format;
Compare expected stabilization/structural adjustment measures

with regard to policy, regulatory, and institutional reforms

(bearing on the process of regional trade and agriculture) likely

to be undertaken in 1994 and 1995; and

3.

Provide an organized file of background documents which have
been used in carrying out the above two tasks.

Research Questions to be Answered

c

Each country study was directed to attempt to answer the following
questions:

^

1.

How will production patterns change as 3 result of
political/economic reforms and other changes in the region?

2.

To what extent will there be a flow of capital and technology
and in which areas will it take place?

3.

What will be the role of the private sector in the transfer of
capital and technology?

,,n;-;

,,.
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4.

Will trade, which to date has been informal, be formalized with
the lifting of trade sanctions against South Africa?

5.

How will the structure of incentives change as a result of
adjustment programs/market liberalization? What would be the
anticipated impact on agricultural production?

6.

What implications will changes in agricultural production have for
trade and food security?

7.

What are the kinds of agricultural information/data systems that
need to be put in place to enhance analytical capability?

8.

How has trade liberalization been progressing in each country?

What sort of conditions have either promoted or hampered the
success of the liberalization?

9.

What has been the costs of liberalization?

What has been the

effect of liberalization on output, balance of payments?

What

has been the implications for employment and the distribution of
income?
The report of the five(eountry studies are attached to this report as
SB.
annexes.

III.

,

THE SYNTHESIS REPORT

The synthesis report prepared by the mission was the main focus of
the present mission. It is intended to summarize the findings of all the five
studies in one report which will serve as a basis of comparative analysis of
the SAPs in the participating countries. The report is attached to-this report
as Annex I.
IV.

FUTURE ANALYTICAL ACTIVITIES

The present study provides background knowledge to support the
conduct of future analytical tasks.

The following activities have been

proposed to be undertaken in the future:

1.

Analyze implications of changing agricultural comparative
advantage resulting from political and economic liberalization on
trade, agricultural production and food security in Southern Africa.
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2.

3.

Enhance information sharing, dissemination and collaboration

among researchers and policy makers in Southern Africa by
means of an electronic communications network.

Undertake ancillary studies such as analysis of existing trade

agreements in Southern Africa, the impact of GAIT on the

development of Southern Africa, trade of agricultural inputs in

Southern

Africa,

construction

of

analytical

harmonizing the research methodology etc.

4.

models

for

Monitor the impact of the research activities on the following:
a.
b.
c.

d.
e.

Improved availability of regional information in priority

development areas;

Improved models, technologies and approaches for use in

priority development areas;

Enhanced dissemination of critical regional development

information;

Increased regional collaboration in addressing critical

regional development issues; and

Strengthened

human

and

institutional

capacity

to

generate, analyze and use critical regional development

information.

ECA/MRAG/96/12/MR

Page 6

ANNEX!
AN ANALYSIS
OF ADJUSTMENT PROGRAMMES IN SOUTHERN AFRICA
(WITH EMPHASIS ON AGRICULTURE AND TRADE)
By
George I. Abalu
Senior Regional Adviser

Food and Agricultural Policy and Planning
United Nations Economic Commission for Africa
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I.

INTRODUCTION

"

Several Southern African countries are currently undertaking Structural
Adjustment Programmes (SAP) involving macro-economic reforms. External
trade liberalization and internal market decontrol programmes are important
components of these reforms . Because of the importance of agriculture in

the economies of the countries in the subregion, most of these programmes
contain important agricultural elements which make their success highly
dependent on their impact oh the agricultural sectors of the reforming
countries.

■

■■

The impact of the reforms has implications not only for domestic
agricultural production but also for investment flows and trade and, hence,
food security at both the national and regional levels. The importance of
analysing and accurately anticipating the scope, magnitude and direction of
this impact cannot be overemphasized. Without a detailed understanding of
the nature of the impact and the directions in which changes are taking place
or are going to take place, economists will lack answers to questions of
pressing interest to policy makers in the sub-region. Not only will they be
unable to have reliable guide on areas for investments and additional reforms,
they will also be unable to answer with much confidence basic questions
about wether or not the approaches being followed are achieving their
intended objectives and, if not, what remedial actions to take.
As part of its efforts to fill the gaps in the existing understanding of the
implementation of SAPs and their impact on agriculture and trade in Southern

Africa, USAID/AFR/SD/PSGE and USAID/REDSO/ESA, in collaboration with

the University of Swaziland's Centre for Agricultural Research and Policy
Analysis (CARPA) and national institutions and researchers in selected
countries of the sub-region, carried out this study in order to examine the
impact and implications of SAPs for agricultural production, trade, and food
security, in Southern Africa. The countries included in the study include

Malawi, Mozambique, South Africa/uZambia ancf Zimbabwe. The stud^
provides a regional comparative analysis of the current status of adjustment

programmes presently in place and the" progress each country is making

towards implementing the key policyrreQUlatory and institutional reforms

called for in the programmes. The reviewihbludes an overview of the relative
types of programmes in place and their potential impact on trade and national
and regional food security as well as a topology of existing reforms and the
progress that has been achieved in th^ii^imp|eiTient£itionin each country;

*
This synthesis report brings together th§ Irteiysies and conclusions of
the five country studies. Dataused in the analyse§%v'e*§ derived from several
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sources including Policy Framework Papers, IMF and World Bank Staff Papers
and reports from various government ministries. The documents consulted
in carrying out the analyses are listed in the reference sections of the various
country reports in the annexes.
1.1.

The Study Countries

With the exception of South Africa, all of the study countries are
ranked among the poorest of the world. Mozambique considered by many to
be among the poorest countries in the world had a per capita GNP of only
$60 in 1992. That of Malawi at $210 was only marginally better. Zimbabwe
and Zambia with per capita incomes of $570 and $670 respectively, were
at the higher end of the distribution of low income countries while South
Africa with a per capita income of $2670 was considered an upper middle
income country (Table 1.1).

The size of their respective populations range from 8.3 million for
Zambia to 39.8 million for South Africa. In all five countries, the population
has been growing rapidly resulting in either stagnating or deteriorating per
capita socio-economic indicators. Between 1980 and 1992 all the countries
experienced negative per capita growth rates in GNP with the exception of
South Africa where there was hardly any growth at all. The rate of inflation
was also very high in all the countries during the period. This poor
macroeconomic performance reflected inadequate performance of the
agricultural sectors in each of the countries. With the exception of Zambia,
whose agricultural production grew at an average annual rate of slightly over
3.0 percent between 1980 and 1992, agricultural production in all of the
other countries grew at rates that were well below their population growth
rates (Table 1.2).

Given the important role that the agricultural sector plays in the
economies of all of the countries (with the exception of South Africa), its
growth, the pattern of this growth and the nature of its linkages with the
other sectors of the economy are critical not only for its own performance

but also for the performance of the other sectors. An interesting
phenomenon in the study countries relates to the share of agriculture in their

respective GDPs which, under normal circumstances, should have been going
down

over

time

as

agricultural

productivity

increases

and

economic

transformation takes place. This share has, instead, been increasing in
Mozambique, Zambia and Zimbabwe during the period 1980 and 1992 (Table
1.3). In South Africa it fell slightly from 8 to 4 percent while in Malawi, the
share dropped significantly from 44 to 28 percent. When these figures are
compared to the average arinualgrowth rates in agricultural GDP during the

ECA/MRAG/96/12/MR
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same period, a diverse but disturbing picture emerges. The linkage between
agricultural growth and what is taking place in the other sectors of each
economy is quite spurious.

With regards trade, Mozambique achieved the best performance of the

five countries between, 1980 and 1992 (Table 1.4). Exports grew at an

average annual rate of almost 6 percent, despite a slight deterioration in the
terms of trade. In the other countries, exports either stagnated or declined.
The pattern of imports in all five countries is similar to that of exports. The
official reserve position of all the five countries has been precarious. In 1992
Malawi had official reserves to cover only two months of imports. None of
the other four countries had enough official reserves to cover up to two

months of imports. There is not enough information to draw conclusions about the
relative indebtedness of the countries in the study. However, with an external
debt/GNP ratio of 494 percent in 1992 Mozambique could be said to be overly
indebted. Malawi and Zimbabwe with debt/GNP ratios of 46 and 63 percent
respectively could be said to be highly indebted.

Overall it can be said that all the countries in the study have been

experiencing considerable economic difficulties over the last decade. Per capita

GNP has either declined or stagnated, inflation has been relatively high, and the
agricultural sectors which were supposed to serve as the engines of growth have
been, at best sluggish. It is this poor performance that prompted all of study
countries to adopt stabilization and structural adjustment programmes during the
last decade.

1.2.

The Main Areas of Policy Reforms

An important strategy of the reform programmes in the study countries is to

achieve expansion and balanced growth in trade as a means towards the promotion
and maintenance of high employment and growth in real income levels. The goal

of the programmes in ail the study countries have, therefore, included reduction tn

the current accounts of balance of payments and achievement of a balance
between government expenditure and revenue. The principal policy objectives
include: reduction in the size of the public sector and improvements in its
management; elimination of price distortions in various sectors of the economy;

increasing trade liberalization; and promotion of domestic savings in the public and
private sectors. The principal policy instruments utilized have included: exchange
rate adjustment, mainly through devaluation; interest rate policy designed to
promote domestic savings and more efficient allocation of resources; control of
money supply and credit; fiscal policy aimed at reducing government expenditure
and deficit financing; trade and payments liberalization; and deregulation of prices
of goods, services, and factor inputs.
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-
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Source:
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2.8
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Study Countries:
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With respect to the agricultural sector, these programmes have

generally comprised four major component parts as follows:

1.

A statement of structural objectives to be achieved in five to ten

years (e.g. , increasing non-traditional exports by a given
percentage; reducing the rate of growth of total energy use and

of imported energy by given amounts; increasing agricultural

output by a given amount; reducing food imports by a given

amount, etc.).

2.

A

statement of the

measures that

will

be

taken over

approximately five years to achieve these objectives, e.g.,
reducing the level of trade protection and reforming its pattern
on the basis of comparative advantage; increasing the real price
of energy; altering the terms of trade between agricultural and
non-agricultural sectors;

undertaking major changes in the

organization of agricultural marketing, including the respective
roles of the public and private sectors; etc.

3.

A specific and observable set of actions to be taken by the

government either before the SAL operation is approved or

during the disbursement period, e.g., one or more cuts in tariffs
on imports, introduction of specified export-promotion schemes;
elimination of certain or all quantitative restrictions on traderemoval of all or part of price subsidies, specified increase in
agricultural producer prices, etc.

4.

An agreed-upon, quickly disbursable, amount of foreign
exchange to finance imports, not linked in advance to specific
investment programmes with the purpose of providing balance
of payments support to the borrower during programme
implementation.

The policy reform measures that drive these various components of the

programmes vary from one country to another but usually include all or any
combination of the following:
Pricing Policies:

Increase the prices of agricultural products;
Increase input prices (i.e., decrease input subsidies);

Increase the price of industrial goods;

Raise energy prices;

ECA/MRAG/96/12/MR

Page 16
Raise the prices of goods produced by state enterprises;
Decontrol consumer prices
{i.e.,
reduce consumer
subsidies);
Trade Policies:
Export Promotion

Adjust exchange rate (devaluation);
Reduce export duties or taxes;
Relax export quotas or regulations;
Introduce export subsidies;
Introduce other financial incentives;

Improve the working capital of domestic or foreign
exchanges
and
introduce credit arrangements for
exporters;

Reduce duties on the imports of exporters

Establish/enhance export development funds;
Establish/enhance export promotion agencies;
Establish export processing/free-trade zones;
Import Liberalization Policies
Remove quotas or licensing restrictions;
Rationalize tariffs and other protection measures;
Change import regulations/procedures;
Fiscal and Monetary Policies:
Government Revenues

Improve collection and compliance;
Increase taxes and set revenue targets;

Shift to ad-valorem from specific taxes;
Index certain tax rates;

Introduce tax reforms;

Provide tax incentives to businesses;
Government Expenditures
Set specific expenditure targets;
Rationalize public investment;

Cut current expenditure (reduce subsidies, wages/hiring);

ECA/MRAG/96/12/MR
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Set limits on transfers to state enterprises;
Improve monitoring and Control of public expenditures;
Deficit

Set specific targets;
Credit Policies

Set limits to public sector credit;
Decontrol or establish higher ceilings on interest rates;
External Debt Management
Set limits on new foreign borrowing;
Improve monitoring and control;

Public Investment Policies
Establish payback rule for project choice;
Prepare bankable investment plans;

Introduce/enhance privatization;
Public Enterprises Reforms:

Increase efficiency of public sector enterprises;
Reduce rules and regulations (i.e., minimize bureaucracy);
Restructure and rationalize agricultural institutions such as
marketing boards, extension services, etc;

Undertake comprehensive agriculture sector analyses;
Carry out energy and other sector studies.

What follows in this report is a review and analysis of the progress so
far made in implementing the various reform measures outlined above in each
of the study countries. Progress in each country is evaluated on the basis of
an analysis of the discrepancies between programme targets and actual

performance. Non-implementation of programmes as well as policy reversals
and their consequences are also discussed. Policy strategies and programme
direction in each country during 1995 and 1996 are also discussed in terms
of their integrity and their chances of implementation success in the face of

realities on the ground. The review of progress in each country ends with a
summary of on-going and proposed policy reform measures in each country.
Where data permits, policy matrices for past, on-going and future policy
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II.

MALAWI

2.1 Background

Malawi is a land-locked country with a total area of 118,484 km2, of
which 20 percent is covered by water. The country's total population was
estimated at about 9.7 million in 1993. During the period 1977 to 1987 the
population grew at an average rate of 3.7 percent per annum (3.3 percent
excluding Mozambican refugees). The average population density is 85
persons/km2 but varies widely between regions, with densities for the
northern, central and southern regions estimated at 34, 87 and 125
persons/km2 respectively.
The country's economy is constrained by limited resources, and a
rapidly expanding population. It lacks the mineral resources of neighbouring
countries. Consequently, agricultural land is its primary natural resource. In
1993, Malawi's Gross Domestic Product (GDP) was estimated at MK
1,076.9 million at 1978 factor cost (MK 8,942.2 million at current market
prices), representing a 10.8 percent increase over 1992. GDP per capita was
estimated at MK 111.0 in 1993, domestic savings at 1.8 percent of GDP,
and inflation at 30.4 percent.

Agriculture is the mainstay of the economy. It supports about 85
percent of the population currently residing in ruralareas, accounts for nearly
40 percent of the GDP, about 80 percent of the labour force, and about 90
percent of the foreign exchange earnings. Other key sectors include
government services, manufacturing and distribution which accounted for
14, 12 and 11 percent respectively of GDP in 1993.
Constraints to increased agricultural production include: high incidence

of poverty, high population density, land degradation, recurrent droughts,
6v6r-depehdence on tobacco, unequal distribution of resources, lack of
opportunities for women, high transport costs, poor rural infrastructure, and
limited access to credit.
2.2 The Food arid Agricultural Sector
Malawi's agricultural sector is composed of two main groups of farms:

smallholders and estates. Estates occupy leasehold or freehold land.
Smallholders have customary use-rights to the land they cultivate. Seventy

riine! percent of the total land area is under customary tenure. The
smallholder subseetor comprises an estimated 1.8 million smallholder farm

families Cultivating about 4.4 million ha and producing about 80 percent 6f
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the country's food and 10 percent of its exports.

The objective of country's agricultural development include: improving
and maintaining food self-sufficiency; expanding and diversifying agricultural
exports, while conserving natural resources; raising farm incomes and
promoting economic growth; and improving social welfare. The newly
elected Government is pursuing these objectives within a broad framework
of promoting private sector involvement, improving incentives through
liberalizing pricing and marketing, increasing producer prices for export crops,
and rehabilitating rural infrastructures. The four main thrusts in pursuing the
above objectives include: increasing the productivity of food crop production,
and widening the range of food crops grown and marketed; giving
smallholders the opportunity to grow burley tobacco; encouraging farmers in
general and large-scale farmers and estates in particular, to diversify their
activities, broaden the resource base, and increase the output of export and
high value-added crops; and expanding livestock activities and integrating
them into existing farming systems.

The Government's draft strategy gives emphasis to key commodities,
complemented by sector-wide strategies aimed at providing the necessary
policy, legislative and institutional framework, and supported by continuous
generation and dissemination of appropriate and profitable technologies, the
provision of necessary inputs and services, and the improvement of human
capital and physical infrastructure.
2.3 Economic Performance Prior to Reforms
Malawi was able to achieve impressive growth during the first 15 years
of independence. Average annual rate of growth of GDP was about five
percent in the 1960s. This accelerated to 6.3 percent in the 1970s. Similarly,
despite rapid growth in population, Malawi's Gross National Product (GNP)
per capita grew at rate of 2.9 percent between 1960 and 1979. The country
wts also able to maintain its 1960 levels of aggregate per capita food
production in the 1970s. Balance of payments and fiscal positions remained
fairly stable, with current account deficit varying between seven and 9
percent of GDP and the fiscal deficit averaging less than eight percent of
GDP,

The impressive GDP growth came about as a result of strong
performances in agricultural exports and successful resource mobilization and
investments. Exports (valued at current prices) grew at an average rate of 15
percent per annum in the 1960s, and 22.5 percent between 1973 and 1977.
By 1977, the value of exports had grown to almost one-third of GDP. Many
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reasons can be sited for the country's excellent performance during this
period. First its trade regime was characterized by a relatively liberal

exchange rate and trade agreement. The Malawi Kwacha was consecutively
pegged to the Pound Sterling, a weighted average between the US Dollar and
the Pound, and the Special Drawing Rights (SDR). Import duty was low, and
the only restriction to imports import licensing. Second, domestic agricultural
policies facilitated growth and increased the profits of the export sector.
Third, the economic embargo imposed on the former Rhodesia, a major
tobacco producer and competitor on the world market, caused world supply
shortages that benefited Malawi. It also resulted in exodus of many
experienced tobacco growers from Rhodesia, many of whom settled in
Malawi bringing with them new skills and established market outlets. Fourth,
the period was characterized by impressive levels of investment and
domestic savings, restrained consumption and a strong effort at capital
formation.

Although Malawi's
export- and investment-led growth strategy
resulted in rapid agricultural and economic growth especially in the 1970s,
it might have also contributed to the country's structural weakness and
vulnerability to the shocks that occurred in the late 1970s. First, the
composition of exports became highly concentrated. The country was
increasingly vulnerable to movements in the international prices of a few
commodities {tobacco, tea and sugar in that order) which accounted for most
of the export revenue. Second, the country's open economy policy increased
reliance on imports. Third, the extent and nature of government public
investment in the 1970s resulted in contraction of consumption, primarily by
the private sector. Fourth, the high investment levels were not sustainable
because they involved public projects that were unlikely to have high returns,
such as an international airport, military aircraft, palaces and colleges.
As a result of the above mentioned factors, Malawi's earlier good
performance did not last. The country suffered a major setback in 1979 and,
for three years, it experienced a sharp decline in growth. GDP (at 1978
factor cost) fell by 5.2 percent in 1981, and current account deficit rose to
19 percent of GDP (at current market prices) in 1980. The average annual;

growth rate of the terms of trade for the period 1970-1977 had been 6.7
percent, but in the three years following 1977, it fell at an average annual

rate of 15.5 percent. The agricultural sector recorded growth rates of -6.5

percent in 1980 and - 8.0 percent in 1981. The parastatals, previously

considered a growth pole, became a drag on the economy as their financial
positions deteriorated. Malawi's public enterprises were unable to adjust to
the unfolding deteriorating situation. The net effect was an economic crisis.
The crisis was further compounded by a sharp increase in import prices.
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severe droughts in 1980 and 1981, rising transport costs due mainly to
disruption of the rail route to the sea through Mozambique. The structural
weaknesses in the economy including a narrow export base, a stagnant
smallholder agricultural sector, heavy import dependence in the industry and
energy sectors, and inefficient public enterprises and weak public resource

management capacity, could not permit a reversal of the deteriorating trends.
2.4 The Structural Adjustment Programmes

In response to the crisis and structural weaknesses Malawi, in 1980,
started implementing a broad program of macroeconomic adjustment and
structural policy reform supported by financial and technical assistance from
the World Bank, IMF, bilateral and multilateral donors.

The Government formulated a medium-term stabilization and structural
adjustment program

covering

1981/82 -

1985/86. The

program

was

supported by IDA through three SALs, by IMF through successive standby
agreements and special facilities, and by other donors through co-financing
of the SALs and debt rescheduling in 1982 and 1983. The primary objectives
of the program included: stabilizing the economy; accelerating agricultural
growth; diversifying the export base; increasing efficiency of import
substituting enterprises and parastatals; and improving mobilization and
management of public resources.

Table 2.1 shows the main loans, credits, and grants in support of the
reform programmes,
2.4.1 The Stabilization Programmes

Faced with declining revenues and increasing expenditures, the
government had to cut several low priority investments in areas such as
roads and telecommunications and some recurrent expenditures. The
government's aim was to continue reducing the budget deficit and keep it

within the limits set by the available external grants and confessional loans.
In this regard, the government was required to maintain deficit for 1990/91
at a level satisfactory to the IDA. Between 1989/90 and 1991/92, current

expenditure as a proportion of GDP was reduced from 21.6 to 17.4 percent.
Expenditure restraint was tightened through a freeze on filling civil service
vacancies, cuts in non-wage spending ceilings, strict enforcement of
expenditure monitoring procedures, and reduction of fertilizer subsidies.

fa^^
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Table 2.1 Malawi: Loans and Credits Supporting the Stabilization and
Adjustment

Programmes

FY1

Main objectives

Loan/credit

Status

title
SAL

I

(Ln-2026)

Diversify export base;
import .substitution;

encourage efficient

1981'

ensure appropriate

prices and income policy;

Closed
8/12/82

improve public

sector's financial performance; strengthen
GOM's economic planning and monitoring
capability.

SAL

II

(Cr-1427)

SAL

III

(Cr-1644)

1984

Diversify export base; promote export;
strengthen GCM policy-making capability;
improve performance of development

1986

Closed

1987

Closed

1988

Closed

1990

Closed

1991

On-going

institutions._ _
SAL III
Supplement

(Cr-A-9)

Closed

Diversify export base; encourage efficient
import substitution; ensure adequate
incentives; improve public sector's
financial performance; strengthen policymaking capability.

6/30/85

9/30/88

.

Expand role of private sector in marketing
of smallholder crops; improve financial
performance and operational efficiency of
ADMARC; strengthen food security planning

9/30/88

capability

ITPAC2
(Cr-1920)

Improve policy environment for the
manufacturing sector to increase efficiency
and

exports1.

ASAC3
(Cr-2121)

Achieve sustainable growth;

ASAP4

Increase agricultural productivity, employ
ment, and incomes by increasing smallholder

(NPA:

612-0239.)

and reduce food insecurity.

access

to agricultural

reduce poverty;

inputs,

;

output

markets, cash crop production alternatives,
and labour market information.

1. Fiscal year effected.
2. Industrial and Trade Policy Adjustment Credit.
3. Agricultural Sector Adjustment Credit.
4.

6/30/93

of resource use and expand employment and

Agricultural

Sector

Assistance

Program.

12/31/92

ECA/MRAG/96/12/MR
Page 24

A public sector management review was completed in 1991 and serves
as
the basis for improving economic management in the tight fiscal
environment existing in the country. Measures were also taken to improve
operational and financial status of commercial parastatals such as Malawi
Railways, ADMARC, and Wood Industries Corporation (WICO) through
restructuring, privatization or divestiture. As a result of these actions, the
overallbudget deficit (excluding grants) was brought down to 5.7 percent of
GDP in 1991/92 from nine percent in 1988/89.
In the area of monetary policy, interest rates were liberalized in 1987
and direct regulation of commercial bank discontinued thereafter. To promote
greater competition in the banking system, INDEBANK was licensed to

accept corporate deposits, and applications of foreign banks to conduct
business in the country were considered. The Post Office Savings Bank
(POSB) was restructured into the Malawi Savings Bank (MSB) uo as to
reduce its reliance on Government. These reforms were aimed at increasing
the number of institutions in the formal financial sector and increasing the
range of financial instruments and services offered by them.

The country started pursuing a flexible exchange rate policy in the early
1980s, devaluing the Kwacha against the SDR by 15 percent in April 1982,
and by a further 12 percent in September 1983. The switching from the SDR
link to a basket of currencies resulted in a further three percent drop in the
value of the currency. Annual devaluations of between 10 and 20 percent
occurred between 1985 and 1988 in response to balance-of-payments
pressures. To pursue the goal of restoring external competitiveness and to
support import liberalization, the Malawi Kwacha was devalued several times
against its basket in 1990 and 1991. In March and June 1992:he currency
was further devalued by 15 and 22 percent respectively. The 1992
devaluations restored external competitiveness to levels equivalent to
1987/88. On 7 February 1994, a managed float exchange rate system was
adopted with the Malawi Kwacha being floated against the United States
Dollar. After 12 weeks of flotation, the value of the Kwacha relative to the
dollar fell by 25 percent at US$1 to MK7.0. By mid-January 1995, the rate

was about US$1 to MK15.3. Today, the Kwacha's value is determined by
supply and demand forces at weekly wholesale auctions. The current policy
also allows exporters to open foreign currency accounts.

Tax

reforms

have

also

featured

prominently

in

the

country's

stabilization programme. They began in 1987 and were aimed at improving

equity, efficiency, administration and compliance. The tax base was
broadened and collection strengthened in 1990/1991. The incidence of

i&zxs£^
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taxation

was

shifted

towards

consumption

and

custom

duties

were

rationalized with a view to minimizing the level of protection. With regards
corporation tax, a system of advance payment was introduced and the tax
was extended to cover parastatals. Other reform measures include the
reduction of direct and indirect tax rates, expansion of the surtax base
(1991/1992), elimination of surtax exemptions for domestically produced

goods (1992/93), and reduction of the tax exemption period for bonded
imports. The new Government which came into in May 1994 abolished the
poll tax.

With regards investment reforms, the government introduced measures
to encourage private investment, through initiatives related to: freedom to
invest; industrial licensing and company formation; transfer of land; taxes

and duties; external transport routes; availability of foreign exchange; access
to local financing;

labour practices;

encouragement of small-scale and

medium-scale enterprises; encouragement of export-oriented investments;

investment assistance and promotion; investment protection; and access to
international arbitration.
2.4.2 The Trade Liberalization Programmes

The country's trade liberalization programme has

resulted in the

relaxation pf most of the restrictions on imports, removal of prior foreign

exchange approval requirements, simplification of import/export licensing,
and tax rationalization. Export incentives were introduced through a duty
drawback system and an export guarantee scheme. Support for these
reforms came from SAL II in 1984, SAL EH in 1986, ITPAC in 1988, ASAC
and the
Entrepreneurship Development and Drought Recovery Program
(EDDRP) by the World Bank, the IMF standby arrangement of 1988, and the
subsequent IMF Enhanced Structural Adjustment Facilities.
As of today, there are no quantitative restrictions on both imports and
exports. In early 1991, the requirement for prior foreign exchange approval
was removed for all imports, except for a narrow list of luxury items.
Allocation of foreign exchange was devolved to the commercial banks by the

end of ASAC. Thus, for the first time the commercial banks became
exercising agents for foreign exchange allocation. Import and export licensing
were also simplified by shortening the bureaucracy involved. The intention

is phase out by the Year 2000.
To promote exports, the Government has also introduced a tax
allowance for exports. Other steps taken to improve incentives include the
introduction of a duty drawback system on a wider set of eligible goods, the
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streamlining of the procedures for refunds, and the introduction of a new
export credit guarantee system. Custom duties are no longer imposed on

exports. Instead, a cess, an export surcharge, is levied* on certain exported
goods and placed in a special fund to be used to stimulate and encourage the
growth of the industry concerned.
2.4.3 Agricultural Reforms
Reforms specific to the agricultural sector relate to cash crop allocation
and production quotas, the removal of farm input subsidies, agricultural
credit, agricultural research, and land tenure. Before the 1990/1991 growing
season, burley and flue-cured quotas were allocated only to estate farms. In
1990, a Smallholder Burley Scheme was initiated that allocated licenses to
smallholders for the production of burley on customary land. The objective
of the scheme is to increase the incomes smallholders, reduce the incidence
of poverty among them with a means of financing the intensification of their

maize production.
f
In 1983/84 the Government introduced a Fertilizer Subsidy Removal
Programme (FSRP). The aim was to completely eliminate fertilizer subsidies

by 1988/89 and to start phasing out subsidies on seed subsidy at the
beginning of 1994/95. The programme was, however, suspended in 1987
following a sharp rise in fertilizer costs resulting from the closure of transport
routes through Mozambique and a decline in marketed volume of maize
production. ASAC has since called for the resumption of the subsidy
program.

The credit reforms are intended to improve access to agricultural credit.

Until recently, the Smallholder Agricultural Credit Administration (SACA),
was the only agency involved in supplying smallholders with seasonal credit
through farmers' clubs, and medium-term credit although other a few other
informal sources are also available. To expand seasonal credit and deepen
the rural banking system, it was planned to convert SACA into a Malawi

Rural Finance Company (MRFC) in 1994/95 to serve as a limited liability
multi-purpose bank.
The reforms in agricultural research are aimed at increasing smallholder

productivity through a shift in the focus of maize research to the
development of high yielding maize varieties acceptable to farmers, an
improvement in research-extension linkages and methodology and an
expansion of the extension system.

The land reform measures are intended to improve efficiency of land
use through greater reliance on land pricing and to improve equity. The
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Agricultural Sector Adjustment Credit calls on the Government: to amend the
Land Act to ban further transfers of customary land to the estate subsector
in areas of high land pressure from 1991/92 and to enable adjustment of
estate land lease rent at intervals of not more than 3 years; to implement a
system to collect estate land lease rents through tobacco auctions; to
introduce differentiated land rents by quality in 1992; to establish estate
extension service as an autonomous trust body; and to strengthen the
inspectorate staff of the Department of Lands to enforce the establishment
of woodlots by estates by 1994.

v;

With regards input and output marketing, the objective is to expand
private sector participation in marketing of smallholder crops and agricultural
inputs in order to improve efficiency of crop procurement and at the same
time reduce the financial burden of the Agricultural Development and

Marketing Corporation (ADMARC) as well as to improve supply of Inputs,
particularly fertilizer. To this end, the measures taken so far include:
deregulation of all smallholder crops with the exception of maize from 1987;
rationalization of ADMARC through divestiture; iimplementation of a
Memorandum of Understanding (MOU) between ADMARC and the
Government under which the Government will finance ADMARC's social
function in 1990; implementation of a commission agent system for
ADMARC market centres from 1987/88; liberalization of fertilizer marketing;
and liberalization of production and marketing of maize seed in 1993/94. The
Government has also engaged in an exercise of "progressive decontrol" of
prices by increasing agricultural producer prices in general and raising relative
prices of export commodities in particular. Both of these are aimed at raising
incomes in the agricultural sector, especially among smallholders and at

eliminating the high taxation levels on smallholder production.

During the 1980s, Government progressively liberalized its pricing and
marketing policies for smallholder crops. Since 1987, private traders have
been allowed to buy and sell all smallholder crops, except cotton and

tobacco. The marketing restrictions for cotton were lifted in 1991. At the
same time, the strategy was intended to enable ADMARC to narrow its
participation in these markets and increasingly focus on price stabilization

and the management of the country's strategic grain reserve. In 1994, the

Government liberalized the marketing of all tobacco including oriental tobacco

and Western tobacco grown by smallholders (Northern Division dark firecured, Southern Division fire-cured, and sun/air cured tobaccos). Farmers
now have the choice of selling their tobacco directly to auction floors or any

other intermediate buyer, in addition to ADMARC.

i
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2.4.4 Other Refornr Measures

Other reform measures include the introduction of a three-year Public

Sector Investment Frogram (PSIP) which prioritizes, screens, and schedules
the various investrrents in the programme and labour reforms aimed at
protecting the interests of workers and ensuring a fair remuneration for their
services wherever they are located in the country.
2.5 The Performance of the Reform Programmes
2.5.1 Macroeconomic Performance
During the 1938-1991 period, the major goals of the reform measures
appear to have beer achieved to a large degree. The average rate of growth
increased significan;ly, the inflation rate decelerated substantially, while the
external current account deficit was reduced in line with the program
objectives.
Regardng structural policy implementation, the import

liberalization program was completed, while significant progress was made

in the reform of the tax system, the restructuring of parastatal enterprises,
and in expanding the role of market forces in resource allocation.

Implementation of the adjustment program during the 1991/92 199:2/93 period was> however, seriously hampered by exogenous
developments and; the outbreak of political and labour unrest which led to

substantial deviations from the program objectives and targets. Among the

exogenous factors was the severe drought, which affected the whole of

Southern Africa, leading to a significant fall of Government revenue, and a
large increase in expenditure on emergency food and related social services.
At the same time, external donors decided to suspend non-humanitarian

balance of payments assistance due to concerns: related to governance.
Furthermore^ the fiscal gnd external funding situation was aggravated by the
outbreak of social and labour unrest, which was temporarily addressed by
the granting of substantial wage increases and the initiation of a process of
political reform. These factors were, in addition, exacerbated by the
continued deterioration of the terms of trade; with tobacco export unit values

declining by 50 percent (in US dollar terms) between 1991 and 1993,
As a result of the above developments, real GDP declined by nearly 8
percent in 1992, inflation accelerated, and the fiscal and financial accounts

deteriorated significantly. The overall FY 1992/93 fiscal deficit (excluding
grants) rose to nearly 16 percent of GDP (9 excluding drought related
operations) compared to 6.3 percent in FY 1991/92 and to 5.7 percent
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envisaged under the program. The external current account deficit rose to
14.7 percent of GDP.'{excluding grants) from 11.7 percent in 1991,
reflecting, in part, a substantial decline in the terms of trade. Consequently,
external reserves declined from the equivalent of 3 months imports at the
end of 1991 to about one month at the end of 1992. The rate of inflation
rose to 23.1 percent, reflecting, in part, two devaluations of the Malawi
Kwacha undertaken during 1992.

Despite the difficult political and external environment, the authorities
maintained the external reforms put in place during 1988-1991 though at a
significantly reduced pace. In April/May 1993, the authorities prepared a
revised macroeconomic framework for FY 1993/94 centred on a tightening
of fiscal and monetary policies and the acceleration of structural policy
reforms. While virtually all measures incorporated in the 1993/94
macroeconomic program have been implemented, attainment of some of the
program targets was complicated by developments that were not anticipated

at the time the revised macroeconomic framework for 1993/94 was made.
These developments included new expenditures required to fund transitional
political arrangements and institutions, and the inevitable outlays related to
forthcoming elections. In addition, after a period of restrained wage
bargaining, labour unrest erupted seeking, in part, to benefit from the

changed political circumstances and political liberalization, resulting in
substantial wage increases. With these developments, it became necessary

to again revisit the macroeconomic framework for 1993/94.

Generally, real GDP growth rate increased during the first five years of

the adjustment program until it declined in 1986. Since then, the growth rate
steadily increased up until 1992. Domestic savings steadily declined during
the adjustment period dropping from 15.1 percent of GDP in 1982 to only

1.8 percent of GDP in 1993. The current account deficit has generally;
deteriorated particularly in the late-1980s and early-1990s. Inflation steadily
increased during the adjustment period until 1988 when it started dropping
before increasing again in 1992.

The structure of the economy did not change much during the

adJustment Per'oti- Agriculture has remained the dominant sector and:
contributions of various sectors to the GDP have generally remained1 the

same during the period. Tobacco, tea and sugar still remain the main export
commodities.

From the foregoing, it would appear that the performance of the

macroeconomic reforms has been rather mixed and does not appear to have
resulted in a.stable macroeconomic environment during the adjustment
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period except perhaps in the late-1980s when the environment appeared
relatively stable.
no*-'-.■
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2.5.2 Agricultural Performance
Agriculture

has

been

'
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.

Ka

contributor

to

economic

growth

and

macroeconomic stability in Malawi. Since Independence in 1964f growth in
agricultural GDP has varied, averaging about 5 percent during the 1 S37Os, 1

percent during the early 1980s, and 4.1; percent during 1987-9V. During

1973-92, annual growth in agricultural GDP has averaged about 1.96
percent. During the same period the ruralpopulatioh has grown by more than
3 percent per year, indicating a decline in agricultural GDP per capita.
Throughout the 1970s,s1980s and early 1990s, growth in the estate

sub-sector has been significgntly faster than in the smallholder sub-sector,
except in four years (1976, 1978/ 1984-and 1991). The share of the estate
sub-sector in total agricultural GDP rose steadily from 13 percent in 1973 to

35 percentlrvjT992. During the past 20 years, 60 percent of agricultural
growth has beeh in the estate sub-sector. Smallholder sub-sectoral growth
rates have bein fbw, despite government's policy emphasis on smallholder

development. Growth in the smallholder subsector averaged only 0.67
percent per annum between 1980 and 1992, compared with 5.65 percent
for the estate subsector {Table 2.2),.The agricultural policy reforms therefore
have only resulted in marginal improvements in the performance of the
agricultural sector in general, and the smallholder has virtually stagnated

dunng the adjustment period. h;

'.,*&■'

Table 2.2 Malawi: Annual Agricultural GDP Growth Rates (percent, 1973-92)

Sector-,■■Afcj-asrirL-jr - ■■>nA'- 1973-80

1973-92

1 980-87

1980-92

Estate subsector

8.64

5.89

4.21

§•65

Smallholder

3.99

0.96

1.96

0.67

4.72

1.96

2.41

■ii.9Q-^-\

,;

;

subsectoxta >e y
Agricultural sector

Source: World Bank (1993).
It would be useful to examine how well the various components of the
country's agricultural reform programmes were implemented.

The Smallholder Burley Scheme has so far been a success. The
Smallholders have demonstrated their ability to produce high quality tobacco
at low cost. There are, however, a number of issues related to the growth
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of smallholder burley production. First, the current quota system is
inequitable and inefficient as it excludes very efficient producers. Second, the
staff of the Ministry of Agriculture and Livestock Development is already thin
and may not adequately manage the anticipated growth of the smallholder
bur)ey production.

With regards the removal of agricultural subsidies, net subsidy levels
(actual government and treasury subvention) to cover the Smallholder
Farmers Fertilizer Revolving Fund of Malawi (SFFRFM) financial deficit
increased more than three-fold from MK6.94 million in 1983/84 to MK22.5
million in 1992/93. The trend of the net subsidy levels has generally been,
increasing. This is mainly due to escalating cost of fertilizers during tha
adjustment period. The programme does not, therefore, appear to have met

the objective of reducing the drain on fiscal resources. Furthermore, there is

evidence to suggest that the country's fertilizer and crop pricing policies may
not have encouraged smallholders to use fertilizer.

Regarding credit, the number of seasonal credit recipients more than
doubled between 1982/83 and 1990/91, increasing from 156,703 to
333,750 during the period. The number of clubs also doubled, increasing
from 6,654 to 12,891. However, only about 25 percent of the smallholder

farm families had access to the credit in 1990/91 and these tended to be the
above average farmers. The majority of smallholders still do not have access

to credit.

The development of high yielding maize varieties exceeded
expectations, Partly as a result of releasing these varieties, hybrid maize has
substituted for local maize in production since 1990/91. However, not much

has been done to improve research-extension linkages and expand the
extension system due to financial limitations.

Government did amend the Land Act, but with exemption clauses that
effectively minimized any positive impact. The provision that smallholders
can grow and market burley tobacco has probably done more to slow down
the transfer process than the amendment banning transfers. Land transfers
to the estate subsector continue. While lease rents were increased from
MK10/ha to MK30/ha, they are still thought to be too low to have any
noticeabie impact on the estate land use {the rent was increased to MK50/ha
in 1995). Moreover, although under-utilization is probably influenced by the
low cost of establishing estates and the annual lease rents, inadequate

access to capital appears to be the main constraint on more extensive
utilization. The provision to collect estate lease rents from the tobacco
auction has been successful in improving revenue collection from both

^-
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current and past accounts. In 1990, the Estate Extension Service Trust
(EEST) was established, with ODA assistance, as an autonomous trust under
the Tobacco Association of Malawi (TAMA). The Land Department's
inspectorate staff has not been strengthened due to limited resources, hence,
enforcement of land use covenants has not been intensified,
. •■<
The Government has rationalized the role of ADMARG as a buyer and
seller of last resort for staple food crops. A Memorandum of Understanding

(MOU) was prepared which outlines the principles for identifying the social

roles undertaken by ADMARC and calculating the costs of these roles. It
specifies the arrangements for ADMARC's reimbursement by Treasury for
fulfilling social roles and defines specific performance targets to ensure that
ADMARG is efficient in carrying out its social functions. Though the MOU
was only signed in December 1993, its implementation began before then in

1990/91. ADMARC also implemented a divestiture program which has
stayed on course. It closed markets it considered uneconomic with the hope
that private traders willtake over their activities in those areas. This has not
always been the case and, as a result, it has been forced to reopen some of
the markets. Farmers in areas where ADMARC has not reopened and private
traders are not operating have been left without a nearby outlet for their
produce and source of agricultural inputs. T rectify the situation, ADMARC

attempted to implement a commission agent system for markets that are not
financially viable, but despite attractive offers to sell or rent warehouses,
they found little interest among private traders, and the program was
discontinued.

Expanding the role of private sector, however, continues to be
problematic. The policy framework is not conducive to encouraging private
participation, particularly with respect to agricultural input marketing. Lack
of infrastructure and credit are among the factors that continue to constrain

the growth of private agricultural trading in Malawi. This partly explains why
private traders have not taken over ADMARC's responsibilities in some of the
areas in which it has closed its markets, and why private trading in fertilizer
marketing (which is expensive) is not picking up.

Annual price revoews have been carried out during the adjustment
period. Currently, Government sets floor and ceiling prices for smallholder
maize only, but all other crops have been descheduled. Prices of maize will
probably continue to be set for some time to come given the crop's vital role
in food security.
Nominal producer prices of both food and export crops have been increased
dramatically during the adjustment period. Between 1980 and 1988, nominal
producer prices for ail agricultural commodities more than doubled since. The
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price increases have, however, been erratic and abrupt and not in step with
the rate of inflation, especially for maize and tobacco. Additionally, pricing
has been reactive and are not following any clearly defined rules, shifting
dramatically from one year to another.
2.6 The Status of On-Going Policy Reform Measures

An attempt has been made to subjectively assess how well the various
policy reform strategies/measures have been implemented over the years.
The following points/grades were awarded:
0 = if strategy/measure not implemented;
1 = if strategy/measure partially implemented; and
2 = if strategy/measure fully implemented.

Using the above indices, nearly 60 percent of the policy reform

measures highlighted in this study could be said to have been fully
implemented; 36 percent partially implemented; and 5 percent not
implemented. The implementation of macroeconomic policy and trade policy
reform measures appear to have been more successful than the
implementation of the reforms specifically targeted to the food and

agricultural sector (Table 2.3). It can, therefore, be concluded that Malawi's
implementation record has been a mixed one.
Table 2.3: Implementation of Policy Reforms

Total

Policy ■

Macroeconomic
Trade

Food & Agric

Total

%

of

measures by score

Average

Score

measures

•

0

1

2

27

-

30

70

1.70

9

-

44

56

1.56

27

12

44

1.33

56

5

59

1.54

:-

44

36

.

3.6 Medium-Term Strategy and Objectives

Malawi's economy remains fragile, narrowly based and lacks key social
services and infrastructure. After more than a decade of stabilization and
adjustment programs, the structure of the Malawi economy is still dominated
by the production and export of a limited number of agricultural crops and
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the associated processing and distribution of these crops.

Despite the substantial progress in deregulating the economy and
creating a more conducive climate for the private sector, the development
of the private sector and supply response have remained below expectations,
constrained in part by the monopolistic structures in production and. distribution.

Furthermore, the economy continues to be adversely affected by recurrent droughts
and transport bottlenecks that seriously reduce its competitiveness.
Given these structural problems, the future thrust in the adjustment strategy
is to place greater emphasis on policies and structural reforms that would promote
a greater supply response, accelerate economic diversification, raise average
productivity across all sectors, enhance domestic competition, and improve
external competitiveness. Agriculture will continue to be a major source of growth,
providing employment and subsistence for some 80 percent of the total population
and the main source of raw materials for the manufacturing sector. The major
challenge in this sector will be to improve productivity in the estate and smallholder

subsectors, whjle vigorously promoting diversification out of tobacco and maize
production.

Growth in the manufacturing sector is expected to be generated by the

liberalization of the exchange system, the rationalization of external tariff, and the
growth of output in the agricultural sector. Additionally, diversification of
manufacturing output and increasing the export of manufactured goods will also
depend on reduction in transport costs and a substantial broadening of the

The continued development of human resources and improvements in the
social and physical infrastructure will also constitute critical elements of the future
thrust of the reform programmes.
3.7 Conclusions and Recommendations

Malawi's adjustment and liberalization efforts have helped to achieve modest
growth in the economy. These efforts have also helped, to a certain extent, to
improve fiscal discipline and stabilize the external situation. Attempts to improve
the market environment, including parastatai performance and price incentives have

contributed in containing the negative impact of-severe external shocks to which
Malawi was subjected to in the 1.980s.
However, these improvements have not been caused by change in the
structure of the economy. While the policy changes have been necessary to avoid
further deterioration in the economy, they have not been sufficient to increase the
income and growth potential of the majority of the population in Malawi. Malawi's
economy remains fragile, narrowly based and lacks key social services and
infrastructure. After more than a decade of stabilization and adjustment programs.
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the structure of the Malawi economy is still dominated by the production and
export of a limited number of agricultural crops and the associated processing and
distribution of these crops.

Despite the substantial progress in deregulating the economy and creating
a more conducive climate for the private sector/the development of the private
sector and the supply response have remained below expectation's, constrained in
part by the monopolistic structures in production and distribution. Furthermore, the
economy continues to be adversely affected by recurrent droughts and transport
bottlenecks that seriously reduce its competitiveness. As a result, over half of the
population continues to have incomes below the poverty line.

Future,adjustment and liberalization programs will need to include policy

measures which increase the responsiveness of the economy as well as contribute

to; poverty reduction. The major elements of these programmes should include

rrieasures to: expand employment opportunities; enhance smallholder agricultural

productivity; increase social sector expenditures on human resource development

■aria* reduction of population pressure; and develop financial and capital markets.
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Hi. MOZAMBIQUE
3.1

Background

■

;

Situated between Latitudes 11 and 27 degrees South and Longitudes

30 and 41 degrees East, Mozambique covers an area of 799,388 square
kilbmetres.

It has a coastline of 2500 kilometres running from the northern

extremity of the country at the mouth of the Rovuma River to the South

^rjcan Border. Over half of the country's estimated 16 million citizens live
iri the coastal areas of which over 4 million reside in and around the three

largest cities of Maputo, Beira and Qualimane. The population is estimated
to; be growing at an average annual rate of 2.7 percent. It is estimated that
'm..$S&3, at-least .1.5 million people were displaced from their homes
(deslocados) while more than one million were refugees {refugiados), mostly
in Malawi. Although accurate figures are scarce, a large number of blher
Mozambicans, are presently pouring into the three largest cities of the
country as well as into the provincial and district capitals, seeking security
and livelihood.

Mozambique has a vast natural resources base which is still largely
unexploited. The agricultural resources of the country are considerable and
of high potential. The soils and climate are suitable for the growing of a
wide range of food and cash crops. Almost 50 percent of the country's vast
land areas are considered to be potentially cultivable. Its vast network of
rivers provides good potential for irrigated agriculture. The country is also
wellendowed with woodlands suitable for livestock raising although most of
it is presently unsuitable for grazing due to the presence of tse-tse fly.
The combination of a 10 years war of attrition, the severe drought of
1982-83 and weaknesses in the country's own economic policies and
management systems created serious dislocations in the economy and

resulted in precarious economic and social conditions. It has been estimated
that more than two thirds of Mozambicans five in absolute poverty.
Measured in United States dollars, GDP per capita declined from an
estimated US$99.00 in 1987 to US$63.00 in 1992. The United Nations

Development Programme's 1993 Human Development Index which combines
GNP per capita, life expectancy, and educational attainment ranks
Mozambique 157 out of 173 in the world. The Washington-based Population
Crisis Committee ranked Mozambique last in 1993 in its survey of the level
of suffering throughout the World, a score that was marginally worse than
that of Somalia at the height of the crisis in the latter.
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3.2 The Policy Environment

In 1981 Mozambique prepared a ten-year plan whose objective was to
achieve "victory over underdevelopment" by the end of the decade through
the education and training of human resources, the carrying out of
agricultural and industrial projects and the building up of social services.
Unfortunately, a combination of an expanding war, a severe drought during
1982-1983, debilitating trends in the international economy and weaknesses
in the country's own policies and management systems severely constrained
the plan's usefulness half way through its life. Faced with near bankruptcy,
a brutal war and a serious economic crisis, the Fourth Congress of FRELIMO

recognized the need for economic reforms. New emphasis was placed on
small development projects using local raw materials to produce goods for

local consumption with increased state support for the peasant family

farmers and private farmers.

These measures were, however, inadequate to arrest the rapid decline
of the economy. By 1985 Mozambique's economy was rapidly approaching
"stalling point". Marketed agricultural products had drastically reduced to
almost half of their level at the beginning of the plan period. Real production
from the productive sectors had fallen by over 40 percent resulting in
shortages, inflation, acute foreign exchange problems and a huge deficit in
the budget of the government. South African traffic passing through the port
of Maputo had declined by over 50 percent while electricity exports to South
Africa had virtually ceased due to sabotage of pylons on the high tension

lines from the Cahora Bassa hydroelectric project.

The government's initial attempts to respond to the decline in
production by expanding credit only resulted in acute financial disequilibrium
Midway through the plan period, export earnings had dropped by more than
two-thirds, imports had decreased by over 50 percent and the balance-ofpayments stood at nearly $US450 million. As a result of the deteriorating

economic Situation, strong internal pressures for economic reforms and major

external

pressures

for economic stabilization and

adjustment from

international creditors were brought to bear on the Government
This
prompted the government in February 1987, to adopt a package of
macroeconomic interventions in the form of a three-years World Bank and

IMF supported Economic Rehabilitation Programme (PRE). At the end of its
three year life, the PRE was replaced by an Economic and Social
Rehabilitation Programme (ESRP).
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3.3 The Structural Adjustment Programme

The major policy areas of the ESRP include: credit and investment;
price and salary; trade and foreign exchange rate; land tenure; and human
resource development. These are discussed in detail below.
3.3.1 Credit and Investment Policy

Under the ESRP, financial institutions were directed to give priority to
generally within broad government

agricultural enterprise development,

guidelines. Banks were expected to channel some of their funds into rural
credit programmes. These programs charge lower interest rates on loans for
food crop production, 17 percent instead of the commercial rate of 25
percent which were operating in the country in the 1990s.
The investment policy under the ESRP gives incentives to investors

through: reduced payment of customs and import duties on plant, machinery,
equipment, and accessories imported for approved agricultural projects;
investment allowance depending on the kind of project; and depreciation or

capital allowance on equipment and plant up to 100 percent in the year of
the investment.
3.3.2 Price and Salary Policies

Price and salary policies are related under the ESRP. Thef policies

attempt to establish the "right" prices to stabilize income levels to the
producers and acquisition of foreign exchange earnings for development

programs.

The policies regarding agricultural inputs and their marketing

varies according to the level of desired development of the agricultufaVsector
and the relative importance of the input to agricultural growth. In Ih^ past,
food prices were held below world {border) prices for consumers. Producers

prices were kept also below border prices. Shortages were widespread in the

country from 1979 to 1987.

In response, parallel markets developed.

Considerable cross-border marketing between Mozambique and neF0hbburing

countries flourished from 198T-tb 1985, especially between Mozambique
and Zimbabwe and Mozambique and the Republic of South Afrida. Wealthy
and urban people benefited from low prices of food obtained through the
rationing system established in the country, while poof consumers were
forced to the parallel market where prices were higher.

Inefficiency, waste, corruption, and favouritism were common in some
government agencies and parastatals. Most of the controls imposed in the
markets were benefiting state bureaucrats. Under ESRP these problems were
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to be solved by turning over the provision of consumer goods, production
inputs, and services to private firms.
The major assumption was that
privatization would release government resources for higher priority uses.

Qiven the distortions already introduced by past policies and the existence
of increased poverty, it was not possible to liberalize the markets completely.
There is still need for a dual private and public system to ease the
move from public to private sector and reduce opportunities for monopoly
pricing and output in the private sector. Also the public sector still is needed
for sectors such as education, health, and housing.
3.3.3 Trade and Foreign Exchange Policies

Trade and foreign exchange policies were in the past characterized by
protection of domestic production and an overvalued exchange rate. Due to
persistent protection of agriculture as well as industry, the prices for
agricultural inputs and consumer goods (which are wage goods to workers)
increased. Higher costs made it difficult for agriculture and industries to
compete in the international markets.

The expansion of money supply to meet budget shortfalls created
inflation problems. There was excessive consumption compared with the
level of production and investment, excessive mechanization, substitution of
capital for labour, and unsustainable balance of payments deficits.
With fixed nominal foreign exchange rates, the currency became
overvalued forcing imports to increase relative to exports. The
over-evaluation of the currency drastically affected the levels of exportation
from 1975 to 1985. The country lost its comparative advantages in certain
export crops such as coconut, cashew nut, tea, and cotton. It also resulted
in huge imports of "artificially" cheap rice, vegetable oil, wheat, and sugar
were between 1982 and 1987. These imports chocked domestic production
and induced a reallocation of resources toward non-tradables. To cope with
this situation, the ESRP introduced a "devaluation policy".

Because of the need for foreign currency, most of the cash crops are
for export. The international demand for these commodities is very inelastic
and their real prices has been showing a declining trend.

3.3.4 Human Resources Development Policies

The ESRP is expected to improve the development of human resource
in Mozambique. This means that there would be improvements in education
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and vocational training facilities and services. The Government has been
trying to improve health care and family planning as a way to lower the
infant mortality and death rates. However, this task has not been successful
because of the many constraints facing the economy, principal among which
is, the requirement of the ESRP to reduce the budget deficit through
reductions in public spending. The private sector, on the other hand, does
not have much incentive to invest in public education and health.
Consequently, the government's intention to develop the country's human
resources seems to be inconsistent with the requirements of the programme.
Modifications are, therefore, needed to allow the state to improve the
provision of public sector services, especially education and health.
3.4 The Performance of the Economy

Overall economic growth in Mozambique from 1987 to 1989 was TO
percent. It slowed to 1.7 percent during the period 1990-1992 due to lack
of security in the country-side, drought and lower external financing. In
1993, the economy grew at about 19 percent, helped by a 21 percent
increase in agricultural production. Sn 1992, per capita income was $70 US
dollars, in part due to drastic cuts in aggregate consumption.

The deficit in the balance of payments for 1991 amounted to
US$437.7 million. Total revenue was US$294.9 million in 1990 compared
to expenditures totalling US$733.6 million. GNP increased faster in the first
years of the ESRP due to a high level of investment which increased from
16x10^9 MT in 1986 to 342.9x10^9 MT in 1989. Part of the deficit was
made up through increased money supply which, in turn, resulted in
increased inflation.

Following the introduction of the ESRP, the rate of inflation increased

from five percent per year to twenty-five percent per year, production
increased in an unbalanced manner, and the incidence of poverty worsened.
Unemployment increased from 12 percent to about 25 percent. The expected
growth rate was five percent per year but in 1990 it was only about two
percent. As a result GNP per capita decreased in the face of population
growth rate of 2.6 percent.

Transport and communications were improved in 1989. Major public
expenditures were directed at improvements of the roads and communication
systems in the country. Industry increased its productivity in 1989 although;
in 1990, it showed a negative growth rate due to obsolete machinery in most
df the factories.
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The growth rate of money supply was reduced to less than 20 percent

per year. Before ESRP the growth rate was about 35 percent per year. The

planned money growth for 1991 was 20 percent. Monetary policy and
devaluation of the exchange rate are related to the general pricing and wage
systems. However, it is not possible to correlate the macroeconomic
indicators of economic growth with these policies because of lack of
information.

When the ESRP was established it was expected that there would be
frequent changes in the political environment. The need for a minimum level
of market intervention and a set of pricing policies to be in place irrespective
of changes in the domestic political environment was not obvious to some
politicians. The scenarioof a multi-party system brought a new challenge to
policy making in Mozambique.

The markets are not functioning like they were expected to when the
program was established.

Some markets have already improved and

information about the market system is available. Others are not developed
enough to promote sustainable economic growth. This has, therefore,
resulted in unbalanced development. Trading in the countryside is extremely
difficult due to the poor road system. The number of cooperating agencies
involved in public decision-making is increasing, which does not allow the
market to function properly, thereby distorting prices. For markets and prices
to send out clear and consistent signals to guide the allocative decisions of
economic agents, public market interventions and pricing policies by different
levels of Government need to be harmonized. Otherwise, the policies would
be ineffective resulting in wasteful policy and induced allocative
inefficiencies.

3.5 Current Status of Implementation of Key Policy Reform Measures

Administered consumer prices are now limited to two basic breadstuffs
(wheat and wheat flour), rents, utilities, and transport fares. Overall, the
share of products subject to price control fell to below 5 percent of total
production in 1993. Government opened domestic and external trade,
allowing increased competition among the traders and permitting direct

trading between enterprises.

To improve foreign exchange allocation at the various foreign windows

(including donor import support funds) the windows were unified into a
market-based system in April of 1992. All foreign exchange is channelled
through the banking system under the new system and the rate is
determined by market forces. As a result, the parallel market premium
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declined from 150 percent in 1990 to 10 percent by the end of 1993.
Following the 1991 Privatization Act, the government decreed that all
state enterprises, with the exception of strategic enterprises that provide
essential public goods and services, were to be either privatized, transformed
into commercially oriented public enterprises, or liquidated.
Nine targe
industrial firms and 263 small and medium enterprises were privatized.
Reform of the utility parastatals has already started. The petroleum
company, post-office and telecommunications parastatals were transformed
into commercially oriented public enterprises in 1993. The transformation of
airlines and railways has started.

Fiscal adjustment has also been achieved. The revenue base has been
strengthened through tax reforms. This succeeded in improving the tax
administration which, in turn, resulted in a rise of budgetary revenues from
18 percent of GDP in 1987 to 20 percent in 1993.
Recurrent expenditures have now fallen to acceptable levels and most
investment is financed by donor grants. The Overall deficit after grants
declined from 13.5 percent in 1987 to 5.2 percent in 1993. There was an

increase of capital supply and consumer goods from donor grants and

concessional loans. The average current account deficit before grants was
54.5 percent of the GDP during the period 1990-93. In 1993 the current

account deficit before grants felt to 22 percent of the GDP.
infant mortality declined from 84/1000 in 1987 to 72/1000 in 1992.
Maternal mortality rate declined from 300/1000 in 1987 to 180/1000 in
1990.

Budgetary expenditures on goods and services for education and health
increased by 19 percent in real terms from 1991 to 1993.

Government projections for 1995-96 include a reduction of the fiscal

deficit after grants from 5 percent of GDP in 1993 to 4.5 percent of GDP in
1994. There will be a reduction of the fiscal deficit after grants to 2 percent
of GDP in 1996. The deficit before grants will be reduced from 22 percent
in 1993 to 10 percent by 1996. The government's intention is to strengthen
credit policies so as to keep monetary growth within targets and to reduce
the current account deficit before grants from 2.2 to 1.5 times exports
between 1993 and 1996.
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Exports are expected to rise by over 14 percent a year in current
dollars from 1993 to 2002 as a result of development of new gas fields,

increased mining exploration, and revitalization of the industrial base!

Imports are expected to increase 6 percent per year on account of reduced
dependence on food aid, the end of the demobilization exercise, successful
elections, resettlement programs in 1995, and import substitution
accompanying the restructuring of the industrial sector.

Foreign investment is projected to rise to $600 million dollars by the
Year 2000. Current account deficit before grants is projected to decrease
from 71 percent of GDP in 1994 to 28 percent of the GDP in 2002. The
dependence on external aid is projected to reduce from $67 per capita in
1993 to $34 per capita in 2002 (1990 prices). The Government is, however,
of the opinion that the country would need continued debt rescheduling up

to the Year 2002.

3.7 Concluding Remarks

A number of conclusions can be drawn from this review. While the

country continues to suffer from increased incidence in the levels of absolute
poverty and famine, overall growth is likely to increase as a result of the end

of the war, the successful election process, and the return to normalization
of economic activities in the country. Commodity prices would stabilize after
more than a decade of decline. Marginal improvements in per capita income

and consumption would occur from 1995 to 2000.

Mozambique's economic development can be assured if the ESRP is
able to create the conditions for increased surplus in agriculture followed by
development of human resources, increased market development in the rural
areas, and reduction in the level of poverty. In summary, the attainment of
sustainable development of the country involve economic growth, structural
transformation, reduction in the poverty level, low unemployment, and
greater income equality.
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IV. SOUTH AFRICA

4.1 Country Background

South Africa's land area covers 1.221 million square kilometres and

major parts of the country have an elevation of 1200 to 1800 metres. The
country is situated within the temperate zone. Rainfall is highly variable. The
average rainfall is 511 millimetres per year but this masks wide differences
among regions, within regions and variations from year to year.

Before 1994, 85.5 percent of the land was occupied by large scale

white commercial farmers and the remaining 14.5 percent was communal
land held for Africans, 93 percent of which was used for agricultural
purposes. It has been estimated that only 16 million hectares of South
Africa's land area are arable.
In

April

1994,

the

country's

political

system

changed

from

constitutional representation (for non-blacks) to proportional representation

{for all races). The country is currently governed by a Government of
National Unity (GNU) guided by the 1993 Interim Constitution which allows
for three tiers

of government:

a

national

government,

nine

provincial

governments, and local governments.

The economy is characterised by: under and unemployment of more
than a third of the labour force; a racially skewed concentration of income

and wealth and a spatially skewed concentration of economic activity; high
levels of urbanisation; financial constraints manifested in budget deficits,

high taxation and constraints on the capital account of the balance of
payments■; persistently high inflation rates in comparison with its main trading
partners; low levels of savings and investment in relation to GDP; low

productivity; and shortages of entrepreneurial and professional expertise and
technical skill,
With a

v

v;

per capita income of USD 1920 in 1994, South Africa ranks

as an upper middle income country. This high income level, however

camouflages the extreme income inequalities between whites and blacks in
the country. At the end of the 1980s, the average income of the country's
white citizen was 9.5 times that of the average black income, 4.5 times that

of average coloured and 3 times that of the Asian population. Although
recent evidence shows a slight narrowing of the gap between whites and
blacks, the absolute income gap between the rich and poor has worsened in
the last decade. In 1993, the poorest 40 percent of the population received
less than 10 percent of total income, whereas the richest 10 percent earned
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43 percent of income. Social indicators for whites are comparable to those
of developed countries while those of blacks are analogous to those in other
African countries. During apartheid, income inequalities were accentuated by
public expenditure patterns. Fiscal spending on public services such as
water, sanitation, electricity, education and health was strongly biased in
favour of whites. It is estimated that there are more than 17 million people
living under the minimum income level of which 11 million live in rural areas.
Female-headed households in rural areas and those with no formal-sector

breadwinners are the worst off.

4.2. Agriculture in the South African Economy

The agricultural sector makes the classical contributions to the

economy. Its contribution to GDP in the 1990s averaged slightly below 5
percent per annum. This contribution is, however, understated by GDP
figures. Agriculture has been a major field of employment and subsistence.

There is evidence to suggest that the percentage of economically active
people in agriculture has declined in recent years. Much of this decline is
accounted for by people who are in peri-urban settlements as a result of

forced removal policies and acute poverty in rural areas. Most of these
people would ordinarily be engaged in agricultural production if they had
access to land and other critical support services.

The country is self-sufficient in all major agricultural commodity
categories. This has enabled agriculture to be an important supplier of raw
materials to South Africa's industry. Between 1974 and 1988, the
producers' share of the consumer value of the food basket declined from 55
to 46 per cent, indicating that by 1988 some 54 per cent of consumption
expenditure on food was spent on services and processing intervening

between farmer and consumer. Forward linkages of agriculture indicate that
the total intermediate turnover of agricultural products amounts to some
R9,000 million. Also, in 1978, the South African Agricultural Union (SAAU)

claimed that between 25 and 30 per cent of both industrial employment and
output occurred in industries based on agricultural raw materials. The SAAU
also estimates backward linkages of agriculture to comprise over R4,000

million spent on intermediate inputs annually while total inputs exceed R10

000 million.

The agricultural economy, particularly commercial agriculture, has
regressed since 1980. This retrogression may be ascribed to drought,

inflation and managerial deficiencies, including over-mechanization and

excessive expenditure on some short-term inputs such as fertilizer.

The general impression, however, as is. evident from aggregate macro

data, is that of an efficient, modern agriculture which simultaneously,
provides the population with adequate supplies of food, contributes positively
to foreign exchange earnings, industries and employment, and serves as $

substantial market for industrial output. This would appear to be a
remarkable situation - an agricultural sector yielding more and better goods,
contributing through its linkages to more and better employment (directly and
indirectly) and ultimately to abundance for the whole population. And yet,
this is not uniformly the case.

Self-sufficiency h;as often been confused with efficiency. Evidence,
however, points to inefficiency of production at the micro level. High output
levels in the commerciial sector were achieved through excessive capital
utilisation resulting in declining total factor productivity rates. Meanwhile,
continuous restrictive policies have completely destroyed small-holder black
agriculture, which would have most likely utilised production methods
congruous with South Africa's resource endowment. Although changes in
the macroeconomic environment have led to a shift to high value crops and

to improvements in factor productivity for some farms from the late 1980s,
many are still inefficient and barely surviving.

South African agriculture has been characterised by a "marathon"
history of intensive direct government intervention, manifested in commodity,
factor and technology policy policies. The government's interventionist
programme reached a high point around 1980 with a variety of laws,
statutes and regulations controlling access to and the use of natural
resources, finance, capital, labour, as well as marketing of agricultural
products.

4.3 Economic Performance Prior to Reconstruction

At constant 1990 prices, gross domestic product per capita increased
by only 19 percent over a period of 34 years, with GDP per capita measuring
R6,813in 1994 as against R5,717in 1960. This is due to both economic
stagnation, especially during from the 1980s onwards, and relatively high
population growth rates. Using per capita income, life expectancy and
literacy figures as measures of socio-economic opportunities and capabilities,
the United Nations Development Program constructed a human development

index which ranks South Africa 93rd out of 173 countries. This puts South
Africa at par with Botswana arid China.

i~fT'~r!
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4.3.1 Macro-economic Performance

In the African context. South Africa is a major economic power block,

currently constituting about 25 percent of the continent's total GIMP.

Over

the past 15 years, however, the country's output has been adversely
affected by sharply reduced net fixed investment, stagnating labour
productivity, the impact of trade and financial sanctions and associatedquest
to maintain the country's international creditworthiness, as well as the

indirect cost of trying to make the country independent of so-called strategic

imports.

The South African economy has seen a long-term decline in economic
growth since the 1960s. The average annual economic growth rate, as
measured by the change in GDP at 1990 constant prices, was 5>5 percent
during the 1960s, 3.3 percent during the 1970s, and 2.2 percent during the
1980s. On average, no growth occurred during the early 1990s. During 1993
and 1994 the growth rates were 1.1 and 2.3 percent respectively. The
growth rate for 1995 is expected to be 2.5 per cent in 1995. This long-term
decline in economic growth, has been associated with a corresponding
decline in gross domestic investment and gross domestic savings.
The ratio of the annual budget deficit of the central government to GDP
"was about 4.2 per cent in the 1960 compared to an average of about 5
percent between 1986 and 1995. The persistent budget overruns of
especially the central government and the former homeland governments,

pushed total government debt up from 36.8 percent of GDP in 1980 to 55. i'

percent in 1995. On the other hand, the country's total foreign debt has
been reduced as a percentage of GDP from 43 per cent in 1985 to 22 per
cent in 1994, and as a percentage of total export earnings from 126 percent
in 1985 to 94 percent in 1994. South Africa maintained current account
surpluses from 1985 to 1993. The real effective exchange rate of the! rand

also declined steadily from 1985 to 1994. The rate of inflation has |been

high since the mid-1970s, as a result of successive periods of inadequate

fiscal discipline, relatively high wage increases, occasional excessive

monetary expansion, low growth in .productivity and exchange| rate
depreciation. The authorities have, however, succeeded in curbing high rate
from 17 percent in 1991 to 9.3 percent in 1994.

Throughout the period between 1980 to 1993 the population growth
rate far exceeded real GDP growth. This resulted in declining per capita
incomes. Between 1980 and ?1987 per capita income fell by an average 2.8
percent per annum, stagnated between 1988 and 1989 and continued to

decline between 1990 and 1994 by an average of 2.9 percent per year.
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Clearly, the country's population growth had a major influence on its
macroeconomic performance throughout the 1980s. Between 1980 and
1993 living standards declined as population growth contributed to falling per
capita incomes. In addition, its effect on labour force growth has had a
profound impact on employment participation rates, particularly for the
blacks.
Probably the most alarming development in the South African economy
is the decline in the labour-absorption capacity of the economy. Employment
in the non-agricultural sectors of the economy remained virtually constant
between 1980 and 1994, while the total population increased on average by
around 2.5 per cent per annum during the same period. The result was a
national average rate of unemployment of more than 32 per cent in 1994,
with wide variations in different parts of the country.
An

analysis

of

macroeconomic

performance

in

the

structural

adjustment context has to include an evaluation of structural changes in the

economy and their likely impact on future growth. The contribution of the
primary, secondary and tertiary sectors to GDP has changed significantly
over the years. The contribution of the primary and secondary sectors been
declining since the 1970s while the service or tertiary sector has
progressively increased its. The problem is that the service sector creates
the least number of jobs created per level of output and investment and is
more most vulnerable to labour-displacing technological change.

Of the two primary sectors, agriculture and mining, agriculture's share
in GDP has fallen faster, from over 14 percent in the mid-1950s to around

9 percent in the mid-1970s. This decline continued throughout the 1980s so
that by 1993 agriculture contributed only 4.4 percent to GDP. The
manufacturing sector's

contribution to

GDP

increased

by

3.9

percent

between 1979 and 1 990, at an average rate of 0.35 percent per annum. This
was much less than the rate of growth of the labour force. Between 1990
and 1993 the manufacturing sector's contribution to GDP declined by 2
percentage points. This was due to declining real manufacturing output

which has fallen substantially from the mid-1980s. the poor performance of
the manufacturing appears to reflect a process of deindustrializatibn in the
country.

4.3.2 Agricultural Sector Performance

Total factor productivity of South African agriculture has been growing
at an average annual rate of 4.6 percent since the early 1980s. In spite of
the

periodic

droughts

experienced

during

the

1980s,

South

African
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agriculture still succeeded in producing surpluses. The country's agriculture

can, therefore, be said to have been able to produce enough to make self-

sufficient in all the important staples. Crop production can therefore drop (in
total) before South Africa becomes a net importer of these products on a
regular basis. Some individual commodities in this group are, however,
imported on a net basis (e.g. oilseeds).
In horticultural production, particularly fruit. South Africa is not only
self-sufficient, but to a large degree sells in the

market. The situation in

respect of horticultural products is therefore even more favourable than that
of field crop production. Red meat, coffee, rice, vegetables, animal fats and
vegetable oils are the most important food products imported. The total gross
value of agricultural production in South Africa was almost R15,000 million
in 1987, whereas that of food imports amounted to about R1 200 million.
Food exports in the corresponding period amounted to about R2,400 million.
The area grown to crops has been fluctuating throughout the past ten
years. The decline since 1986/87 in the area under maize is particularly

noticeable. This is largely the result of the change in the price policy of the
maize industry and the land conversion scheme introduced to take land out
of maize production. The changes in area cultivated under crops such as
maize, sorghum, groundnuts and sugar cane have been rather mixed, each

showing declining rates ranging between -0.61 percent and -10.78 percent
per annum between 1980 and 1990. The area under cultivation of sunflower
seed, dry beans and soyabeans increased by 5.24 percent, 2.3 percent and
11.57 percent per annum respectively.

With regards trade, one remarkable aspect is the growth in South
Africa's deciduous fruit exports at an average rate of 0.55 percent per
annum, despite trade sanctions. Citrus export volume showed an overall

decline of 2.02 percent and 9.3 percent per year in 1980-1990 and 1980-

1985 respectively.

However between

1985-1990 citrus exports grew

impressively by 5.3 percent per annum.

Maize exports declined over the periods 1980-1990 and 1980-1985,
but showed a marked growth of 22.79 percent per annum over the period
1985-1990. Sugar exports grew at rates of 2.81 percent and 1.58 percent
in the periods of 1980-1990 and 1980-1985 respectively but declined at a
rate of -2.71 percent per annum during the period 1985-1990.
:
The cost effectiveness, efficiency and competitiveness of South
African agriculture are dependent on free access to foreign markets and

international trade. The effect of sanctions which restricted South Africa's
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access to international trade, caused a loss of export marketing opportunities
for the agricultural sector, in spite of this, the quality of South African
agricultural products, marketing reliability, and stringent quality controls,
enabled the country to maintain its export position in the world market.
During the 1980s, incentives were also introduced to promote exports.

The country's agricultural terms of trade have declining for some time
now due mainly to tariffs and exchange rate depreciation. The 1980s
experienced low terms of trade which slightly improved towards the turn of
the decade. The improvement has been mainly due to favourable changes in
world prices for primary products since 1987. Trade liberalisation and
changing exchange rate policies have also combined to affect the secular
trend in the cost-price squeeze that has hurt South African farmers Over the
past 10 to 15 years. On the one hand is the above-mentioned uncertainty
with respect to producer prices. On the other hand is the effect of trade
policy reform on the agricultural input prices, especially equipment and
chemicals, together with the effects of a weakening Rand.
4.4 The Policy Environment

The agricultural sector was subjected to two phases of restructuring
in the period up to the early 1980s. The first phase embraced initial steps
directed at territorial segregation of white and black farmers which was

realised through the promulgation of the Natives' Land Act of 1913. This

served to effectively segregate ownership in addition to abolition of vanous
tenancy forms (mainly share-cropping). Peasant farmers were in effect
converted into farm labourers in their large numbers. Two decades later,
intensification of state intervention in agriculture was achieved through
introduction of legislative measures such as the Marketing Act of 1937 and
the Co-operative Societies Act of 1 939 which "excluded" other categories
of farmers such as smallholder black farmers, and part-time farmers.
the second phase consisted of increased mechanisation of commercial
farming and the resultant substitution of capital for labour around 1970.
Around the same period, government intervention in black agriculture
consisted of physical "betterment planning" and administrative control. The

failure ofi this 'development' approach to achieve its welfare objectives saw

a shift'to intensive large-scale, centrally-managed agricultural development
projects in black areas which became the mainstay of agricultural
development efforts in the late 1970s and early 1980s. The structural
imbalances between white commercial and black subsistence agriculture
became apparent resulting from the "two-track policy" toward the two
agricultural subtsectors. This manifested Itself through limited access to land

&^
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and agricultural support services and effective lobbying market for homeland
farmers.

The built-up to the 1980s saw increased concerns from commercial
farmers about the "unhealthy state" of agriculture resulting mainly from the
ever-widening gap between production costs and producer prices. In the late
1970s, producer prices rose by only 9 per cent a year, while production
costs rose by about 15 per cent a year. Against this background, farmers'
debts increased to R2 621 -million in 1978. During the same year, agricultural
sector's net income was only 62 per cent of the total debt load.

The above policy environment was the result of immensely complex
socio-economic and past political processes.
The country's new
Reconstruction and Development Programme, is therefore, intended to
address both the restructuring of the as well as provide for the people's basic
socio-economic needs.
4.5 The Reform Measures

Macroeconomic policy reforms in South Africa can be divided into two
distinct phases: 1980-1988/9, and 1990 to the present., For both phases
there are some similarities as well as significant differences in the
circumstances underlining the policy reforms. For both phases the reform
packages were 'home grown' in that donors were not involved in their design
or implementation. Apartheid policies were also central in reforms of the two
phases.

The reforms of the 1980s were prompted by stagnation of the
economy and were put in place in an attempt to perpetuate the apartheid
state given the operating hostile external environment and debt repayment
problems. The 1990s reforms, on the other hand, sought to reverse the
socio-economic effects of apartheid by using macroeconomic instruments to
promote an integrated and coherent growth and development strategy. The
latter strategy is encapsulated in the country's Reconstruction and
Development Programme (RDP). The RDP is viewed as the main vehicle by
which the legacies of apartheid are to be redressed, including the legacy of
large income disparities.

The RDP base document and the subsequent White Paper on it are the
basic points of departure for all future sectoral and issue-based socioeconomic policies of the country. The RDP is a comprehensive integrated
framework as reflected by its basic principles and programmes. It also
represents an inclusive approach to developing and implementing policy

- I-

measyres;w,hich is a positive departure from past practices inthe country.

Furthermore, the reforms contained in the RDP calls for the restructuring of
the state system which had become excessively complex and inefficient.
Whilst trying to conform to the orthodox IMF/World Bank-type
objectives of stabilisation and structural adjustment, the reforms called for
in the post-apartheid era must also concern itself with the endemic problem
of inequalities in income distribution. Thus, the restructuring of the South
African economy in the 1990s has to put poverty and equity on the centre
stage given the extreme inequalities in society that was inherited from
apartheid. This is crucial if socio-political stability, which is a prerequisite for
economic growth, is to be achieved. So, although fiscal prudence and sound
monetary policies should be guiding principles for designing economic policy,
the government must play a significant role in ensuring that the required
levels of social expenditures are undertaken.
4.5.1 Fiscal Policies

Adjustment and liberalization programmes in South Africa in the 1980s
were aimed at: reducing the size of the public sector; increasing the
efficiency of government entities by exposing them to the competitive forces
of the market place; and reducing or eliminating reliance on public funds by
such entities/functions.

Up until April 1994 fiscal reform measures in the country focused on:

1.

Raising the economic

growth

potential via

tax reduction,

changes in the tax structure, greater tax effectiveness, more

efficient and purposeful state spending, a relatively lower level
of state expenditure and the systematic elimination of
v;,

j;
•,-.*>■

'

.

2. r.

-..--■■

government sector dissaving.

k:

Promoting more equal opportunities via priority shifts in state
expenditure towards socioeconomic services and more effective

targeting of government assistance in the case of the genuinely

3.
Promoting nnacroeconomic stability via the reduction of the fiscal
%, ;; deficit, avoidance as far as possible of money creation in
. ;;; financing the deficit, the redemption of public debt and a larger
l;;vi: role for dynamic public debt management in ^shorMerm
;'t ,,< stabilisation policy.
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Although progress has been made in some areas in achieving these
objectives, in other areas there has been little if any advance. Adjustments
to the taxation and expenditure structure include: partial elimination of fiscal
drag and reduction of the top marginal rate of income and corporate taxes;

reduction or termination of several tax expenditures and their replacement
where appropriate with better targeted direct expenditures; partial phasing
out of the import surcharge; tax reforms, including the introduction of VAT,

reduction of the estate duty, full phasing in of fringe benefits tax, and
elimination of double taxation on dividends; increase of general government
expenditure on socioeconomic services as a percentage of aggregate general
government expenditure and GDP; far-reaching policy decisions on the

limitation and reallocation of state expenditure, such as those involving
privatisation and commercialisation actions, and the reallocation of funds
previously tied up in strategic supplies towards socioeconomic services; and
the development of mechanisms in the public and private sectors of largescale development financing, which implies a different pattern of investment
in the economy.

Important fiscal areas in which little or no progress has been made
include: reduction of the share of direct taxation in the total taxation;
complete elimination of fiscal drag; the systematic elimination of government
sector dissavings; and the limitation of the share of state expenditure in the
economy. Cyclical factors, political transition factors and uncertainty
regarding the nature and stability of a new constitutional dispensation acted
to complicate the implementation of the foregoing fiscal strategy.

The change in government in 1994 following democratic elections, led
to expectations of major changes in fiscal policy, particularly in government
expenditure. However, while the broad fiscal policy objectives remained the
same after the elections, the direction of government spending is expected

to undergo fundamental changes.

-v. ;v

4.5.2 Monetary Policies

Throughout the 1970s, monetary policy was rarely used to achieve
macroeconomie goals, and was conducted mostly through direct control
measures. Witr>:the increase in the inflation rate of the 1970s, however,
nominal: interest rates no longer reflected the real cost of capital and there

was a ^hxftajtQvipdimct monetary policy instruments. Up till the mid-1980s,
the money, supply increased strongly, with rapid growth following periods of
very high gold prices. Excessive increases in liquidity resulted in low interest
rates compared to domestic inflation and overseas interest rates. This was
reinforced by exchange controls on residents, preventing funds from earning
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higher rates overseas. Artificially low real rates of interest contributed to low

personal savings, the increased use of credit, capital intensity in production
and thus low productivity of available capital.
A sharp policy reversal followed in 1984-85, contributing to a severe
reduction in economic activity and the demand for credit, while inflation was

marginally lowered. The resulting decline in investor confidence plus political
considerations accelerated capital flight, leading to the refusal of foreign
creditor banks to roll over foreign debts in 1985. Since then the basic
philosophy behind the country's monetary policy followed Africa is that
monetary policy has one prime and overriding responsibility, and that is to
protect the value of the currency.

The philosophy, the framework and the operational procedures of the
monetary authorities in South Africa are all based on the presence of sound
financial institutions, particularly banking institutions, and on the existence
of well-functioning financial markets. The Reserve Bank is also actively
involved in developing the money and capital markets. It also has the
responsibility of managing the Bank's regulatory function which is now firmly
based on the principles arid directives of the Basle Committee.
Since 1994, renewed fears of accelerating inflation have led the
Reserve Bank to hike the interest rates, with speculation rife that further
increases will be needed before the cycle tops out in the next year or two.
However, it remains an open question whether the Bank is over-prioritising
the control of inflation to the exclusion of other critical macroeconomic
objectives.
4.5.3 Exchange Rate Policies

Following the breakdown of the Brettdn Woods Agreement in 1971,
South Africa has accommodated floating exchange rates, for the most part

within the framework of a dual rate system which allowed for a managed

Commercial Rand and a floating Financial Rand. The Commercial Rand
applied to all international trade transactions between South Africa and the
rest of the world-as well as payments and repayments of foreign loans and
direct investments into the country/The Financial Rand was introduced to
control capital ilows by non-residents, largely for fear of large scale capital

flight in light of South Africa's growing pariah status and declining business
confidence. After being abolished in February 1983, the two-tier exchange
rate system was reintroduced in September 1985 in the face of serious
balance of payments difficulties.
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In April 1995 the Financial Rand was again eliminated, largely for the
sake of demonstrating to the international community that South Africa is
capable and eager to reintegrate into the world economy. The event was
anti-climatic, in the sense that it did not accelerate the depreciation of the
Rand relative to the currencies of South Africa's major trading partners.

Exchange rate policy in South Africa is an integral part of monetary
policy. Monetary targets, which imply a certain level of interest rates in
relation to international inflation and interest rate differentials, largely
determine the exchange rate of the Rand. The Reserve Bank does not have
a predetermined target for the exchange rate of the Rand, except that it
should be as stable as possible. The Bank intervenes from time to time in the
foreign exchange market to smooth out short-term fluctuations, and
sometimes even to counteract somewhat longer-term pressures, as long as
they are considered to be of a transitory nature.
4.5.4 Trade Policies

South Africa has one of the world's longest traditions of a deliberate,
coordinated import substitution industrialisation strategy, having started as

far back as the 1920s. During the era of international sanctions, South
Africa's commitment to import substitution was fortified, with the attendant
bulwark of protectionist measures evolving into one of the most complex in

the world.

There is,
however, now substantial movement away from
protectionism to trade liberalization. With increasing official acceptance of
the necessity to liberalize trade the emphasis has now moved to export

promotion. Since the mid-1980s steps have been taken to reduce the number
of tariff lines and it is the declared intention of the authorities to continue
with further reduction.

Despite the substantial liberalization trade that has taken place, serious
problems still remain to be eliminated gradually in accordance with the
phasing in of South Africa's proposals to the General Agreement on Tariff
and Trade (GATT).

4.5.5 Investment Policies

There are no written or legal guarantees on investments but there are,
at present, no restrictions on the transfer of profits, dividends, interest, etc.,
on any investment in the country. The GNU is supporting a market-oriented

private business economy. In the past, expropriation of property had buen
entirely for local infrastructure requirements with suitable compensation, and
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this is expected to continue in future. With regard to foreign investment,
there are no targeted sectors or sectoral restrictions, foreign-to-local equity
ratio requirements or minimum investment levels. Expatriate employment

should comply with the basic requirements of the Aliens Control Act, 1991.
4.5.6 Labour and Wage Policies

There exist no ethnic quotas with regard to employment in South
Africa. Since 1979 de jute discrimination on the basis of race, colour,
gender, etc., has been removed from the labour statutes, but the de facto
situation is that discriminatory labour practices stili prevail, e.g. the wage
differentials between male and female workers, and between white and nonwhite workers, especially in the unskilled and semi-skilled categories.
Furthermore, through the abolishment of influx controls and changes with
regard to regional development policies, the one-time policy of fixed ratios
between skilled and semi-skilled categories in manufacturing have been
removed. Movement of labour between countries, including cross-border
movement, is regulated in the Aliens Control Act, 1991.
Virtually no price, wage or salary is determined in South Africa without
inflation indexing playing a role in one form or another. Wage bargaining is,
however, influenced by many factors, including socio-economic and political
considerations. Issues such as inequalities and disparities in income and
socio-economic goods and services, have served as variables in the level of
wage demands since the 1980s, although the sources of these problems
need to be addressed by other policy measures, that should augment and
complement labour policies and labour market processes.

The wage bargaining structures and processes in South Africa have not
changed substantially over the past 70 years, except for the dualistic nature
of the collective bargaining system at the beginning of the 1980s to provide

access to all workers to the formal bargaining machinery. Apart from this,
the levels of wage bargaining revolved around the industrial council,
reconciliation board and the wage board centralised systems, while the major
part of wage bargaining took place on a mainly decentralised industrial or
individual basis, although heavily influenced by the centralised wage
bargaining process. A new Labour Relations Bill is currently being drafted.
4.5.7 Price and Market Controls

Subsidies in South Africa take many forms. Firstly, many goods and
services are provided free of charge or at prices substantially lower than
actual cost. Traditionally, these have included provisions for the disabled,
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and education and health services. Secondly, there are also a large number
of price, equity, loan and interest rate subsidies to public enterprises arid
private business in the railways, the nuclear and armament industries and
petrochemicals, as well as subsidies for housing, water supply and water
works. Thirdly, there are special provisions for deductions or exemptions
from taxes and excise duties for households and enterprises (both private
and public). Mossgas and SASOL's exemption/reimbursement of fuel levies
and tariffs constitute large indirect subsidy items not recorded as public
expenditure in the government's budget.
4.5.8 Food Policy

One of the major aims of agricultural policy in South Africa was "selfsufficiency in respect of food, fibre and beverages and the supply of raw
materials to local industries at reasonable prices". In order to achieve this
aim, the South African agricultural bureaucracy was geared in a biased
manner to support the white commercial farmer. Farmers were protected

from foreign competition, received various forms of subsidies, received
producer prices at a premium to world prices and had access to the latest
and most productive mechanical and biological technology through art
impressive research and extension network. Through these measures South
Africa maintained its position as a surplus agricultural producer and achieved
the aim of self-sufficiency in the majority of commodities as shown earlier.

Agricultural policy during the 1980s was also characterised by the

large sums of government subsidies to farmers in the form of drought aid and
other disaster payments. In 1985/86 government subsidies to farmers

amounted to R708 million. In early 1988 it was noted that 25,000 of the

59,000 farming units had received government aid which amounted to R24
billion in the previous seven years. This did not include government financial
aid to the wool industry (R15,5 million), the maize industry {R309 million) as
well as flood aid. It also did not include the government guarantee for debt

carried over (R9OO million) and the additional R400 million to keep insolvent

farmers on land.

Apart from the subsidies to individual farmers, the government also
paid industry subsidies to the wheat, maize, dairy industries amongst others.
The industry subsidy to the wheat industry was paid to keep consumer
prices of wheat and wheat products (flour, bread) as low as possible. The
payment to the maize industry was in terms of the government's

subsidisation of the Majze Board's handling and storage costs in order to
keep selling prices of maize as low as possible. The extent of the subsidies
to the wheat and maize industry is shown in Table 6 below. Apart from the
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subsidisation of the Maize Board's handling costs, the governrpent> from year
to year, was also responsible for payment of the Maize Boardfs export losses
due to the fact that the producer price was fixed

Agriculture.

by the

Minister of

-

;

4.5.9 Agricultural Marketing Policy

Since the early 198Qs, a number of political economic pressures led to
a more market related approach in the marketing of agricultural commodities
in South Africa. There was a reduction in the use of price control on a

number of commodities. There were also shifts to more market-based pricing
systems and away from the old cost plus pricing procedure. Other pressures

came from within the system with many farmers becoming increasingly

unhappy with aspects of the controlled marketing of majny agricultural
products.

Furthermore, there was also a realisation of the (poor aggregate

performance of the agricultural sector as measured by the vdry slow rate of
productivity growth.

In addition to the sectoral reforms,; the economic

environment for agriculture has been profoundly affected by changes to

macro-economic policy, most notably the tightening of monetary policy
through increases in interest rates> and exchange rate depreciation.

The trend towards market liberalisation was further enhanced by the

pressures emerging from the GATT negotiations for the abolishment of
quantitative import controls and the introduction of tariffs on alf agricultural
commodities. The replacement of quantitative controls on external trade by
tariffs is intended to reduce the distortions created by quantitative
administrative controls, to create a more commercial environment in the
planning of imports, to reduce the role of government in thjie allocation of

licenses, to limit the use of quantitative controls, and to increase the extent
of competition.

A general policy of tariffication has been in Operation since

1985, but its application to agricultural commodities only smarted in 1992.

During the past year tariffs have been established for popltry, tobacco,
vegetable oil,

oilcake and red meat and an overall strategy has been

developed for submission to GATT.

:

The appointment by the Minister of Agriculture of the Committee of

Inquiry into the Marketing Act (CIMA) in June 1992 was pro|bably the main
event which triggered the on-going process of market deregulation which

began in 1993. Since the release of the CIMA report in Januajry 1993 a total

of 8 marketing schemes and marketing boards were abolished), while the one
channel pool scheme of the Wool Board was abolished butjwith the Wool
Board remaining intact to perform product development, Advertising and
other services.
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4.6 Concluding Remarks
This section of the report reviewed structural changes in the macro-

economy of South Africa and the major events associated with the
restructuring of agriculture and farming in the country. The review pointed
out vital changes in general growth in the sector; changes in farming costs,
farm incomes, profits, yieids and related variables associated with
performance; changes in natural factors (climate, diseases, and disasters);
as well as changes in agricultural policy. A large part of the section was

devoted to agricultural policy during the 1980s. The decade is often
considered to represent the third period of structural change in South African
agriculture which witnessed a major change in farm policy - the result of
changes in the broader political economy on the one hand, and of more direct
policy reactions to the needs of the farming sector on the other. These
changes are analyzed in detail showing their effect? on farming debt, total
factor productivity growth and farm incomes. It can be poncluded that the
changes of the 1980s made the agricultural sector poorer and leaner. On the
other hand, they also made the sector fitter and prepared it to meet the
challenges of higher rates of economic growth which is highly likely under
the new political dispensation and more stable economic conditions of the

1990s and beyond.

Fiscal Policy

Hey

4.1

Objectives

1994

rationalization

development

1995

privatization

of

1994

Restructuring of state assets:

finance institutions

of

other

instruments

Introduction of taxation on an accrual basis on interest payable i.r.o. financial

institutions;

and

general

rationalization
investigations and/or establishment iis progress

national

on

provincial

level

-

• Rationalization of development finance system on a sectoral basis regarding

Open debate on privatization of slate assets and table a discussion paper

avoidance of double taxation have been signed, ratified, and/or negotiated.

A number of comprehensive or limited agreements with oilier countries for the

Other recommendations subject to further investigations

been implemented.

and individuals, taxation of lump sum payments and provisional tax have also

A number of other recommendations e.g. on tax rates and brackets for persons

commencing in the year in which Ihe ship or aircraft is brought into use

ihe Income Tax Act, granting a write-off allowance at a rate of 20% pa.

aircraft has been withdrawn and replaced by an allowance under section 12C of

• Special write-off provisions applying to the acquisition of certain ships and

until it expires

tax, where the exisiing contractual agreements with companies will be honoured

the 1995 year of assessment, with the exemption of the former Transkei company

Hannomzation of the tax systems of the former TBVC states with tliat of SA from

•

Introduction of taxation on a cash flow basis for small and micro-enterprises

collection - amalgamation of Receivers of inland revenue and customs and excise

referral

recommendations for further analysis

and

Announcements on institutional reforms aimed at enhancing tax administration and

1994,

Commission of Inquiry appointed in
June

Status of Implementation
Abolition of gender discrimination from the tax system

Implementation of recommendations of

Commencement Date

Matrix of Proposed New Policy Measures. 1995/96

Improvements of the Tax System

South Africa:

Institutional Policy

Price Policy

t

of

Constitutional

administrative

Rationalization
of
the
development finance institutions

governments

enumerated powers by provincial

Assumption

Liberalizing

pricing policies for services

Regional industrial development
Export assistance
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1994/5

1995

Investigations on and establishment of institutions in progress

government

;

government powers under fonner homelands have been passed on to the national

Provincial governments assumed Constitutionally assigned powers, while central

Investigations regarding market-based pricing for services such as electricity and

water

shipment export finance for SMMEs

The RIDP is at present being re-assessed in relation to RDP goals
Development of a Finance Guarantee Scheme whereby additional working capital
needed to execute export orders or finance export debtors is made available by
financial institutions on the strength of a guarantee by government
Consideration of recommendations regarding enhancement of pre- and post-

assessment in which interest is derived.

Interest derived by non-residents exempted from income tax in accordance with
the Income Tax Act, with the added condition that such resident also have to have
been physically absent form SA for at least 183 days during the year of

Dividends, except interim dividends, declared on or after 1 October 1995 and
interim dividends, approved for payment on or after that date, to be exempted
from non-resident shareholders' tax

Trade Policy

Monetary Policy
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Reduction of tax on foreign trade

Bilateral trade negotiations

Phasing in of GATT agreement

system

Abolition of the financial rand

stricter

monetary, policy

stance,

the

basic

minimum

reserve

The interest-bearing reserve deposit of t

.

.

Abolition of remaining import surcharges

Entering into-Negotiations with the EU on Lome or free-trade arrangement

March 1995

GEIS payments (export subsidies) have been made taxable with effect from i

Phasing in of GATT proposals regarding trade liberalization as from January 1995

Exchange controls on SA residents still applicable

1995

terminated the financial rand and the dual exchange rale system as from 13 March

the local sale proceeds of non-resident owned SA investments, which effectively

Repeal of exchange control restriction on the free convertibility and repatriation of

institutions.

Guidelines introduced for the extension of credit to the private sector by banking

per cent of shprt-term liabilities wilt be retained.

liabilities, minus capital and reserves.

requirement for banking instituiiom will be increased Io 2 per cenl of total

of

In

in M3 money supply

view

M3 guidelines for 1995 ot 6 to 10 per cent

Reducing the rate of increase
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V.ZAMBIA

5.1 Socio-economic Background
At independence in 1964, Zambia's rich mineral resources were well
developed and during the first ten years, world market conditions were
generally favourable.
During this period the pattern of government
expenditure actually reflected the country's steady export receipts from
copper. The external shock resulting from the quadrupling of oil prices in

19973 and the major decline in copper prices in 1974 marked the beginning
of Zambia's protracted economic decline..

Because Zambia had failed to diversify its export base away from the
declining copper sector, when copper prices plummeted in 1974, the country
experienced severe economic difficulties.
The government's efforts to
develop the agricultural sector in a bid to offset the damage caused by the
declining mining industry was not rewarded due to a host of constraints
emanating mainly from its own crippling policies which included a single
channel marketing system; fixed agricultural producer prices, including that
of maize (the staple crop); regulated road haulage rates; marketing and
consumer subsidies in the maize area; etc. The non-traditional exports (i.e.,
non-copper exports) also failed to provide a substitute to the declining export
revenue.

During this period, very little effort was made to broaden the country's
export base mainly due to the government assumption then that the crisis in
the copper sector was only temporary. Hence, trade in agricultural products
maintained its relative insignificance in Zambia's total export earnings and the
positive fluctuations that were registered during this period were largely a

function >f movements in international commodity prices. Against the above
gloomy picture, Zambia's economic stagnation has persisted since 1974.
5.2 Economic Performance Prior to Reforms
5.2.1 Macro-economic Performance

Zambia's economy grew at an average annual rate of 2.4 percent prior
to 1974 although the share of domestic investments in GDP averaged 20
percent during the period. Between 1974 and 1988, the country's foreign
exchange earnings from metal products fell by 23 percent: Copper
production also declined steadily from 1978. In addition, both inadequate
foreign exchange earnings and accelerating domestic inflation barred the

mining companies from reinvesting in spares and maintenance needed to
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sustain output levels. In terms of value added, the mining sector's output
actually declined by 33 percent over the 1974-85 period. Mineral revenue
as a proportion of GDP stood at 3.8 percent in 1975 but declined to below
2 percent over the 1975-85 period.

]

This economic picture has persisted since 1974. Between 1974 and
the time the country's reform programmes were put in place in 1985, GDP
growth averaged only 1 percent per annum, which; was Well below the
population growth rate of 3.3 percent. In fact, government revenue declined
sharply from 28 percent of GDP in 1975 to less than 18 percent by 1989.
It is instructive that there appears to have been a strong correlation between
the decline in copper revenue and the government's appetite to borrow
abroad in a bid to maintain its import capacity for both consumption and
investment. When both copper production and prices declined sharply in the
early 1980s, Zambia's net external borrowing per annum tripled (at constant

prices) while world interest rates increased. Consequently, despite the
severe revenue decline, government expenditures increased from 27 percent
of GDP in 1974 to over 30 percent during much of the period prior to 1985.
The increased public expenditure on consumption adversely affected
domestic savings which, in turn, reduced domestic investment considerably.
Thus, although Zambia's capital formation during the 1971-76 period
averaged 13 percent of GDP, this declined to only 10 percent of GDP in
1985.

Zambia's potential to grow a wide variety of crops and to rear livestock
is enormous. Maize is, however, the predominant and staple crop of the

country accounting for 60 to 70 percent of cultivated lan^i.

In terms of

value, maize is the most important economic commodity next to copper and
possesses considerable potential as an export earner.

j

The agricultural sector grew at an average annual growth rate of 2.5
percent during the past two decades, which is well below the population
growth rate of 3.3 percent. Consequently, Zambia has been unable to
become self-sufficient in this strategic crop, a phenomenon that makes the
country a net importer of food. For example, during the early 1980s,
Zambia's food imports amounted to as much as 10 percent on average, of
the total import bill of the country while agricultural exports, comprising
mostly tobacco, stood at less than 2 percent of the country's export
receipts.

The country's agricultural performance has, therefore, been generally
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disappointing. During the 1980s and early 1990s, agricultural production
levels fluctuated considerably due a host of reasons including uneconomical
prices paid to the farmers; poor rainfall patterns; and inefficient marketing
systems. Although over the past decade, the agricultural sector registered
quantitative increases in output (e.g., 65 maize for maize; 1 76 percent for
wheat; 113 percent for mixed beans; and 42 percent for oilseed), much of
these increase was at great cost to the country. For example, increased
maize production was achieved at the expense of other food crops given the
government's supportive bias in favour of this crop.
5.2.3 International Trade

y.>,;-

During the pre-reforms period, the exportation and importation of
commodities, including agricultural products, were controlled by the
government through a system &f licensing. Maize and maize meal exports
were not permitted as it was believed that this would adversely affect
national food security. At the time, only NAMBOARD and, later ZCF, were
allowed to be involved in the maize import/export activity.
Inadequate local production and supply of food due to a combination
of factors, including the weather, forced the country to import a variety of
commodities. The country is also a major receiver of food aid particularly
during drought years. The country's food imports have, thus, been growing
since independence. During the 1980s, the cost of food imports {mainly
cereals) ranked second to manufacturing. The main food imports included
maize, wheat, and rice.

Unauthorized cross-boarder trade is known to exist between Zambia
and her neighbours. Some estimates of the level of 'illegal' trade in maize has
been put at several million bags annually. The main reason for this high
incidence of illegal trade is attributable to the over-valued Zambian currency
at the time. The highly subsidized cheap maize meal also provided an
incentive to people along the borders to sell it across with handsome returns.

The Shaba Province in Zaire was known to depend quite considerably on
Zambian maize while 'illegal' flows into Malawi, Namibia, Angola and

Mozambique, increased significantly.

5.2.3 Factors Responsible for the Poor Agricultural Performance
There are two main reasons for the country's failure to realize its
potential during the pre-reforms period include: excessive government
regulation and intervention in the agricultural markets and weak
infrastructural support services. These factors are examined briefly below.
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Government Interventions

The marketing and producer price policies during the pre-SAP period
had a serious adverse effect on the performance of the agricultural sector.
The marketing of most agricultural commodities were monopolized by the
parastatal sector and government-instituted co-operatives.: The National
Agricultural Marketing Board and, later, the Zambia Co-operative Unions
exclusively handled the marketing of most cereals. Grain milling was also;
by government policy, the exclusive preserve of three parastatals, namely,
the Indeco Milling Company; National Milling Company and Muiungushi
Investments. State intervention was also applied to tobacco, cotton and
oilseeds.

With respect to the handling of agricultural inputs. Nitrogen Chemicals
of Zambia Limited, another parastatal, monopolized fertilizer production and
importation.
Seed marketing was exclusively assigned tjo Zamseed, a
parastatal.
Overall, it was the National Agricultural Marketing Board

{NAMBOARD) and later the Provincial Co-operative Unions ^nd the Zambia

Co-operative Federation (ZCF) that had virtual monopoly over most
agricultural inputs. Moreover, for all the controlled agricultural! commodities,

the government regulated both the procurement and sale prices. Transport
rates were also determined by the government. Hence, in order to maintain
uniform prices of controlled goods and services, the government had to
extend subsidies.
Producer Price Policies

The producer price for the country's staple crop (maize) continued to
be set by the government so that it remained the same throughout the
country (pan-territorial) and throughout the year (pan-seasonal).

Started in

the 1974/75 crop season, uniform farm gate floor prices! were set for
producers to ensure a "fair" and "equitable" compensation to all farmers.
These uniform prices, however, failed to recognize variations in transport
costs. Their levels were determined using four main criteria, namely:
production costs; export and import parity; crop profitability- and 'fairness7
to both consumers and producers. Of all these criteria, the one relating to
"fairness to consumers" seemed to have been the most important given the
government's desire to appease the politically charged! urban-based
consumers. Consequently, by trying hard to keep the consumer prices low,
the government actually succeeded in forcing producer prices well below
both import parity and free market prices.
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Consumer Pr.ee Policies

The percentage of the average household income that is spent on food
has been increasingm the past decade. In the mid-1980s, 60 percent of lowincome households spent about 40 percent of their earnings on cereals,
mainly maize meal. 3y the early 1990s this share had increased to over 70
percent.
Given tha fact that over 50 percent of the country's total
population now reside in the urban areas, {i.e., a population that consists

mainly of consumers), increases in meal prices and/or disruptions in meal
supply could easily translate into social unrest, as happened in December
1986 and June 1990. Consequently, the former government remained fully
mindful of the potential threat to its political survival should maize meal
prices go beyond w^iat the urban consumers consider reasonable.
As a result, for much of the pre-SAP period, the government controlled

the retail price of breakfast (i.e., refined) and roller meal. To ensure that
prices were kept at controlled levels, a large proportion of marketed maize
meal was sold through state shops. The coupons system was introduced in
January 1989 and constituted yet another form of subsidizing the cost of
maize meal. It was exclusively targeted towards the politically-sensitive
urban and peri-urban households that earned annual incomes of less than
K20,500.
Marketing Subsidies

The marketing of maize has also benefited from government subsidies,
initially through NAMBOARDand later through 2CF and the provincial unions.
Under the system, millers were able to procure maize at prices that were
closer to producer prices. It is equally noteworthy that the government also
set the Mill price for maize so as to ensure that the price was uniform
throughout the country. When the government felt that the large-scale
private millers were not complying with the price control regime, it
nationalized them in 1986. The budgetary implications of the high prereforms subsidies were significant. In particular, between 1980 and 1990,
maize subsidies ranged between 21 percent and 145 percent of the total
budget deficit.

Weak Government Support Servicas

The government's pricing and marketing policies in the agricultural
sector during the pre-reforms period failed to provide sufficient incentives for
increased output by farmers. The state dominance of the agricultural sector

in

both

inputs

supply

and

actual

production

(e.g.,

through

state
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ranches/farms, rural reconstruction canters, etc) discouraged the emergence

of private sector-led agricultural development. The weak: infrastructural
support to the farming community only worsened the situation.

The policy response to the economic adversity that Had befallen the

country was both inadequate and, in large part, inappropriate. Faced with
decreased foreign exchange availability and the reluctance to permit a decline
in consumption, the government erected a control regime! and borrowed

heavily from abroad under the impression that the crisis was| only a passing
phase. Since the country then was in the category of medium income group,

access to such multilateral institutions as the World Bank andlthe IMF at nonconcessionary terms was easy and it borrowed heavily to maintain its public
consumption.

\

The following policies were prominent in the country during the prereform period:

.

1.

Import substitution;

2.

State

3.

,

4.
Other

control,

ownership

and

^

management!

of

economic

Government direction of investment, including that of the private

Protection of domestic industry from foreign competition.
pre-SAP

government

policies

further

corhpromised

the

development of a sustainable economic base. Firstly, the government sought

to control and influence private investment through the system of industrial
licensing. Secondly, the policy of nationalization was initiated through the
1968 Mulungushi Reforms that covered the major sub-isectors of the
industrial sector. This was followed by the 1969 Matero Reforms that saw
the expropriation of 51 percent controlling shares in the foreign mining
business. The government established nearly 80 parastatals by 1975 and it

owned controlling shares in most of them. In short, there emerged in Zambia
a proliferation of state-owned enterprises (parastatals) thatioperated under
a sheltered market and, thus, enjoyed a wide range of preferences, including
privileged access to state subsidies and foreign exchange; subsidized credit;

guaranteed markets; preferential tax concessions; and special treatment in
access to import licenses, in short, the country's productive sectors were
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largely composed of firms that were internationally uncompetitive.
In the area of trade, one of the noteworthy macro-economic policy in
the pre-SAP economy was the system of import licensing and foreign
exchange allocation. After 1975 and mainly due to foreign exchange
shortfalls, the government placed quantitative restrictions on imports and put
in place an elaborate system of import licensing and administrative allocation
of foreign exchange. Additionally, the policy of price control was particularly
damaging to enterprise performance and profitability. In so far as price
control had a high propensity to reduce corporate profitability, this inhibited
both new investments and the ability (and willingness) to finance plant
maintenance. From the point of view of the manufacturing sector, price
control in Zambia and the resultant enterprise inefficiency placed supply at
a much lower level than effective demand.

Another aspect of the pre-SAP external sector in Zambia concerns
shortcomings in the government's foreign exchange management system at

the time when the balance of payments crisis began. During this period, the

state failed to recognize that the exchange rate was an important instrument
of balance of payments management. Instead, it opted to ignore market
signals and administratively maintained an overvalued exchange rate that
fuelled excess demand. This development resulted in the deepening of the

foreign exchange crisis.

The economic effect of these economic policies was serious especially
when combined with external shocks (mainly the rise in oil prices and the
decline in copper prices).
The balance of payments problems; the

consolidation of the import substitution industries; and the dominance of the
inefficient import-intensive and parasitic state sector that succeeded in
stifling the emergence and growth of the private sector ail played their part
in the economic stagnation of Zambia during the pre-SAP period.

What did Zambia learn from the economic regime that existed before

structural adjustment policies were adopted?
apparent from the preceding analysis:

1.

The following lessons are

Zambia's macro-economic policies ultimately determined the

structure of incentives to agricultural production and trade. The

country's policy of price interventions, which was a component
of the economy-wide control strategy, worked against the
incentives needed to increase agricultural output and the direct
and indirect benefits accruable form these incentives.
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2.

The government's policy on self-sufficiency in the country's
staple food crop (maize) was achieved at great cost to other
crops that possess a comparative advantage in intra-regional

trade. The goal of national food security was also threatened by
the policy-induced restraint on crop diversification.

3.

,;,

Government subsidies on consumption not only inflated the huge
government deficit but diverted resources away from the more
productive pursuits of the government, including agricultural
extension and supportive infrastructure provision.

5.4 The Reform Programmes

It is evident from the preceding sections that the pre-structural
adjustment period in Zambia was symbolized by a 'command economy' and
characterized by a policy environment in which government intervention,
price controls, and the absence of competition restricted both agricultural
and industrial growth. The high degree of protection emanating from the

country's import-substitution policy and the subsecjtieHit absence of
competition, resulted in decreased efficiency and escalated fcost strudffires.
Similarly, the policy of price control seriously affected the productive s^cfers'
performance and profitability. In so far as the policy of price control had a
high propensity to discourage efficiency, this inhibited new investment

among both the farming community and manufacturers. From the point of
view of the production of any commodity, price control in and the attendant
inefficiency.restricted supply to a level much lower than effective demand.
in order to cope with the above problems, the government began in

1983..4o^work towards economic stabilisation.

Although a number of

stabilisation packages agreed with the IMF date back to 1 973, most of these
were aimed at demand management and hardly amounted to a
comprehensive reform package. It was realiy the 1983-87 package, agreed
with the IMF anci World Bank, that constituted the first comprehensive

^o reform.

:

.

:Vr

The programme covered a much wider range of structural policies. It
was .interrupted in May 1987 when the government, under pressure from the

people, unilaterajly abandoned it. The political discontent thi'at was mounted
against^e^projgiamme, particularly from the strong organised labour under

the Zarnjjia'gongress of Trade Unions, turned into food riots in December

1986 which resulted in the loss of lives. One of the components of the
reforms (the auction system) was particularly blamed for what were generally

seen as insensitive policies.
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After mid-1988, the government the economic realities in the country
forced the Government to return to the IMF and the World Bank-supported
reform programme and to gradually liberalise the economy. In June 1989,
a comprehensive list of decontrol measures were put in place, evidently in
preparation for a smooth return to a highly flexible regime with movement
towards full-scale liberalisation.
The economic and financial Policy
Framework Paper (PFP), covering the 1989-1993 period, was prepared by
the government with assistance from the IMF and the World Bank. However,
the political wind of change swept President Kaunda out of office and the
new government of President Chiluba took over the reigns of power after

multi-party elections in October 1991. The new government committed itself
to adopting the structural adjustment programme with added political will and
policy commitment. This has continued up to now.

In spite of the characteristic 'stop and go' experience with past
reforms, the basic components of the new reforms remained essentially the
same. In this regard, the country's rather rocky experience with reforms be
categorised into five phases: 1980 to 1983, the period before SAP proper;
1983-1987 when SAP was adopted; mid-1987 to 1989 when the
government abandoned SAP;

introduced; and late

1991

1990-1991

when liberalisation was re-

to the present day (1995) when a new

government came into power and full-scale and an accelerated pace of

reforms was adopted.

The basic policy attributes of the reforms in all the

various phases outlined above are presented below.
5.4.1 Fiscal Policies

Zambia's fiscal policies under structural adjustment revolved around
prudent fiscal management that aimed at balancing the budget by way of
gradual reduction and eventual elimination of the large budget deficit. A

number of strategies have been adopted to realise this. First and foremost,

the government decided to eliminate subsidies on maize and fertilizer. It

recognised that subsidies suppressed agricultural production. The plan for

subsidy elimination was phased. Initially, fertilizer and mealie meal subsidies
were eliminated by June 1992 while that on maize handling did not come
into effect until 1992 because of the drought. By 1994, all consumer

subsidies on maize and maize products were completely eliminated and the
price of mealie meal liberalised. Complimentary to this decision was the
government's policy to totally withdraw from the marketing and distribution
of mealie meal in order to allow for private competition.

Another fiscal reform measure that has had considerable impact on the
level of government subsidies is the policy on privatisation. The goal of
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competition enhancement was best expressed through the government's
decision to privatise the parastatal companies. Given the background of poor
performance by these state enterprises, the decision to privatise them
constituted the heart of the country's economic restructuring exercise. The
Privatisation Act was passed in July 1992 and, subsequently, the Zambia
Privatisation Agency was created to handle the privatisation process, The
Act authorised the divesture of government from commercial enterprises by
way of trade sales, management by-outs, share floatation, leasing,
management contracts, dilution of government shareholding, etc.
Yet another fiscal policy measure that has had long-term positive
effects on the budget deficit is that of retrenchment in the civil service to
make it leaner, efficient and more productive. The aim was to reduce the
civil service as part of the civil service reform. Related to this was the
decision of the government to extend financial autonomy to city and
municipal councils, thus, removing undue control and support from the
central government.

;

Lastly, in an effort to promote prudent fiscal management, the
government adopted a cash-based budget system in January 1993. Under
this system, the government took a policy decision to curb inflation by
reducing money supply. The aim of the government was not to incur any
expenditure that is not covered by existing revenue.

policy reforms in Zambia were aimed primarily at
complementing the government's on-going efforts to reduce inflation, mainly

through a reduction in the rapid rate of growth of money supply. One key
guiding principle in this respect was the central bank's withdrawal from
commercial and semi-commercial activities so as to allow commercial banks
to perform these functions. As a result, the Bank of Zambia now
concentrates mainly on controlling both primary liquidity andimoney supply.
A number of other monetary policy reform measures were adopted.
They include: interest rate liberalization, exchange rate liberalization and the
creation of capital markets. The essential aspects of these reform measures
are outline below.

Interest Rate Libe

The

government

decided

to

move

away

from

government-

determined/regulated interest rates and towards positive interest rates that
would encourage savings, investment and an efficient allocative system to

service competing users of loanable finance. Prior to the reforms, interest
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rates were negative in real terms. Complete interest rate liberalisation was,
thus, effected in 1992.
Since January 1993, the sale of government
treasury bills is being administered by the Central Bank at rates of interest
that are market-determined. Under the tender system, the amount of bills
offered for tend is equivalent to what the government needs to meet the
maturities for the following week.

Exchange rate management also featured prominently in the reforms.
In this respect, the exchange rate is adjusted to a level that clears the
market. In February 1990, the government quickened the pace of the
effective exchange rate adjustment by introducing, as a temporary measure,
a dual foreign exchange regime with two windows. The copper sector's
foreign currency receipts are sold at the first window (the official rate) while
receipts from non-traditional (i.e., non-copper) exports and external loans and
grants are channelled through the second window (market rate).
The exchange

rate liberalisation measures resulted in immediate

devaluation of the Zambian Kwacha. In early January 1992, a 30 percent
devaluation of the Kwacha was effected. Two months later, exporters of
non-traditional exports were allowed to retain 100 percent of their foreign
exchange receipts uniike in the past when 50 percent of this had to be
surrendered to the Central Bank. In October 1992, "Bureaux de Changes"
were allowed to operate and two months later, the official and the bureaux

rates of exchange were unified. Since then, the market has been allowed to
determine the exchange rate with a view to allowing it to achieve full
convertibility.

Creation of Capital Markets

The Government created capital markets by facilitating the growth of
the banking sector so as to allow for a diversified system of financial

intermediation.
The government expects that this would result in the
creation of sophisticated money and capital market instruments through
which borrowers can source the needed productive investment capital.
5.4.3 Trade Policies

Reforms have also taken place in the Zambia's trade sector. Access to
foreign exchange for exporters and importers has been liberalized while
administrative and other non-tariff barriers to trade have been substantially
eliminated. The country's external trade performance has been closely linked
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to the country's exchange rate policies. Non-traditional exports increased by
close to 80 percent in the two years following the introduction of reforms in
1983. When |t abandoned the reform programmes in mid-1987, the real rate
of exchange appreciated considerably, dramatically reversing export growth

in the non-traditional sector such that by 1990, the export levels were similar
to that of 1983. Expectedly, when the government returned £o the policy of
liberalisation around 1990, an appreciable degree of non-traditional export
growth was registered. The post-1991 reforms which registered a relatively
stable, albeit slightly appreciating, real exchange rate was accompanied by
a weakening of the non-traditional export sector.
j
5.5 The Performance of the Beform Measures
5.5.1 Macro-economic Reforms

The policy reforms have resulted in considerable progress in many
areas. Firstly, the fiscal deficit was reduced from over 10 percent in 1991
to 3.5 percent in 1992. This reduction was brought about principally by the
substantial removal of agricultural subsidies. However, the; fiscal success
was adversely affected by the severe drought that affected the country in
1992. This resulted in the costly importation of large volumes of grains.
This development, taken together with the government's decision to increase

salaries by 150 percent in 1992 largely explained the high ra^e of inflation in

By 1992, the rate of inflation reached 191.2 percent! as opposed to
111.1 percent the previous year. The situation improved in 1993 when the
rate was 138.3 percent. Due to the government's financial stringency
especially following the strict adherence to the cash budget, the rate was as
low as 35.1 in 1994. There are several explanations for the high inflation
rate during the pre-1994 period. The high expansion rate of aggregate
demand superseded supply while the large government deficit, high wage

settlements, and over supply of money all worked towards increasing the
growth in demand.

The generally poor economic performance over the 1991 -93 period had
an adverse effect on the real growth of the economy. , The value of
manufacturing output declined by 10 percent in 1991 compared to a 7.8
percent increase the previous year.
The poor performance has been
explained by: reduced ability of most manufacturing firms to import the
needed raw materials and requisite equipment; poor plarjit rehabilitation
record; and liquidity problems due to low profit margins and prohibitively high
interest rates on commercial loans, jh_,.

..;.,,

;
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In the area of financial liberalisation, some positive changes have taken
place with respect to interest rates, exchange rates and the rate of foreign
exchange. Interest rates remained quite high during the pre-1993 reform
period. However, they began to respond positively when the government
introduced the treasury bills tender in January 1993. Interest rates on
commercial loans moved from over 100 percent in 1993/94 to less than 50
percent by March 1995. Significant progress was also achieve with regard
to foreign exchange liberalisation. The rationing of foreign exchange through
the Foreign Exchange Management Committee was abandoned in 1990 when

an Open General License {OGL) Import System was introduced. The OGL
initially operated on a positive list concept but was later switched to that of

negative list.

Foreign exchange controls were finally abolished in January

1994 and subsequently, the OGL system was also abandoned.

After the

merger of the official with the bureaux de change rates, the Kwacha

depreciated significantly.
During 1994, the exchange rate fluctuated
between K647 and K720 to the US dollar, reflecting the general stability of
the foreign exchange market, relative to the previous period. It was not Until
February/March 1995 that the rate climbed to over K800 to the US dollar
and concern emerged. The government decision to replace the Central Bank
Governor in early 1995 has been attributed to the need to bring back
confidence in the financial market following the negative rate movement.
The privatization process started at a slower pace than anticipated.
The Zambia Privatization Agency which was established to manage the sale
of state-owned companies has so far approved the sale of more than 100
companies although only about 10 have successfully been sold.
Notwithstanding the above mentioned achievements of the reform

programmes, a number of disappointments have been registered in several
areas. Firstly, although the financing of maturing treasury bills through roll
overs rather than paying them out of the government's revenue has avoided

the crowding out of the limited resources for other domestic expenditures,

it has nonetheless prompted the escalation of the government's debt stock
from K45 billion in January 1993 to about K150 billion by October 1994.

While this latter amount represents a bearable percentage of GDP, the

potential danger of the system worsening the government's domestic'debt

burden does raise concern.

Secondly, the fiscal stringency of the cash budget, much as it has
significantly reduced the high inflation rate operating in the country in 1994,
did bring about severe hardships to many government and government-aided
institutions that have been starved of both recurrent and capital expenditure
resources. Real wages have also declined particularly for the public service
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employees.

fi.fi.9 Agricultural Sector Reforms

The reform measures have had far reaching implications for the
agricultural sector in Zambia. Firstly, the Government deregulated the
marketing of agricultural products and inputs through the Agricultural
Marketing Act of 1989. As a result the state only intervenes in the private
sector-led agricultural marketing for the purpose of ensuring the maintenance

of strategic national food reserves to fill whatever deficit that the private
sector may be unable to meet. To implement this policy, all panastatals that
were involved in marketing activities were either abolished (e.g.,
NAMBOARD) or earmarked for privatization.

\

Related to the issue of marketing is the policy decision to permit
exports of all agricultural commodities as long as they adhere to health

regulations. Similarly, imports of agricultural commodities and inputs are
allowed subject to the payment of duty and tax. The government strives to
set these tariffs at levels that are low enough to avoid the creation of barriers
to trade in farm products. It is noteworthy that the government decided to

convert the sales tax to Value Added Tax (VAT) effective July 1995. It is

expected that the VAT system will enhance, the country's

export

competitiveness by eliminating input sales tax for exporters;.

As a result of these liberalisation measures, production and marketing

subsidies onmaize have been eliminated. Hence, maize marketing decisions
and prices are now, in principle, governed by market forces^

With regard to regional trade in agricultural commodities, the reform
measures have not significantly affected the flow of non-traditional exports
even though the country has liberalized both import and export trade in
agricultural products. As a member of such regional organizations as
COMESA (formerly PTA) and SADC, the country also strives to harmonise
its trade policies with other regional member countries.; The country's

exchange rate liberalisation has, however, provided an added impetus to the
non-traditional exporters to penetrate the regional export market.

Despite the considerable progress made in the liberalisation of

agricultural production, marketing and distribution, there still remain a good
number of constraints. Grain output has been hampered by both natural
calamities and the fiscal stringency under the new budget system. The speed
of liberalisation in the agricultural sector also appears to have caused serious
transitional-difficulties for both farmers and private sector agents involved in
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crop and inputs marketing and handling. The government was unable to pay
them towards the end of 1993 and, instead, offered them promissory notes

to be redeemed the following February. Furthermore, the private sector was
unable to respond positively and promptly to the new environment due to a
host of reasons. First, because of high interest rates against loanable capital
from commercial banks, the private sector failed to fill the space created by
the withdrawal of Government from the provision of this service.
Consequently, considerable amounts of maize remained unsold during the
1993/94 marketing season, causing severe hardships to many cash
constrained farmers. Second, the private sector has been quite slow in
investing in storage facilities.

There are also other constraints to the successful implementation of
the reform measures in the agricultural sector. Firstly, there is absence of the
essential information to support the implementation of the reforms. An
adequate and reliable market information system is crucial in a liberalized
agricultural sector so that the government, producers and traders can make
sound business decisions. Secondly, the absence of an adequate and fairly
decentralized capital market has limited access to funds for purchasing crops
and agricultural inputs. Crop financing, even under the liberalized system,
continues to be provided mainly by the government. Thirdly, insufficient
storage facilities as well as poor road and transport infrastructure combined
to negatively affect the smooth impjementation of the reform programme in
the agricultural sector.

5.6 Implementation Status of Key Reform Measures

All the major stabilisation and adjustment measures discussed above
are on course. Zambia's fiscal policies still revolve around the desire to
reduce the large budget deficit and the rate of growth of inflation. In this
regard, all subsidies have been eliminated and the cash budget is still
operational. The civil service reforms is also on-going with the reduction of
the large public sector as its central focus.

It is noteworthy that, the issue surrounding the implementation of the
key policy reform measures is not so much wether new reform measures
should be introduced. Rather, the effort \r, on the consolidation of the policy
decisions passed several years ago. This fact notwithstanding, a number of
structural and strategic difficulties which compromise the speed and success

of the adjustment process still persist. In the area of privatization, the

programme seems to be too ambitious given the institutional capacity

limitations and resource constraints. The case of the agricultural sector
illustrates this concern vividly. Agricultural marketing has failed three years

in a row chiefly because resource and capacity limitations prevent the private

sector from responding promptly and positively to the liberalized mode of

doing business. The 1993/94 agricultural marketing season has been
described as the worst in living memory. The break neck speed with which
the government is balancing the budget and lowering inflation has
significantly reduced resources to the agricultural sector. As a result:

loanable capital dwindled (amidst prohibitive interest rates); resources to
purchase farmers' produce dried up; and the inability of the liberalized system

to collect grain to safe storage all worked against the farming community's
confidence in the policy reforms.

The experience of the process of liberalisation in the agricultural sector

(and in many other productive sectors) suggests that the timing, sequencing

and speed of the reform process must always be taken into careful account

vis-a-vis the economy's characteristics and capacity constraints. It is evident
in the Zambian case that there has been serious difficulties resulting from the
government's attempt to simultaneously undertake far-reac|hing structural
reforms as well as tough macro-economic stabilisation measures.

|n recognition of the many constraints to improved agricultural
performance and the fragmented donor support in the area of agricultural
growth enhancement, the government, with the support of the World Bank
and other donors, has come up with the Agricultural Sector Investment

Programme (ASIP). This Programme adopts the integrated sector approach
and consists of three main components, namely: policy and institutional
reforms; support for private sector investment; and rehabilitation and
strengthening of public sector agricultural services.

;

5.7

The analysis in this section has revealed a number of important

elements and factors regarding agriculture and trade in the context of

Zambia's economic reform measures. The poor economic development that
characterized the pre-1983 period came about as a result of both external
shocks and internal problems. The latter was characterized) by both faulty
government policies and weak institutional capacities. Tihe absence of

competition; the existence of price controls; the dominance of the state
sector; and the subsequent suppression of private sector development all
worked to prevent the economy from growing positively.

In the agriculture, ineffective allocation of the limited resources

available to the sector adversely distorted both the investment patterns and

the price structure in the sector. The policy environment also encouraged
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the dominance of one crop, a phenomenon that partially explains why less
than 20 percent of the country's arable land is currently under cultivation.
It was against this background that reform measures were attempted
in 1983. These reforms, despite the ups and downs in their implementation
have remained sustained for the past four years.
It is noteworthy,
nevertheless, that a considerable number of civil society groups are
sncreasingly challenging the speed, sequencing and adverse effects of the
reform measures. The magnitude of this resistance has, nevertheless, not

reached the level that could threaten the government resolve to proceed with
its austerity measures.

To the extent that the reform measures have managed to reduce and
stabilize, to an acceptable level, the budget deficit, inflation, money supply,
and interest rates, they should be seen as a qualified success. However, the
transitional adverse effects of the reforms such as significant reduction in
employment levels, decline in the level of household food security (mainly a
function of reduced access to a nutritionally adequate food basket), etc., all
suggest that the social dimensions of adjustment must be addressed in the
future.
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STATUS OF IMPLEMENTATION

Zimbabwe is a smali open economy which is heavily dependent on the
agricultural sector, a sector that has undergone a great deal of adjustment
in the last 20 years. In foreign exchange terms, the agricultural sector is the

second largest foreign exchange earner after the mininjg sector.
It
contributes significantly in terms of raw materials both to the food

processing and textile industry. It is also the country's largest contributor to

total formal employment even though formal employment hasjbeen declining
since the mid-1980s. It is estimated that if the number of farmers in the
commercial and smallholder areas ; and their dependents are added,
approximately two out of every three people in Zimbabwe derive their
livelihood from the sector. In addition, the relative productivity of agriculture
ensures national food security and the country is largely self-sufficient in
food. However, there exists a "food insecurity paradox" particularly as food
security at the national level is not matched by food security at the
household level.

;

6.2 The Policy Environment

!

During the 1980s, Zimbabwe's economy registered uneven and
sluggish growth rates and reflected a general failure to fulfil its growth

potential,

it was a decade in which the economy was Characterised a

number of negative factors including: rigid foreign exchang^ rationing and

price controls allowing monopolistic rents to be earned by importers; over
valuation of the Zimbabwean dollar acting as a disincentive to agricultural

exporters and an incentive to importers of agricultural inputs; and the use of
retention schemes acting as an incentive to the manufacturing industry more
than agriculture.

;

After analysing these developments, the Government of Zimbabwe

(GOZ) decided to get its macroeconomic policies right by implementing from
1990 a comprehensive 5-year economic reform programme to achieve higher
and

sustainable

economic

growth,

economic

efficiency,

encourage

investment and reduce poverty and unemployment. One key component of
the reform programme was the reform of the macro economy although the
reform of the agricultural pricing and marketing systems were also critical
components in the programme.

However, as the GOZ began to move ahead with the implementation

r V" ;■, 8&$ia^i^'^ff'r^;i^^raS^i^^
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of the economic reform programme, the country experienced its worst
drought this century. Agricultural production fell by about 24 percent in

1992, and shortages of electricity in the second half of 1992 contributed to
a 9 percent reduction in industrial output and 8 percent decline in mining
production. The general downturn in economic activity led, in turn, to a
severe recession in the service sectors. The Government responded promptly
to curtail the effects of the drought with a food relief and drought recovery
programme that included subsidised inputs to smallholder farmers and
confessional refinancing of farmers' debts.

Notwithstanding the adoption of the economic reform programme, the

objectives of the Government in the agricultural sector have remained
unchanged and emphasise the need to:

1.

Increase food production in order to ensure food security for the
growing urban and rural population;

2.

Improve the living standards of farmers, in the communal,
resettlement and small scale commercial farming areas;

3.

Sustain and expand employment in the agricultural sector;

4.

Improve the net balance of payments by increasing foreign
exchange earnings from agricultural exports and also by reducing
food import requirements;

5.

Generate higher rates of growth for the national economy as a
whole, since growth in the agricultural sector has major
multiplier benefits for other sectors;

6.

Provide a regular supply of raw materials for the country's
domestic manufacturing industry, 60 percent of which is
agricultural related; and

7.

contribute to the food requirements of the Southern African
region as a whole.

From the mid-1980s, the Government was preoccupied with
addressing a major issue critical to the achievement of these objectives - the
rapidly fluctuating supply and demand situation for "controlled" or regulated

Agricultural products. However in 1990, under the terms of the economic
reform pro^r&rnme, the Government became more concerned with the
evolution of crop pricing and marketing as it enhances or impedes the
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achievement of its objectives in the agricultural sector. The most immediate
goal of the economic reform programme as it relates to agriculture is to raise

agricultural output to meet the country's short-term domestic processing and

consumption needs and also the medium-term growth target of 3.2 percent
per annum. As part of the strategy to achieve this goal, the Government
undertook a phased programme of liberalising the pricing jand marketing
system to reduce the financial deficits of the agricultural marketing boards,
improve marketing efficiency and respond to producer and consumer
requirements. Improving incentives and infrastructure! services for farmers
is also a key element in the reform programme.

;

6.3 The Structural Adjustment and Stabilization Programmes

This section reviews progress on the implementation of the key
aspects of the country's reform policies. The evaluation of progress is done
by comparing reform targets against actual outcomes. Cases where there
is no change in policy or where there are policy reversals are eilso discussed.
The section ends with a summary of future policy reforms. ;
6.3.1 Fiscal Policy

Zimbabwe started the 1990s with a large fiscal imbalance from high
government spending and declining trade tax revenues caused by the
collapse of commodity prices in the late 1980s. Budget deficits (including
grants) in excess of 7 percent of GDP were the norm. Under the economic
reform programme, the Government's fiscal policy objective was to reduce

the budget deficit from 11 percent of GDP in 1990/91 to 5 percent of GDP
by 1994/95 by cutting public expenditure to 38 percent whilst reducing the
tax burden to about 33 percent of GDP. This reduction was to be achieved
by reducing the fiscal deficit ratio by two per cent in 1991/92 and by one per

cent per annum thereafter.
However, while is was happening, the
Government also wanted to maintain infrastructure and address social
concerns through improved targeting of subsidies to the poor and a general
shift in the focus of government activities away from direct intervention in
the market for goods and services towards reducing "market failures" and
creating an enabling environment.

The position at the start, of the economic reform programme in
1990/91, was that central government; revenue and expenditure stood at 37
percent and 48 percent of GDP respectively, implying a budget deficit of 11
percent of GDP. This was one of the causes of the lack of growth. Despite
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the attempt to reduce the deficit, the fiscal situation in the country remained
fragile. The budget deficit was not helped by relatively high government
spending in the early 1990s at the same time as Interest payments were also
increasing. Cuts were mostly in capital spending which was unfortunate
because the level of capital spending was not excessive although its
composition needed improvement.

The Government made some initial progress in 1991/92. The primary

fiscal deficit as a share of GDP improved much better than the overall fiscal
deficit. It is suggested that the increased revenue was achieved largely

through an increase in customs tax revenue arising from exchange rate
depreciation. However, the overall 1992/93 fiscal deficit, excluding grants,

climbed back to 10.4 percent of GDP. A large part of this deficit was caused

by subsidies and transfers to public enterprises (PEs), much of which arose

from the drought, and a high public wage bill.

Zimbabwe is one of five

countries in sub-Saharan Africa (SSA) with the largest increases in the wage

bill as a share of GDP. Ideally, spending cuts should have been reinforced
by revenue increases. However, government revenue did not inprease. The
financing of the budget deficit was adversely affected by an overall shortfall
in external financial assistance, as well as the bunching of available
disbursements from multilateral financial institutions towards the end of the
fiscal year. Consequently, the government's net borrowing was well in
excess of the revised programme target.

From the above developments, it is quite clear that recurrent
expenditure can only be reduced slowly over the years as government

initially pays off retrenched workers in the public sector. Most of the budget
deficit reduction will have to come from a reduction in subsidies going to
public enterprises, the trimming down of the civil service, and from defence
cuts. However, the target is to also raise additional resources through cost
recovery measures such as charging for dipping services, charging higher
school fees and health charges.

There are also a number of proposals to reduce the central government

deficit through company and individual tax rates and improvements in
revenue collection.
The Government will also attempt to make same

headway on further reductions in the size of the civil service, followed by
increasing wages in the public sector to ensure appropriate competition with

the private sector.
There are also proposals to improve procurement
procedures and to reduce expenditure growth.

6.3.2 Monetary Policy

The main goals of the Government's monetary policy in the reform
programme are to maintain a low rate of inflation and suitable level of
economic activity through an appropriate real interest rate.
Zimbabwe experienced high and negative real interest rates for long
periods during 1991 -1992, leading to a tight monetary or credit policy, high
inflation, and heavy taxation of depositors as the monetary authorities tried
to cool off the economy. Since 1992, however, the country has experienced
highly positive interest rates, suggesting tighter credit policies and excess
demand for credit. These highly positive rates are riskier for: banks as they
are forced to lend at high real rates to remain profitable. However, during
this period, interest rates had a limited value as an indicator of monetary
policy in Zimbabwe as financial markets were thin and goverrtiment (through

the Reserve Bank) set the rates.

Interest rate liberalisation during 1993

helped to reduce the negative real interest rates.

|

There has been an annual increase in the consumer prjiee index (CPI)
of the low-income group since 1991. The upsurge in inflation reached
almost 45 percent by miid-1992 compared with an average oif 25 percent in
1991. The reform targets for 1991 and 1992 were 16 per cent and 12 per
cent respectively. This high level of inflation resulted from a combination of
the factors including: the relatively high level of government expenditures,
particuiarly for financing board deficits; the transitional effects, of adjustment
as companies responded to price decontrol; the staggering of price increases
by parastatals; and the high cost of importing food during the drought.
The Government responded by adopting a more actives monetary and
interest rate policy which included, inter alia, the use, of monetary
instruments such as raising the rediscount rate and the Treasury Bill Rate.
However, while the use of these instruments led to a deceleration of inflation
by early 1994, it also created tight liquidity conditions, rising nominal interest
rates, and serious financial difficulties for farmers as banks rationed credit

and biased it towards farmers with a lower credit risk. This was to the
detriment of smallholder farmers many of whom were viewed by the banks
as risky.

Future Policy Reforms

In adopting more market-based instruments, the Government intends
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to reduce inflation to below 10 percent in 1995. The monetary authorities
also plan to make the Bank Lending Rate dependent upon the cost of foreign
and local borrowing, before being replaced by the use of open market
operations particularly the use of rates of government stock and reserve
requirements. With regards access to credit by smallholder farmers, the

intention is to open up the financial sector to entry by new banks and

financial

institutions to

provide

necessary

competition

and

enhance

Zimbabwe started the adjustment period in 1990/91 with an over

valued exchange rate and a high parallel premium for foreign exchange. The
Government was defending its international reserves through foreign
exchange rationing and trade restrictions towards the end of the 1980s. The
adoption of the economic reform programme signalled a change in exchange
rate policy towards a more flexible and market-based system. This was in
line with the elimination of the foreign exchange allocation system. The

move to a market-based exchange rate system was initially through the

Export Retention Scheme (ERS) where exporters could retain a part of their
export earnings. Entitlements were made tradeable in mid-1992 such that
by the beginning of 1993, retention levels had been raised from 30 percent
to 50 percent. This contributed to the expansion of the ERS market and the
resulting premium became a proxy for the market value of the Zimbabwe
dollar.

However, the ERS scheme had some key problems among which were
the it restriction only to exporters, the encouragement of multiple and
distorting exchange rates, and the negative impact on the reserves position
due to the unpredictability of the utilisation of entitlements. The monetary
authorities, cognisant of these problems, introduced corporate foreign
currency accounts (FCAs) to replace the ERS at the same time as the
retention threshold was raised to 60 percent. This led to the development
of an inter-bank foreign exchange market with its own foreign exchange

rates, resulting in a two-tier exchange rate system. What followed was the
liberalisation of exchange controls. The introduction of corporate FCAs
meant that the local currency was devalued by 17 percent, thus bring the
"official" rate closer to the perceived market rate, the gap narrowing down
from five percent in the first few weeks to one percent by June 1994. The
two-tier exchange rate system was unified in July 1994 and export retention
raised to 100 percent at the same time, making the Zimbabwe dollar fully
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convertible.
Future Reforms

With the establishment of a market-based exchange rate, future

exchange rate management will be guided by the need to maintain overall
competitiveness through maintaining a constant real effective exchange rate;
monitoring market rates vis-a-vis the internal rate based on a trade-weighted
basket of currencies; determining parameters and bands to enable Reserve

Bank intervention; and the use of open market operations to buy and sell

foreign exchange to smoothen any swings.
6.3.4 Trade Policy

From a country that entered the adjustment period with an over-valued
exchange rate and heavily rationed foreign exchange rate, the Government
made tremendous strides in liberalising imports. The phased depreciations
of the exchange rate and the adoption of a macroeconomic policy consistent
with a sustainable balance of payments had, as of the end of 1993, done
away with foreign exchange rationing, eliminating the import scarcity
premium that was reflected in the parallel market. The initial inflow of
external funds to support the liberalised import programme also played a
major role in abolishing foreign exchange allocation.

The Government adopted a phased, outward-looking ipolicy of trade

liberalisation involving a movement away from the systjem of foreign

exchange allocations to a market-based system by the end; of 1995. The
economic reform programme called for two phases of liberalisation. In the
first phase, the system of allocating foreign exchange was to be phased out
and replaced by a tariff-based system,
imports were to be progressively
freed, domestic productive capacity modernised, and producers prepared for
external competition by encouraging them to reorient their activities towards
exporting. During the 5-year period of liberalisation, it was anticipated that
the total amount of foreign exchange available would increase significantly
as a result of enhanced exports from the agricultural, mining and

manufacturing sectors and higher earnings from tourism. and increased
external borrowing. The total amount of foreign exchange: available after
deducting net invisibles each year, was to be allocated between current
imports and capital needs.

The second stage of trade liberalisation, which was to overlap with the
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first, was to complete and supplement these reforms by identifying specific
weaknesses in the productive sectors and introducing remedial measures to
overcome them, strengthening infrastructure and reviewing domestic
regulations. During this phase, the government was to increase sales taxes
on luxury goods to curtail demand.

There were to be two main areas of emphasis during the early stages

of the trade liberalisation programme: revision of the tariff regime, and

provision of the necessary degree of protection to domestic producers as
they adapt their production arrangements to a more liberalised trading

environment. To evaluate Zimbabwe's import liberalisation programme, three
key relationships are examined: foreign exchange allocation, non-tariff
barriers (NTBs) to imports, and tariffs.

Although the Government had almost universal discretionary control
over imports at the start of the reform programme, it had moved to non-

discretionary access of imports by the end of 1992. The Government initially

introduced various mechanisms other than the elimination of foreign
exchange licensing to relax the country's foreign exchange constraint. An
Export Retention Scheme (ERS), was introduced in 1992 which allowed

exporters to retain a part of their foreign exchange earnings.

The ERS

applied to all productive sectors and was based on actual export earnings.
The agricultural sector was initially entitled to retain 5 percent of the value
of exports for the purchase of imported raw materials and capital goods to
be used for existing lines of operation. The retention was on a cumulative
six months' export earnings based on fully discharged forms. At the start of
the scheme, allocations for the agricultural sector were issued through the
Ministry of Land, Agriculture, and water Development (MLAWD). Exporters
had to apply through their banks to the Reserve Bank for "non-transferable"
export retention allocation certificates.

In theory, this retention scheme should have been relatively simple to
administer in cases where large amounts of exportable value-added came
from single firms. However, in practice, there were a number of bureaucratic
procedures to be followed including having to obtain an import licence. In
applying the idea to agriculture, there were three major problems. First, for
most crops, not all sales could be exported, and it was difficult to distinguish
between exportables and non-exportables. Second, individual farmers sold
only a relatively small proportion of exportables and they were not
themselves involved in importing inputs. Only a small number of large-scale
commercial producers could get ERS allocations large enough to import
anything substantial. Most farmers were getting very small amounts which
were not very useful unless accumulated over a long period of time. Third,
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white the requirements of input suppliers, transporters and H
processors, who
play a very important role in exporting farm produce were catered
a
for under
the scheme, Marketing Boards, many of whom export, had
u
to be given
special consideration.

With regards tariff and non-tariff barriers, the introduction of FCAs and
elimination of the allocation of foreign exchange for imports

t the beginning

of 1994 is probably among Zimbabwe's biggest achievements of the reform
programme.

■

i

Import liberalisation can largely be judged from the Government's

progress in eliminating non-tariff barriers (NTBs). Import licences were key
barriers and were connected to foreign exchange allocations i ^ the sense that
a valid import licence was required to obtain foreign exchangs. The licences
also had the additional function of protecting domestic producers from

foreign competition.

Because the licences were specific to either a firm,

individual or end-use, they not only limited the quantity of injiports but, very

often, also reduced their economic benefit. In many cases the| imports did not
flow to those who needed them most.
Substantial progress has been made in reducing the number of goods
requiring prior approval for import.

A Tariff Committee was set up by the

Government in 1990 to be responsible for revising the old tariff regime. A
Tariff Commission was also set up to assist in the creation of a smooth
transition to freer trade.

A great deal of work was done to ascertain the

appropriateness or otherwise of particular rates of duty.

Subsequently,

recommendations of revisions that would strike a "correct" balance between
the interests of producers and manufacturers on the one hand, and

consumers/users of the products on the other were made ^nd adopted by
government.

!
i

Then followed the introduction of an OGIL system. The Government
decided from the outset that the rates of duty under the new tariff should be

at levels that are consistent with GATT rules.

In setting the rates, the

primary consideration was the state of competitiveness of the particular
domestic activity against external competition.

This meant that the rates

applying to specific goods could be high or low, irrespective of whether they
were primary, intermediate or finished goods. In the case of "luxury" goods,
domestic consumption was initially discouraged by imposing a higher rate of

duty or a selective consumption tax. Duty-free and drawback facilities were
also made available under the revised tariff regime. The new tariff regime
was, however, not devised as a revenue measure although, as imports
increased, revenue also increased.
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Some of the key imports which still needed foreign exchange allocation
include those for the general needs of the state such as petroleum, defence
and security. Other expected imports under the Open General Import License
(OGIL), the Export Promotion Programme (EPP), the Export Revolving Fund
(ERF), the Export Retention Scheme (ERS) and the Direct Local Market
Allocations (DLMA), were to receive allocation after key import requirements
had been dealt with. All foreign exchange made available under the OGIL
scheme was to be used to best advantage to generate exports and
restructure productive capacity. Thus, a key criterion for placing an item
early on OGIL was its effect on the balance of payments. Other key
considerations included: present and potential export capacity and ability to
compete; the relative attractiveness of the export and the nature of domestic
markets for producers as indicated by domestic/export prices; and linkages
between sectors in the supply of inputs and the direct and indirect
employment effects.

It was considered that external liberalisation could be accelerated if
more funds were available. Initially, because of the difficulties associated
with establishing the value of imports in advance, the share of OGIL imports
by value were calculated on the basis of the previous year's imports. Thus,
for example, goods eligible for OGIL at the of June 1992, comprised only
those goods which during 1991 had accounted for at least 15 percent of the
value of imports.
The whole thrust was to progressively place SITC
categories of goods on OGIL during the first three years of the programme

so that in year four (ie 1994/95), the list of OGIL goods would be eliminated
and all goods would fall immediately under the unrestricted OGIL unless
included under a negative list. Progressive additions were made to the list
in successive years, starting first with raw materials (irrespective of whether
they were domestically produced or not), and followed by intermediates and
selected capital goods.

With regard to consumer goods, the target was to place them on OGIL

in the fourth year to minimise damage to local industry and employment,
while ensuring that industries could restructure for external competition. The
sectors with the strongest export capabilities have first claim on foreign
exchange. However the agricultural sector continued to have access to the

AEPP until it was phased out in 1992 following the introduction of the ERS
in July 1992.

The initial approach was clearly to place the less widely used items
onto OGIL with a view to ensuring that the import bill was kept within
manageable limits. However, as the liberalisation programme progressed, it
was decided to change the approach to ensure that the latter stages of the
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programme would not be confrohted with widely used arid costly items

which would induce undue pressure on the balance of payments. As the
OGIL and ERS systems gradually began to replace the foreign currency

allocation system, modest tariffs became the only source of protection for
local producers as almost all tariff rjates were already in the 10 to 30 per cent
range by the end of 1991. However, by the end of 1992, he Government's
approach had shifted towards progressively expanding both the OGIL and

ERS to reduce the amount of foreign currency allocated under DLMA as well

as the number of foreign exchange windows.

A departure from the original OGIL sequencing was soon implemented

following the introduction of a high-pitched transferable! ERS.

It was

considered that under the combined OGILand ERS, the exporting sectors

should be catered for by the ERS, while the OGiL had to shift ^rom its original
export promotion thrust and towards providing for the non-ex|borting sectors.

Thus, in making a decision about! what items should, be pIIaced on OGIL,

government began to relate OGIL to ERS. Aftera.comprehejnsive review of
the system in May 1993, a new sequence was put inrplacie;that repaired
further import liberalisation to be implemented by inc/easmg >the ERS to
provide an additional market-based incentive to export and avoid th© risk of
an unsustainable balance of payments situation. Thus, all firms could have

access to foreign exchange through the ERS market.

\r-

it can be concluded! that, however useful the OGIL scheme may have

been in helping to phase }h import liberalisation and reducing NTBs, it is still

neither open nor general.^ True, the scheme has enabled Zimbabwe to move

from a system of highly rationed imports to a more liberalised regime and

currency convertibility. It has, hov/ever, not committed the Government to
an overall liberalisation that might place the country's reserves at risk. The
use of the OGIL scheme to liberalise NTBs does not, then, constitute a
complete opening of trade.

:

Good progress was also achieved in rationalising tariff codes to

increase revenue collection.

Pre-reform tariff codes were, complex, often

determined by ad-hoc tax rates, exemptions and conditions. Zimbabwe has
now moved beyond remedying reducing the number of tariff rates,
rationalising those that remained, and improving administration and
collection.
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6.3.E Investment Policies

Qn-goina Reforms

In 1993, government announced major steps in the deregulation of
private investment, mandating the Zimbabwe investment Centre (ZIC) with
responsibility for implementing the measures. The key elements included delicensing of investments not requiring access to "official" foreign exchange
and measures to decontrol the repatriation of profit, dividends and capital.
The objective was to substantially relax domestic controls over investments
made with "own funds' to give flexibility to firms to respond to favourably
competition and new opportunities and to generate a supply response.
The following reforms were undertaken:
1.

During 1992, the government introduced surtax and import tax
exemption for capital goods under projects approved by the

Zimbabwe Investment Centre (ZIC). Investments made outside
ZIC could only benefit from this if they obtained authority from
Ministry of Finance.

2.

The Government introduced flexibility in investment licensing in
1993. While ZIC would continue to register all investment

projects, approval in terms of foreign exchange would only be
for those requiring direct foreign exchange allocation and for
large projects.

3.

Any new company established with foreign shareholding and
without recourse to direct foreign exchange allocation became
eligible for unrestricted remittance of after-tax dividends accruing

to foreign shareholders.

4.

Foreign companies established prior to May 1993, became

eligible to remit a percentage of dividends through the ERS;
5.

Foreign companies established prior to September 1979 who
could not remit their dividends, became eligible to remit a higher
percentage of net after tax profits. For ail companies, any new
foreign investment made after 1979 became eligible for
unrestricted repatriation of foreign exchange injected as capital
in the project.

;

Other key areas were the deregulation of the labour market, municipal
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by-laws, transport regulations.
Of relevance to agriculture was the
deregulation of the labour market which was aimed at reversing the upward
trend in unemployment and establishing a positive link'between; labour
regulations and employment levels. The deregulation of the transport sector
was targeted at opening up the sector for small truckers and doing away

with restrictive permits that prevent small transporters doing business in rural
areas and growth points.

Future Policy Reforms

In the future, the Government intends to phase out the need to
approve most investment proposals except those for large investments. The
final phase of delicencing will be the establishment of the Zimbabwe
Investment Centre (ZIC) as an investment promotion rather that project
approval agency. As part of efforts to attract foreign investment, the
Government is committed eliminating all exchange controls and maintaining
a legal framework that provides full protection of private property rights for
investment whether local or foreign.
6.3.6 Agricultural Reforms
On-going Reforms

In the past, Zimbabwe's farmers face one of the world's heaviest rates
of agricultural taxation, perhaps partly because agriculture is such a crucial
source of revenue for government.
Zimbabwean farmers were taxed
explicitly through producer price fixing, export taxes, ;and taxes on
agricultural inputs. They were also taxed implicitly through an overvalued
exchange rate which reduced the prices they obtained for their exports, and
through high levels of industrial protection, which raised consumer prices.

Market liberalisation has focused on the restructuring of marketing
boards to prepare them to face the challenge of operating in a competitive
environment and the replacement of officially-determined pricing and
marketing systems by market-based systems. Since 1991, the Government
began to implement a series of far-reaching marketing and pricing reforms.

The Government has made significant progress in the implementation of
pricing and marketing reforms including the elimination of monopolies held
by the four marketing boards and the abolition of price and other controls

constraining the participation of the private sector in these activities.
i

Overall, the easiest reform to implement has been moving producer
prices towards export or import parity. The most difficult has been limiting
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the boards to their identified commercial and food security functions in light
of concerns about unemployment and protecting producers' access to
markets in remote areas.

Restructuring of Marketing Boards

In a far-reaching policy statement in January 1991, the Government
announced its intention to restructure the agricultural marketing boards. This
was followed by the setting up of boards of directors in June 1991 to
improve efficiency and the commercialisation of a number of their activities.
The Government also announced its intention to give greater autonomy to

the new boards through amendment of Board Acts and performance
contracts for management based on effectiveness, efficiency and financial
criteria.

The programme for improving efficiency included the preparation of
business plans and proposals indicating those activities that fall within the
scope of the Boards themselves and those which require changes in
government policy.

1.

2.

Some of the areas included:

Cost-reduction measures and rationalisation of board operations

and structures; and

Splitting the "business" of the board into commercial aspects

which can be floated off or privatised, operations which have
become less relevant because of liberalisation and thus need to
be discontinued, and social or strategic actiyitiesto be financed
by the Treasury.

The whole purpose of commercialisation is to release the Government
from the burden of providing loan funding either by way of direct loans, or

loani; .guarantees and to create conditions for loan capital to be financed

through normal commercial channels at current interest rates and to be
serviced entirely by the board itself. The commercialisation of marketing
boards proceeded relatively slowly. Much of 1991 -1993 was spent preparing
a competitive institutional framework and setting up boards of directors for

the marketing boards.

Currently, ail the boards have a very low or non

existent capital base and an exceptionally h«gh proportion of debt financing.
Price and Marketing Reforms

The Government undertaken a great deal of reform of its domestic

liricing/rriarketing systems but has not abolished marketing boards nor
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liberalised the export market. The first step, taken during 1991-1992, was
the introduction of floor/ceiling prices for all "controlled" agricultural
commodities. The second was the process of linking producer prices to
world market prices. The third type of reform - maintaining the board but
allowing private traders to compete - is meant to encourage;the benefits of
competition and gradually demonopolise the boards.

The IGovemment is

following this approach with dairy, beef, oilseeds and grains.
Future Policy Reforms
Future reforms will concentrate on establishing institutional efficiency.

This willbe achieved through splitting the "business" of the marketing
boards into three categories:

1.

Those commercial aspects which can be floated off to the
private sector or privatised;

;

-■■"■■■ 2.

Those operations which have become redundant as a result of
market liberalisation and must thus be discontinued;

3.

The social and strategic activities which have to; be undertaken
but funded by government, e.g., the Grain Marketing Board's
strategic grain reserve.
:

6.3.7 Public Enterprise Reform
On-going Reforms

The Government's economic reform programme emphasised the need
to achieve greater operational efficiency and improved financial performance
through the restructuring of public enterprises. Their restructuring was to be
carried but partly through reforms in their legal and institutional framework

by June 1993 and clearing the backlog of subsidies.

>'""".

The process of clearing the subsidy backlog started in the 1990/91
fiscal yeiar when government set ceilings for the losses of the enterprises and
indicated measures to ensure that they kept their fosses to within established

targets; There were then large price increases for many ofj their products
and services, while agricultural producer prices were raised significantly in
1992/93 to provide the appropriate incentives to producers.
in subsidies was achieved by giving
greaterflexibilityto 'pricingrand marketing, introducing greater competition

Fry'=?^»"^^
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and pushing for improvements in enterprise performance. However, initial
results were significantiy below target. By December 1992, the outturn for
the 10 major public enterprises reflected a huge combined operating loss.
Subsidies were also high because of the heed to provide for write-offs of
their past losses. The 1993/94 marketing year saw major reductions in
explicit subsidies on maize and maize meal, as well as wheat and wheat
products. But because of the drought, transfers to the enterprises increased,
although there were some major achievements by the Dairy Marketing Board
Future PoliJcy Reforms

To achieve the objective of improved financial performance/all public
enterprises will be expected to implement tariff setting formulas and adopt
market-based pricing. The issue of autonomy for the enterprises will be
addressed with emphasis on allowing them to hire and fire as well as
determinepay scales and procurement. The private sector will be invited to
participate in those parastatals that have become companies.
Greater
attention will go towards sub-contracting services in the public sector.
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Table 6.1 Zimbabwe: Reform Policy Implementation
GBJECTMS

Fiscal Policy Reduce GQZ's central deficit and
budget deficit; curtail recurrent
expenditure, and reduce tax ratio
which is quite high at 40% of SOP;
introduce a sore efficient revenue
collection systa; improve targetting
of subsidies to the poor,

IMLPUli

Reduce GOZ deficit (excluding
grants} frail! of GDP to 5£
by FY 1994-95 by 2 percentage
points of GDP in FY 1991-92 and
by 1* in FY 1992-93,19934,
and 1994-95 through parastatal
refora; reduce tax level and.
rationalise the tax structure
and thus strengthen equity and

POLICY IHOTATIORimMKHTS
(1991-1994)
Initial progress in fiscal deficit
reduction in FY 1991-92 to 8.71 of
Hoover, deficit increased in 1992 93,
caused by subsidies and transfers to
PEs arising froidrouqjitexpendit
an increasing wage bill (ie recurrent)
Task Force set up to identify area; of
duplication and non-essential posit tons
in civil service; incentive retirautt

scheses ware provided to facilitate
recovery in education^ hea1thr streailining of civil service;
training etc; reduce size of raada Bore transparent; cost recovery
iGplssflted and increased by Z$40a froa
civil service.

efficiency; increase cost

ZS358 in FYI990-91 toiU75fi in FOT-92

m-%

Reduce central govt
deficit (exd grants
to & of GDP; reduce
cow tax rate,
tax deductions and
allosances; reduce
top Hfginai tax
rate for individuals

revenue collection;

continue reduction
of civil service,
then iicreass «ages
to ensure public

Kith private sector;

2. Monetary Policy Curtail monetary and credit
creation at below targetted growth
of noainal SOP to contain inflation
support balance of papents
objectives; maintain positive
interest rates and increase
coBpetitian in financial system.

Use oarket-based monetary
policy instructs ttith

operations, supported by

appropriate changes in reserve

requirrants; progressively

reduce inflation to about lift
p.a. by 1995.

Increasing use of Bank Lendirig
Rate (BLR) by Reserve Bank on

all financial institutions and

reserve requiraents to contro
nonetary aggregates. High
inflation in 1992/93 caused by
food iaports during drought art
the rental of subsidies m
contained by de&itd nanageaent
Banking Coapanies Act revised 1o
enable eaergence of ne* financial
services and instruments.
Supervisory control strengthened

BLR first tote
dependant upon cost
of foreign and local
borrowing; later
to be replaced by
use of rates of
open larket
operations & reserve

requiresents; fiscal
and aonetary policy
to reduce inflation
to less than 101.

3. Trade Policy
a) Quantitative
Restrictions
and Istort
Licencing

Elimination of foreign exchange

controls and introduction of unified
and nrket-based foreign exchange
systea Kith sodest tariff-based
iroport protection by 1995.

co^irehensive prograsee of
trade liberalisation fron 19901395 through phased expansion
of QGIL and ^rationalisation
of custcas duties and phasing
ditties and phasing out of
surtax I export subsidies.

8ysid-1993,2QSof i
on OGIL and an additional 151
an end-use restricted OGIL; tariffs
were rationalised into a range of
0-3% by the end of 1992. Aboit
601 of iaports were put on
unrestricted OGIL by the end oi
1993 and iprt tax reduced to

Have all goods to
QGIL except ssail
list for defence
or safety; isport
tax to be reduced
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POLICY

OBJECTIVES'

b).,Excfiange Rate

Hanageaent of exchange rate to
support trade liberalisation and

shift resources in favour of

GENERAL PLAN

FuWfOTS
1995-96

POLICY IWLEICMTATKai AND ACHIEVO^T^
(1991-199*)

Ho njor reforrc. Future
Kanage exchange rates alongside Initially, the exchange rate was
policy to be guided by:
alongside
the
£PP
and
EfiS
up
to
1992.
other foreign exchange schemes
i) need for overall
Thereafter,
the
exdiange
rats
was,
in a multiple exchange regime.

Mas nanaged through the ESS. Foreign

exports; intrpchice a laarfcet-tased

exchange entitleaents «ere iade ;
tradeable in iid-1992 and retentions
raised froa 30tto 5QJ in early 1993.
The resulting pr»im becaae a proxy
for the aarket value of the Zia J.
Corporate FCAs were introduced in
early 1991 to replace ERS and
retentions raised to 60S. Thus arose
an inter-bank forex larket resulting
in a 2-tier exchange rate systei. FCAs
led to devaluation of Zii $ by 111,
bringing the Reserve Sank rate closer
market rate. Sap between 'official1
rate and narket rate narrowed fra ft
to It, leading to unification in
July 1994, thus expansion of export

exchange rate system.

cMpetitiveness to be

achieved through :constant real effective
exchange rate;
iijaonitoringnrket

rate versus 'official1
rate;

iii) incorporation of
sacrranic variables
e.g. inflation to
determine paraxtres or

bands for Reserve Bank
intervention;
iv| need to buy and
sell forex through open
aarket operations to
snothen swings. .:

retention to 100%. Since then, Zii t
is no* fully convertible and stable.

c) Export

.

" Incentives

Improve incentive sysiei to encourag
exports.

Introduction of broad-based
foreign exchange retention

scheaes.

Export subsidies to be
Soverment continued to tyrant
eliiinated.
the duty draNbati schae and ERF
for the nanufactaring sector, EPP
formining and agriculture to end
1992. EfiS introduced in 1992 replacing
the EPP. An inward Processing Rebate
m also introduced to enable
exporters to l'aport m saterials
without paying duty. In addition, a
Pre- and Post-Shipwit Export finance

Scheoe us introduced to assist in
off-shore funding scheaes by banks.
Then the ERS was streamed in 1993
and the ERF Mas replaced by an ESf to
cater for rait nterials for neu and
existing aanufacturing exporters, to
be paid through £RS and trading to

be done through EfiS.

*
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policy;

4. Investaent
Policies

OBJECTIVES

GENERAL Pii

To facilitate increased private
General shifting of public
invest&ent by providing fins with sector participation in the
increased flexibility to respond to market for private goods and

cGBpetitioii and opportunities, reduc services towards alleviating
costs and generate supply response. market failures and building
an enabling environment.

POLICY MfclM AS) ACHIEV! m
(1991-1994)
Progressive re&oval of invastK nt
sanctions. Siaplification and furthe
liberalisation of exchange controls o
dividend and profit reaittances
initially through the ERS uarket.
Oonestic de-regulation progressed in
a nuBter of areas including labour,
price and sarketing reforas. to 1993,
GOZ de-licenced investaents not;
requiring access to "official1 forex.
Ooaestic controls over investments
oade with "own1 funds were relaxed.
Surtax and isport tax exaction,'; given

■

frnrnm
199S-9S
:

Investaent proposals
not to be required
except for large
investents; ZIC to
establish itself as an

invsstent prosstion
agency; alisination of
all exchange controls.

for capital goods, and nre fleiible
remittance of after-tax dividds.

However, the 2IC would registeriall
investaent orojects. Other areas «re:
the de-regulation of the labour jaarket
and transport sector.
5. Agricultural
Moras

Improve the efficiency of aarketirig efoii the agricultural pricing During 1991-1994, reforas focused on the uture reforas will
mechanisRS, increase the role of the id marketing systei including restmcting of marketing boards and
oncentrate m lisiting.
sector in narketing and processing he elimination of marketing
esoval of GOZ-deterained pricing and aarketiitg boards to :
activities, and to increase the
monopolies held by marketing marketing by aarket-based systeasJ GOZ dentified crwrcial or
volum of production in the sector, wards and abolish price and
et up Hoards of Directors in 1991; for fiod security functions';
especially among sallholder farmers. ther controls impeding the
mrketing boards to be autonoaius mt ilitting the 'business1
articipation of the private
o prepare performance contracts with
: the boards into the ector.
managesent. This has yet to be achieved. allowing :
;
y 1994, price and aarket controls;had i) cQHsrcial aspects
een rowed for all ccsodities e;;cept

which can be floated

naize and wheat. All subsidies on iiaize, off or privatised;
Baize meal and wheat and wheat projects ii) operations which
m eliainated in the 1993/94 marketing have tecae irrelevantear. However, Gft continues to '
and thus ust be
perate as a residual buyer and seller, iscofltinued;
efending a govenrnent-eanadated floor
ii) social/strategic
ice foe white maize and aaintainiag a ctivities to be funded
rategic grain reserve for governwnt. y govemaent.

POLICY

fi. Public
Enterprise
Before

OBJECTIVES

To achieve greater operational
efficiency and improved financial
perfonujnce.

GENERAL PUH
introduce a programe sf
structural refom in the public
sector, a phased program to
reduce direct subsidies and
elioinate indirect subsidies.

PWIf!>LEIIEra(SJllUVmS
(1991-1994)

fuTiEnffi
I99S-96

Large price increases wre effected for I^leKntation of tariff
sany PEs, and agricultural producer
setting forulas in PEs;
prices were raised significantly to
Invitation to private
provide appropriate producer incentives sector to participate;
for the 1992/93 season. Along the lajor subcontracting of soae
increases in PE prices Here power
PE services;erkeM»sed
in 1992, as veil as afrits aaize, cotton, pricing for all
Bilk and soyabsaiis. 1993/54 experienced cteercial parastitals;
major reductions in explicit subsidies flexibility for all PEs
on aaize and Nheat. fjovetrer, transfers in hiring and firing
to PEs increased in 1993/94 because of labour, setting pay
drought-inductd expenditure. This nas scales and procurasnt.
argely a response to cowrcialisation.
fie um MCaSE a lull* gDVenSefll-fflfflW

b July 1994 and OS in&pteilwr 1934.

rfrei^^
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ANNEX II

MALAWI COUNTRY REPORT
By

D.H. Ng'ong'ola

Agricultural Policy Research Unit
Bunda College of Agriculture
Lilongwe, Malawi

ADMARC

Agricultural Development and Marketing Corporation

ASAC

Agricultural Sector Adjustment Credit

ASAP

Agricultural Sector Assistance Program

APRU

Agricultural Policy Research Unit

COMESA
DEVPOL
EC

Common Market for Eastern and Southern Africa
Statement of Development Policies
European Community

EDDRP
EIU

Entrepreneurship Development and Drought Recovery Program
Economic Intelligence Unit

GATT

General Agreement of Tariff and Trade

GoM
IDA
IMF
ITPAC
MCCI
MEPC
MIPA
MIRTDC

Government of Malawi
International Development Agency
International Monetary Fund
International and Trade Policy Adjustment Credit
Malawi Chamber of Commerce and Industry
Malawi Export Promotion Council
Malawi Investment Promotion Agency
Malawi Industrial Research and Technology Development
Center

MoALD
NSCM
OECD
PSIP

Ministry of Agriculture and Livestock Development
National Seed Company of Malawi
Organization for Economic Cooperation and Development
Public Sector Investment Program

SADC
SAL
SFFRFM
SGR
UNDP

Southern Africa Development Community
Structural Adjustment Loan
Smallholder Farmers' Fertilizer Revolving Fund of Malawi
Strategic Grain Reserves
United Nations Development Program
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1.0

INTRODUCTION

1.1

Rationale and Objectives of the Study

Several Southern African countries are currently engaged in structural
adjustment programs which, in addition to macroeconomic changes, include
adjustment programs in the agricultural sector. These programs include
external trade liberalization as well as internal market decontrol and
liberalization programs in the agricultural sector. The structural adjustment
programs have implications, not only for domestic agricultural production, but
also for investment flows, changing agricultural comparative advantage,
trade and food security, both on a national and regional basis.
As part of the effort to address regional trade issues and the links to food
security, this study was carried out with the underlying objective of analyzing
the existing structural adjustment programs in Malawi to provide information
on the progress with regard to general economic liberalization efforts as well
as specific liberalization measures affecting trade and agriculture. This
information will enable understanding of where Malawi stands relative to its
neighbors with regard to current status of adjustment, trade barriers and
regional competitiveness. Similar studies were being conducted in
Mozambique, South Africa, Swaziland, Zambia and Zimbabwe as part of the
Southern African Structural Adjustment Programs Analysis.

Specific objectives of the study, which were in line with the study's terms
of reference, were:

1. To describe the policy reforms, their objectives and
strategies/measures used to achieve the objectives;

2. To assess the implementation and performance of the main
policy reform measures; and
3. To indicate plans for additional reforms to be undertaken
and 1995.

in 1994

Secondary sources {see Bibliography) and discussions with officials in
relevant ministries and donors were used as the main sources of information.
1.2 Organization of the Report

Chapter 1.0 gives the study's rationale and objectives while Chapter 2.0
provides the Country Background including Malawi's economic setting.
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structure of the economy, the role of agriculture, and problems of agricultural
production and trade. Chapter 3.0 discusses the varipus policy reforms and
their objectives and strategies for achieving the objectives. Chapter 4.0
presents the assessment of the implementation and performance of the
reform measures, and Chapter 5.0 contains the summary, conclusions and
recommendations of study.

2.1

The Economic Setting

Malawi is a land-locked developing country in Southeastern Africa, bordered
by Tanzania on the north and north-east; Mozambique on the south, south
east and south-west; and Zambia on the west. The country is about 900km

long and 80 - 161 km wide, with a total area of 118,484 km2, of which 20%
is covered by water. Malawi's total population was estimated at about 8

million in 1987, giving a growth rate of 3.7% per annum (3.3% excluding
Mozambican refugees) during the 1977-87 intercensa! period. The population
density averaged 85 persons/km2, but showing a wide variation between
Regions, with densities for the Northern, Central and Southern Regions
respectively estimated at 34, 87 and 125 persons/km2 (Malawi Government,
NSO, 1991). The total population was estimated at 9.7 million in 1993
(Table A2.1}.

Malawi's economy is constrained by limited resources, and constrained by
the rapidly expanding population. The country lacks the mineral resources of
neighboring countries; agricultural land constitutes the primary natural
resource. In 1993, Malawi's Gross Domestic Product (GDP) was estimated
at MK 1,076.9 million at 1978 factor cost (MK 8,942.2 million at current

market prices), representing a 10.8% increase over the 1992 production1

(Malawi Government, OPC, 1995). With a population of 9.7 million, GDP per
capita was estimatedrat MK 111.0 in 1993. Domestic savings were
estimated at 1.8% of GDP, and inflation at 30.4% during the year (Table
A2.1).
2.1.1

Structure of the Economy

Agriculture is the mainstay of Malawi's economy, it supports about 85% of
the population currently residing in rural areas, accounts for nearly 40% of
GDP, about 80% of the labour force, and about 90% of the foreign exchange

1-,.US$. .1.0=MK 4,,.4.,.ip 1993. As .at May 1995,

the exchange rate was

2estimated at
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earnings. Other key sectors include government services, manufacturing and
distribution which respectively accounted for 14.3%, 11.8% and 11.0% of
the GDP in 1993 (Table A2.2). The only major mineralactivity is quarrying
of limestone for the manufacture of cement. Small-scale coal production
started in 1985 in the Northern Region. Several other types of mineral
deposits {including asbestos, bauxite, graphite and uraniUm) have been
confirmed present, but none of them have so far been commercially exploited
(Economic Intelligence Unit, 1993).
I

Constraints to increased agricultural production are: poverty ^s indicated by
lack of capital, illiteracy and poor health status; high population density and
land degradation; overdepence on rainfed agriculture; over-dependence on
tobacco; unequal distribution of resources; insufficent attention to gender
issues; high external transport costs; poor rural infrastructure; and limited
access to credit.

2.1.2 Economic Performance Prior to Adjustment

Malawi, was able to achieve impressive growth during the first 15 years after
Independence in 1964. Average annual growth in GDP was about 4.9% in
the 1960s. This accelerated to 6.3% in the 1970s, compared to 1.7% for
Sub-Saharan African (SSA) low-income countries during the same period.
Similarly, despite rapid growth in population, Malawi's Gross National

Product (GNP) per capita grew at a rate of 2.9% between 1060 and 1979,
a figure surpassed by only six countries (alS unlike Malaj/vi,either small

enclave economies or exporters of high-priced natural resources) in the SSA
region. Malawi was also able to maintain its 1960 levels of| aggregate per
capita levels of food production in the 1970s, while otr^er low-income
countries in the SSA saw an average drop of 12% in these levels over the

period (Sahn, et al., 1990). Balance of payments and fiscal positions

remained fairly stable, with current account deficit varying between 7% and
9% of the GDP and the fiscal deficit averaging less than $% of the GDP

(World Bank, 1995).

j
i
i

The impressive GDP growth rate was mainSy attributable toj strong efforts
and performance with regard to (1) exports ana (2) resource rrjobilization and
investment. Exports (valued at current prices) grew at an average rate of
15% per annum in the 1960s, and 22.5% between 1973|and 1977. By

1977, value of exports had grown to almost one-third of GEjP (in contrast,
export growth of other SSA countries averaged -1.9% per anrfium during the

decade) (Sahn et al., 1990).

!

Both policy-related and exogenous factors explain Malawi's fine export

^;yWti^ii)ffl^jjai£i^^
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performance. First, Malawi's trade regime has been characterized by
relatively liberal exchange rate and trade agreement; the Malawi Kwacha was
consecutively pegged to Pound Sterling, to a weighted average between the
US Dollar and the Pound, and to the Special Drawing Rights (SDR). Import

duty was low, and the only restriction against imports (until late-1970s and
early-1980s) had been an import licensing practice.

Second,

domestic agricultural

policy facilitated growth and increased

potential profits of the export sector by:

legally designating leasehold estates (the national export enclave) as
sole producers of high revenue export crops such as sugar, tea, and
flue-cured and burley tobacco;

easing estate access to inputs such as land;
long-term lease arrangements which encouraged long-term capital
investment;

some estates engaging in outgrower schemes, whereby smallholders
provide the land and labor while estates provide seeds, extension and
the market for the produce;

-

more favorable pricing and marketing rules for estate products destined
for export than smallholder products generally destined for domestic
markets;

absence of an export tax (smallholder products, in contrast, were
subjected to an implicit tax);

restraining domestic wage rates and labor emigration to neighboring
countries; and

large; direct government investment in estate production (e.g. roads
and, electricity) funded by implicit taxation of the smallholder
subsector.

These facilitated the expansion of estates into what was previously
customary land at the expense of production of export crops and
domestically produced food crops by traditional smallholders.

Third, a number of favorable exogenous fac.torsrnot directly related to policy,
contributed to Malawi's export experience in the 1970s. The economic
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embargo imposed on the former Rhodesia, a major tobacco producer and
competitor on the world market, caused world supply shortages that
benefited Malawi. It also resulted in exodus of many experienced tobacco
growers from Rhodesia, and those who settled in Malawi brought skill and
established market outlets (Sahn et al., 1990).

Malawi's felicitous growth experience has also been explained by impressive
levels of investment and domestic savings. The 1970s were characterized by
restrained consumption and strong effort at capital formation; consumption
growth rates averaged only 4% per annum, well below GDP growth rate. By
1979, private arid public consumption had declined to abouit 80% of GDP,

and savings and investment benefitted from the decline. lnve|stment-to-GDP

ratio rose from 10% in the 1960 to almost 30% in the lejfte 1970s. The

investment effort was shouldered primarily by the public sector, mainly due
to easy government access to concessional foreign capital; fin 1977 public

investment accounted for over 60% of national investment (Sahn et al.,

1990).

j

Although Malawi's export- and investment-led growth strategy generated
fast growth especially in the 1970s, it might have contributed to Malawi's
structural weakness and vulnerability to the shocks that occurred in the late

1970s. First, the composition of exports became highly concentrated. Malawi
became increasingly vulnerable, to movements in the international prices of
a fewcommodidities {tobacco, tea and sugar in that order) which accounted
for most of the export revenue. The three-commodity concentration ratio for
tobacco, tea and sugar increased from 63% in 1968-197Oto 84% in 1977-

1979. Contribution of tobacco exports alone increased from 3|2% in 1965-67
to 55% in 1977-1979 (Sahn et al., 1
Second, Malawi's open economy policy increased reliance on imports.
Together with a change in the composition of imports favorihg intermediate

goods such as oil, this contributed to Malawi's vulnerability toithe exogenous

world price shocks that characterized the 1970s. (In 1970, consumer goods

accounted for 18% of the imports while auxiliary materials arjid intermediate

goods accounted for 45%. In 1977, consumer goods' share djropped to 14%
while auxiliary and intermediate goods accounted for 50%.) j
i

Third, the extent and nature of government public investment in the 1970s
resulted in contraction of consumption, primarily by the private sector; share

of private consumption in total GDP fell by 23% between 1J967 and 1979

while the share of public consumption rose by 19% during tHe same period.

Additionally, public sector investment, which focused specifically on the
productive sectors, might have left social service infrastructure relatively
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unattended. In 1978, for example, Malawi allocated about 17% of total
government expenditure to social services, while SSA as a whole allocated
an average of 26.3% to social services. In 1977 and 1978, close to 50fo
and 60% of capital expenditure went to economic services while less than
13% was allocated to social services {Sahn et al., 1990). The low
investment levels in social service infrastructure left Malawi ill-prepared to
provide the social service required to protect its poor in the acute economic
crisis in the 1980s.

Fourth, the high investment levels were not sustainable 6n two counts. Most
important, the investments, made with mobilized resources called
development expenditure, were often used to finance public projects that
were unlikely to have high returns, such as an international airport, military
aircraft, palaces and colleges (Sahn et al., 1990). This issue increases in
importance given that resources were largely mobilized from abroad, and at
increasing interest rates. Borrowing from commercial sources, done at
unfavorable terms, increased throughout the 1970s (debt due to commercial
sources increased from 10% in 1973 to 33% in 1978). Whereas interest rate
on loans from offiacial sources averaged between 2% and 4%, loans from
private sources ranged between 11 % and 15%. Whereas loans from official
sources had 8-10 year grace period, those from commercial sources had 2-3
year grace periods. Whereas credit from official sources had maturity periods
of over 25 years/that from private sources had maturity periods ranging from
Sh9 years (Sahn et al., i 990).
2.1.3

The Crisis

The four factors outlined above, partly resulting from policy decisions and
partly from economic mismanagement, made Malawi vulnerable to the
shocks that began to buffet the country by the end of the 1970s. Malawi's
early growth did not last. The country suffered a major setback in 1979 and,
for three years, Malawi experienced a sharp decline in growth. GDP (at 1978
factor cost) fell by 5.2% in 1981, and current account deficit rose to 1 9.0%
of GDP (at current market prices) in 1980. The average annual growth rate
of the terms of trade for the period 1970-1977 had been 0.7%, but in the
three years following 1977, it fell at an average rate of 15.5% a year The
agricultural sector recorded growth rates of -6.5% in 1980and -8% in 1981.

The parastatals, previously considered a grcwth pole, became a drag on the
economy as their financial positions deteriorated. Malawi's public enterprises
were unable;to adjust to developing adversities. The net effect of these

factors was economic crisis by 1980. A budget deficit of MK113 million in
1981, over 10% GDP, was the highest ever recorded (Sahn et al., 1990).
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The deterioration of the Malawi economy resulted from a!combination of
external shocks, namely: (a) a sharp increase in import prlices; (b) severe
droughts in 1980 and 1981; and (c) rising transport costis due mainly to
disruption of the rail route to the sea through Mozambique. These exposed

structural weaknesses in the economy, including a narrow export base; a
stagnant smallholder agricultural sector; heavy import dependence in the

industry and energy sectors; and inefficient public enterprises and weak
public resource management capacity {Economic Intelligence Unit, 1993;

SahnetaL, 1990; World Bank, 1994).

j

3.0 POLICY REFORMS
3.1

Introduction

In response to the crisis and structural weaknesses, Malawi, ^ince 1 9{^L> has
been implementing a broad program of macroeconomic Adjustment and
structural policy reform supported by financial and technical assistance from

the World Bank, Internatonal Monetary Fund (IMF), United States Agency for
International Development (USAID), bilateral and multilateral donors. The

Government

formulated

a

medium-term

adjustment program covering

stabilization

bnd

structural

1981/82 -1985/86. The! program was

supported by International Development Agency (IDA) I through three
Structural Adjustment Loans (SALs), by IMF through successive standby

agreements and special facilities, and by other donors throujgh co-financing
of the SALs and debt rescheduling in 1982 and 1983. Primary objectives of
the program included: stabilizing the economy; accelerating agricultural
growth; diversifying the export base; increasing efficiency of import
substituting enterprises and parastatals; and improving mobilisation and
management of public resources.

Tr]y;Ma1awi economy deteriorated again in 1986, largely due fro a recurrence
of extehalshocks - further declines in export prices of tobacco and tea,

additional droughts in 1986 and 1987, and complete cut off of rail lines to
ports in Mozambique. In response, the Government in 1987 prepared a new
strategy, which is set put in its Statement of Development Policies
(DEVPOL), 1987-1996, aimed at deepening adjustment i reforms. This
program was supported by IDA and other donors through si Supplemental

Credit to SAL III, and the Industrial and Trade Policy Adjustment Credit
(ITPAC). The IMF also supported the program through a standby arrangement

and an Enhanced Structural Adjustment Facility (ESAF) and fay further debt

rescheduling in

$$^"^

i
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Although the Malawi Government undertook various stabilization and
structural measures in the 1980s, the supply response to these measures

was not sufficient to raise per capita incomes appreciably, nor eliminate the
need for balance of payments support. This was because a number of policy
induced structural constraints in the economy, particularly in the agricultural
sector, remained. This led to implementation of the Agricultural Sector
Adjustment Credit (ASAC), which sought to address these constraints

through a combination of macroeconomic and agricultural policy reforms. The
program, supported by IDA, was an integral part of the Government's

medium strategy and on-going stabilization and structural adjustment
program for the period 1988-1991. The primary objectives of the program

were to achieve sustainable growth and reduce poverty and food insecurity

Growth of Malawi's agricultural sector has primarily originated from the
estate subsector and not from the smallholder subsector (see Section 4.3).

The Agricultural Sector Assistance Program (ASAP), a USAID grant, was

therefore started in 1991 (expected completion date is September 30,-1998)

with the primary objective of increasing agricultural productivity, employment
and incomes through smallholder access to agricultural inputs, output

markets, cash crop production alternatives, and labor market information.
ASAP is designed to assist customary landholders with small farms and rural
laborers and tenants through support for GoM reform initiative. Given the
breadth and complexity of the reform package, the Program has been
designed in two phases initially organized around four themes (USAID,
1991a): (1) production and marketing of crops; (2) efficiency of input
delivery; (3) equity in the agricultural sector; and (4) crop diversification. The
grant agreement was amended on September 30, 1994. The Amendment
comprises a package of agricultural policy and institutional reforms for Phase

II that is divided into two themes (USAID, 1994): (a) increasing equity and
efficiency through liberalizing input markets; (b) and increasing equity and
efficiency through expanding

market competitiveness and institutional

reform.

An Agricultural Policy Research Unit (APRU) has been established at Bunda
College of Agriculture, a constituent College of the University of Malawi, as

one of the projects under ASAP. The Unit is a facility for research,
consultancy and outreach/training, in which the University, Government and
other cooperating bodies are co-explorers in the search for innovative policies
and strategies geared towards the promotion and transformation of

agriculture and rural development in Malawi. Table 3.1 gives the main

loans/credit/grant to support the stabilization and structural adjustment
program in Malawi.
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3.2 Macroeconomic Policies

Macroeconomic reforms focus on increasing the competitiveness of exports;

efficiency of industrial and public enterprises; and improving public resource
utilization. The macroeconomic policy reforms may be classified into the

following : trade or external sector policy; fiscal policy; monetary policy; and
investment policy.

3.2.1

Trade/External Sector Policy

Trade policy in Malawi has gone through a number of strategies since the
early 1970s. Between 1973 and 1980, trade was vi
unimpeded
characterized by free movement of goods and services
lower tariffs,
Between 1980 and 1987, due to fiscal imbalance and balam
of payments
problems, the economy adopted protectionist measures
foreign exchange and higher tariffs. Since 1985, the
has been
implementing trade liberalization measures to restore the open economy
environment. The economy has undergone transformation from a controlled
economy to a much more liberal economy [Malawi Investment Promotion
Agency (MIPA), 1994].

Trade liberalization aims at increasing competitiveness of exports, improving
resource allocation, expanding economy's output and accelerating economic
growth. Trade liberalization in Malawi has been implemented in the form of
removal of import prohibition, removal of prior foreign exchange approval
requirements,
simplification
of
import/export
licensing
and
rationalization. Export incentives have been introduced through
drawback system and an export guarantee scheme. Programs to support the
initiative included SAL II in 1984, SAL III in 1986, ITPAC in 1 £988, ASAC and
Entrepreneurship Development and Drought Recovery Progr^ m (EDDRP) by

the World Bank; the IMF standby arrangement in 1988, and subsequent IMF
Enhanced Structural Adjustment Facilities (MIPA, 1994).
3.2.2

Fiscal Policy

Trade policy reforms are expected to be accompanied by

:ompSementary

fiscal and monetary policies in the domestic economy,
ives of the
fiscal policy are to contain inflation, improve efficiency in the use of public
resources, ease pressure on balance of payments, and release resources to
the private sector mainly through; (a) tax reforms ;
government

expenditure; (c) and review public sector management
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3.2.3 Monetary Policy

Objectives of the monetary policy are to contain inflation through improving
monetary management, to enhance efficiency in the allocation of financial

resources through introduction of a more market based monetary and credit
system, to promote greater competition in banking system, and to maintain
exchange rate levels satisfactory to IDA.

Measures taken include an improvement in the regulatory framework; a

switch from direct controls on liquidity (e.g., through credit ceilings) to use
of indirect instruments (e.g., changes in reserve requirements); and a move
from administered interest rates to those determined by market forces and
changes in the Reserve Bank's discount rate. The bank rate, introduced in

May 1990, was to be linked to an auction reire for official bills, and the first

monthly auction of Reserve Bank of Malawi (RUM) bills took place in
November 1990.

The main financial institutions include the Reserve Bank of Malawi, National
Bank, Commercial Bank of Malawi, Leasing and Finance Company, FINCOM,

National Mercantile Credit, Commercial Bank of Financial Services, New
Building Society, Malawi Development Corporation (MDC), Investment and
Development Bank (INDEBANK), Investment and Development Fund
(INDEFUND), SEDOM, National Insurance Company (NICO), Old Mutual,
National Employers Mutual, Royal Insurance, Protea Assurance, Commercial
Union, Munich Reinsurance of RSA Limited, Guardian Insurance and Indetrust
(MIPA, 1994).

The financial market is still shallow and relatively underdeveloped. Financial

assets held by the public are essentially limited to currency and deposits. The
inter-bank market is virtually non-existent and the capital market is mostly
dominated by the Government local registered stock, treasury bills and

private issuance of shares (MIPA, 1994).

3.2.4 Investment Policy

The Malawi Government seeks to encourage the private sector to assume the
leading role in developing the national economy. The thrust of Government's
efforts is to facilitate, rather than to regulate, private investment. Main
objectives of investment policy are to create more conducive investment
climate; and to encourage and assist private sector investment.

Strategies taken to achieve objectives include: introduction of new
Investment Policy Statement; simplification of procedures for company

formulation; elimination of industrial licensing requirement; streamlining and
accelerating procedures for land transfer; establishing an investment
promotion agency; introducing investment incentives; and expanding access
to credit for smallscale enterprises.
:'■• if.' < i;.

. ■

3.2.5 Food and Agricultural Sector Policies

awi's agricultural sector is composed of two main groups of farms:
smallholders and estates. Estates are those farms which occupy leasehold or
freehold land. In order to register as an estate, it is necessary to have a

minimum of 10 ha. Sn 1988, there were a total of 4,100 estates (74% of

which were burley estates) covering about 0.605 million ha. This subsector
is the nation's principal foreign exchange earner; while it contributes only

about 20% of total national agricultural production, it provides about 80%
of agricultural exports mainly from tobacco, sugar and tea and to a lesser
extent from tung oil, coffee and macadamia nuts.

Smallholders have customary use-rights to the land they cultivate, 79% of
the total land area of 9.41 million ha is under customary tenure. The
smallholder subsector comprises an estimated 1.8 million smallholder farm
families cultivating about 4.4 million ha and producing about 80% of
Malawi's food and 10% of its exports. About 25% of the smallholders

cultivate less than 0.5 ha; 55% less than 1.0 ha; 31 % between 1 .Oand 2.0
ha; and 14% more than 2.0 ha (World Bank, 1995). However, it should be
noted that there is a considerable variation within each of the two
subsectors, and that differences between them are becoming increasingly

3.2.5.2 Malawi's Agricultural Development Strategy

\

The objective of Malawi's agricultural development are outlined in the
DEVPOl 1987-1996. They are: (1) improving and maintaining food selfsufficiency; (2) expanding and diversifying agricultural exports, while
conserving natural resources; (3) raising farm incomes and promoting

economic growth; and improving social welfare (Malawi Government, OPQ,,

1987).

'^.'

The newly elected Government is pursuing these objectives within a broad
framework of promoting private sector involvement; improving incentives
through liberalizing pricing and marketing; increasing producer prices, for

export crops; and rehabilitating rural infrastructure. The; MALp'J^ftj
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Agricultural and Livestock Development Strategy and Action Plan outlines
four main thrusts to pursuing the above objectives:
- increase productivity of food crop production, and widen
food crops grown and marketed;

- smallholders will be given the opportunity to grow burley

range of

tobacco;

- farmers in general, large farms and estates in particular,
will be
encouraged to diversify their activities to
broaden the base, and
increase the output of export and
high value-added crops; and
- expanding livestock activities and integrating them into

existing

farming systems.

The Government's draft strategy gives emphasis to key commodities,
complemented by sector-wide strategies aimed at providing the necessary
policy, legislative and institutional framework, and supported by continuous
generation and dissemination of appropriate and profitable technologies, the
provision of necessary inputs and services, and the improvement of human
capital and physical infrastructure (Malawi Government, MoALD, 1994).

This section describes the food and agricultural policies for Malawi and their
status. The policies may be divided into: farm level policies; and market level
policies.

3.2.5.3

Farm Level Policies

These set of policies may further be divided into: cash crop allocation and
production quotas; farm input subsidy removal; agricultural credit; agricultural
research; and land reform.

3.2.5.3.1

Cash Crop Allocation and Production Quotas

Only tobacco production is restricted by the Government through a quota

system. Tobacco is the dominant traditional cash crop for Malawi,
accounting for over 30% of the GDP and nearly 70% of the total domestic
export earnings. Two separate mechanisms are employed for registration of

tobacco licenses and production quotas on yearly basis: (1) the Agricultural
Development and Marketing Corporation(ADMARC) annually registers and
issues licenses to smallholder tobacco growers for dark-fired, sun-air cured
and oriental tobacco; and (2) MoALD annually issues licenses and production
quotas to estates against annual production target issued by Tobacco

Exporters Association of Malawi (TEAM) to the Tobacco Control Commission

Since 1980, burley has dominated the expansion of tobacbo growing in
Malawi. The area under burley in 1992 was estimated at ov^r 130,000 ha,

representing about 5.5% of Malawi's arable land, the highest intensity of

tobacco cultivation for any country.

Production during the year was

estimated at 99,224 tonnes , accounting for nearly 72% of the total
production which was estimated at 137,884.

\

Before 1990/91, buriey and flue-cured quotas were allocated only to estate

farms where tenant farmers are usually utilized to produce the crop. In 1990,
a Smallholder Burley Scheme was initiated that allocated licenses for

production of burley by smallholders on customary land. The objective of the
scheme is to allow smallholders access to a broader means of increasing
their incomes, in order to reduce poverty and, simultaneously, provide
farmers with a means of financing the intensification of their maize
production. This is an on-going program.

|

3.2.5.3.2 Farm Input Subsidy Removal

j

Fertilizers and hybrid maize seed for the smallholder subsector have been

subsidized the, past years, but Government policy has been to |remove the the
subsidies. Objectives of the subsidy removal are to encourage efficient use
of inputs; reduce burden on government budget; and encourage use of high

analysis fertilizers. A common defence for fertilizer subsidy removal has been
that demand for fertilizer may be relatively inelastic with respect to price
changes.

Measures to be taken to achieve the objectives were to implement a Fertilizer
Subsidy Removal Program (FSRP) in 1983/84 to phase out the fertilizer

subsidies completely by 1988/89; and to start phasing out the seed subsidy
beginning 1994/95.

Inputs for the estate subsector are not subsidized and this has contributed
to the leakage of some of the subsidized fertilizer intended fon the
smallholder subsector (8% - 10%) to the estate subsector. ■
3.2.5,3.3 Agricultural credit

The credit policy aims at improving access to agricultural credit. Until

recently, the Smallholder Agricultural Credit Administration (SACA), a
government organization established in the MoALD in 1988, was the only

Page 119

agency involved in supplying smallholders with seasonal credit through
farmers' clubs, and medium-term credit mainly to individuals. Other sources

of credit available to the smallholder subsector have included the following:
Smallholder Crop Authorities which provide funds to finance inputs for their
particular crops (coffee, tea, sugar and tobacco); Small Enterprise
Development Organization (SEDOM) which provide loans for development of
smallscale rural industries and agro-industries; Malawi Union of Savings and
Credit Cooperatives (MUSCCO); and informal sources (such as local money
lenders, relatives and friends) which provided about 73% of the total credit
amount of credit in 1988 (Chipeta et. al., 1992), Smallholder farmers have
not been receiving credit from the commercial banks.

The main financial institutions providing credit to the estate subsector are the

two commercial banks; the National Bank of Malawi, and the Commercial
Bank of Malawi. They are mainly concerned with seasonal credit although
they also provide medium- and long-term credit to customers with proven
track records. INDEBANK also provides medium- and long-term loans to
agricultural estates and ago-processing enterprises. The Investment and
Development Fund {INDEFUND), a subsidiary of INDEBANK, provides

medium-term investment (i.e. for projects from MK75,000 - MK250,000)
credit for agricultural production and agro-processingv

To expand seasonal credit and deepen the rural banking system, it was
planned that SACA is converted into a Malawi Rural Finance Company
(MRFC) in 1994/95. MRFC, a limited liability company, would then be
transformed into a multi-purpose bank. Conversion of SACA into a private
company, however, is unlikely to improve access to financial services of
resource-poor farmers. Government must help them form savings and credit
groups and provide incentives (such as guarantees) to financial institutions
to lend to such groups at commercial rates. A Malawi Mudzi Financial
Services Project (MMFSP) was supposed to be designed to finance
developmental costs related to group formation and training. The MRFC is
supposed to manage a window designed for this group and it will be
appropriately compensated, while being insulated from the inherent risk of
lending to resource-poor households (World Bank, 1994). Government also
intends to accelerate privatization of the rural credit system which would
help reduce dependence on government support.

3.2.5,3.4 Agricultural Research

policy mainly aims at increasing smallholder productivity through
of high yielding crop varities. Strategies to betaken since 1990 are
maize rSseaVcti focus to develop high yielding maize varieties
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acceptable to farmers; and improve research-extension linkages, extension
methodology and expand the extension system.
3.2.5.3.5 Land Reform
Over the past years, the Government has permitted the estate subsector to
expand rapidly, leasing iarge areas of what has been custom'ary land at low

rentals. Often the new estate owners did not have the Management or

financial resources to exploit their holdings. In 1989, an estimated 32% of

leasehold land was not cultivated (cropped or under, shqrjt-term fallow),

although half of this was cultivable (World Bank, 1995). the result has,

therefore, been that in some areas increasing pressure on; the remaining

customary land exists next to heavily underutilized estate landjs. Land policy,
therefore, aims at improving efficiency of land use through greater reliance
on land pricing; and improve equity in land use.
■
Estate leases have precise convenants on such matters as land utilization,

husbandry practices, soil conservation, and tree planting. One concern in

lease compliance has been enforcing the standard convenant tjhat 10% of the
hectarage should be devoted to forestry. This is one important strand in the

priority policy of trying to reverse the deforestation of Malawi.

Another

strand is to encourage one of the major consumers of fuelVvood, tobacco

estates, to improve the efficiency with which they consume jthe resource.
ASAC attempted to

address

the

above

issues

through; the

following

conditionalities: the Government to amend the Land Act [to ban further
transfers of customary land to the estate subsector in are^s of high land

pressure from 1991/92; the Government to amend Land |Act to enable
adjustment of estate land lease rent at intervals of not mor^ than 3 years;
implement a system to collect estate land lease rents through tobacco

auctions; introduce differentiated land rents by quality in 1992; establish
estate extension service as an autonomous trust body; cind strengthen
inspectorate staff of Department of Lands to enforce establishment of
woodlots by estates from 1994.

<

3.2.5.4 Market Level Policies
3.2.5.4.1

Output Marketing and Input Distribution

The Agricultural Development and Marketing Corporation i[ADMARC} , a
parastatal established in 1971, has been responsible for distributing fertilizer
and hybrid, composite and improved local varieties of seed to smallholders,
managing Malawi's strategic reserves of maize, and marketing strategic

-Targ35:agr if :-iif'-ii!
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smallholder crops. ADMARC's distribution network consists of 16 depot
delivery markets, 80 primary markets and over 1,000 unit markets of which
350 are seasonal markets.

Malawi does not have any fertilizer manufacturing facility within the country.
Fertilizers used in Malawi are imported as finished products or granulated

locally mainly using imported intermediate fertilizer materials. Two main
parallel fertilizer marketing systems exist in Malawi: (i) marketing to the
smallholder subsector controlled by the Government through the Smallholder
Farmers Fertilizer Revolving Fund of Malawi (SFFRFM), selling subsidized
fertilizer; and (ii) marketing to the estate subsector controlled by the private
sector selling unsubsidized fertilizer. SFFRFM, established in 1983, has been
responsible for procuring fertilizers required by smallholders, managing the
fertilizer buffer stock and facilitating the distribution of fertilizer provided
under commodity aid agreements. SFFRFM used to operate as a separate unit
within ADMARC, but was transfered into a trust corporation under
government control in 1988. SFFRFM fertilizer imports have increased from
77,50Otons in 1987/88to 136,251 tons in 1992/93(12.5% average annual
increase). The Fund uses international haulers to move fertilizer to its
warehouses with a total capacity of 65,000 m2, and uses ADMARC as an
agent to didstribute the fertilizer. The existing ADMARC distribution network
for smallholders is inadequate resulting in ADMARC being unable to make
fertilizers available in time at the right places and inadequate quantities in
remote areas. Fertilizer for the estate subsector, which currently amounts to
tonnes per annum, is imported directly by the estates and private

The supply of seeds and agrochemicals to estates and smallholders originates

in the private sector. The National Seed Company of Malawi (NSOM), in

which Cargill International has a majority share, is the main supplier of
certified hybrid tobacco and maize seed, 90% of which are then distributed
by ADMARC, with the remainder being distributed by private retailers. A
second private firm, Lever Brothers,

entered the supply of hybrid seed in

1991/92. A number of private companies also supply imported pesticides
and herbicides, which Malawi does not produce.
Objective of government policy is to expand private sector participation in
marketing of smallholder crops and agricultural inputs in order to improve

efficiency of crop procurement, at the same time reduce financial burden of
ADMARC; and to improve supply of inputs, particularly fertilizer. Measures
taken include: deregulation of all smallholder crops with the exception of
maize from 1987; rationalization of ADMARC through divestiture,
implementation of Memorundum of Understanding (M0U) between ADMARC

and Government under which Government will finance ADMARC's social

function in 1990; implement a commission agent system for ADMARC
market centers from 1987/88; liberalize fertilizer marketing; and liberalize
production and marketing of maize seed from 1993/94.
3,2.5.4.2

Output Pricing

The official policy of the MoALD has been "progressive decontrol" of prices.
The price reform has two objectives: (s) increasing
prices in general; and (ii) raising relative prices of export commodities in
particular. Both aim at raising incomes in agricultural sector especially
among smallholders. Both objectives are also characteristic sally based on
elimination of high taxation levels on smallholder production (Sahn et al,
1990). A move toward undistorted incentive structure is expected to
encourage increased agricultural production in aggregate.

Ongoing measures required to be taken to achieve the objept ives include:
preparation of annual price reviews; decontrol of prod uc©r prices; and
introduction of two-tier payment system for smallholder tobacco.

a 3-year rolling plan developed by various line;ministries and
by the Ministry of Economic Planning and Development. The
PSIP is intended to serve as a screening mechanism to ehsure that the
proposed investment projects are in harmony with agredd government

priorities and that scheduling of investments is consistent vj/ith the overall
expenditure ceilings and the absorptive capacity of the indiyidual sectors.

Ministries are furnished with information on financial ceilings at the beginning
of the budget process to assist with planning of the investment projects.
Table 3.2 gives Malawi's ten-year development budget for 1985/86 -

1994/94

and

projections

for

1995/96

-

1997/98.

Transport

and

communication, agriculture, education and health were the main investment

sectors in 1993/94. Generally, shares of investment in education and health

have been showing a positive trend whereas that in j transport and

communication appears to be showing a negative trend. Shares in
agriculture, education, and health are projected to increase during the
1995/96

-

1997/98

period,

whereas

communication is projected to continue

the

share

in

transport

and
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3.2.6.2

Labor Policies

3.2.6.2.1

Ethnic Quotas

Malawi does not have poljcies that discriminate labor on the basis of ethnic
group, region or gender. Malawi is a member' of the Geneva Labour
Convention and signed a total of 23 covenants, one of which prohibits

discrimination of labor based oh ethnic group, region or gender.

3.2.6.2.2 Number and Types of Occupation/Activities Restricted
to Nationals and Permitted to Foreigners

The Government would normally prefer to restrict jobs at the middle
management level and below to Malawians. Such jobs would include, for
instance, retail managers, electric technicians, mechanics and other
tradesmen. Foreigners would normally be permitted to take up top
management positions requiring higher skills scarce in Malawi, such as
General Manager, Managing Director and Financial Controller. Afterall, firm
owners in most cases prefer to have their own representatives occupying
such top posts and appointments for the positions are normally made directly

by the firms without the Government having much say. The situation is

nevertheless fluid in that there are some foreigners, particularly in private
firms, working at the middle management level or below, and there are

Malawians

working at the top management level as General Managers,

Managing Directors or Financial Controllers.

3.2.6.2.3 Time Required to Obtain Business Visas/Work Permits.
According to the Ministry of Labour, it normally takes 4-6 months to process

a business visa or work permit. It is recommended that an application is

made at least three months before expiry of the present permit or before the

applicant enters Malawi. Applicants submit their applications to the
Immigration Department which are then forwarded to the Ministry of Labor
for further processing. Delays are normally experienced when all relevant

documents are not initially submitted. Request to firms for submission of

additional information made by Ministry of Labor are routed through the

immigration Department.
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3.2.6.2.4 Restrictions on Movement of Labor within Countries and
across Borders

\

With the advent of multiparty democracy in May 1994, people are free to
seek employment both within and outside the country. This w$s not the case
under single party rule when, in. 1989, Government officers vj/ere instructed
not to assist anybody trying to seek employment outside: the country.
Additionally, security clearance was required for one to rpove into and

outside the country, but this was abolished by the General /^mnesty Act.
3.2.6.2.5 Wage Policies

The Ministry of Labour is a Secreteriate to the Wages Advisory Board and six
Wage Advisory Councils. The Board, inter alia, fixes new wages which are
based on the inflation rate. In 1989, the minimum wage was raised by over
100% based on a "basket of commodities" for a family of five, using the
cost price index of the commodities. The same method has been used ever
since. A Law was passed in 1992, as part of World Bank/IMF conditionally

for a loan, to review wages every 24 months or when the inflation rate has
reached 20%, whichever comes earlier.

;

With effect from 6 July 1994, Malawi introduced a two-tier rjninimum wage
system, again a World Bank/IMF conditionality, whereby ar^as are divided

info two broad classifications with different minimum wage ;rates:(1) Cities
(including one Municipality) - MK3.55/day; and (2) Other Areas (including
gazetted townships and rural areas) - MK3.00/day. Malawi was using a
three-tier system before the change in July 1994.
Ministry of Labor is also required to provide protection to tenants as a

conditionality for a loan, and was required to release a "Policy Statement on
Social Protection of Tenants" by 30th September, 1994. The Statement was
released on 29th September, 1994. The Ministry is now vyorking on the

necessary Law in conjunction with the Ministry of Justice wjhich should be

debated

in

parliament

in

March

1995,

as

another

Wprld

Bank/IMF

conditionality.

The Ministry was also required to liberalize the labor market, as another
condition for the World Bank/IMF loan, and thus published a "Policy
Statement on Trade Unions and Collective Bargaining on 31st August 1993.
Employees are free join Unions of their choice, and through the Unions,
employers and employees can negotiate wage levels.

j
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4.0 IMPLEMENTATION AND PERFORMANCE OF POLICY REFORM
MEASURES

This chapter assesses the implementation and performance of the various

policy reform measures that were supposed to be implemented during the
adjustment period in Malawi. Assessment of performance is done by finding
out whether or not intended objectives of the policy reforms have been
achieved. This is difficult to do since some adverse effects had been felt
even before the programs had run for a long period for potential benefits to
occur. Furthermore, changes in agricultural performance, and hence the

overall economic performance, are influenced as much by weather and other
external shocks as by deliberate domestic policy changes. Adjustment is a
learning process and requires continuous response to changing conditions of
the world economy.

the above reservations in mind, the chapter attempts to assess the

implementation and performance of the macroeconomic and food agricultural
reform measures.

Import policy has been formulated by the Ministry of Commerce and
Industry. The last stage of import liberalization was completed under ASAC
in 1992. Currently there are no quantitative restrictions on both imports and
exports. Import: liberalization has not benefitted every enterprise equally.
Entities which! enjoyed monopoly rents found their share being eroded,
forcing some of them to close down. This development had repercussions on
income distribution and unemployment (MiPA, 1994).
:'

' ■

. i

■

4.2.1.2 ; Foreign Exchange Allocation
i...

By early 1991; the prior foreign exchange approval requirement had been
removed for all imports, except for a narrow negative list of luxury items.
Allocation of foreign exchange had been devolved to the commercialbanks
by the end of ASAC. Thus, for the first time the commercial banks became
exercising agents for foreign exchange allocation.
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4.2.1.3

Export/Import Licensing

The Ministry of Commerce and industry is also responsible for issuing of
import and export licenses. Import and export licensing was simplified by
shortening the bureaucratic line of processing the applications such that
when all the formalities required have been fulfilled, a license is granted
within two weeks.

A total of 28 goods, whatever the origin, require the authority of an import
licence for their importation in Malawi (Annex B).

I

Countries from which goods must be licensed in,every case ar<3: Afghanistan;

Bhutan;

Bolivia;

Columbia,;

Iraq;

Laos,

People's

Democratic

Republic;

Lebanon; Nepal; Costa Rica; E! Salvador; Guatemala; Honduras; Hungary;

Iran; Panama; Paraguay; People's Republic of China; Venezuela; and Vietnam
[Malawi Export Promotion Council (MEPC), 1989].
\
Malawi Government policy on export licensing, based on the Control of
Goods Act (Chapter 1808) of the Laws of Malawi, is aimed ait ensuring that
the present licensing arrangement should be as liberal as possible and as
exclusive as the need might demand from time to time. Export licensing is
essentially an instrument for monitoring exportables which are of strategic
importance to the nation (MEPC, 1989).

The government has reduced the range of goods requiring an export license.
!n 1987 and 1994, a total of 4 and 9 goods were removed from the list of
export licensing respectively. Currently, there are only 13 gbods remaining
on the list (Annex C), and consideration is being given to the removal of
more goods from licensing.
4.2.1.4

Tariff Reforms

Ail imports to Malawi, except live animals, are subject to one or more of a
variety of customs duties. Thus, the list of items subjected to tariffs is varied
and long. Assessment and collection is controlled by the Department of
Customs and Excise. Malawi is member-nation of General Agreement of
Tariffs and Trade (GATT) and goods are classified for customs duty purposes
under the standard Brussels SITC system of nomenclature, and the basis for
valuation follows the recommended basis of fair value added cost (i.e.,
including the very high freight element of most exports to Malawi).

All associates of the European Community (EC), Lome Convention of African,
Caribbean and Pacific countries (ACP), the member countries of Southern
African Development Community (SADC), Common Market for Eastern and
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Southern Africa (COMESA), GATT, all existing and former Commonwealth
countries and the Organization for Economic Cooperation and Development
(OECD) countries qualify for most-favored-nation status. The vast majority

of Malawi's imports attract duty discounts at varying levels. Reimports are
mostly exempt from duty but lead to reimbursement of any duty drawback
claimed at the time of export. Most of the basic foodstuffs, capital goods,
raw

materials

and

intermediate

products

for

further

manufacture

are

exempted from surtax duties to importers {MEPC, 1989).
Tariff rates are set by Act or Order of the Minister of Finance and are subject

to not-infrequent changes as part of the structural adjustment changes. The
rates vary enormously with low rates applying to raw materials and industrial
capital goods, and the high rates applying mainly to luxury consumables and

consumer durables particularly larger motor cars and spares for them.
According to the Department of Customs and Excise, average rates for most
items in Malawi are as follows:
Import/custom duty

: 40%

COMESA countries
Surtax

: 10%(range = 1 - 20%)
: 20%

Live animals, birds, etc

:

0%

Import/custom duty averages 40% for most items and those from COMESA
countries attract special lower custom rates averaging 10%. Most imports
also attract a surtax averaging 20% for most items. Imports of live animals
do not attract any tax.

The tariff rates are expected to be phased out (reduced to 0%) by year 2000

as part of structural adjustment program. This is likely to adversely affect
government revenues of countries like Malawi which significantly depend on
tariffs as a source of revenue.
4.2.1.5

Export Incentives

To promote exports, government has also introduced a tax allowance for
exports. Other steps taken to improve incentives include the development
and introduction of a duty drawback system based on widening the coverage
of eligible goods and streamlining the procedures for refunds, and initiating

a new export credit guarantee system. Unfortunately, the duty drawback
system designed was administratively very complex, and thus, did not
become effective until very recently.
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No custom duty of any form is imposed on exports. A cess, an export levy,
is however collected on certain exported goods and placed in special funds
whose object is to stimulate and encourage growth of the industry
concerned. For instance, a tobacco cess, hide and skins cesi5, tung cess are

collected.

The Investment Promotion Act of 1991 provided for special incentives for
export manufacturing in the proposed Export Processing Zones (EPZ) and

general ones for the non-traditional exports {mainly manufacturing) (see
Annex D).

4.2.1.6

Malawi Export Promotion Council

The Malawi Export Promotion Council (MEPC), is a government statutory
body which was created in 1971 by Act of Parliament No.32 - The Export
Promotion Act. (MEPC, 1982). Main functions of the Counc ! include:
- to promote the export of agricultural and manufactured goods from
Malawi;

- to gather, collate and make available to exporters in Malawi
information and statistics of export marketing and export marketing

trends;

-to co-ordinate the operations of statutory bodies and other persons

directed towards the export of Malawi products;

- to co-operate with government departments, universities, technical

colleges and persons in export market research;

to organize and operate trade fairs inside and outside Malawi;
- to organize or assist in the organization of export prom otion missions
abroad;

- to assist and facilitate buying missions coming to Malawi from
abroad;

-to make available to Malawi commercial firms ard potential
exporters from Malawi, advice and assistance in relation to
international trade and all aspects of such trade;

- to publish from time to time such technical and commercial
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information as is deemed necessary or expedient for promotion of
exports; and

:

- to implement government export policy.
4.2.1.7

Malawi Chamber of Commerce and Industry

The Malawi Chamber of Commerce and Industry (MCCI) is a partnership of
enterprises and associations representing ail sectors of the Malawi economy.
The Chamber, established in 1892, has been in the forefront of Malawi's
private sector development efforts for over 100 years. MCCI, inter alia,
- monitors and advises government and the private sector
community of business related issues such as import duties
rates, Capital Market development, and short and
facilities. Export Processing Zones, export
post-export financing,

and tax

long term credit

credit guarantees, pre- and

investment incentives, etc;

- issues trade and transport documents such as the Malawi
Certificate of Origin, the PTA Certificate of Origin, the
System of Preferences Certificate of Origin and

Generalized

the Customs Transit

Declaration Form; and
- organizes and operates the annual Malawi International Trade
which provides a forum for local and foreign
investigate business and trade opportunities,

technologies and assess trade

Fair,

businesses to
market products, share

developments.

The Chamber maintains ongoing contact with organizations such as Malawi
Investment Promotion Agency (MIPA), Malawi Export Promotion Council
(MEPC), Malawi Industrial Research and Technology Development Center
(MIRTDC), and the Reserve Bank of Malawi, as well as relevant government
ministries (MCCI, 1994)
4.2.1.8.

Regional Cooperation and Recent Trade Agreement

Malawi is an active participant in regional organizations being a member of

COMESA, formally known as the Preferential Trade Area (PTA), and SADC.
Malawi is the current and first Chairman of COMESA after hosting the first
COMESA summit in Lilongwe, 8 - 9 December, 1994. COMESA comprises
23 member states, namely:

Angola; Burundi; Comoro; Djibouti; Ethiopia; Eritria; Kenya; Lesotho;

Madagascar; Malawi; Mauritius; Mozambique; Namibia; Rwanda;
Seychelles; Somalia; South Africa; Sudan; Swaziland; Tanzania;

Zambia; Zaire; and Zimbabwe (South Africa and Zaire yvere accepted
to become members at the Lilongwe summit).

I

The member states are urged to deepen the process of economic integration
within the region to create new investment opportunities, production and
trade. The private sector is expected to play a critical roi& in the policy

formulation process and implementation of COMESA activities (a whole
chapter of the COMESA Treaty is devoted to the role of the private sector).

On 1st November 1994, the governments of Malawi and Zimbabwe signed
a trade agreement to reduce the trade imbalances between the two countries
which is currently in favor of Zimbabwe. To reduce the imbalance, Zimbabwe

is considering the importation from Malawi of goods like fish, textiles, rubber,
tinned pineapples, juice, chili, biscuits, plastic shoes and batteries among

others. Zimbabwean companies will also be encouraged to go into joint
ventures with their counterparts in Malawi (The Nation, 3 November, 1994).

4.2.2 Fisca! Policy

|

4.2.2.1

I

Tax Reforms

A major development in the fiscal area has been the tax refqrm. This began

in 1987 and was aimed at improving equity, efficiency, administration and
compliance in the system. The tax base was broadened. In 1990/91,

government strengthened the collection of income taxes and the extension
of taxation of fringe benefits. Incidence of taxation was Shifted towards
consumption and custom duties were rationalized with the view to
minimizing the level of protection. In the case of corporatiorjv tax, a system
of advance payment was introduced and the tax was extended to cover
parastatals. Other measures included the reduction of direct and indirect tax
rates, expansion of the surtax base in 1991/92, elimination of surtax
exemptions for domestically produced goods in 1992/93, and reduction of
the tax exemption period for bonded imports. The new Government brought
into power by the May 17, 1994 general elections has since abolished the
tax with effect from last year.
!

4.2.2.2 Government Expenditure

I

Faced with declining revenues resulting from external factors such as the

closure of trade routes through Mozambique, Government hajd to cut several
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low priority investments (in areas such as roads and telecommunications) and

some recurrent expenditures. Government was to continue reducing the
budget deficit and keep it within the limits set by the available external

grants and concessional loans. Government was required to maintain deficit
for 1990/91 at a level satisfactory to IDA. Between 1989/90 and 1991/92,
current expenditure as a proportion of GDP was reduced from 21.6% to
17.4%. Expenditure restraint was tightened through a freeze on filling civil
service vacancies, cuts in non-wage spending ceilings, strict enforcement of
expenditure monitoring procedures, and reduction of fertilizer subsidies.
A public sector management review was completed in 1991 and serves as
a basis of improving economic management in the current tight fiscal
environment. Measures were also taken to improve operational and financial

status of commercial parastatais such as Malawi Railways, ADMARC, and
Wood Industries Corporation (WICO) through restructuring, privatization or
divestiture. As a result of these actions, the overall budget deficit {excluding

grants) was brought down to 5.7% of GDP in 1991/92, from 9% in 1988/89
(World Bank; 1994).
4.2.3

Monetary Policy

Interest rates were liberalized 1987. Direct regulation of commercial bank
credit has been discontinued. The Reserve Bank Act was revised to reflect
these changes which enabled it to carry out the traditional central banking
functions, such as open market operations and being the lender of last resort.
To promote greater competition in the banking system, INDEBANK was
licensed to accept corporate deposits, and applications of foreign banks to
conduct business in Malawi began to be considered. The Post Office Savings
Bank (POSB) has been restructured into the Malawi Savings Bank (MSB) so
as to reduce its reliance on Government. The reforms are aimed at increasing
the number of institutions in the formal financial sector and increase the
range of financial instruments and services supplied.

Malawi's domestic resource mobilization is low compared to some subSaharan countries. In Malawi, M1 and M2 in relation to GDP ranges between
8% and 19%, compared to an average of 30% for other less developed
countries/This is due to restrictions on the expansion of domestic credit to
the private sector/and limited expansion of credit by the commercial banks
which has restricted growth of the banking system and reduced its potential
for resource mobilization. Generally, performance of the financial system has
not kept pace with the private sector requirements (MIPA, 1994).
The Malawi Kwacha (MK), which is divided into 100 tambala, became

Malawi's currency in 1971. It was pegged to the Special Drawing Rights
(SDR) of the International Monetary Fund (IMF) from 9th June 1975 until

17th January 1984. The currency was then pegged to a basket of seven
currencies more representative of the country's external trade icomprising the
US Dollar, Sterling, Rand, Deutsche Mark, Yen, French Franc! and the Dutch
Guilder.

]

The country has pursued a flexible exchange rate policy since the early
1980s, devaluing the Kwacha against the SDR by 15% in April 1982, and
by a further 12% in September 1983. Switching from the; SDR link to a
basket of currencies resulted in a further 3% drop in value. Annual
devaluations of between 10% and 20% occurred between 1985 and 1988
in response to balance-of-payments pressures. To pursue the goal of
restoring external competitiveness and to support import liberalization, the
Malawi Kwacha was devalued several times against its basket in 1990,1991
and by 15% and 22% in March and June 1992 respectively. The 1992
devaluations restored external competitiveness to levels; equivalent to
1987/88 (Economic Intelligence Unit, 1993). On 7 February 1994, a
managed float exchange rate system was adopted with the Malawi Kwacha
being floated against the United States Dollar. The Kwacha's rate is
determined by the supply and demand at weekly wholesale auctions. After
12 weeks of flotation, the value of the Kwacha relative to the dollar
effectively fell by 25% at US$1 =MK7, and as at mid-January 1995, the rate
was at about US$1 =MK15.3. inflation is currently estimated at 35%.
The current policy allows exporters to open foreign currency accounts, which
is usefu! incentive of the new system. Importers are, however, adversely
affected by the system. Due to perceived shortage of foreign exchange,
foreign suppliers and trade financing firms are not keen to extend credit to
importers. To finance imports upfront has become more expensive because
of the higher price of foreign exchange. Small and medium scale enterprises
are probably significantly affected (MIPA, 1994).

,

In an import-dependent economy like that of Malawi, one med|ium-term effect
of the foreign exchange liberalization would be an increase in the current
account deficit arising from importation of raw materials, capital equipment
and intermediate products for domestic industry as well as finished products

for consumption. This would occur because of the instant increase in the
cost of imports which are difficult to cut down. On the export side, volumes
would take time to adjust because of the narrow export base largely linked
to seasonal agriculture.
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4.2.4 Investment Policies
To

encourage

and

assist

private

investment,

the

Government

announced/implemented initiatives related to: freedom to invest; industrial
licensing and company formation; transfer of land; taxes and duties; external
transport routes; availability of foreign exchange; access to local financing;
labor practices; encouragement of small-scale and medium-scale enterprises;
encouragement of export-oriented investments; investment assistance and
promotion; investment protection; and access to international arbitration {see

Annex D for details).
4.2.5

Performance of Macroeconomic Reforms

Malawi

first

implemented

a

medium-term

stabilization

and

structural

adjustment program during the 1981/82 - 1985/83 period. The economy

experienced an upturn when it registered an increase in real GDP of 2.7% in
1982. from -5.2% in 1981. The economy increased by 3.8% on average
(greater population growth) between 1982 and 1985.; and domestic saving
as a proportion of GDP increased, averaging 14.4% per annum during the
period. However, overall balance of payments generally deteriorated during

the period. Current account was in deficit throughout the period, averaging
MK127.5 million per annum (Table A2.1).
During the 1988 - 1991 period, major objectives targeted had been achieved
to a large degree. The average rate of growth had increased significantly, the
inflation rate had decelerated substantially, while the external current
account deficit had been reduced in line with the program objectives.
Regarding structural policy implementation, the import liberalization program
had been completed, while significant progress had been made in the reform
of the tax system, the

restructuring of parastatal enterprises,

and

in

expanding the role of market forces in resource allocation (IBRD, 1994).
Implementation of the adjustment program during the 1991/92 - 1992/93

period was seriously hampered by exogenous developments and the outbreak
of political and labor unrest which led to substantial deviations from the

program objectives and targets. Among the exogenous factors was the_
severe drought, which affected the whole of Southern Africa, leading to a

significant fall of Government revenue, and a large increase in expenditure
on emergency food and related social services. At the same time, external
donors decided to suspend nonhumantarian balance of payments assistance
due to concerns related to governance. Furthermore, the fiscal and external
funding situation was aggravated by the outbreak of social and labor unrest,

which was temporarily addressed by the granting of substantial wage

increases and the initiation of a process of political reform, These factors
were, in addition, exacerbated by the continued deterioration of the terms of

trade, with tobacco export unit values declining by 50% (in US dollar terms)
between 1991 and 1993.

As a result of the above developments, real GDP declined by nearly 8% in
1992, inflation accelerated, and the fiscal and financial accounts deteriorated
significantly. The external current account deficit rose to 14.5% of GDP
(excluding grants) from 12.1% in 1991, reflecting, in part, a substantial
decline in the terms of trade. Consequently, external reserves declined. The
rate of inflation rose to 25.2%. Despite the difficult political and external
environment, the authorities maintained the external reforms put in place in
during 1988-1991 and continued implementation, though at a significantly
reduced pace, the implementation of many sectoral and structural reform
measures (IBRD, 1994).

!

During April/May 1993, the authorities prepared a revised macroeconomic

framework for FY 1993/94 centered on a tightening of fisca) and monetary
policies and the acceleration of structural policy reforms. While virtually all
measures incorporated in the 1993/94 macroeconomic program have been
implemented, attainment of some of the program targets was complicated
by developments that were not anticipated at the tinrie the revised
macroeconomic framework for 1993/94 was made. These developments

included new expenditures required to fund transitional political arrangements
and institutions, and the inevitable outlays related to forthcoming elections.
In addition, after a period of restrained wage bargaining, labor unrest erupted
seeking, in part, to benefit from the changed political circumstances and

political liberalization, resulting in substantial wage increases. With these
developments, it became necessary to again revisit the rnacroeconomie
framework for 1 993/94 (IBRD, 1994).
■

■

■

i

Generally, real GDP growth rate increased during the first fiye years of the
adjustment program until it declined in 1986. Since then, the growth rate has
steadily increased up to 1993, except in 1992. Domestic: savings have
steadily declined during the adjustment period dropping from 15.1 % of GDP
in 1982 to only 1.8% of GDP in 1993. The current account deficit has
generally deteriorated particularly in the late-1980sand early-1990s. inflation
steadily: inereased during the adjustment period until 1988 yvhen it started

dropping before increasing again in 1992 (Table A2.1).
The structure of the economy has not changed much during the adjustment
period. Agriculture has remained the, dominant sector

i.

and contributions of various sectors to the GDP have generally remained the
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same during the period (Table A2,2). Tobacco, tea and sugar still remain the
main export commodities.

From the foregoing, it would appear that the performance of the
macroeconomic reforms is rather mixed and do not appear to have resulted
in a stable macroeconomic environment during the adjustment period, except
perhaps in the late-1980s when the environment appeared relatively stable.
Since the structure of the economy has not changed much during the
adjustment period, growth in the economy has been taking place not because
of resource reallocation to other sectors of the economy.
4.3 Food and Agricultural Policies
4.3.1

Farm Level Policies

4.3.1-1 Cash Allocation (Burley Program)

The Smallholder Burley Scheme has so far been a success. Upon initiation in
1990/91, the program allocated licenses for production of 1,500 tons of
burley to smallholders on cuastomary land. The allocation increased to 3,000
tons in 1991/92, and to 7,000 tons in 1992/93. The Smallholders have
demonstrated their ability to produce high quality tobacco at low cost. Burley
which ADM ARC sold on behalf smallholders in 1990/91 fetched an average
price of MK7.29/kg, compared with a national average auction floor price of
MK6.87/kg. In 1991/92, the first year smallholder clubs were allowed to
market directly to the auction floor, they received an average price of
MK6.19/kg compared with a national average of MK6.52/kg. In 1992/93,
they received MK5.28/kg, while the national average was MK4.89 (World
Bank, 1994).

However, there are a number of issues related to the growth of smallholder
burley production: the current quota system is inequitable and inefficient as
it excludes very efficient producers; and MoALD staff is already thin and may
not adequately manage the anticipated growth of the smallholder burley
production (World Bank, 1994).

4.3.1.2 Input Subsidy Removal

The Fertilizer Subsidy Removal Program (FSRP) was initiated in 1983.

Through FSRP, government committed itself to phase out fertilizer subsidy
completely in 1988/89 season. The subsidy removal program was however
suspended in 1987 following a sharp rise in fertilizer costs resulting in

closure of transport routes through Mozambique and a decline in marketed
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volume of maize production. ASAC called for resumption !of the subsidy
program.

;

As noted elsewhere, one of the objectives of the program i$ to reduce the

drain on fiscal resources. Net subsidy levels {actual government and treasury
subvention) to cover the Smallholder Farmers Fertilizer Revolving Fund of

Malawi (SFFRFM) financial, deficit increased more than three-fold from

MK6.94 million in 1983/84 to MK22.5 million in 1992/93. line trend of the
net subsidy levels has generally been increasing. This is mainly due to
escalating cost of fertilizers during the adjustment period.

The

FSRP,

therefore, does not appear to meet the objective of reducing the drain on
fiscal resources.

.! .-..-..

Subsidy to Sulphate of Ammonia (low analysis fertilizer, LAF) increased every
year through 1986/87 despite the stated objective to encourage use of high

analysis fertilizers (HAFs). However, only HAF [urea and di-ammonium
phosphate

(DAP)]

for the smallholder subsector are

being

subsidized;

1993/94 subsidy rate for the fertilizers was 11 %, planned rdte for 1994/95

is 5%, and subsidy will be phased out completely in 1995/36 (World Bank,
1995). Subsidies for LAFs (e.g., CAN and SA) were completely phased out.
The differentiated rates have helped precipitate the shift} toward HAF.

However, supply factors, rather than demand factors, have! probably been
most important in explaining the increased share of H^jF uptake; the

government has biased its procurements and donations toward HAF.
As noted, a common defense for removal of fertilizer subsidy has been that
demand for fertilizer may be relatively inelastic with respect toi price changes.
Contrary to expectations, fertilizer uptake in the smallholder subsector has
been increasing with price increases since the initiation of FSRP in 1983.
Smallholder fertilizer uptake has increased by about 12% annually between
1983/84 and 1992/93; and consumption of main nutrients {nitrogen and

phosphate) increased by 22.6% annually during the period. !

Value Cost Ratios (VCRs), defined as incremental output per kilogram
nutrient divided by the value of incremental cost per kilogram of nutrient,
may be used to measure the incentive structure faced by smallholders. VCR

for local maize using LAF averaged 1.93 between 1984/8^ and 1988/89,
while VCR for hybrid using HAF averaged 3.29 during the same period {VCR

of 2.0-3.0 required to encourage farmers to invest in fertilizier){Sahn et al.,
1990). A recent study showed VGRs of less than 2.0 even for hybrid maize

using HAF (1,44), tobacco (1.25),and rice (1.46) (Saka et a|, 1995). Thus,

the fertilizer and crop pricing policies are unlikely to haye encouraged
smallholders to use fertilizer.

I
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4.3.1.4 Agricultural Credit

The number of seasonal credit recepients more than doubled between
1982/83 and 1990/91, increasing from 156,703 to 333,750
during the period. The number of clubs also doubled, increasing from 6,654

to 12,891. However, only about 25% of the smallholder farm families had

access to the credit in 1990/91 and these tended to be the above average
farmers. The majority of smallholders still do not have access to credit

The loan recovery performance was among the highest in the third world,
averaging 90% partly because of the strict enforcement of 100% recovery
of the group's previous loan as a condition to a new loan. However, in
1991/92, SACA loans were MK90.0million and recoveries dropped to 25%.
In 1992/93, loan levels expanded to MK 144.3 million and loan recoveries
were only 16% (Table A3). As a result, Malawi is currently facing severe
smallholder credit recovery problem. Factors identified to have contributed
to the problem include: the breakdown in recovery system; credit design and
administration; low gross margins; political dispensation; the 1992/93
drought; and the delinkage of extension and credit activities (Center for
Social Research, 1994).

MRFC started its operations in 1 st October 1994. The second phase will be
to privatize and transform the company into a rural bank. MRFC has a line of
credit component to finance mostly short-term credit over a three-year
period. The main market niche is smallholder farmers (through farmers'
clubs), small estates (up to 30 ha), and micro-, small- and medium-scale
enterprises with average annual turnover of up to MK500,000. Repayment
of working capital and seasonal loans ranges from 6-18 months. Repayment
for loans for investment purposes are spread over a maximum of 60 months,
including grace period. MRFC, unlike SACA, institutes market-determined
interest rates to ensure availability of credit and adequate profitability for the
financial intermediary. Currently, MRFC charges an interest rate of 40%.
Interest rates were decontrolled in 1987 to make it possible for banks to
cover the full costs of their rural operations.

Government and IFAD finalized the design of a Malawi Mudzi Financial
Services Project (MMFSP) and the MRFC manages the project as a window
designed for lending to resource-poor households {World Bank, 1994).
The Investment and Development Bank (INDEBANK) has recently been issued
a banking license. It is expected that this will increase competition in

financial markets and facilitate development of linkages between formal and

informal institutions. Rural traders and input suppliers could forge the latter
through borrowing and on-lending from the formal sector.

Development of high yielding maize varieties exceeded expectations. Two
hard endosperm {or flint) high yielding maize varieties (MH|17 and MH18)
were developed by MoALD and released in 1990/91. Partly as a result of
releasing these varieties, hybrid maize has substituted for | local maize in

production since 1990/91. Not much has been done to improve research-

extension linkages and expand the extension system due to financial
limitations. Efforts are being made to improve extension methodology, e.g.,
participatory extension is currently being introduced.
4.3.1.6

Land Reforms

Government did amend the Land Act, but with exemption clauses that
effectively minimized any positive impact. The provision that smallholders
can grow and market burley tobacco has probably done more to slow down
the transfer process than the amendment banning transfers. Land transfers
to the estate subsector continue. While lease rents were increased from
MK10/ha to MK30/ha, they are still thought to be too low to have any
noticeable impact on the estate land use (the rent has been increased to
SV1K50/ha this year). Moreover, although under-utilizaticjn is probably
influenced by the low cost of establishing estates and the annual lease rents,

inadequate access to capital appears to be the main constraint on more
extensive utilization. The provision to collect estate lease ]rents from the
tobacco auction has been successful in improving revenue collection from

both current and past accounts. In 1990, the Estate Extension Service Trust
(EEST) was established, with ODA assistance, as an autonomous trust under

the

Tobacco

Association

of

Malawi

(TAMA)2.

Land j Department's

inspectorate staff has not been strengthened due to limited resources, hence,
enforcement of land use convenants has not been intensified.

During the 1980s, Government progressively liberalized its pricing and
marketing policies for smallholder crops. Since 1987, private traders have
been allowed to buy and sell all smallholder crops, except cotton and
tobacco. The marketing restrictions for cotton were lifted in 1991 {World
Bank, 1993b). At the same time, the strategy was intended to enable
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ADMARC to narrow its participation in these markets and increasingly focus
on price stabilization and the management of the country's strategic grain
reserve.

In 1994, the Government liberalized the marketing of all tobacco including

oriental tobacco and Western tobacco grown by smallholders {Northen
Division dark fire-cured, Southern Division fire-cured, and sun/air cured
tobaccos). Farmers now have the choice of selling their tobacco directly to
auction floors or any other intermediate buyer, in addition to ADMARC.
Previously, ADMARC was required to purchase all fire-cured and sun-air
cured tobacco offered by smallholders. ADMARC operates buying stations
in the producing regions for purchasing tobacco. After grading, ADMARC
sales the tobacco at the auction floors. ADMARC also buys burley from
smallholders who do not have access to transportation to the auction.

The Government has refined the role of ADMARC as a buyer and seller of

last resort for staple food crops. A Memorandum of Understanding {MOU)
was prepared which outlines the principles for identifying the social roles
undertaken by ADMARC and calculating the costs of
these roles. It specifies the arrangements for ADMARC's reimbursement by
Treasury for fulfilling social roles and defines specific performance targets to
ensure that ADMARC is efficient in
carrying out its social functions (World Bank, 1993b). Though the MOU was
only signed in December 1993, its implementation began before then in
1990/91. Nonetheless, this area had been prolonged and delayed due to
difficult and lengthy negotiations. Two major causes appear to have caused
the delay: the cost to Government of ADMARC's interventions on its behalf;
and ADMARC's lack of confidence that it would indeed be reimbursed in full
for the losses it incurred (World Bank, 1994).
ADMARC also implemented a divestiture program. The program has stayed
in course, USAID assisted ADMARC in the design and implementation of the

program. At one time, ADMARC's operations included farms, sugar estates,

tea and macadamia estates, banks, rice and oil processing, flour milling,

fishing,

meat

processing,

fertilizer

processing,

tea

processing,

cloth

manufacturing, cotton ginning, freight forwarding, and others. Beginning
1986, ADMARC divested itself of many of these holdings. The program is
continuing with the assistance of USAID {World Bank, 1994).
2. This year (1995), EEST has been merged with the Tobacco Research Institute of Malawi
(TRIM) to
form the Agricultural Research and Extension Trust (ARET).

ADMARC has also been closing the markets it considers uneconomic with
the hope that private traders will take over their activities in th<ise areas. This
has not always been the case so that ADMARC has been forced to reopen

some of the markets. Farmers in areas where ADMARC has! not reopened
and private traders are not operating have been left without a nearby outlet
for their produce and source of agricultural inputs such ] as fertilizers,
improved seed varieties and pesticides. ADMARC has reported-a total net
profit averaging MK6.9 million per year between 1982/83|and .1.992/93
(World Bank, 1995). The reforms therefore appear to have helped reduce
ADMARC losses.
■ ■
■
j

ADMARC attempted to implement a commission agent systejm for markets

that are not financially viable, but despite attractive offers [to sell or rent
warehouses, they found little interest among private traders, arjid the program
was discontinued.

j

In May 1993, Government finalized and publicly announced its] policy to open

up smallholder fertilizer markets to the private sector, i.e.]. Government
liberalized the import and domestic distribution of fertilizers. Members of the

general public are now allowed to purchase fertilizers from the SFFRFM on

wholesale for retail. OPTICHEM now targets the entire farming community
(including smallholders) and uses ADMARC and rurai agents to distribute the

Since the start of liberalization of smallholder produce in 1987^ ADMARC has
been facing increasing competition from private traders for hiph value crops
such as groundnuts, cotton, beans, rice, and more recently tobacco. This has

resulted in ADMARC concentrating in low value crops such a|s maize, millet

and sorghum. This is forcing ADMARC to become more competitive gnd

engage in some marketing activities not done before such asjadvertising. In

1990/91, ADMARC reported 605 registered traders although} private trader
registrations do not reflect the total number of traders since many other
traders operate without a license. Levels of turnover and investment have
also increased {World Bank, 1994). However, the inputs market still remains
far from being competitive relatively. ADMARC still has an effective
monopoly over retailing fertilizer and hybrid and composite seed (90%) sales

to the smallholder subsector; and only two private firms (OPTICHEM and

Norsk Hydro) play a dominant role in fertilizer marketing] in the estate

subsector.

:

■

' '

Expanding the role of private sector, however, continues to tie problematic.

The policy framework is not conducive to encouraging private participation,
particularly with respect to agricultural input marketing. Lack of infrastructure

ECA/MRAG/96/12/MR
Page 141
and credit are among the factors that continue to constrain the growth of
private agricultural trading in Malawi. This partly explains why private traders

have not taken over ADMARC's responsibilities in some of the areas
ADMARC has closed its markets, and why private trading in fertilizer
marketing (which is expensive) is not picking up.

4.3.2.2

Output Pricing

Annual price reviews have been carried out during the adjustment period.
Currently, Government sets floor and ceiling prices for smallholder maize
only, but all other crops have been descheduled. Prices of maize will probably
continue to be set for some time to come given the crop's vital role in food
security. Maize producer prices are determined primarily with the objective
of stimulating production as part of Malawi's food security efforts and to
equate supply and demand.

The two-payment price system is being implemented. The first price of not
less than 45% of a rolling 3-year average of auction floor prices to be paid
on delivery at ADMARC markets, with a second payment at the end of the
season {bonus payment) of at least 65 % of ADMARC's net profits from sales

of tobacco. In the past, ADMARC purchased tobacco (not burley, but sun-air
cured and dark-fired) from smallholders at fixed prices which were rarely
more than 30% of the price ADMARC received in selling these tobaccos on
the auction floor. The establishment and implementation of the two payment
system for tobacco producers has ensured that a larger proportion of the
profits is returned to the smallholders. Now that even smallholder marketing
of tobacco has been liberalized, with ADMARC operating in competition with
other buyers and direct sales to auction floor, the issue of ADMARC pricing
becomes less important.
;;
Nominal producer prices of both food and export crops have been increased
dramatically during the adjustment period. By 1988, nominal producer prices
for all agricultural commodities had more than doubled since 1980 (Table
A4.1). The price increases, however, have been eratic and and abrupt, not
in step with inflation rate, especially for maize and tobacco. Additionally,
pricing has been reactive not following any clearly defined rules3. Thus
relative prices shifted dramatically from one year to another.
The nominal prices for maize, rice, groundnuts and cotton have not kept pace
with inflation since 1981; real producer prices for these crops have declined
between 1981 and 1992, and generally showed a declining trend. Only

tobacco and beans recorded marginally higher real producer prices between
the period, however, their trends are also declining (Table A4.2). If real
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;

producer prices signify falling real incomes from agricultural production, then
smallholder producers have not gained much from the price reform as initially
expected. Declining real prices of export commodities \s ^contrally to
expectation of rising prices of tradables relative to nohtradabfes.

The increase in cash crop prices was generally associated witli falling implicit
taxation on smallholders {rising nominal protection coefficient, NPC)

for

groundnuts, tobacco and rice between 1982 and 1988 (Sahrli et al., 1990).
However, smallholder producer prices for rice, groundnuts arid cotton were

further from their export parity levels in 1991 /92 than they were in 1987/88,
although the situation had improved with respect to tobacco; (Table 4.1.).
Table 4.1: Real NPCs for selected crops, 1987/88 and 1992/93
Year

Rice

Groundnut

Tobacco

1987/88

0.20

0.87

0.26

1992/93

0.13

0.44

0.45

i

Cotton
0.50

|

0.27

Source: World Bank (1994).

4.3.3

Performance of Food and Agricultural Sector Reforms

Agriculture has been a contributor to economic growth and rriacroeconomic
stability in Malawi. Since Independence in 1964, growth in agricultural GDP
has varied, averaging about 5% during the 1970s, 1% during the early
1980s, and 4.1% during

1987-91. During

1973-92, annual growth in

agricultural GDP has averaged about 1.96%. During the same period the rural
population has grown by more than 3% per year, indicating a decline in
agricultural GDP per capita.

Throughout the

1970s, 1980s and early 1990s, growth in the estate

subsector has been significantly faster than in the smallholder subsector,
except in four years (1976, 1978, 1984 and 1991). The share of estate
subsector in total agricultural GDP rose steadly from 13% in; 1973 to 35%

in 1992. During the past 20 years, 60% of agricultural growjth has been in
the estate subsector. Smallholder subsectora! growth rates .Nave been low,
despite government's policy emphasis on smallholder development; growth

3. For example, in poor reaction to rains in 1981 and the subsequent food shortfall, maize price
was increased by 67% in 1982. During the next five years, however, it was Increased by 11 %

which led to fall in maize output. To bolster production, the maize price was increased by 37%

in 1988 and 44% in 1989.

:
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in the smallholder subsector has averaged only 0.67% per annum between
1980 and 1992, compared with 5.65% for the estatesubsector (Table 4.2).
The agricultural policy reforms therefore have only resulted in marginal
improvements in the performance of the agricultural sector in general, and
the smallholder has virtually stagnated during the adjustment period.

Table 4.2: Annual agricultural GDP growth rates (%), 1973 - 92
Sector

1 973-80

1 973-92

1 980-87

1 980-92

Estate subsector

8 .64

5 .89

4 .21

5 .65

Smallholder

3 .99

0 .90

1 .96

0 .67

4 .72

1 .96

2 .41

1 .90

subsector
Agricultural sector

Source: World Bank (1993

4.3.4 Implementation of Policy Reforms

An attempt was made to objectively assess implementation of the vanous
policy reform strategies/measures. The following points/grades were
awarded:

0 — if strategy/measure not implemented;
1 = if strategy/measure partially imlemented; and
2 = if strategy/measure fully implemented.

Nearly 60% of the policy reform measures highlighted in this study have
been fully implemented; 36% partially implemented; and 5% not
implemented. Implementation of macroeconomic reform measures and trade
policy measures has been better than that of food and agricultural policy
reform measures (Table 4.3). Thus, Malawi's implementation record appears
good except for the land reform measures (see Table A4.3 for details)

4.3.5 Medium-Term Strategy and Objectives, 1993/94 - 1995/96
Malawi's economy remains fragile, narrowly based and lacking key social
services and infrastructure. After more than a decade of stabilization and
adjustment programs, the structure of the Malawi economy is still dominated
by the production and export of a limited number of agricultural crops and
the associated processing and distribution of these crops.
Despite the substantial progress in deregulating the economy and creating a
more conducive climate for the private sector, the development of the
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I

private sector and the supply response have remained below/ expectations,
constrained in part by^ the monopolistic structures in production and
distribution. Furthermore, the economy continues to be adversely affected
by recurrent droughts and transport bottlenecks that seriously reduce its
competitiveness.

;

Given these structural problems, the adjustment strategy is tp place greater
emphasis on policies and structural reforms that would promote a greater

supply

response,

accelerate

economic

diversification,

jraise

average

productivity across all sectors, enhance domestic competition, and improve
external competitiveness.
!
Agriculture will continue to be a major source of growth and providing
employment and subsistence for some 80% of the total population and the

main source of raw materials for the manufacturing sectjor. The major
challenge in this sector will be to improve productivity in the estate and
smallholder subsectors, while vigorously promoting diversification out of
tobacco and maize production.
\

Growth in the manufacturing sector is expected to be generated by the
liberalization of the exchange system, the rationalization of the; external tariff,
and the growth of output in the agricultural sector.; Additionally,
diversification of manufacturing output and increasing exports of
manufactured goods will also depend on the reduction in transport costs and
a substantial broadening of the ownership base.

}

The continued development of human resources and improvements in the

social and physical infrastructure will also constitute critical elements of the
development strategy.

;

5.0 SUMMARY, CONCLUSIONS AND RECOMMENDATIONS
5.1

Introduction

Since

1981,

Malawi

:

has

been

implementing

a

broad!

program

of

macroeconomic adjustment and structural policy reforms supported by
financial and technical assistance from the World Bank; International

Monetary Fund (IMF), bilateral and multilateral donors. This has been in
response to the deterioration, of the Malawi economy mainly due to sharp
increases to import prices, severe droughts, and rising transport costs caused
by disruption of the rail route to the sea through Mozambique.

Structural adjustment programs have implications, not only for domestic
agricultural production, but also for investment flows, changing agricultural
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comparative advantage, trade and food security, both on a national and
regional basis. As part of the effort to address regional trade issues, this
study analyzes the existing structural adjustment programs in Malawi to

provide comparative information on liberalization efforts affecting mainly
trade and agriculture. (Similar studies were being conducted in Mozambique,
Swaziland, Zambia and Zimbabwe.)

5.2 Macroeconomic Policy fmplementation and Performance
Malawi implemented the first medium-term stabilization

and structural

adjustment program during the 1981/82 - 1985/86 period. The economy

experienced an upturn when it registered an increase in real GDP of 2.7% in
1982 from -5.2% in 1981. The economy increased by 3.8% on average
{greater population growth) between 1982 and 1985.; and domestic saving

as a proportion of GDP increased, averaging 14.4% per annum during the
period. However, overall balance of payments generally deteriorated during
the period; Current account was in deficit throughout the period, averaging
MK127.5 million per annum.

During the 1988- 1991 period, major objectives targeted had been achieved
to a large degree. The average rate of growth had increased significantly, the
inflation rate had decelerated substantially, while the external current
account deficit had been reduced in line with the program objectives.
Regarding structural policy implementation, the import liberalization program
had been completed, while significant progress had been made in the reform
of the tax system, the restructuring of parastatal enterprises, and in
expanding the role of market forces in resource allocation.
Implementation of the adjustment program during the 1991/92 - 1992/93
period was seriously hampered by exogenous developments and the outbreak
of political and labor unrest which led to substantial deviations from the
program objectives and targets. Among the exogenous factors was the
severe drought, which affected the whole of Southern Africa, leading to a
significant fall of Government revenue, and a large increase in expenditure

on emergency food and related social services. At the same time, external
donors decided to suspend nonhumantarian balance of payments assistance
due to concerns related to governance. These factors were, in addition,

exacerbated by the continued deterioration of the terms of trade, with
tobacco export unit values declining by 50% {in US dollar terms) between
1991 and 1993. Consequently, real GDP declined by nearly 8% in 1992,
inflation accelerated, and the fiscal and financial accounts deteriorated

significantly. Despite the difficult political and external environment, the
authorities maintained the external reforms put in place during 1988-1991
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and continued implementation, though at a significantly reduced pace.
During April/May 1993, the authorities prepared a revised macroeconomic
framework for FY 1993/94 centered on a tightening of fiscal! and monetary

policies and the acceleration of structural policy reforms. While virtually all
measures incorporated in the program have been implemented, attainment
of some of the targets was complicated by developments ;that were not

anticipated which included new expenditures required to fund transitional
political arrangements and institutions, and the inevitable outlays related to
forthcoming elections. \n addition, labor unrest erupted seeking, in part, to
benefit from the changed political circumstances and political liberalization,
resulting in substantial wage increases.

Generally, real GDP growth rate increased during the first five years of the
adjustment program until it declined in 1986. Since then, the growth rate has
steadily increased up to 1993, except in 1992. Domestic savings have
steadily declined during the adjustment period dropping from 15.1 % of GDP
in 1982 to only 1.8% of GDP in 1993. The current account deficit has
generally deteriorated particularly in the late-1980s and early-1990s. Inflation
steadily increased during the adjustment period until 1988 Vvhen it started
dropping before increasing again in 1992.

;

The structure of the economy has not changed much during the adjustment
period. Agriculture has remained the dominant sector

:

and contributions of various sectors to the GDP have generally remained the
same during the period. Tobacco, tea and sugar still remain the main export

From

the

foregoing,

it

would

appear that the

performance

of the

macroeconomic reforms is rather mixed and the reforms do not appear to
have resulted in a stable macroeconomic environment during the adjustment

period, except perhaps in the late-1980s when the environment appeared

relatively stable. Resource reallocation to other sectors of the economy has
been insignificant since the structure of the economy has not changed much
during the adjustment period.

5.3 Sectoral Policy Implementation and Performance

Progress was made in many areas in the implementation of sectoral reforms.
In the agricultural sector, reforms continued with the view to improving food
security, smallholder incomes, and efficiency of resource use. Restrictions on
smallholder production of high-value crops are gradually being lifted, and
access to

high

yielding

inputs

was further expanded.

Private sector

jakggglEai&is«&55^=^£jag^^
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participation in marketing and distribution of agricultural products and
imports was also expanded, including cotton and tobacco.

In 1992, business registration and land lease procedures were streamlined
with the view to eliminating initial barriers to entry and enhancing
investment. Expansion of domestic financial institutions into wholesale
banking (e.g. INDEBANK) has increased competition in the domestic,banking

sector. The Post Office Savings Bank (POSB) has been restructured into a
Malawi Savings Bank.

A cornerstone of the parastatal sector reform, the restructuring of the
Agricultural Development and Marketing Corporation {ADMARC), has been
largely completed with the sale of two subsidiaries and partial divestiture in

two others during 1991 and 1992, a return to net profitability during the past

5 years, and the transfer of ADMARC's investment portfolio into the
ADMARC Holding Company in August 1993. To support human resource

development, the Government has maintained increasing expenditure shares
for health and education, expanded child spacing activities, and support for
institutional strengthening in the social sector.

5.4 Medium-Term Strategy and Objectives, 1993/94 - 1995/96
Malawi's economy remains fragile, narrowly based and lacking key social
services and infrastructure. After more than a decade of stabilization and
adjustment programs, the structure of the Malawi economy is still dominated
by the production and export of a limited number of agricultural crops and
the associated processing and distribution of these crops.
Despite the substantial progress in deregulating the economy and creating a
more conducive climate for the private sector, the development of the
private sector and the supply response have remained below expectations,
constrained in part by the monopolistic structures in production and
distribution. Furthermore, the economy continues to be adversely affected
by recurrent droughts and transport bottlenecks that seriously reduce its
competitiveness.

Given these structural problems, the adjustment strategy is to place greater
emphasis on policies and structural reforms that would promote a greater

supply

response,

accelerate economic

diversification,

raise i average

productivity across all sectors, enhance domestic competition, and improve

external competitiveness.

Agriculture will continue to be a major source of growth and providing
employment and subsistence for some 80% of the total population and the
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main source of raw materials for the manufacturing sector. The major
challenge in this sector will be to improve productivity in the estate and
smallholder subsectors, while vigorously promoting diversification out of
tobacco and maize production.
.
\

Growth in the manufacturing sector is expected to be generated by the

liberalization of the exchange system, the rationalization of the| external tariff,,
and the growth
diversification of

of output in the agricultural sector] Additionally,
manufacturing output and increasing exports of

manufactured goods will also depend on the reduction in transport costs and
a substantial broadening of the ownership base.

i

.

.

.

The continued development of human resources and improvements in the
social and physical infrastructure will also constitute critical elements of the
development strategy.

5.5 Conclusions and Recommendations

The adjustment efforts have helped to achieve modest growth in the

economy. Adjustment efforts have also helped to a certain eixtent improve

fiscal discipline and stabilize the external situation. Attempts to improve the
market environment, including parastatal performance and pfice incentives
have contributed to containing the negative impact of severe external shocks
to which Malawi was subjected to in the 1980s.

I

However, these improvements have not been caused by Change in real

structure of the economy. The policy changes have been necessary to avoid

further deterioration in the economy but not sufficient for increasing incomes
and growth potential of the majority of the population in Malawi. Flexibility
of resources to move into newly productive activities has been limited.
Malawi's economy remains fragile, narrowly based and lacking key social

services and infrastructure. After more than a decade of stabilization and

adjustment programs, the structure of the Malawi economy is still dominated
by the production and export of a limited number of agricultural crops and
the associated processing and distribution of these crops. Despite the
substantial progress in deregulating the economy and creating a more
conducive climate for the private sector, the development iof the private

sector

and

the

supply

response

have

remained

below 'expectations,

constrained in part by the monopolistic structures in production and
distribution. Furthermore, the economy continues to be adversely affected

by recurrent droughts and transport bottlenecks that seriously reduce its
competitiveness.
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As a result, over haff of the population continues to have incomes below the
poverty line. Poverty is predominantly rural {>85% of the poor in the
smallholder subsector, 10% in the estate subsector). Main causes of poverty

are: high population growth; low productivity of land and labor in agriculture;
limited employment opportunities; and low quality of human capital due to
low nutrition and education levels and limited access to health services.

Given the high proportion of the poor, the problem of poverty can be
addressed effectively and in a sustainable manner through growth. Poverty
reduction measures need to be integrated into the development process.
Adjustment programs will need to include policy measures which increase

responsiveness of the economy as well as contribute to poverty reduction.
Major elements should include the following:
- expansion of employment opportunities;

- enhanced smallholder agricultural productivity;

- increase social sector expenditures for human resource
development and reduction of population pressure; and
- financial and capital market development.
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Table
Year

A2.1 :

Malawi' 3
GDP

(MKmn)a

basic economic indicators,
GDP
annual
growth

Populat
ion

(mn)b

GDP

1980-1993

per

Domest

capita

ic

{MK)

savings
(%

rate

(%)

Inflationc

GDP)

1980

764.4

-0.7

6.0

127.4

11.3

9.4

1981

724.3

-5.3

6 .2

116.8

11.9

10.3

1982

744.9

2.8

6.4

116.4

15.1

9.8

1983

771.2

3.5

6.6

116.9

15.2

16.1

1984

805.5

4.5

6.8

118 .5

16.6

15.0

1985

841.4.

4.5

7.0

12 0.2

10.7

22.6

1986

850.6

1.1

7.2

118.1

13.2

25.7

1987

869.7

2.3

8 .0

108.7

12.5

26.8

1988

898.3

3.3

8.2

109.6

8.9

31.4

1989

934.8

4.1

8 .5

110.0

4.0

15.7

1990

979.4

4.8

8.8

111.3

9.4

11.5

1991

1055.8

7.8

9.1

116.0

7.9

8 .2

1992

972.2

-7.9

9.4

103.3

1.9

25.2

1993

1076.9

10.8

9.7

111.0

1.8

30.4

b. Growth rate of 2.9% p.a. between 1980 and 1987. Thereafter,

c.

a growth rate of

3.3%

is

assumed.

Change in composite price index,

1980=100.
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Table

A2.2:

GDP

{at 1978 factor
selected i/■ears

|

Origin

by

1

1980
MKmn

Agriculture

cost)

%

sector

1981
MKmn

Of

|

. i
5,

origin

|

for

1993
MKmn

%

291.5

37.4

302.1

39. 0

421.0

39.1

233.8

30.0

57.7

7.4

247.0
55.1

31. 9
7. 1

311.1
109.9

28.9
10.2

Manufacturing

93.6

12.0

95.3

12. 3

126.8

11.8

Utilities

14.8

1.9

14.9

1. 9

27.2

2.5

Smallholder
Estate

Construction
Distribution

45.3

5.8

36.2

4. 7

41.2

3.8

118.0

15.1

11.0

6.5

14. 1
6. 1

118.4

50.7

108 9
47.2

56.6

5.3

44.2

5.7

40.9

5. 3

67.3

6.2

31.7

4.1

32.3

4. 2

44.9

.4.2

28.9

3.7

29.8

3. 9

45.1

4.2

77.2

9.9

81.0

10. 5

54.2

4.3

charge

-15.9

-2.0

-14.6

-1. 9

25.7.

-2.4

factor cost)

780.0

100.0

774.0

100. 0

L076.9

100.0

Transport

Finance/prof.

services

Ownership of dwellings
Private soc.
Government
Unalloc.

GDP

Source:

services

services

fin.

(1978

r

Malawi

Government,

OPC

(1995)

il*^^
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Table A2.3:

Total

Year

Exports

(MKmn)
(fob)

Total
Imports
(MKmn)

(cif).

indicators

Imports
Value
(1980=
100)

Exports
Value
(1980=
100)

Terms

of
Tradea

Agric.
Exports
(MKmn)
(fob)

100.00 \

100.00

100 :00

185.68

117.64

97.38

199.07

1980

227.98

1981

243.98

312.44

120.81

252.99

322.73

196.40 "■'

132./9S

67.71

225.12

1983

289.18

362.87 "

155.53

124.59

80.11

245.01

1984

440.68

381.71

164.18

193.89

118.10

383.00

1985

421.96

506.19

173.67

175.13

100.84

366.70

1986

462.25

477.97

223.20

195.92

87.78

403.04

1987

615.06

653.94

302.77

256.57

84.74

55B.06

1988""

751.70

1080.15

376.02

308.27

81.98

684.48

1989

740.61 '

1398.80

431.68

361.29

83.69

670.58

1990

1123.13

1587736"

474.80

433.50

91.30

1030.40

1991 :

1332.96

1975.80

503.30 .

486.00

96.56

1235.76

*199'2

1441.03

2591.98

654.30

526.40

80.45

140 8.28

1993

1410.90

2404.84

754.20

539.00

71.47

1252.66

1982

.

■' 357.29 '

Trade

!

a.
Calculated as
(Px/Pm)100 where:
Px=unit
exports;
Pm=unit value index for imports
Source:

Financial and Economic Reviews

value

index

for

■■

"
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Table A4.1: Nominal smallholder producer prices
Year

Rice

Maize

Ground

Tobacco

(dambala/kg)
Cotton

Beans

nuts

"23.00-

:

23.00/

■

14.50

28.50

:

55.00

20.00

38.00

:

83.64

60.00

30.00

42.00

"' "17.00

102;03

70.00

40.00

46.00

12.20

19.00

101.52

":

75.00

42.tiO

1987

12.20

22.00

105.73

7

75.00

44.00;

55.00 '-

1988

16.60

27.00

111.60

75.00

44.00

65.00;

1989

24.00

31.00

157.70

85.00

48.00

77.00

;

1990

26.00

35.00

250.71

95 .00

60.00

81.00 ■■

■

1991

27.00'

37.00

250.71

100.00

70.00

81.00

1992

29.70

39.00

250.71

112.00

73.Q0

90.00

Source:

World Bank

33.00

14.00

33.00

14.00

52.08

37.00

75.64

1980

6.60

10.00

46.00

1981

6.60

10.00

46.00 '

1982

11.10

10.00

1983

11.10

11.50

1984

12.20

15.00

1985

12.20

1986

(1995

:

'

■

:

:

l

:

SO.OO^

■

■
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Table A4.2:

Real smallholder producer prices

(1980 tambala/kg)
Beans

Cotton

33.00

14.00

23.00

41.70

29.92

12.69

20.85

8.33

43.36

30.81

12.07

23.73

8.15

8.44

55.54

40.38

14.68

27.90

1984

8.07

9.92

55.38

39.68

19.84

27.78

1985

7.02

9.78

58.70

40.27

23.01

26.46

1986

6.12

4.51

50.89

37.59

21.05

25.06

1987

4.82

8.70

41.81

29.66

17.40

21.75

1988

5.00

8.13

33.60

22.58

13.25

19.57

1989

6.24

7.80

41.02

22.11

12.49

20.03

1990

6.07

8.17

58.51

22.17

14.00

18.90

1.991

5.63

7.72

52.30

20.86

14.60

16.90

1992:

5.72

7.51

48.27

21.56

14.05

17.30

Tobacco

Year

Maize

Rice

1980

6.60

10.00

46.00

1981

5.98

9.07

1982

9.24

1983

Source:

World Bank:

Ground
nuts

(1995
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Table A4.3

:

Implementation of policy reforms and

scores

T

No.
I

|No.
I of

Policy

of measure by score| Total (Average
,
1———! score I score

meas*

Macroeeon:

Trade

9

5

14

1; 56

Fiscal

7

5

12

1.71

4

4

8

2.06

7

5

12

l-';7i

27

19

^Monetary

investment
Sub-total

1.70

Food & Aoric:
Cash Crop All.

2

2.00

Subsidy Remov.

3

"l.~ 00

Credit

2

2

a. oo

Research

2

1

i.50

Land Reform

6

2

1.00

t)ut./inp.Mkt

6

2

Output

3

2

3

1

1.33

27

12

1.33

Labor

2

2

2.00

TOTAL

56

33

1.54

Food

pricing

Security

Sub-total

a.

Strategy/measure.

20
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ANNEX

B

LIST OF GOODS REQUIRING AN IMPORT LICENCE

A total of 2 8 goods, whatever the origin, require the authority
of an Import Licence for their importation in Malawi:
1.
2.
3.

Clothing and uniforms,
Used clothing,

naval,

other than the personal effects of an

individual;

Gold including unmanufactured gold,
any article or
substance containing gold (not a gold coin, an art of
commerce,
a
work
of
art,
or
of
archaeological
interest), and gold derived from smelting or treatment
of any manufactured article containing gold;

4.

Sugar;

5.

Any knife;

6.

Radioactive

7.

Game

8.
9.

designed for military,

airforce or police use;

substances;

traps;

Mist nets for the capture of wild birds;
Wild animals, wild animal trophies and wild animal
products
(including birds and reptiles and their
eggs);

^

10.
11.

Live fish, including the eggs and spawn thereof;
Bees, honey, manufactured beeswax, foundation combs,
used bee-keeping accessories and appliances;

12.

Beans;

14.
15.

Grams and dhalls;
Groundnuts;

13.
16.

17.

Eggs of poultry,

Maize including maize grit, maize cones, hominy chops,
maize
offals,
and processed maize meals with or
without

Oil

additives;

seeds,

from oil
18.

whether in shell,pulp or dried form;

Irish

oil

meal,

oil

cake,

offals

Live poultry including day-old chicks;

20.

Rice;

22.

Bananas;

23.

Rupoko,

rupoko meal

(finger millet);

Meat except all tinned meat, all potted meats, meat
soaps, meat pasties, edible meat fats, tallow, and all
cooked or cured meats other than cooked pork ham and
bacon;

24.
25.
26.
27.
28.

residues

potatoes;

19.
21.

and

seeds;

Exercise books;
Fertilizers;
Dieldrin;
Aldrin; and
Kitchen and table

salt.

ANNEX

C

LIST OF GOODS REQUIRING AN EXPORT LICENCE

Implements
of
war,
atomic
energy
materials
of
strategic value, and items of strategic significance
used in the production of arms and ammunition and
other implements of war.
These include beryllium,
cobalt, columbite, germanium, lithium, nickel, nickel
alloys,
niobium
(columbium),
tantalum,
thorium,
titanium and uranium,
and any materials containing
such metals;
2.
3.

4.
5.
6.

Petroleum products;
Wild animals, wild animal trophies, and wild animal
and
their
(including birds
and
reptiles
products
eggs;

Maize including dried maize on or off the cob, crushed
. maize or stamp, but excluding green maize on the cob;
Maize meal including maize grit, maize tones, maize
offals, and hominy chop;
Rice ;

7.

Seeds for planting in quantities of more than 90kg;

8.

Unmanufactured tobacco;
Live fish including the

9.

eggs

12

Crocodile skins;
Gemstones, unmanufactured;
Tea including tea seeds; and

13

Cassava.

10
11

,

and spawn thereof;

.

.
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ANNEX D

INVESTMENT POLICIES

To encourage and assist private investment,
the
announced/implemented.the following initiatives:
Freedom to

Invest

Investors,

both domestic and foreign,

may

invest

Government

in any sector

of the economy, with no restriction on ownership. Thus, there are

no

targeted

sectoral

restrictions.

Additionally,

there

are

no

restrictions on the size of investment
(hence,
no minimum
investment levels), the.source of funds or whether products are
destined for export or. the domestic market. Domestic investors
are
encouraged
to
join
with
foreign
investment opportunities in Malawi.

investors

to

pursue

Industrial Licensing and Company Formation

The industrial licence been eliminated, except for investments
in such industries as the government may place on a short
negative list. Procedures for company formation and business
registration is simplified to prompt establishment. Investors are
only be required to provide the Registrar of Companies with the
basic information on proposed business activities.
Transfer of Land

Government
has
streamlined
and
accelerate
land
transfer
procedures so as to reduce the time required to complete land
transfer process from the date of application to the date of
lease offer, transfer or sublease to within 90 days. In addition,
industrial
sites
are
provided
with
basic
facilities
-

electricity,

However,

water,

sewerage

and

transport

infrastructure.

there is need to provide serviced land to investors and

t*ie necessary framework to be put. in place to enable private
developers to develop industrial,-sites, including sub-leasing to
investors

Taxes

{MIPA,

.1994).

;

•

:

and Duties

Government is committed to continue the process of reducing rates
of taxes and duties, and direct and indirect tax rates have been
reduced have been reduced as part of the tax reform (see Section
2.2.1).

External Transport Routes

Government is taking a number of initiatives to improve access
to efficient and secure transport routes, including the expansion
of domestic transportation network, and the rehabilitation of the
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Nacala Railway Line.
Availability of

Foreign Exchange

Government recognizes that availability of foreign exchange is
critical
to
investors.
It
will,
thus,
ensure
that
foreign
exchange is available for business transactions and remittances.
There are currently a total of 11 authorized fore Lgn exchange
dealers.

Access

to Local

Financing

Government has embarked on a reform program to modernize and
liberalize
the
financial
sector.
With the enactment
of the
Capital Market Development Act, 1990, both foreign and domestic
investors will have greater access to sources of local financing.
Government is committed to foster competition in ; the banking
sector, including establishment of new banking institutions.
Labor Practices

;

Government will not interfere in employers choice ofj work force.
Additionally, government recognizes that investment^ may require

expertise not available in Malawi,
thus, will make Temporary
Employment Permits readily available for key positions in these
investments.
!
Encouragement of

Small-scale and Medium-scale Enterprises

Malawi's small-scale and medium-scale enterprises hold great
potential for rapid economic growth and employment creation.
Government is therefore dedicated to continuing v/ith various
programs to assist these enterprises', including entrepreneurship
training, technical and financial assistance.
Encouragement

of

Export-oriented

Investments

To encourage export-oriented investment, government will
incentives competitive to those found in other countries.

offer
These
include:
(a)
an income tax allowance based on export sales of
non-traditional products;
and
(b)
rebates of
import duties,
surtaxes and local taxes on most inputs used in production for
exports
(see
Section
3.2.13
for
investment
incentives
for
export).

Investment Assistance and Promotion
In order to increase awareness of the investment opportunities
in Malawi, as well as provide greater assistance to axisting and
the
Malawi
potential
investors,
the
Government
established
Investment
Promotion
Agency
(MIPA)
through
the
Investment.
Promotion Act of 1991 (Act of Parliament No. 28)
MIPA is given
sufficient authority and operational autonomy to fulfill its
mandate
of
promoting
investment
and
assisting
investors.

«s=m.- ---
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Paramount is MIPA's responsibility to promote, attract, encourage

and facilitate local and foreign investment,in Malawi by:,

-

facilitating all aspects of the . investment: process in
Malaw%including, but not limited to, the timeiy receipt

of ..government approvals, permits, licenses, registrations

and the fulfillment
authorizations;

of

any other, regulatory

- providing courtesy services to investors;
- providing information relating to investment

in Malawi;

-

identifying partners in or outside Malawi
venture business opportunities;

for joint

-

working with local and international financial
institutions for the benefit of investors,-

- encouraging the existing investors to expand or start new
investments;

- developing a favorable investment imag:e
regionally and outside the region;

of Malawi

- undertaking investment promotion missions;

- recommending to government changes in the statutory and
administrative framework relevant to the investment
climate;

-

and

consulting with private sector entities so that better
informed
recommendations
concerning
the
investment

climate can be made.

-Other institutions providing investment support and promoting
business include the Malawi Development Corporation (MDC), the
Electricity Supply Commission of Malawi
(ESCOM),
Post
and
Telecommunications,
Malawi Chamber of Commerce and Industry
(MCCI),
Malawi Export Promotion Council (MEPC), Malawi Bureau
of Standards

(MES),

Small Enterprise Development Organization of

Malawi (SEDOM), Development of Malawian Traders Trust (DEMATT),
and the ,,Malawian Entrepreneurs Development Institute {MEDI) .
Investment Protection

Government

recognizes

that

security

of

assets

is

of

primary

importance to investors. The Malawi Constitution and existing
laws and-regulations
provide assurance that investors' assets
are

protected.

In

addition,

Malawi

is

a

member

of

the

Multilateral Investment Guarantee Agency
(MIGA),
and is an
eligible country under a number of other investment insurance
programs.-

.

.,

Access

to

International Arbitration

Parties to disputes may agree to pursue arbitration and choose
an appropriate forum, including international arbitration. The
government
is
a member of the
International
Center
for the
Settlement of Investment Disputes (ICSID)
!

The

following

1994):

are

the

investment

incentives

in

Malawi

I

■

(MIPA,

40% non-residents
35% for residents
Withholding Tax:
Incentive

5

-

15%

Schemes:

General

Incentives:

(a)

40% allowance on new buildings and machinery;

(b)

additional

15%

allowance

for investments

in

designated areas;

(c)

up

to

20%

allowance

for used buildings

and

machinery;
an

(e)

allowance for manufacturing companies to
deduct all operating expenses incurred up
18 months prior to the start ■ of

to

additional 50% allowance
training costs;

qualifying

(d)

for

operation;
(f)

indefinite

loss

carry

forward

companies to take full
tax

(g)

(h)
of

tp

enable

■■:

advantage of their

allowance;

duty

free importation of
vehicles; and

commercial

heavy

provision for duty remission on
capital equipment.

Additional

importation

Incentives:

(a)

12%

export

tax allowance

op.

export

revenues for non-traditional exports;
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(b)

25%

transport tax
traditional

international

allowance for nonexporters
for

transport;

(c)

no value-added

(d)

duty drawback scheme on imports of raw
materials and packaging materials;

(e)

90%

(f)

operation of

retention of

exporters
traditional

Export

for

traditional

for
and

non-

foreign currency accounts.

In addition to the above,

duty free importation of raw materials
and capital

(b)

forex

and
100%
exporters;

Maturing in Bond:

(a)

tax;

equipment,-

no excise taxes on raw materials and
packaging materials made in Malawi,-

Processing

Zones:

In

addition

to

the

above,

(a)

corporate tax rate of 15%;

(b)

no withholding tax on dividends;

(a)

100% duty free importation of raw
materials and equipment for those _
exclusively
engaged
in

horticultural

and

production

for

export.

Tourism

(a)

importation of hotel implements
concessionary rate of duty.

at

According to MIPA
(1994),
Malawi's
incentive
structure is
competitive in relation to those of the regional countries,
except for the EPZ incentives where the legal and administration
framework is being worked out. Malawi, however, can do better by
offering other incentives to develop targeted sectors such as
small and medium scale enterprises.

tiiBias^

ECA/MRAG/96/12/MB
Page 166

ANNEX

MOZAMBIQUE COUNTRY REPORT

F. G. Mucavale

Edoardo Mondhlane University
Mozambique
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1. INTRODUCTION

Mozambique is currently engaged in structural adjustment program

(SAP) which includes reforms in the agricultural sector. The Government of
Mozambique introduced the Economic Rehabilitation Program (ERP) in 1986
attempting to rehabilitate the national economy. The ERP in 1989 became
the "Economic and Social Rehabilitation Program" (ESRP) to cover the relief

program to the poor and socia! crisis created by the ERP.

The major goal

of the government in Mozambique is the restoration of economic growth.

The purpose of.this paper is to provide information on the progress

made with regard to the SAP, focusing on agriculture and trade. It includes
assessment of the structural adjustment policy framework and
macroeconomic indicators.

The current status of implementation of key

policies is discussed and projections for 1995 and 1996 are presented.
2. STRUCTURAL ADJUSTMENT POLICY FRAMEWORK AND
MACROECONOMIC INDICATORS

The major policies of the ESRP in Mozambique are:
1 - Credit and Investment Policy;
2 - Price and Salary Policies;

3 - Trade and Foreign Exchange Rate Policy;

4 - Land Tenure Policy;

5 - Human Resource Development policies;

2.1 - CREDIT AND INVESTMENT POLICY

Credit and investment have been lacking due in part to low saving

rates in the global economy.

Private savings tend to be modest partly

because of the critical importance of spending for current consumption rather
than saving for later. On the other hand, there is a lack of high-payoff
investments that reward people for foregoing consumption to invest in the
future. Financial markets and institutions are not developed enough to
stimulate savings.

Under the ESRP, financial institutions in Mozambique must give priority
to agricultureI enterprise development, generally within broad government

guidelines:Banks are expected to channel some of their funds through
programs of rural credit,

those programs charge lower interest rates on

loans for food crop production, 17 percent instead of the commercial rate of
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j

25 percent (interest rates of 1990).
The investment policy under ESRP gives incentives t6 the investors
through:

- Reduced payment of customs and import duties on Riant,

- Reduced payment of customs and import duties on plaint, machinery,
equipment, and accessories imported for approved agricultural
projects;
I

- A given investment allowance depending on kind of jaroject.

- A depreciation or capital allowance on equipment and plant to the
extent of 100 percent in the year of the investment. |
2.2 - PRICE AMD SALARY POLICIES

Price and Salary Policies are related under the ESRP. The policies
attempt to establish "right" prices to stabilize income levels to the producers

and acquisition of foreign exchange earnings for development programs. The
policies regarding agricultural inputs and their marketing vari&s according to

the level of desired development of the agricultural sector a|nd the relative
importance of the input to agricultural growth. In the past, fo!od prices were

held below world (border) prices for consumers. Producers priices were kept
also below border prices. Shortages were widespread in the country from

1979 to 1987. In response, parallel markets developed. Considerable crossborder marketing between Mozambique and neighboring countries rjeveioped

rapidly from 1981 to 1985, especially between Mozambique-jZimbabwe and

Mozambique-Republic of South Africa. Wealthy and urban people benefited
from low prices of food obtained through the rationing system established in
the country, while poor consumers were forced to the parallel market where
prices were higher.

,
i

Inefficiency, waste, corruption, and favoritism were common in some
government agencies and parastatals. Most of the controls imposed in the
markets were beneficiating state bureaucrats. Under ESRP the measure to

solve those problems was to turn over provisions of consumer goods,
production inputs, and services to private firms. The major assumption was

that privatization would release government resources for !higher priority
uses. Given the distortions already introduced by the past policies into the
markets, and increased poverty, it was not possible to liberalise the markets

There still is a dual private and public system to ease the move from
public to private sector and reduce opportunities for. monopoly pricing and

output in the private sector. Also the public sector still is needed for the
sectors such as education, health, and housing.

Due to the ESRP, inflation increased from five percent per year to

twenty-five percent per year, the production increased in an unbalanced
trend, and the poverty level increased. Natural unemployment increased from

twelve percent to about twenty-five percent. The expected growth rate was

five percent per year, but in 1990 was only about two percent. GNP
percapita is decreasing due to a faster population growth rate of 2.6% per
year which is higher compared with the GNP growth rate of 2%.

Trade and Foreign Exchange Rate Policy in the past was characterized
by protection of domestic production and overvalued exchange rate. Due to
persistent protection of Mozambican agriculture as well as industry, the
prices for agricultural inputs and consumer goods (which are wage goods to
workers) increased. Higher costs made it difficult for agriculture and
industries to compete in the international markets.

Table 2.1 presents the trend of foreign trade in Mozambique.
T&BT.E 2.1;

YEAR

■

TREND OF FOREIGN TRADE IN MOZAMBIQUE
(Million dollars)
EXPORTS
fob

IMPORTS
cif

BALANCE

1985

77

-424

-347

1986

79

-464

1987

97

1988

103

1989

105

-543
-625
-715
-775

1990

126

-877

1991
1992
1993

162

139

-899
-855

132

-955

Sources: Mozambique Government,
;
:'
:
Social, 1994;

-528
-612

-670
-751
-737
-716
-823

Piano Economico e

The expansion of money supply to meet budget shortfalls created
inflation problems, there was excessive consumption compared with the
(eye!of production and Investment, excessive mechanization, substitution of
labpr bycapital, arid unsustainable balance of payments deficits.
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With fixed nominal foreign exchange rates, the real exchange rate rose.
There was an overvalued exchange rate that motivated imports to increase
relative to exports.

Huge imports of "artificially" cheap rice, vegetable oil.
wheat, and sugar were verified between 1982 and 1987.
2.2

{MT per US

dollar)

YEAR

EXCHANGE

1981
1982

35.4

1988

528.6

37.8
40.2
42.4
43.5

1989

745.0
929.1

1983

1984
1985
1986
1987

Source:

YEAR

EXCHANGE

1990

40.4

1991

1,434.5

1992

2,432.4

1993

3,722.7

289.4

Mozambique Government, Comissao Nacional
Piano, Informacao Estatistica,.1994

Those imports chocked domestic production and induced

do

a

of resources toward non-tradables. To cope with this situation, the ESRP
introduced the "devaluation policy".
Most

of

the

in

imports

Mozambique

are

for

non-agricultural

commodities (see table 2.3).
TABLE

2.3:

(cif,

YEAR

CONSUMP.

FOOD

GOODS

MAIN IMPORTS

million dollars)

RAW

CR.OIL

SPARE

MATER

BYPRO

PARTS

EQUIP

TOTAL

1984

182

135

193

101

71

93

540

1985

166

121

162

69

47

49

424

1986

231

48

543

63

118

625

1988

267

1989

273

171

180
210
252

68
92

87

235

149
168
172

157

1987

Sources:

61
58

Mozambique Government;

101
103

World Bank,

138

715

146

775

World Tables,

1991

Import tariff for sugar from Swaziland to Mozambique can be as high
as 40% (Mucavele 1994). The advantages of an import tariff policy is that
a tariff is itself a price support. It does not costi:the government money, it
raises revenues for the government and it generates incre* ised economic
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rents. Consumers of imported goods are worse off with this policy.
In Mozambique, due to the need for foreign currency, most of the cash

crops are for export. The major exports are summarized in the Table 2.4.
TABLE

¥EAR PRAWNS.

CASHEW

2.4:

MAIN EXPORTS
dollars)

(fob,

million

COTTON

SUGAR

COAL

TEA

TIMBER

total;

1985

33.4

■11.5

5.0

6.8

0.3

2.4

0.9

76.6

1986

38.3

16.7

0.5

8.1

0.3

1.3

1.0

79.1

1987

38.4

30.2

4.4

0.5

0.4

1.2

19R8

44.1

26.5

.5.6
5.0

0.4

-

0.7

1989

39.4

20.0

7.4

0.3

0.1

1.0

104.8

1990

43.4

14.3

8.7

4.6
5.3
7.9

97.0
103.0

0.5

1.6

126.4

Source:

Mozambique Government,

0.4

Comissao Nacional do Piano,

Informacao Estatistica,

1991.

The international demand for those commodities is very inelastic, and
the real prices have a declining trend. The country produces less than what
is demanded in most commodities.

However, it still exports its produce to

acquire foreign currency. With foreign currency the country is supposed to
have access to purchase imported inputs and technology.

It is common to assume that in general, countries export at world
prices. However, in some bilateral agreements, the prices are lower than the
world prices.

Therefore the net gains are

reduced in benefit for some

assistance programs of agricultural extension and development.
The implication of the ESRP is that production of export crop increases
at the cost of government. The producers gain and the taxpayers are worse

off because of the diversion of produce to the export market, driving up the
price they pay.

Since in Mozambique taxpayers are workers in the urban

areas> the government deficit due to subsidy is supported by consumers of
agricultural products and by currency devaluation. Exchange rate and
devaluation can be considered as a subsidy for farmers growing export
crops. Devaluation is an administrative measure used to reduce the budget
deficit, especially in Mozambique. With devaluation it is expected that the
country would gain a comparative advantage in the international market. If
the exchange rate decreases the producers would gain, assuming the real
prices in the international market are still the same and the country still has
a comparative advantage. The over-evaluation of the Mozambique currency
affected drastically the levels of exportation from 1975 to 1985. The country
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lost the comparative advantages in certain crops for export sqich as coconut,
cashewnut, tea, and cotton.

2.4 - LAND TENURE POLICY
Land Tenure Policy in Mozambique is not stable.
Currently land
tenancy is dominated by state ownership. Policies governing ownership,
transfer, leasing, and other contractual arrangements are
developed.

In the past, land was a property of the tribes and traditional chiefs. With
colonialism, the best lands were taken from the traditional authorities and a

system

of

"colonatos"

and

"piantacoes"

was

established.

independence, it was declared that land belonged to the state.

After

Some

amendments have been added to allow privatization of land since 1990.
2.5-

The ESRP is expected to improve Human Rresource Ddevefopment in
Mozambique. This means the improvement of education and vocational
training facilities and services. The Government has been trying to improve
health care and family planning as a way to lower infant mortality and death
rates. However this task has not been possible because of many constraints
the economy is facing, among them, the requirements of the: SAP to reduce
the budget deficit through reduction in public spending. The private sector
does not have any incentive to invest in public education and health.
The intentions to develop human resources seems not to be coherent
with SAP. Modifications of SAP's are needed to allow the state to improve
the public sector, especially in education and health.
2.6- OTHER MACROECONOM1C INDICATORS AND PERFORMANCE OF THE
ECONOMY IN MOZAMBIQUE

The deficit in the balance of payments for 1991 amounted to 437.7
millions of US dollars (Mozambique Government 1991). The total revenues
in 1990 were 294.9 millions of US dollars and total expenditures were 733.6
millions of US dollars.

Table 2.5 shows the major macroeconomic indicators two years before
ESRP and three years after implementation of the ESRP.
GNP increased
faster in the first years of the ESRP due to a high level of investment which
increased from 16x10*9 MT in 1986 to 342.9x10*9 MT in 1989.
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TABLE

2.5:

MAJOR MACROECONQMIC

UNITS
10 -9

GNP

POPULATION

10 "6

INVESTMENT

10

MT

MT

GOV.REVENUES 10 A9
MT
GOV.EXPENDIT 10 "9
MT
EXCHANGE R.
MT/US$
CPI
%
i

1

INDICATORS

1985

1986

1987

1988

1989

146.6

166.9

423.3

657.4

966.2

13.6

14.2

14.5

14.9

10.1
19.1
30.5
43.18

16.2
22.2
51.6
40.43
12.2

101.8
68.6
160.9
289.44
157.8

219.6
130.8
288.6
528.58

15.3
342.9
227.1

47.8

SOURCE: Mozambique Government,

55.0

460,9
744.9
40.0

Comissao Nacional do Piano,

1991

Even though, public expenditure still is higher than the public revenues
{Table 2.5). Part of the public expenditure is paid by the increased rate of
money supply, which in turn increases inflation.
The exchange rate
devaluation is also used to reduce the Government deficit.
Table 2.6 presents the value of production from 1985 to 1989 in
current prices per sector.

TABLE 2.6:

VALUE OF PRODUCTION IN CURRENT PRICES

10*9 MT
AGRICULTURE
INDUSTRY AND

1985

1986

1987

PER

1988

1989
497.7
275.2
147.8
105.7
201.2
1227.6

70.7

70.9

190.5

FISHING

19.4

23.4

BUILDING
TRANSPORT & COMMUNIC
TRADING AND OTHERS

86.8

6.2

9.6

58.0

8.8
23.8

10.6

42.2

31.2

88.2-

296.9
179.8
101.1
71.4
138.2

129.0

145.7

465.7

787.4

TOTAL

PRODUCTION

SOURCE: Mozambique Government,

SECTOR

Comissao Nacional do Piano,

1991

Transport and communications were improved in 1989. Major public
expenditure was devoted to improvement of roads and communication
systems in the country.

Industry increased its productivity in 1989, though

in 1990 it showed a negative growth ratr due to obsolete machinery in most
of the factories in the country. Table 2.7 shows the percentage growth rate
of production per sector from 1989 to 1991.
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TABLE

2.7t

PERCENTAGE

ECONOMIC GROWTH RATE OF
PER SECTOR

AGRICULTURE

INDUSTRY AND

2

3.7

7.4

-4

3.0

3

8.0
3.0

10.9

3

8.5

4.0

3

3.0

FISHING

TRANSPORT AND

COMMUNICATION

OTHERS

5.5

OVERALL ECONOMIC GROWTH

SOURCE: Mozambique Government,

1991

4.7

BUILDING.

TRADE AND

1991

1989

SECTOR

PRODUCTION

4.9

1.1

Comissao Nacional do Piano,

1992

The Money growth rate was reduced to less than twenty percent per

year.

Before ESRPthe money growth rate was about thirty-five percent per

year. The planned money growth for 1991 was twenty percent. Monetary
policy and devaluation of the exchange rate are related to the general pricing
system and wage system. However, it is not possible to correlate the

macroeconomic indicators of economic growth with this policy because it is
not published.

Financing and investment in 1991

is shown in the. Table 2.8 in

percentage terms.

TABLE 2.8:

Percentage

of

Credit

EXPENSES

45

INVESTMENT

31

AGRICULTURE

24

TOTAL

SOURCE:

in 1991

PERCENTAGE

SECTOR
OPERATING

Share

CREDIT

100

Mozambique Government,

1991

Three issues are arising with the ESRP: 1 - The role of state; 2 - the
role of markets and failures; and 3 - the coordination and harmonization of
development.

2.6.1 - THE ROLE OF THE STATE

The issue now is what is the role of government? Hojw

can stability

be maintained in marketing interventions and pricing policies?

The major
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concerns are related to:

- the substance of policy advice when political systems are subject to

frequent and unpredictable changes including perceptions on the role of
government in marketing and pricing.

- the constant change in the composition of participants in decision

making on market intervention and pricing policies often resulting not only
in delay in decision-making processes but also in unduly long delays in the
translation of policy advice into concrete decisions

- the frequent shifts in intended and unintended consequences of policy
interventions among social groups and among regions.
When the ESRP was established, frequent changes in the macro-

political environment were taken as given.

The need for articulation and

acceptance of a minimum core of market intervention and pricing policies

that will be reasonably invariant to changes in the domestic political

environment is not clear to some politicians. The scenario of a multi-party
system brought a new challenge to policy making in Mozambique.
2.6.2 - THE ROLE OF MARKETS AMD FAILURES

The markets are not functioning like they were expected to when the
program was established.
Some markets have already improved and

information about the market system is available. Others are not developed

enough to promote a sustainable economic growth. Therefore, there is
unbalanced development. Trading in the countryside is extremely difficult
due to the poor road system. The number of cooperating agencies involved
in public decision-making is increasing, which is not allowingleaving the
market to function and is distorting the prices.

2.6.3 - THE LACK OF POLICY COORDINATION AND HARMONIZATION
For markets and prices to send out clear and consistent signals to

guide economic agents' allocative decisions, public market interventions and
pricing policies by different levels of Government need to be harmonized.
Otherwise, there will be wasteful policy and induced alfocative inefficiencies.

3. THE CURRENT STATUS OF IMPLEMENTATION OF KEY POLICIES
Administered consumer prices are now limited to two basic breadstuffs
(wheat and wheat flour), rents, utilities, and transport fares. Overall, the

share of products subject to price control fell to below 5% of total
production in 1993. Government opened domestic and external trade,
allowing increased competition among the traders and permitting direct

trading between enterprises.

To improve foreign exchange allocation of the various foreign windows
(including donor import support funds) they were unified into a market-based
system in April of 1992. All foreign exchange is channeled through the
banking system under the new system, the rate is determined by market
forces. The parallel market premium had declined from 150% in 1990 to
10% by the end of 1993.

Following the 1991 Privatization Act the government decreed that all
state enterprise, with exception of strategic enterprises that provide essential
public goods and services, were to be either privatized,
p, transformed into

ill oriented public enterprises, or liquidated. Nine large industrial
commercially
firms, 263 small and medium enterprises were privatized.

Reform of utility parastatals has already started,
The Petroleum
company, post-office and telecommunications parastatals were transformed
into commercially oriented public enterprises in 1993. The tn ansformation of
airlines and railways has started.

The economic growth from 1987 to 1989 was 10%
It slowed to
1.7% for the period 1990-1992 due to lack security in the country-side,

drought and iower external financing. In 1993, the economic

growth was

about 19%, due to a 21 % increase in agricultural production, In 1992, per
capita income was $70 US dollars, in part due to drastic cuts in aggregate

consumption.

Fiscal adjustment has been achieved. The revenue i3ase has been

strengthened through tax reforms of improvements in tax
the result that budgetary revenues rose from 18% of gross

(GDP) in 1987 to 20% in 1993. Recurrent expenditures

contained in

acceptable levels and most investment is financed by
grants. The
Overall deficit after grants declined from 13.5% in 1987 to 5.2% in 1993.

There was an increase of capital supply and consumer

grants and concessional loans.
complement reform of financial
deficit before grants was 54.5%
1993 the current account deficit

from donor

They provided an incentive
incentives. The average current account
of the GDP during the period 1990-93. In
before grants was 22% of the GDP.

Infant mortality declined from 84/1000 in 1987 to 72/1000 in
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Maternal mortality rate declined from 300/1000 in 1987 to 180/1000 in
1990.

Budgetary expenditures on goods and services for education and health

increased by 19% in real terms from 1991 to 1993.
4. PROJECTIONS FOR 1995 AND 1996

The government projections for 1995-96 include a reduction of the
fiscal deficit after grants from 5% of GDP in 1993 to 4.5% of GDP in 1994.
There will be a reduction of the fiscal deficit after grants to 2% of GDP in
1996. The deficit before grants will be reduced from 22% in 1993 to 10%
by 1996.

The government projects to strengthen credit policies to keep monetary
growth within targets and to reduce the current account deficit before grants
from 2.2 to 1.5 times exports between 1993 and 1996. Overall budget
deficit (before grants and including interest payments) is expected to rise

from 22% of GDP in 1993 to 25% in 1994.

Exports are expected to rise by over 14% a year in current dollars from
1993 to 2002 as a result of development of new gas fields, increased mining
exploration, and revitalization of the industrial base. Imports are expected
to increase 6% per year on account of reduced dependence on food aid, the
end of the demobilization, successful elections, resettlement programs in
1995, and import substitution accompanying the restructuring of the
industrial sector.

Foreign investment is projected to rise to $600 million dollars. Current
account of deficit before grants is projected to reduce from 71 % of GDP in
1994 to 28% of the GDP in 2002. The dependence on external aid is
projected to reduce from $67 per capita in 1993 to $34 per capita in 2002
(1990 prices). However, the Mozambique government is of the opinion that

the country needs a continued debt rescheduling throughout 2002.
5. CONCLUSIONS AND FINAL COMMENTS

What can be concluded from this study? Well, Mozambique continues

to suffer absolute poverty and famine. Growth is likely to increase with the
recent end of war, successful election process, and normalization of

economic activities in the country. Commodity prices are projected to
stabilize after more than a decade of decline. Marginal improvements in per
capita income and consumption are expected in the period from 1995 to
2000.
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Development of Mozambique only can be achieved if tfte ESRP creates
conditions for increased surplus in agriculture followed by a ^development of
human resources, increased market development in the rjural areas, and

reduction of poverty indexes. It seems that SAP increases ijhe dependency

of the country and it is not the sufficient condition for a jself-reliant and
sustained development of Mozambique. SAP per se is not!a development
program, it is a temporary tool used to balance budgets and promote an open
trade with other countries.
I

Sustainable development for Mozambique, in summary, should be
conceived as economic growth in which there is a structural transformation,

characterized by a reduction of the poverty level, with |a low level of
unemployment, and decreasing income inequality. In other words, there will
be development if people have access to adequate food and jobs, and the
income inequality among them is greatly reduced on a self-reliance basis.
The development process is the application of rational thought to the
mobilization and utilization of human and natural resources. Development

must be designed in a "global system" and with a dynamic framework where

quantitative and qualitative variables are taken into accounti
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1.

INTRODUCTION

South Africa have not been subjected to a formal donor initiated Structural
Adjustment Programme. However a range of policy reforms dramatically
changed the structure of the South African agriculture of the early 1990's.
South African agriculture has been characterised by a "marathon" history of
intensive direct governmental intervention. This has been manifested in
commodity policy, factor policy and technology policy. These components
of agricultural policy were effected through the Agricultural Marketing Act
of 1937, the Land Acts of 1913 and 1936 and Subdivision of Agricultural
Land Act of 1970 and other factor policies such as tax policies, and
classifying technology services as 'own affairs'. According to Kassier and
Groenewald (1992), the government interventionist programme reached a
high point around 1980 with a variety of laws, statutes and regulations
controlling access to and the use of natural resources, finance, capital,
labour, as well as marketing of agricultural products. They also indicated that
weaknesses in the sector resulted from and were manifested in potential
harmful effects in terms of efficiency and equity, whose remedy lied in
deregulation of the industry.

Brand, et al {1992), note that the agricultural sector was subjected to two

phases of restructuring in the period up to the early 1980s. The first phase
embraced initial steps directed at territorial segregation of white and black
farmers which was realised through the promulgation of the Natives Land
Act of 1913. This served to effectively segregate ownership in addition to
abolition of various tenancy forms {mainly share-cropping). Peasant farmers
were in effect converted into farm labourers in their large numbers. Two
decades later, intensification of state intervention in agriculture was achieved
through introduction of legislative measures such as the Marketing Act of
1937 and the Co-operative Societies Act of 1939 which "excluded" other
categories of farmers such as smallholder black farmers, and part-time
farmers.
The second phase consisted of increased mechanisation of commercial

farming and resultant substitution of cap^al for labour around 1970. Around

the same period, the government intervention in black agriculture consisted
of physical "betterment planning" and administrative control. Failure of this
'development' approach to achieve its welfare objei tives saw shift to
intensive large-scale, centrally-managed agricultural development projects in

black areas which became the mainstay of agricultural development efforts
in the late 197 Q$ and early 1980s. The structural imbalances between white
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commercial and black subsistence agriculture (Fe"nyes, ef a/,j 1988) became

apparent resulting from the "two-track policy" toward ihe^wo agricultural
sub-sectors.

This manifested itself through limited access to

land

and

agricultural support services; and effective lobbying markejt for homeland

farmers.

"

:{.

The buiit-up to the 1980s saw increased concerns from comjnercial farmers
about the

"unhealthy state" of agriculture resulting mainly! from the ever-

widening gap between production costs and producer prices. In the late
1970s, producer prices rose by only 9 per cent a year, while production

costs rose by about 15 per cent a year. Against this background, farmers'
debts increased to R2 621 -million in 1978. During the same year, agricultural

sector's net income was only 62 per cent of the total de;bt load. Rising
production costs in agriculture also prompted the Minister 6f Agriculture's
concern.

!

-...;-l -.■;■

The maize industry, which is arguably the most important or rjnost significant

sub-sector in South African agriculture, experienced export ijosses borne by

farmers amounting to R150-million annually. These losses were largely
attributed to huge maize surpluses in the United States whjch flooded the
world market. Most commercial maize producing areas were affected by the
1978/79 drought as a result of which financial assistance from the

Government was given to affected farmers in parts of Oraifige Free State,
northern Cape,, northern Natal and western Transvaal.

;

Apart from the nature of the agricultural industry which mejkes it different

from other sectors of the economy and its subjectiveness to! natural factors
(climate, diseases), the wider or macro millieu in which agriculture operate

was also loaded with a multitude of other changes.
The main purpose of this article is to review some of these changes and
major events associated with the structural adjustment of agriculture and

farming in South Africa. This review will start with an assesment of the
macro economic reform in South Africa. This is important due to the direct
linkages between agriculture and the macro economic environment. Fiscal

monetary trade investment and labour will be briefly reviewed.

The agricultural environment will secondly be discribed pointing out: vital
changes in general growth in the sector; changes in farming costs, farm

incomes, profits, yields and related variables associated with performance;
changes in natural factors (climate, diseases, and disasters); as well as
changes in agricultural policy. Most of the variable changes will be supported
by statistical tables and figures mainly concentrating on the ten-year period

&a^
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from 1980 to 1989. On the basis of some of these statistics; general

observations and conclusions will be made.

The Recbhstrudtion and

Development Programme (RDP) of the Government of National Unity yvill
briefly be discussed and possible impacts oh the future structure of the
agricultural sector wili be analysed.
;.
,
^
■_:_, ;; v; ;

MACfib-ECONOMSCrPOUCIES

2.1.1

Public enterprise sector reforms

The broad programme of privatisation, commercialisation and deregulation

embarked upon by the previous government in the late 1980s was aimed at
(1) reducing the size of the public sector; (2) increasing the efficiency of
government entities by exposing them to the competitive forces of the
marketplace, and (3) reducing or eliminating reliance on public funds by such
entities/functions. Some criteria taken into account in the privatisation of a
function/activity were that privatisation should not entail any fundamental
risk to state security or internal order; not defeat the constitutional/ social or
economic objectives served by a certain function or activity; be reconcilable
with the policy on competition; and be to the long-term benefit of the
taxpayer and/or society in general.

Some entities which were privatised up till the beginning of the 1990s
included ISCOR {the stateiron and steel corporation), the South African Mint
and a sorghum beer brewery company.

Commercialisation of government

activities took place regarding the South African Weather Bureau, the
forestry branch of the former Department of Water Affairs and Forestry,
State Motor Transport, workshops of the former Department of Public Works
and Land Affairs; the Agricultural Research Council and public holiday
resorts. The commercialisation process took different forms. Activities were
granted greater managerial autonomy by putting them outside the regulatory
framework of the former Office of the Commission for Administration; boards
of directors were strengthened by involving managerial expertise from the
private sector; and financial independence promoted, inter alia through the
application of user-charge principles and the contracting out of some
activities. Deregulation and the promotion of effective competition were
encouraged by inviting individuals and organised commerce and industry to

identify areas or aspects that they regarded as necessitating deregulation and

to make constructive proposals to the Competition Board.
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However, at that time, privatisation initiatives of the government were met
with considerable resistance from non-parliamentary political! groupings and
trade unions. Therefore, the political reforms announced! on 2 February

1990, also included a commitment from the previous government that it

would

not proceed

privatisation.

with economic restructuring

initiatives such as

Consequently, this brought the privatisation programme to a

halt and the focus shifted to commercialisation and deregulation. As part of

the commercialisation initiative, a large number of public enterprises have

been reclassified as public corporations1, e.g. Transnet (former South African
Transport Services) and the Department of Post and Telecommunication's (divided into the

two entities: South African Post Office Limited and Telkom SA Limited! since 1991).

Since the early 1990s the Office of State Enterprises has guided a|nd monitored the
commercialisation process and ensured the maintenance of a level pliying field for all
participants - state corporations and private enterprise, whether big or smajl. The latter takes
place, where required, through regulatory structures such as the Competition Board, the
Regulatory Committee for public airports and air traffic services;! the Independent
Broadcasting Authority for broadcasting services; the Telecommunication Regulator and also

the Post Master General for telecommunication aspects. The Minister of I Public Enterprises
is ultimately politically and managerially accountable for public enterprises and corporation,
which have to submit their strategic plans and annual business plans as well as financial
statements through this Ministry for approval by Parliament. In some cases price adjustments

have to be approved by the Minister as well.

In economic activities wljere competition is

lacking, regulation is regarded as a precondition for the privatisation or commercialisation
of public monopolistic activities.

Currently, measures that favour parastatals are more of a financial than a regulatory nature.
The public sector has provided a cumulative total in loan guarantees and subsidies amounting

to about R27,7 billion to corporations such as Eskom (electricity), Transjiet (transport) and

Aventura (holiday resorts) at the end of fiscal year 1993/94.

The debate on privatisation has again been reopened in the South African political economy.

Currently an inventory of all state assets and liabilities is undertaken with the view of
privatisation and commercialisation of assets.
2.1.2

Reduction in deficit spending

Up till April 1994 structural adjustment in the fiscal field supported thb broad economic
policy considerations of the former government and was focused on:

Public Enterprises are non-incorporated enterprises which are corporate in nature and sell goods and services to the ublic at prices that normally
cover production costs. Although each enterprise has its own budget, it has to obtain Parliamentary approval. The enterprises of the local
authorities and provincial administrations must obtain approval from provincial administrations rather than Parliament on national level. :. Nonfinancial public corporations are government-owned businesses formally established and regulated by law, or companies wholly or mainly owned
by public authorities. Public corporations cart be defined as corporate units which are controlled by tha government either by the number of
shares owned by the government or through tha appointment of members of the board of directors.
'
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Raising the economic growth potential via tax reduction, changes in the tax structure,
greater tax effectiveness, more efficient and purposeful state spending, a relatively
lower level of state expenditure and the systematic elimination of government sector
dissaving.

Promoting more equal opportunities via priority shifts in state expenditure towards
socioeconomic services and more effective targeting of government assistance in the
case of the genuinely needy.
Promoting macroeconomic stability via the reduction of the fiscal deficit, avoidance

as far as possible of money creation in financing the deficit, the redemption of public
debt and a larger role for dynamic public debt management in short-term stabilisation

policy.
Although progress had been made in some areas in achieving these objectives, in other areas
there had been little if any advance. Adjustments to the taxation and expenditure structure
included: (1) partial elimination of fiscal drag and reduction of the top marginal rate of
income and corporate taxes; (2) reduction or termination of several tax expenditures and their
replacement where appropriate with better targeted direct expenditures; (3) partial phasing
out of the import surcharge; (4) tax reforms, including the introduction of VAT, reduction
of estate duty, full phasing in of fringe benefits tax, and elimination of double taxation on
dividends; (5) increase of general government expenditure on socioeconomic services as
percentage of aggregate general government expenditure and GDP; (6) far-reaching policy
decisions on the limitation and reallocation of state expenditure, such as those involving

privatisation and commercialisation actions, and the reallocation of funds previously tied up
in strategic supplies towards socioeconomic services; and (7) the development of mechanisms
in the public and private sectors of large-scale development financing, which implies a
different pattern of investment in the economy.

Important fiscal areas in which little or no progress had been made include: (1) reduction of
the share of direct taxation in the total taxation; (2),complete elimination of fiscal drag; (3)
the systematic elimination of government sector dissavings; and (4) the limitation of the share

of state expenditure in the economy.
Cyclical factors, political transition factors and
uncertainty regarding the nature and stability of a new constitutional dispensation acted to
complicate the implementation of the foregoing fiscal strategy.
Saving by the general government turned negative for the first time in 1984 and has never
been positive since. The accumulative dissaving by the general government over the past ten

years Amounted to R54,4 billion, i.e. an average reduction in national savings of some 5%

of GDP. Since 1990, the budget deficit has increased from 1,2 per cent of GDP to 7,8 per

cent inl993 and to 6,4 per cent in 1994. Government debt has increased from about 39 per
cent of GDP in 1990 to 49 percent of GDP in 1994.
In a strict technical sense the
government is caught in the so-called public debt trap, which has the effect that the
government is borrowing more and more to inter alia finance its increasing interest bill. The
government's interest on borrowing amounts to about six per cent of GDP, which threatens
to surpass education as the highest expenditure category.
In the first Budget of the Government of National Unity (GNU) on 22 June 1994, the

Minister of Finance singled out three important considerations of its fiscal strategy, namely:
laying the base for public finance to be one of the principal instruments for the
reconstruction and development of our country;

contributing, through fiscal discipline, to macroeconomic stabilisation as a crucial
element in economic growth; and

embodying institutional change in the process of transition from the old to the new
constitutional order".

The GNU has already taken certain steps on the following aspects of bconstruction and
development;

i

early agreement on key principles of macroeconomic management, including
guidelines on reducing the government budget deficit, government dissaving and
inflation through restraint in general government consumption expenditure;
improved coordination between the Departments of Finance and fitate Expenditure;
establishment of a Treasury Committee, which is 'jq assist Cabinet in setting
budgetary priorities, evaluating expenditure requests and ensuring prudent fiscal
management;

i

development of a strategy for the orderly transfer of financial management, powers
and functions to the new provincial governments; and
!
design of an action plan to meet the objectives of the reconstruction and development
programme without compromising fiscal discipline.

The government has also established a Reconstruction and Development Programme Fund
(RDPF). This Fund does not have borrowing powers, but will be funded from amounts
appropriated by Parliament, receipts from grants and proceeds from the sale of state assets.

In the Budget for fiscal year 1994/95 an initial allocation of R2,5 billioniwas made for this

purpose, and it was envisaged that these annual allocations would be increased progressively
to reach a cumulative total of R40 billion over five years within the overall budgetary
constraints. In accordance with the emphasis in the Budget on maintaining fiscal discipline,

the funds allocated to the RDPF were found by decreasing other departmental expenditures,
i.e. without increasing the planned level of total expenditure. It was also made clear that
sound financial management would be applied to fund the process of reconstruction and
development by providing, inter alia for:
'

;

the rearrangement of priorities and redirection of funds in the Budget;
efficiency gains through the rationalisation of services and the effective utilisation of
public resources; and
the broadening of the tax base through economic growth.

The Minister also appointed a Commission of Inquiry into Taxation in South Africa to
investigate the tax system and to assess what improvements are required. Furthermore, the
Department of Finance estimates that the sale of state assets could raise some R27 billion.
It is speculated that a share of these proceeds could be applied to reduce government debt.
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2.2

Monetary policies2

2.2.1

Tightening of money supply

2.2.l.llncrease in real interest rates

^

j c

^

Throughout the 1970s, monetary policy was rarely used to achieve macroeconomic goals, and
was conducted mostly through direct control measures, {With the increase in disinflation rate
of the 1970s, however, nominal interest rates no longer reflected the real cost of capUaland
there was a shift to indirect monetary policy instruments. Up till the ;mid-1980s, the money
supply increased strongly, with rapid growth following periods of very high gold prices.
Excessive increases in liquidity resulted in low interest rates compared to domestic inflation
and overseas interest rates.
This was reinforced by exchange controls on residents,
preventing funds from earning higher rates overseas. Artificially low real rates of interest
contributed to low personal savings, the increased use of credit, capital intensity in
production and thus low productivity of available capital.
A sharp policy reversal followed in 1984-85, contributing to a severe reduction in economic
activity and the demand for credit, while inflation was marginally lowered. The resulting
decline in investor confidence plus political considerations accelerated capital flight, leading
to the refusal of foreign creditor banks to roll over foreign debts in 1985. Since then the
basic philosophy behind the monetary policy followed in South Africa is that monetary policy
has dneprime and overriding responsibility, and that is to protect the value of the currency.
The framework within which monetary policy is applied by the South African Reserve Bank
is based on predetermined guidelines for an acceptable rate of increase in the money supply.
A broad definition of money, M3, including short and longer-term deposits of the private
sector with the banking sector, is used for this purpose.
The Reserve Bank does not regard its money supply guidelines as a rigid overriding "money
rule". Major deviations from these guidelines normally trigger proactive monetary policy

actions by the Bank. Although divergences of the money supply from the target range is
used as the most important indicator for monetary policy, policy decisions are also influenced
by developments in other financial variables, such as interest rates, changes in domestic
credit extension by the banks, the level of and the current trend in the foreign reserves, and
exchange rate movements.

The Reserve Bank does not, however, quantify or predetermine

set targets for all the different variables.

If rational decisions are taken all the time:

the expansion of the money supply should remain within the target range;
the general level of interest rates in the country should remain realistic and should
stay at least at some margin above the rate of inflation;
the domestic bank credit extension should not rise excessively;
the total foreign reserves will remain at an adequate level;
the exchange rate of the rand as determined by market forces will remain relatively

1 This section draws on formal SA Reserve Bank statements as expressed in the SA Reserve Ban!' _<iarterly Bulletins (various issues)
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stable; and
inflation will be contained.

The Reserve Bank's key operational variable in achieving its goals is its Bank rate, i.e. the

lowest rate at which it lends to banks experiencing a shortage of liquid funds. The money
supply in South Africa is to an important extent demand driven, and money is created mainly

by the extension of credit by banking institutions. There is therefore a! close relationship
between the growth in money supply and the level of interest rates. A more restrictive
policy on the growth in the money supply would thus require a higher level of interest rates
than a more expansionist monetary policy.
The first predetermined targets for the growth rate in the money supply were introduced in
March 1986. At that time, an acceptable rate of growth of 16 to 20 per cent in the M3
money supply for 1986 was announced. In the event, the actual rate of increase in M3 for
1986 turned out to be only 9,3 per cent. Subsequently, in 1988, the growth rate n M3
accelerated to 27,2 per cent, when a target range of 12 to 16 per cent applied. For 1994,
a guideline of 6 to 9 per cent is regarded to be compatible wiJ> the objectives of the Bank
for the maintenance of overall financial stability.
j
The results achieved with monetary policy, particularly over the past six years, are positive.

In an extremely unfriendly financial environment, the monetary authorities succeeded in:

bringing the rate of increase in the M3 money supply down from 27 per cent in 1988
to 7 per cent in 1993; .
!
reducing the rate of increase in the total amount of bank credit extended to the private
sector from almost 30 per cent in 1998 to less than 10 per cent iii 1993;
reducing the Bank rate from 18 per cent in 1991 to 12 per cent in 1994 and
establishing the firm conviction that interest rates should remain positive in real terms

at all times; '.
bringing the rate of inflation down from 20,7 per cent in 1986 toibelow 10 per cent
since 1993;

establishing a sound and internationally compatible system of bank supervision and
regulation; and
introducing greater sophistication and efficiency in the money and capital markets.
However, there are still some obstacles to the longer-term goal of persistent overall financial

stability:

;

The current relatively low level of gold and foreign exchange reserves makes a switch

to a more relaxed monetary policy stance very difficult.
'V
^
The exchange rate of the rand has remaned under pressure, and the average weighted
value of the rand against the value of a basket of the currencies; of South Africa's

major trading partners is depreciating - by 9,2 per cent in 1993 and by a further 7 per
cent in the first four months in 1994.

The foreign exchange market is still subject to extensive regulation, distorting
economic decisions.

\
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The recent growing fiscal deficits and public debt are not,reconcilable with the goals
of overall financial stability

In many other countries, the money supply has lost some of its appeal as an anchor for
monetary policy purposes, and, in some instances, has been abandoned and replaced by a
different basis, e.g. the exchange rate. In some countries - for example in the United
Kingdom, New Zealand and Canada - the authorities are now pursuing inflation targets more

directly, instead of through an intermediate target such as the money supply. This approach,
however, requires a degree of co-operation between government, private businesses, trade
unions and the central bank which will in the present phase of socio-political reforms in
South Africa be extremely difficult to obtain. Therefore, the Bank is of the opinion that
money supply targeting remains, at least in the present South African context, the most
sensible anchor for monetary policy and for guiding the authorities in their decisions in
executing their monetary policy responsibilities.

2.1.2

Change in bank reserve requirements, rules and regulations

The Reserve Bank regards the variable cash reserve requirement as a useful instrument for
monetary policy purposes. In 1993, it introduced a number of changes affecting the
minimum cash reserve and liquid asset requirements for banking institutions and also the
arrangements for the provision of accommodation by the Reserve Bank to banking institutions
at the discount window. These changes have been intended to improve the efficacy of
monetary policy in the longer run, and are also in line with its approach of greater emphasis
on risk management in the implementation of prudential financial requirements for banking

As part of this approach, the regulatory authorities are engaged in a special study of risk
exposures involved in securities trading in the South African financial markets. There is
concern about the inequities that, under present arrangements, arise from prescribed financial
requirements for securities transactions when executed by registered banking institutions, and
when executed by other non-bank securities dealers. This constrains the ability of the
monetary authorities to change the minimum cash reserve requirements for banks in response
to changing monetary policy objectives. To ensure fair and equal competition among all
participants in the securities market, the introduction of a more general risk-based capital

requirement for all securities dealers, including the managers of funds, is considered.
Changes already effected include:

a new simplified basis for the calculation of the banks* minimum cash reserve and
liquid asset requirements. The new basis includes all the liabilities of the banks
without making any distinction between short, medium and long-term liabilities.
Banks, are however, allowed to deduct from total liabilities their issued share capital,
accumulated reserves as well as inter-bank liabilities and those repurchase agreements

that are mainly used for the, funding of securities trading, The latter is an interim
measure and pending the introduction of more uniform financial prudential
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requirements for all securities dealers.

- -

a new narrower "definition of liquid assets-which excludes bankers' acceptances,
promissory notes and negotiable loan levy certificates^ and
■
;
in the light of these changes new lower levels for the minimum cash reserve and
liquid asset requirements.
; ;- -^
;

The minimum cash reserve to be held against short-term liabilities is 1 pel; cent (3-4 per cent
in April 1993), and against other liabilities of each banking institution is also 1 per cent (zero
in April 1993). There is also a supplementary cash reserve balance of 1 per cent of shortterm liabilities to be held at the Reserve Bank by all banking institutions |and on which they
receive a market-related interest. In respect of liquid assets, a minimum] requirement of 5
per cent against banks' liabilities was introduced with effect from April il993.
As from April 1993, the Reserve Bank has also changed the method of providing

accommodation at the discount window from rediscounting acceptable money market paper
to extending overnight loans against the collateral of acceptable paper. In this regard,

accommodation is now provided only on the following basis:

Overnight loans are extended at Bank rate against the collateral of Treasury bills,

government stock, Reserve Bank bills and Land Bank bills -all with an outstanding
maturity of less than 92 days; and at Bank rate plus one per cent against these kinds

of collateral with an outstanding maturity of 92 days and longer, but shorter than
three years.

'■■" -

.-■.-■'

. ; a,;..

\

Accommodation against collateral of other forms of security, suchj as bank-endorsed
bills and long-term government stock, is available in exceptional circumstances only,
at a discretionary or negotiated rate and for a limited period.

=

Furthermore, since 1993, the monetary authorities have also made arringements for the
transfer of part of government deposits from the Exchequer account with; the Reserve Bank

to government deposit accounts with private banking institutions. Itv this way, large
temporary shifts of money market funds from the market to the Reserve Bank and vice versa

are avoided, thus reducing the need for banks to borrow large amounts pf funds from the
Reserve Bank for relatively short periods of time to neutralise the disrupting effect of such
shifts on market liquidity.

i

■

.

-v

The philosophy, the framework and the operational procedures of the monetary authorities
in South Africa are all based on the presence of sound financial institutions, particularly
banking institutions, and on the existence of well-functioning financial markets. The Reserve
Bank is also actively involved in developing the money and capital markets. It also has the
responsibility of managing the bank regulatory function which is now firmly based on the
principles and directives of the Basle Committee
\
1.1.2

Exchange rate policies

From the breakdown of the Bretton Woods Agreement in 1971, South Africa has
accommodated floating exchange rates. Its dual exchange rate system, allows for a managed
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commercial rand and a floating financial rand. The commercial rand applies to all
international trade transactions between South Africa and the rest of the world as well as
payments and repayments of foreign loans and direct investments into the country. The

financial rand was introduced to address capital flight. After being abolished in February

1983, the two-tier exchange rate system was reintroduced in September 1985 in the face of

serious balance of payments difficulties.

Financial rand may be used for investment in listed securities and non-residents may inject
equity capital into non-listed companies. In August 1986 the system was broadened to
include property investments. While foreign investors are obliged to invest in listed
securities via the financial rand, dividends and other returns are paid out through the
commercial rand.

Abolition of the financial rand system will probably only be considered by the Reserve Bank
when the following prerequisites have been reached:

foreign reserves high enough to cover three months' worth of imports and/or the
availability of major IMF standby credit lines (foreign reserves cover five weeks*
imports currently) ;

a financial rand discount rate (i.e. the difference between the prices of the commercial

and financial rand as a percentage of the commercial rand) of below 10 per cent and

that stays at this level for some time to breed confidence (financial rand discount rate
is around 20 per cent currently); and

:

the financial rand pool held by non-resident on deposits in South African banks
disappear (the finrand pool is R4 billion currently).

Exchange rate policy in South Africa is not independent, but an integral part of monetary

policy. Monetary targets, which implies a certain level of interest rates, in combination with;
international inflation and interest rate differentials, largely determine the exchange rate of
the rand. The Reserve Bank does not have a predetermined target for the exchange rate of
the rand, except that it should be as stable as possible. The Bank intervenes from time to
time in the foreign exchange market to smooth out short-term fluctuations, and sometimes
even to counteract somewhat longer-term movements, as long as they are considered to be
of a transitory nature.

In 1993 and in the first four months of 1994, for instance, the Reserve Bank sold
considerable amounts of foreign currency in the exchange market to lean against the wind

of a depreciating currency when it was of the opinion that the overall balance of payments
deficit was not founded on long-term economic fundamental, but rather on perceptions of a
more non-economic nature. On the other hand, the Bank would also recognise that trying

to stop an exchange rate movement that has its origin in changed economic fundamentals
would be counterproductive. In 1994, the nominal effective exchange rate of the rand has
depreciated to a level of about 25 per cent of the 1980 level.
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2.3

Trade policies3

j
■

'

i

Developments in and domestic perceptions of South African trade policy have been
influenced by the sustained international move from protectionism to irade liberalisation.
Trade policy had been closely aligned with industrial development policy and import
substitution, which led to the increasing introduction of a wide spectrum of protectionist
measures. With increasing official acceptance of the necessity to liberalise trade, the

emphasis has moved to export promotion.

;

By resorting to tariffs and quantitative restrictions on imports (e.g. import quotas, local
content requirements and other non-tariff restrictions) the authorities sought to give effect to

import substitution Costs of quantitative restrictions were perceived to be prohibitive some

ten years ago and the system was partially dismantled. Since the mid-1980s steps have been

taken to reduce the number of tariff lines and it is the declared intention of the authorities
to continue with further reductions.

!

2.3.1 Exchange rate policy and foreign exchange regulations

I

Import payments and export receipts

I

Foreign exchange to pay for imports is automatically granted by any banl< upon presentation
of consignment documents and an import permit, when required. Bankk are normally not
allowed to pay for imports before shipment, except with prior authorization from the Reserve

Bank.

AH export proceeds must be surrendered to the Reserve Bank "of South Africa within six
months of the day of shipment and seven days of the date of accrual. Exporters are required
to cover forward their export receipts within seven days of shipment, to hedge against foreign

currency fluctuations.

Exchange rate policy

I
i

The dominance of gold in South Africa's exports creates a problem for exchange rate
management. Under a freely floating exchange rate regime, the volume of gold exports and
the price of gold have had a major influence on the value of the rani, to the possible
detriment of other exports. Investigations have indicated that the level of! the real exchange
rate discouraged manufactured exports from 1973 to 1984. A nominal depreciation of the
rand in 1984 reversed this trend. For importables, the real exchange rate encouraged the

replacement of imports and the production for the domestic market in th|e early seventies,

until 1975. From 1975 to 1984, the real exchange rate experienced a mddest decrease and
was only lowered significantly after the 198-4 devaluation. Appropriate incentives for
manufactured exports would probably entail: fixing the value of the rand at a level that is

lower than the market-clearing rand; and keeping it al levels Mat maintain the
'This section draws on a World Bank Discussion Document (4) South Africa A Review of Trade Policies, 19133, and the Busineu Btae-

Book of South Africa, 66th Edition, publishad in Cape Town by National Publishing (Pty) Ltd, 1994.

;
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^ompetitivehessof South Africa's, manufactured exports. ^Ihe influence of go^on the value

<of $k exeliaiij|e rite* su|ge$te*hat a m^ket-clearirtg rate mayrtmtbe low enough to encourage
and sustain rapid growth of industrial exports. To encourage industrial exports, the value
of the rand must be maintained at a level that ensures their competitiveness. The level may
be lower than the value that would prevail under a market-determined rate. (For a discussion
of lifting exchange controls, see section 2)

2.3.2

*

Import and export permits

Non-tariff barriers (NTBs) have been a characteristic feature of South Africa's trade regime
for a long time. They were originally intended to foster industrialisation, but in recent years
they have been justified as strategic tools to attain self-sufficiency in light of trade sanctions.
As the world has been lifting sanctions, the government has been replacing NTBs with

tariffs.

The process, however, is not yet completed and some NTBs remain, especially

against goods of agricultural origin.

The Import and Export Control Act of 1963, determines that certain goods can only be
imported into the RSA with an import permit issued by the Director of Imports and Exports.
The permit is valid for imports from any country. The list of goods subject to import
permits has been progressively reduced in recent years and was switched from a positive list
(specifying the goods subject to import permits) to a negative fist (specifying the goods that
did not require an import permit). However, it still includes a'considerable number of tariff
items, ranging from foodstuffs to chemicals, paper, textiles and machinery. Aside from
import permits, certain products require additional certification upon importation from such
government agencies as the Departments of Health and Agriculture, the Dairy Marketing
Board or the Police. These requirements are intended to protect health or general security,
and are applied to items such as foodstuffs, medicines and explosives.

2.3.3 Tariff reforms

;■

'f

"Despite the substantial liberalisation of the trade: regime in the past, serious problems still
remain, although these will be eliminated or addressed gradually in accordance with 'the
phasing in of South Africa's proposals to GATT.
Up until now, the trade system has been subjected to excessively frequent changes, it has
been over complex, the dispersion of the tariff schedule is exceedingly high, and the regime
is biased against exports.

Owing in part to frequent changes, the South African tariff structure is one of the most
complex in the world. In 1990 the tariff scheduL consisted of 13 609 items of which 1 791
items showed no imports, although the items in question could have been imported duty-free.
The complex tariff schedule also has a wide dispersion. While there is a comparatively large
proportion of items with zero rates there is also a high proportion with high rates.

The

number of high rates, combined with the number of low rates yields a coefficient of variation
that is second only to Nepal's. The highest rate, 1 389 per cent and second highest rale, 1
320 per cent, apply only to one product each. All tariffs above 400 per cent affect only 26
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lines. Many of these lines are flanked on both sides by products with jsignificantly lower
tariffs.

The line immediately preceding the product with a tariff of l| 320 per cent, for

example, has a tariff ofonly 10 per cent and the one immediately after jias a tariff of only

29 per cent. However, from the point of view of the average statutory jtariff (weighted by
the value of imports) Sciith Africa is not an overly-protected country. According to a study
by the World Bank, the average statutory tariff of 27,5 compares well with that in most
developing countries, fowever, compared to developed countries, Soutli Africa is a highly

protected economy, witl an average duty rate twice as high as New Zealand's, the country
with the next highest average tariff.
\

In addition to a having a multitude of rates that is far more numerous than in most countries,
the manner of levying tie tariff is also complex. Import levies include ordinary customs
duties and import surcharges, but there are numerous exemptions granted on a firm-by-firm
basis. There is also a fjel levy on petroleum and petroleum products (and there are anti
dumping duties on a very limited number of products.

1

South Africa subscribed to the GATT Agreements reached in December 1993 and put

forward a set of proposals as to how it intends to implement these GATJT Agreements (see

table). Its suggestion that it be awarded developing country status, was no/t accepted, but the
USA was prepared to bade a proposal that South Africa be treated as! an " economy in

transition" - whereby it could enjoy a status similar to the former comijiunist countries of

Eastern Europe.

■

!

■

GATT requirements will within the foreseeable future lead to a trade policy consisting of
increased tariffication of import control, the elimination of formula duties, the lowering of
tariffs over a period of five years except where alternatives have been negotiated, and greater
reliance on action against dumping. The latter is increasingly viewed as an appropriate
defensive mechanism against unduly low-priced exports by certain countries. Since mid-1992
to 31 March 1994, local South African companies have filed 23 dumping complaints against
foreign exporters, of which 10 were upheld. There is a need to bring South African anti

dumping legislation into conformity with international practice.
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THE

DECEMBER

1993

GATT

AGREEMENTS

AND

SOUTH

AFRICA'S

COUNTERPROPOSALS

GATT
Agreements

Developed
countries

Tariffication of all quantitative and other non-tariff controls and/or
barriers (with exceptions in the case of agriculture)
33% average reduction within 5 years of all industrial tariffs - with
tariffs for certain subsectors (e.g. construction, high-tech goods,
steel, Pharmaceuticals, paper) to be negotiated - the ultimate
objective being 0%

36% average reduction of all agricultural tariffs - with a 20%

:

reduction of domestic agricultural support (calculated according to
the GATT-prescribed "Aggregate Measure of Support" (AMS)
formula), a 36% reduction of agricultural export subsidies and a 21%
reduction of the volume of agricultural products exported with export
subsidies. All reductions to be effected within 6 years.
Developing

countries

Tariffication of all quantitative and other non-tariff controls and/or
barriers (with exceptions in the case of agriculture) -;;
33% average reduction within 5 years of all industrial tariffs - with
tariffs for certain subsectors (e.g. construction, high-tech goods,
steel, Pharmaceuticals, paper, etc.) to be negotiated - the ultimate
objective being low tariffs.

South Africa's
counterproposals

■

24% average reduction of all agricultural tariffs - with a 13,3%
reduction of domestic agricultural subsidies, a 24% reduction of
agricultural export subsidies and a 14% reduction of the volume of
agricultural products exported with export subsidies. All reductions
to be effected within 10 years. Least-developed countries are
exempted from all agricultural reduction commitments.
Tariffication of all quantitative and other non-tariff controls and/or
barriers (with exceptions in the case of agriculture)
33 % average reduction within 5 years of all industrial tariffs - with [s
tariffs to be set as follows (depending on the specific type of good):
for consumption goods between 20% and 30% within 5 years; for
intermediate and capital goods between 10% and 15% within 5
years; for raw materials between 0% and 5% within 5 years; for
clothing at a maximum of 45% within 12 years; for textiles at a
maximum of 25% within 12 years; for assembled motor vehicles at a
maximum of 50% within 8 years; for motor vehicle components at a
maximum of 30% within 8 years
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36% average reduction by 1999 of all agricultural tariffs - with a

20% reduction of domestic agricultural support (calculated according

to the GATT-prescribed AMS formula) within 6 years; a 36%
reduction of agricultural export subsidies within 10 years and a 21%
reduction of the volume of agricultural products exported with

subsidies within 6 years

\

In addition:

\

- 99 % of all tariff lines of the industrial tariff is offered to be bound as opposed to the 56 %
of the offer of 1990. Import control is retained for regulating trade in Secondhand goods.
-

Furthermore, formula duties are done away with.
i
tariffs will be standarised at the 4 digit Harmonised level as opposed to the present 8 digit

level, except for tariff lines in respect of motor vehicles and component, chemicals and

some other.

2.3.4

Export incentives

There is not clarity regarding the future evolution of trade policy iri so far as export
incentives are concerned, except'for the phasing out of the General Export Incentive Scheme.
Various ideas are mooted at this stage, ranging from the establishment of export processing'
zones to the introduction of and effective duty drawback scheme or similar mechanism.
-

Export subsidies

.

'

j

The General Export Incentive Scheme (GEIS) is the major incentive scjieme in place and
dates back to April 1990. GEIS was designed to help firms offset the priqe disadvantage the
South African exporters face in international markets. GEIS provides a; tax-free financial
subsidy to exporters based on the value of exports, the degree of processing ani the local
content of the exported product. Under GEIS, exports fall into one of four categories:
primary products (e.g. logs or mineral products); beneficiated primary products, i.e. products
with some degree of processing (e.g. saw logs, billets); material intensive products (e.g.

planed planks, sheet metal); and manufactured products (e.g. furniture, steel cabinets). The

export subsidy increases with the level of beneficiation (processing), the level of local
content, and with the value of the rand against a basket of currencies. The subsidy applies
to most exports. About R800 million was budgeted for GEIS payments the first year and by
March 1992 GEIS payments were running at more than R2 billion pe^annum. Because
GEIS increases in proportion to the percentage of local content, exporters must choose

between the duty drawback scheme or GEIS. Most exporters take advantage of GEIS.

In accordance with the general prohibition of CATT on formula duties, GEIS should have
been terminated by 31 March 1995. However, it will now be phased out over a period of
three years, i.e. by the end of 1997. In order to facilitate moves closer to GATT demands,
structural adjustment programmes (SAPs), aimed at promoting export consciousness, have
been introduced for the textile and clothing industry, the electronics industry and the motor

vehicle industry.
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- .Customs duties drawbacks and exemptions from customs duties
Under the Customs and Excise Act, exporters are eligible for drawbacks (item 521.00) or
exemption (item 470.03) of customs duties paid or payable on imported materials used in
making or packaging goods for exports. Relief from customs duties can be permanent or
granted on a specific transaction. Permanent relief is granted in accordance with standing
provisions for drawbacks for materials used in the manufacture, processing, and so on of
specific products for export. By contrast, specific relief is temporary and takes the form of
rebate of duty, granted on importation of certain materials stipulated in permits for the
manufacture of specific products for export.

Schedule 5 of the Customs and Excise Act contains the list of goods eligible for (permanent)
drawbacks of customs duties, when used in connection with the manufacture, processingor
packaging of exported goods. Schedule 6 of the same Act lists the goods eligible for rebates
and refunds of excise duties.

The procedure for granting duty drawbacks and exemptions is oriented towards protection
rather than facilitation of exports. Furthermore, it is cumbersome and time-consuming. An
exporter applying for drawback or exemption must submit proof that the material will be
used only in the production of the named end-product for export; a justification for using
imports rather than domestic goods; proof that local industry cannot supply the inputs; and
estimates of quantity and FOB value of the material contained in the end-product exported
and the amount of customs duties involved. Currently, firms make little use of duty
drawback and exemptions.
-

Exporters* Allowances

There are various export incentives intended to partially compensate costs incurred in the
development of new export markets. A tax-deductible 'marketing allowance', calculated as
a percentage of marketing expenditures incurred in the development of export markets, is
granted to tax-paying exporters of goods and services. Normally, up to 75 per cent of actual
expenditures can be deducted, but if an increase of 10 per cent or more en the exporter's
basic export turnover is achieved within a specified period, the full amount of marketing
expenditures may be deducted. This benefit does not apply to marketing expenditures
incurred on exports to Namibia, Botswana, Lesotho, Swaziland or any other country formerly
included as part of South Africa. Because of the large number of applications for this
incentive, tax rebates have been limited to 20 per cent of export turnover.

The Export Marketing Assistance (EMA) Gcheme gives partial compensation for
transportation costs and subsistence allowance for travel regarding primary export market
research as well as for outward-selling and inward-buying trade missions. The scheme also
grants financial assistance to companies wishing to participate in specialised trade fairs
outside the Southern Africa Customs Union area. The scheme applies to exhibitions in which
South Africa participates officially by means of a nation pavilion.
In such cases the
Department of Trade and Industry makes all arrangements and bears the cost of space, rental

construction and maintenance of stands, electricity and water charges as wjsll as freight costs
up to a certain maximum level. The scheme also makes provision for the granting of
financial assistance, limited to 80 per cent of certain acceptable items, upjto a maximum of
R20 000 to companies wishing to participate individually in specialised fairs.
-

Additional export incentives

,;\

The Department of Trade and Industry, in cooperation with the Credit Guarantee Insurance

Corporation of Africa Ltd., administers a scheme called 'export credit re-insurance*, which
provides financing and insurance facilities to exporters. The insurance covers commercial,
political and transfer risks at a premium. Exports of large capital projects, which are being
repaid over a number of years, is eligible for interest rate subsidies by the Department of

Trade and Industry.., Under the export development finance schenie, the industrial

Development Corporation may provide finance at reduced rates for selected expansion
schemes that will result in increased foreign earnings. Financial assistance is also available
from ISCOR for exporters of fabricated products containing iron or steel,\ exports of certain
filled containers, and use of certain iron or steel products in repair of foreign ships. ISCOR
also grants special price rebates in the case of steel used in the manufacture of export
products.

,-,,

,L

2.4

Investment policies

2.4.1

Foreign investment and investment incentives

Incentives which support an industrialist to establish an industry in South Africa include:

There are no written or legal guarantees but there is at present no restrictions on the transfer
of profits, dividends, interest, etc on any investment from outside the cquntry. The GNU
is supporting, ajnarket-qriented private business economy. In the pasti expropriation of
property had been entirely for local infrastructural requirements with suitable compensation,
and this is expected to continue in future. With the dual exchange rate policy incorporating
the financial rand, a free flow of capital has been maintained. With regard to foreign

investment, there are no targeted sectors or sectoral restrictions, foreigri:local equity ratio

requirements and minimum investment levels. Expatriate employment should comply with
the basic requirements of the Aliens Control Act, 19914.

4Tha provisions of the Allans Control Act may be summarised.as follows:
i
■.Possession of sufficient means of maintenance for his own use so as to satisfy an immigration officer that he is ;not likely to become a public
charge.

;

II.Frae from contagious, comliiiihicabla or ether disease as the Minister of Home Affairs may from time to time determine, and disabling mental

or physical defect.

■:..■'-

HI.FrsB from conviction of certain criminal offsncBs.
IV.Possession of a valid passport

■

;,.

.
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-

Import protection

Currently modification of the protection policy is taking place (see section 3).
-

Exemptions and deductions from tax

The import surcharge paid on capital and intermediate goods used in the manufacture of
products of which a minimum percentage is exported is exempted from tax. Manufacturers
are also exempted from VAT by way of a full input credit for capital and intermediate goods.
In some cases allowable deductions are greater than is the norm overseas. Deductions
granted include export allowances (see section 3) and wear and tear allowances of 20 per cent
per annum over five years. The Commission of Inquiry into Taxation in South Africa that
has been appointed to investigate the tax system and to assess what improvements are
required will also undertake cost-benefit analyses of all tax allowances.
-

Special incentives

The GEIS is an incentive to exporters based on the net value of exports of manufactured
products achieved. However, GEIS will be terminated in 1997, while other export incentives
will probably be investigated for improvements.
-

Assistance measures

Financial assistance is available through the Industrial Development Corporation, the Small
Business Development Corporation, the Department of Trade and Industry and in some
provincial areas. A performance-linked Regional Industral Development Programme came

into being in May 1991, embracing financial incentives for viable enterprises in respect of
new manufacturing projects, in all areas excluding the central PWV and Durban Core areas.
Under this scheme, foreign enterprises, based upon inter alia new technology, import
replacement or export orientation, can apply for a relocation grant of up to Rl million per
project. This grant can also be made for foreign projects destined for the central PWV and

Durban Core areas. Through specific industry programmes additional assistance is given,
such as cash grants for research and development programmes in electronics.
2.4.2

Access to advanced financial facilities to foreign controlled companies

In terms of Exchange Control Regulation 3(i)(f) a South African concern at least 25 per cent
of whose voting securities, voting power, power of control, capital, assets or earnings is held
or controlled directly or indirectly by (a) person(s) resident outside the RSA may not obtain
SA credit facilities (which may include leasing/hire purchase/factoring arrangements and
other local financial assistance) without prior authority of Exchange Control.
2.4.3

Policies promoting / restricing investment elsewhere in the region

South African residents are not permitted without the specific approval of the Exchange
Control to export funds to other countries for investment purposes. More favourable

consideration than otherwise is given to applications by South African concerns who wish to
make direct investments abroad with the object of promoting or safegaurding the Republic's
interest and/or exports.

I

There exist no ethnic quotas with regard to employment in South Africa. Since 1979 dejure
discrimination on the basis of race, colour, gender, etc., has been removed from the labour
statutes, but the de facto situation is that discriminatory labour practices still prevail, e.g. the
wage differentials between male and female workers, and between White and non-White
workers, especially in the unskilled and semi-skilled categories. Furthermore, through the
abolishment of influx control and changes with regard to regional development policies, the
one time policy of fixed ratios between skilled and semi-skilled categories in manufacturing
removed.

:

■■■.-...■.■.■

Movement of labour between countries, including cross-border movemeht, is embodied in

the Aliens Control Act, 1991. At present, the policy as regard immigration to South Africa
is aimed at persons who:

|

- are highly qualified in occupations for which a proven demand existsj and who are able
to obtain offers of employment prior to applying for permanent residence; or

- can prove that they are able to transfer a substantial amount of capital for investment
and/or establishing industrial concerns which will lead to economic growth and generating
of employment opportunities for permanent residents of South Africa;. Obviously such

investment and entrepreneurial undertakings should be of a nature and Content that render

them beneficial to South Africa.

Within the framework as outlined above applications for permanent residence form

prospective immigrants will be considered on merit individually by the Immigrants Selection

Board. Immigration is regarded as supplementary to South Africa's manpower resources,
taking cognisance of the availability locally of workers and trainee material in the population.
In terms of the Aliens Control Act ^permit for permanent residence will riot be issued unless
the applicant is of good character,: is likely to become readily assimilated and a desirable
inhabitant of the RSA within a reasonable; period, and is not likely to pursue an occupation
which, in the opinion of the Immigrants Selection Board, a sufficient number,of persons is
already engaged in the country to meet the requirements of the inhabitants.
2.5.2

Wage policies

i

Virtually no price, wage or salary is determined in South Africa without; inflation indexing
playing a role in one form or another. Wage bargaining in South Africa is, however,
influenced by many factors, such as socio-economic and political considerations. Issues such
as inequalities and disparities in income and socio-economic goods and services, have served
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as variables in the level of wage demands since the 1980s, although die sources of these
problems need to be addressed by other policy measures, that should augment and
complement labour policies and labour market processes.

The wage bargaining structures and processes in South Africa have not changed substantially

over the past 70 years, except for the dualistic nature of the collective bargaining system at

the beginning of the 1980s to provide access to all workers to the formal bargaining
machinery. Apart from this, the levels of wage bargaining revolved round the industrial

council, reconciliation board and the Wage Board centralised systems, while the major part
of wage bargaining took place on a mainly decentralised industrial or individual basis

(although heavily influenced by the centralised wage bargaining process. Since 1924 the

government has been an active partner in the wage bargaining process through the legalising
of minimum wages. The determination of centralised minimum wages and adjustments on
industrial council5 and Wage Boards levels are statutorily supported by the government. The
legal wage determinations are further extended to non-participating parties in related
industries, regions and occupations, again with the support of the government.

Adjustments in the minimum wage levels are usually made annually for a specific industry,
are or occupation through the process of statutory centralised wage bargaining. In the 1980s

only wage increases were negotiated, but recently there are also many other workers*

benefits that are simultaneously negotiated, e.g. pensioned medical fund contributions.
Minimum wage determinations by the Wage Board are lower than comparable determinations
by the industrial council system, whilst the latter's wage levels, especially that of unskilled
employees, are higher than wage levels determined in industries who are not part of an
industrial council.

A new Labour Relations Bill is currently drafted and will be widely discussed with all
stakeholders before being enacted. There is little clarity on its content to date, but it is
speculated to contain improvements regarding mediation and conciliation services,
decriminalise strikes and lockouts, provide for accessible, cheap and speedy labour court
system to determine disputes of rights and will take a first step towards worker participation
at company level along the lines of the European social democracies.

2.6

Other policies

2.6.1

Price and market controls

Subsidies in South Africa take many forms. Firstly/many goods and services are provided

5The industrial council system is a formal, sfiatutorily-assistsd (as prescribed by the Labour Relations Act), and represents a centralized level of
collective bargaining between employer and employes groups or trade unions, and is the primary form of wage bargaining in South Africa. The
major economic sectors in the country, e.g. iron and steel, motor, food and textile industries, annually engage in a collective bargaining process,
amongst others, to reach an agreement on changes in wags levels. After the conclusion of such an agreement between tha parties, the
agreement is converted into halation and published in the Government Gazette. This set of wage agreements (and other workers benefits)
is 3 sBt of minimum wage daterminations or agreements which is legally applicable and enforceable in predetermined industries, areas and
occupations. Incidentally, employers usually interpret these wage rates as actual wages, whilst labour unions often take them as minimum rates.
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free of charge or at prices substantially lower than actual cost.

Traditionally, these have

included provisions for the disabled, and eduation and health services. Secondly, there are
also a large number of prices, equity, loan and interest rate subsidies to public enterprises
and private business in railways, the nuclear and armament industries anji petrochemicals,
as well as subsidies for housing and water supply and water works. Jhirdly, there are
special provisions for deductions or exemption from taxes and excise duties for households
and enterprises (both private and public). Mossgas and SASOL;s exemption/reimbursement
of fuel levy and tariffs constitute large indirect subsidy items not reporded as public
expenditre in the government's budget.

3. TRENDS IN AGRICULTURAL PRODUCTION AND CONSUMPTION
In Table 1 an analysis is made of the production and consumption of tlje most important
agricultural commodities produced in South Africa during the period 198S to 1990. This is

done in order to establish total production, surplus production for the export market and the
degree of self-sufficiency.

,

;

Table 1 shows that, in spite of the periodic droughts experienced during; the 1980s, South
African agriculture still succeeded in producing surpluses. This is confirmed by the self-

sufficiency index (SSI) which indicates that South Africa is self-sufficient \p all the important
staples. Crop production can therefore drop (in total) before South Afrjca becomes a net
importer of these products on a regular basis. Some individual commodities in this group
are, however, imported on a net basis (eg. oilseeds).

j

Table 1 also indicates that in horticultural production, particularly fruit, South Africa is not
only self-sufficient, but to a large degree dependent on the export marked. The situation in

respect of horticultural products is therefore even more favourable jhan that of crop

production. In contrast to crop and horticultural products, red meat has| a self-sufficiency
index of lower than 100. This implies that South Africa did not produce enough red meat
during the years 1985 to 1990 to meet domestic requirements. The£e shortages were
supplemented by imports from, among others, Namibia, Botswana arid some European
countries.

j

Red meat, coffee, rice, vegetables, animal fats and vegetable oils are the most important food

products imported. The total gross value of agricultural production in South Africa was

almost R15 000 million in 1987, whereas that of food imports amounted to about R1200
million. Food exports in the corresponding period amounted to about R?400 million.
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TABLE 1:

Average production and consumption of selected agricultural commodities
in South Africa, 1985-1990
Consumption
Imports

Exports

Production

Commodity

Total*

Human**

ssr**

(1 000 ton)
Wheat
Maize (white Si yellow)

94

449

2612

2 262

2 119

115,5

484

1 689

7 422

6 127

2 615

121,1

Potatoes

5

8

1 042

1 039

Vegetables

872

100,3

4

27

1 739

1 717

1 545

101,3

Sugar

63

863

2 044

1 258

Beef

1 258

162,5

81

16

579

644

Mutton, goat's meat & famb

639

89,9

14

1

182

195

193

93,3

1

2

110

109

Chicken

108

100.S1

3

0

521

524

Eggs

519

99,4

0

3

1J1

178

169

101,7

Pork

Deciduous & subtropical fruit

0

466

1 366

Dairy products

<*97

808

152,3

35

58

2 344

2 321

Sunflower seed oil

2 321

101,0

14

1

84

96

85

87,5

706

278

278

254,0

Citrus fruits (fresh & processed)

*
**
**•
Source:

0

426

'

Available for use = Opening stock + Production - Closing stock + Imports = Exports
Net human consumption = Available for use - Other uses - Losses, and further adjusted for extraction rate
SSI {self-sufficiency index) = Total production f- Total consumption x 100
Food balance sheets of the Directorate of Agricultural Economic Trends of the Department of Agriculture (as
processed)

The area grown to crops has been fluctuating throughout the decade (see Table 2
below). The decline since 1986/87 in the area under maize is particularly
noticeable. This is largely the result of the change in the price policy of the maize
industry and the land conversion scheme introduced to take land out of maize

production.
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Table 2 :

A rea

grown

under selected crops ['000 ha)

Crop

1983/84

1984/85

1985/86

1986/87

1987/ 88

1983/89

Maize

4 028

3913

4 054

4 029

3 77 8

3 475

Wheat

1 809

1 919

1 919

1 729

1 98 5

1 830

307

265

182

138

Sorghum

283

315

Dry Beans

54

47

56

60

64

Sugar cane

412

407

411

388

380

375

Tobacco

32

34

31

25

25

25

Potatoes

67

66

57

65

72

63

69

.

Voikskas (1994), Agrffokus.

The changes in area cultivated under crops such as maize, sorghum, groundnuts
and sugar cane have, been rather mixed. Ail showed declining rates ranging

between -0.61% and -10.78% per annum, between 1930 and |1990. The area
under cultivation of sunflower seed, dry beans and soyabeans increased by 5.24%,

2.3% and 11.57% per annum respectively (see Table 3). The growth in area under
sdyabean cultivation is good for soil conservation in lighrof the-jfact that a large

proportion of South Africa's agricultural land is devoted to maize production which
exerts a lot of pressure on the soil fertility.
" \
■

Table 3 :
Gro^ rate (a)

Annual growth rates of area and production of selected crops
Maize

Sorghum

Groundnuts

Sunflower

Soyjibeans

Dry beans

Sugar cane

..:-Seed< ■
.. ■ c- j ■;' ■
Area

■■ ..■' \"

1980-1985

-1,37% •

1980-1990

-2,64%

■13',i3# ■ ■ ■:-":-2,38% ■
-3,28%

5,24%

'

-3,98%

' ■ -3,58%

5,30%

1,31%

-10,78%

2.30%

11 =,57%

-0.61%

-10,84%

3,57%
6,08%

10!,74%
17iO3%

4,27%

0,62%

Production
1980-1985
1980-1990

-8,07%

6,44%

0,84%

-0,24%

-18,60

7,87%

Note:

(a)

Source:

Calculated from Abstract of Agricultural Statistics

;

-

1,64%

Calculated using the exponential equation Q = A£fflTimB. Where a gives theigrowth rate.
;

Although the area under cultivation for maize, groundnuts and sugar cane showed
a declining trend during the period 1980-1990, production of these commodities
grew steadily during the same period. This may have been the result of the
following developments:

•

•

•

During the period 1980-1990 research improved the yielding capacity
of these crops.

A combination of research and production shifting away from the

marginally productive areas(farmers in drought prorie and less fertile
areas reduced cultivation of say maize).

Farmers have become more intensive in their agronomic practices.
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4.

AGRICULTURAL TRADE

The cost effectiveness, efficiency and competitiveness of South African agriculture
are dependent on free access to foreign markets and international trade. The effect

of sanctions which restricted South Africa's access to international trade, caused
a loss of export marketing opportunities for the agricultural sector. In spite of this,
the quality of South African agricultural products, marketing reliability, and
stringent quality controls, enabled South Africa to maintain its export position in
the world market (Liebenberg, 1990). During the 1980s, incentives were also
introduced to promote exports.

Terms of trade are important considerations when determining the potential
international competitiveness of a country. In the case of South Africa, agriculture
has been experiencing weakening terms of trade as influenced mainly by tariffs and
exchange rate depreciation (Liebenberg and Groenewald, 1990). The 1980s
experienced low levels of terms of trade which slightly improved towards the turn
of the decade. The improvement has been mainly due to favourable changes in
world prices for primary products since 1987 (Liebenberg, 1990).

Agricultural trade matters were put on the world stage in 1986 with the launch at
Punta del Este of the Uruguay Round of Trade Negotiations under the GATT. South

Africa being a founder member of the GATT took part in all the negotiations up to

the signing of the final agreement in Morocco in April 1994. With regard to GATT,

Liebenberg and Groenewald (1990) conclude that, in view of South. African
agriculture's great dependence on international trade and the possibility of counter

measures. South Africa could not afford not to heed to the agreements under the
Uruguay Round.

Turning to South Africa's agricultural trade figures for the period 1980-1990 (See
Table 4} one remarkable aspect is the growth in South Africa's deciduous fruit

exports at an average rate of 0.55% per annum despite trade sanctions. When
disaggregating the decade deciduous fruit exports grew at 2.95% per annum
between 1980-1985 but declined between 1985-1990 at a rate of -0.74% per
annum, largely as a result of stricter trade sanctions in Europe against South
African products. Citrus export volume showed an overall decline of 2.02% and
9.3% per year between 1980-1990 and 1980-1985 respectively. However
between 1985-1990 citrus exports grew impressively by 5.3% per annum (see
Table 5).

...
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Table 4 :

Export figures (1000 tonnes)

Year
1980
.

1981

1982

...

' .

1983

Maize

Sugar

Deciduous fruit

3 662

976

458

259

4 690

905

446

247

4 245

1 016

442

307

1 320

806

394

235

826

314

305

15

1984

Citrus fruit

1985

370

1 206

300

296

1986

1 769

1 202

313

1987

2 443

1 303

350

288
309

1988

337

1 153

380

211

1989

2 933

1 218

395

243

1990

2 001

1 014

372

336

Central Statistical Services

Maize exports declined over the periods 1980-1990 and-1980-1 985 but showed
marked growth of 22.79% per annum over the period 1985-1990 Sugar exports
grew at rates of 2.81% and 1,58% in the periods of 1980-1990 and 1980-1985
respectively but declined at a rate of -2.71 % per annum during tlie period 19851990.
Table 5 :

Annual

growth

rates

in

export

quantities

of

selected

export

commodities

Category

1980- 1990

1980- 1985

1 985- 1990

Rate of growth
Deciduous fruit

Citrus fruit
Sugar

0,55

2,95

-0,74

-2,02

-9,3

5,3

-5,91

-85,33

22,79

2,81

1,58

■

-.■t-2.,71 ..■,..*■ .

Central Statistical Services

AGRICULTURAL POLICY DURING THE 1980s
5.1

Food Policy

One of the major aims of agricultural policy in South Africa was 'self-sufficiency
in respect of food, fibre and beverages and the supply of raw materials to local
industries at reasonable prices" (RSA, 1984). The White Paper on Agricultural
Policy (RSA, 1984 : 8-9) motivates this policy aim as follows:
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"For any country, the provision of sufficient food for its people is a vital priority and

for this reason it is regarded as one of the primary objectives of agricultural policy.
Adequate provision in this basic need of man not only promotes, but is also an

essential prerequisite for an acceptable economic, political and social order and for
stability."

In order to achieve this aim, the South African agricultural bureaucracy was geared

in a biased manner to support the white commercial farmer. Farmers were

protected from foreign competition, received various forms of subsidies, received
producer prices at a premium to world prices and had access to the latest and most
productive mechanical and biological technology through an impressive research

and extension network. Through these measures South Africa maintained its
position as a surplus agricultural producer and achieved the aim of self-sufficiency
in the majority of commodities as shown earlier in Table 1.

Although these favourable circumstances encouraged farmers to produce and
thereby contributed positively to the aim of self-sufficiency, it also encouraged
some environmentally and economically unsound and unsustainable farming
practices. These measures for example made the cultivation of maize so profitable
that large stretches of marginal land in South Africa was planted to maize (Brand
e? a/, 1992).

it should, however, be saiid that the policy of food self-sufficiency was apparently
justifiable at the time. This policy was followed by many countries in the world,
especially in the post World War II period. The South African policy was to some

extent based on the world experience during the 196Q's and 1970's. Surplus
agricultural production was also seen as a way to earn foreign exchange in a world
plagued by "Maithusian views" of chronic food shortages. This policy was also
necessary in order for South Africa not to rely for its basic foodstuffs on an
increasingly antagonistic and hostile world. With the threat of sanctions becoming
a reality in the 1970s and 1980s the policy of food seif-sufficiency fitted well into
the total strategy to build the apartheid based "fortress of South Africa". The
apparent initial success of the policy, from the beneficiaries' viewpoint, also
strengthened the government's hand in telling the world : "Do your damnedest!".
The policy of self-sufficiency benefitted producers considerably at the expense of

consumers. The strong agricultural lobby at that time, through parliamentarian
representation and indirect interest in agriculture, ensured that agriculture for some
time received beneficial treatment. It can therefore be said that many producers

benefitted largely from the agricultural policy of the past four decades. The policy
however was at the cost of the consumers and also a total welfare loss to the

country as a whole (Van Zyl, 1989).

Because the policy encouraged unsound farming practices (Brand etal, 1992), it
can be argued that the policy of self-sufficiency contributed to the. present

detrimental position of white commercial agriculture. Apart from the problems faced

Government subsidies to the wheat and maize industries (1980 -

Table 6

Maize

Wheat

(R mi!)

R mil)

1

59,5

162,7

1981/82

82,9

181,9

69,9

193,4

Year

132,4

276,6

215,0

[194,3

' 80,5

1985/86

250,0

1986/87

151,0

47,0

1987/88

359,0

147,4

1988/89

79,9

132,0

1

76,0

105,9

Source : Abstract of Agricultural Statistics

by producers, the policy was also to the detriment of the consunjers. Food prices

kept on rising and despite the exports of surpluses more than 2 million people are
still hungry in South Africa every day. It can therefore be concluded that the policy
of food self-sufficiency served its purpose and should be replaced by a policy that
to a greater extent addresses the needs of the consumers and the needy. Such a
policy change need not be radical and should not overlook the basic and very
important role of agriculture in the economic growth of the country. A new policy
should in a very balanced way serve the needs of the consumer as well as the
producer, but should specifically address the problems and the n ;eds of the food
insecure.

Agricultural policy during the 1980s was also characterised by the large sums of
government subsidies to farmers in the form of drought aid ard other disaster
payments. In 1985/86 government subsidies to farmers amountec to R708 million,
in early 1988 it was noted that 25 000 of the 59 000 farming u lits had received

government aid which amounted to R24 billion in the previous s^ven years. This
did not include the government financial aid to the wool industry {R15,5 million),
the maize industry (R309 million) as well as flood aid. !t also did not include the

government guarantee for debt carried over (R900 million) and the additional
R400 million to keep insolvent farmers on land.

Apart from the subsidies to individual farmers, the government also paid industry
subsidies to the wheat, maize, dairy industries amongst others. The industry
subsidy to the wheat industry was paid to keep consumer prices of wheat and
wheat products {flour, bread) as low as possible. The payment to the maize
industry was in terms of the government's subsidisation of the Maize Board's
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handling and storage costs in order to keep selling prices of maize as low as
possible. The extent of the subsidies to the wheat and maize industry is shown in
Table 6 below. Apart from the subsidisation of the Maize Board's handling costs,
the government was from year to year also responsible for payment of the Maize
Board's export losses due to the fact that the producer price was fixed by the
Minister of Agriculture.

5.2

Changes in Agricultural Policy

It was mentioned earlier that the agricultural sector was subjected to two phases
of structural change in the period up to the early 1980s. The Land Acts formed an
integral part of these two phases of restructuring of the rural economy of South
Africa. Their effects went much wider than their prescription of who could get
access to which land. They also affected agricultural production systems, the
structure of farmer support systems, and the status of black farmers, first as
farmers in their own right: and later as farm labourers.

The third period of structural change in South African agriculture started early in
the 1980s, and witnessed a major change in farm policy - the result of changes in
the broader political economy on the one hand, and of more direct policy reactions
to the needs of the farming sector on the other.

Vink {1993) argues that the deregulation of the agricultural sector started outside
agriculture in the late 1970s when the financial sector was extensively liberalized
following the publication of the De Kock Commission report. The immediate effect
on agriculture came from changes in the external value of the currency and in the
interest cost of farm borrowing. The decline in the value of the Rand resulted in
farm input prices, which have a relatively large import component, rising faster than
farm output prices. Changes to the reserve requirements of the banking sector
made it impossible for the Land Bank to continue subsidising farmers' interest

rates.'! The use of interest rate policy by the Reserve Bank led to a rise in interest
rates to very high levels resulting in interest becoming the single largest cost of
production in agriculture. These changes led to farmers increasingly being exposed
to market-related interest: and exchange rates.

Other changes in the broader political economy which led to the changes in
agricultural policy were the lifting of controls over the movement of labour in South
Africa in the mid-1980s and the considerable micro-economic deregulation leading

to increased activity in the informal activity (Vink, 1993).

Within this climate of macroeconomic change a number of shifts in agricultural
policy took place during the 1980s (Brand eta/, 1992; Vink, 1993);

Budgetary allocations supporting white farmers declined by some 50
percent since 1987 (See also Vink and Kassier, 1991 and LAPC,
1993).
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The real producer prices of important commodities such as maize and

wheat declined by more than 25 percent in real termsisince 1984 and
1986 respectively.
An extensive deregulation of controlled marketing in terms of the
Marketing Act.

Liberalization of price controls in large parts of the farm sector, again
. mainly in terms of the Marketing Act. This include the change in price
setting in the grain industries from a cost-plus basis to market-based
systems leading to substantial declines in real farm output prices.
Further examples include the eventual abolition of price control of
dairy products, and later of flour, meal and bread and! the termination
of consumer price subsidies on maize meal and bread.
Changing tax treatment for agriculture has, for example, seen the
writing off of capital purchases extended from one to three years,

thereby reducing the implicit subsidy.
There has been a shift away from settlement schemes, as the major
instrument of agricultural development in the developing areas, in

favour of an approach based on the provision of farmer support
services such as infrastructure, extension services arid research, and

access to credit and markets.

I

These policy shifts are discussed in more detail below.

;

5.2.1 Budgetary allocations to agriculture
Over the decade of the 1980s, expenditure on agriculture, forestry and fishing

increased in nominal terms from R833 million in 1982/83 to R2| 240 million by
1990/91.

When

expenditure

is

deflated

by

the

consumer

price

index

real

expenditure rose between 1982/83 and 1984/85 but fell back foj- the rest of the

decade {LAPC, 1993). Figures on budget expenditure provided: by the Central
Statistical Service indicate that white farmer's share of the agriculture budget was

declining in the latter part of the 1980s. Between 1988/89 and 1990/91, white
agriculture's share of the

budget dropped from

72 percent to

61

percent.

Conversely, over the same period, the homelands received a greater proportion.
Figures from auditors' reports and expenditure estimates of the government

indicate a similar trend. These figures show a steady fall in white agriculture's
share of total expenditure from 79 percent of the budget in 1985/86 to 52 percent
in 1990/91.

The decline in the "white" budget vote is to a large extent attributed to the decline
in industry subsidies. Government subsidies to the food industry amounted to an
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estimated R236 million in 1980. These subsidies have been suspended gradually
during the 1980s up to the end of the decade and eventually led to an increase in
food prices (BTT, 1992). The most important of these subsidies was the bread
subsidy which contributed 69% to the total government subsidy.
Table 7 :

Phasing out of government subsidies in the food chain
1980/81 Subsidy

item

Date of suspension

(R)
R162,75 million

March 1991

Maize marketing margin

R 59,55 million

Butter

R

3,80 million

March 1991
1983/84

Crop insurance

R

3,69 million

1987/88

Fertiliser

R

5,98 million

1987/88

Bread

R235,77 million

Total

The trend in agricultural financing (subsidies and loans to farmers), the largest

single component of the budget, is less straightforward. Between 1985/86 and
1990/91 there was a steady fall in real expenditure on agricultural financing. As a
proportion of the total budget, however, there is no marked trend - it fluctuated
between a low of 27 percent (1987/88) and a high of 47 percent (1988/89)..

During the early 1980's several financing schemes (subsidies and loans) of the
Agricultural Credit Board were suspended, these were:
•
•

•

Soil conservation works
Eradication of invading weeds

The establishment and or management of private plantations or the financing
of debts incurred for that purpose

•

Housing for non-white farm workers

•

Buying of private farm land.

During the

1980s a change in the composition of governmental support to

agriculture was also noticed. This is discussed in Section 5.2.1.

5.3

Decline in real producer prices

Producer prices in many of the major commodities such as maize, wheat, red meat,

oilseeds have shown a decline in real producer prices. Farmers also experienced a
cost-price squeeze as a result of prices of farm requisites rising faster than
producer prices in nominal terms as indicated in Table 8.
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Annual increase in producer prices vs increase in prices of agricultural

Table 8

inputs (1980 - 1991)

;

Producer price

Prices of inputs

(% increase p.a.)

{% increase p.a.)

Summer grains

9.7

:12.4

Winter grains

9.0

Product

: 9.8

Poultry

11.2
11.9

11.3
11.9
12.2

Dairy products
Red meat

11.1

Vegetables

10.1

10.1

Fruit

13.5

:13.3

Average

10.6

12.0

Source : Agricultural Abstracts

3.2.4 Agricultural marketing policy

j

\

Agricultural marketing policy in South Africa is to[a large extent determined by the
Agricultural Marketing Act {Act 59 of 1968 as amended). The Act enables the
Minister of Agriculture to proclaim a marketing scheme to control ithe marketing of
a particular commodity. The Marketing Act was the direct result of the deliberations
of the Viljoen Committee, appointed in the depression 1934. In those times it was
argued that the inelastic demand for farm products, the adverse climate, the lack
of information and risks inherent to a free market justified state: intervention. It
eventually resulted that most of South Africa's agricultural products were marketed

by control boards, established in terms of the Marketing Act (No 26 of 1937) to
facilitate orderly marketing {Van Rensburg, 1962; Rees, 1979; De Swardt, 1983).
The initial Act has been revised and amended several times; and eventually
consolidated in Act No 59 of 1968. This act, which was also amended annually as
recently as 1 993, provide the legal structures for agricultural marketing in South

Africa.

The Act provides for the promulgation of subordinate legislation called

Schemes. Each Scheme pertains to a different product and institutes a Board to
administer such a Scheme. The primary objective of most agricultural marketing

boards was to improve the income and price situations of thejr producers and
products. However, this was not the only objective. Most boardls had secondary

objectives of reducing the variability in agricultural prices and bringing about an

artificial equity in marketing opportunities for producers. The degree of compulsion
to which producers were subject, or the legal powers, varies between different
commodities and areas. The Minister of Agriculture has to approve all decisions of
the board, emphasising the centralised political control of agricultural marketing in
South Africa.

:

Agricultural marketing policy impacts directly on a wide range ;of critical policy

areas for agriculture and wider economic and social development) and, as such, is
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critical in the success of any rural restructuring programme regardless of how it is
to be achieved. South Africa followed policy models from many other countries
(especially from the UK and the British Dominions) in establishing a system of
producer boards with monopoly powers. A total of 23 marketing schemes were
established under the Marketing Act. With these Schemes it were possible to (1)
transform the agricultural output and input marketing system, (2) determine
commodity prices, the level and stability of food prices, and (3) to create certain
concentrations of monopoly power, especially in agricultural processing industries.
The Act provides for schemes to regulate the domestic market, to control imports
and exports, to promote demand, and to support research. The Act provided for
five main types of schemes:

Single-channel fixed price schemes: The maize industry was one of the first that
was subjected to government intervention with the promulgation of the Maize
Control Act, 1931. Policy makers were always of the opinion that some measure
is necessary for orderly marketing and stability, since the non-existence of a free
maize market worldwide. Intervention was the mainstay, especially with respect
to the fixing of selling prices by the Maize Board and the single-channel marketing
system which applies in the major production areas. Another example of a single
marketing scheme was the marketing scheme for winter grains. The Wheat Board
administers the scheme which controls the marketing of wheat, barley and oats.
Although maize and winter grains are classified as single-channel fixed price
schemes, they have in practice been operating as single-channel pool schemes

since 1987.

.

Single-channel pool schemes: Deciduous fruit, citrus, dried fruit, tobacco, chicory,
bananas, fresh milk, cream, wool, mohair, tobacco, oilseeds, rooibos tea and
lucerne seed are examples of single channel pool schemes. Most of these Schemes

were established in the 1950s, except the first five. Which were established during
the depression years. Many of these Boards7: had distributional and trade functions

such as quantity, quality and import control.

Surplus removal schemes: A number of Schemes such as red meat, potatoes, eggs,

dry beans and sorghum operate surplus removal schemes in an effort to support
producer prices. The red meat industry is one of those with the highest level of
concentration and vertical integration (Lubbe, 1992) which enables a few

organisations to influence the commodity policy.

industry were similar to the meat industry..

The egg industry and dairy

Supervisory and price regulatory Snhfimfts; The Canning Fruit Board was formed
in 1963 to oversee the marketing arrangements between producers and a small
number of canners. The marketing of cotton is under the supervision of the Cotton
Marketing Board which also later controlled export and import of cotton.

Promotion Scheme:

The Karakul marketing scheme was established in 1968.
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Because of anti anima! cruelty by the green-piece movement, the demand for fur

coats decreased in a way that the industry lost its importance to: such an extent

that it collapsed which lead to the abolishment of the scheme during the 1980s.
Recent reforms of the agricultural marketing system

|

A number of political economic pressures led to a more market related approach in

the marketing of agricultural commodities in South Africa since the early 1980s.
There was a reduction in the use of price control on a number bf commodities.
There were also shifts to more market-based pricing systems, away from the old
cost plus pricing procedure. Other pressures came from within the system with
many farmers becoming increasingly unhappy with aspects of the controlled
marketing of many agricultural products. There was furthermore also a realisation
of the poor performance of the agricultural sector in aggregate as measured by the
very slow rate of productivity growth (Thirtle et al, 1993). In addition to the
sectoral reforms, the economic environment for agriculture has been profoundly
affected by changes to macro-economic policy, most notably the tightening of
monetary policy through increases in interest rates, and exchange rate depreciation.
The trend of market liberalisation was further enhanced by the pressures emerging
from the GATT negotiations for the abolishment of quantitative import controls and
the introduction of tariffs on all agricultural commodities. The] replacement of
quantitative controls on external trade by tariffs is intended to reduce the
distortions created by quantitative administrative controls, to! create a more

commercial environment in the planning of imports, to rediice the role of
government in allocation of licenses, to limit the use of quantitative controls, and
to increase the extent of competition. A general policy of tariffication has been in
operation since 1985, but this has only begun to be applied to agricultural
commodities only since 1 992. During the past year tariffs have been established
for poultry, tobacco, vegetable oil, oilcake and red meat and an overall strategy has
been developed for submission to GATT.

.

The appointment by the Minister of Agriculture of the Committee c|)f Inquiry into the
Marketing Act (CIMA) in June 1992 was probably the main event which triggered

thecgrrent process of market deregulation since the beginning o^ 1:993. Sincere

release of the CIMA report in January 1993 a total of 8 marketing schemes and
marketing boards were .abolished, while the one channel pool scheme of the W.oq!
Board was abolished but with the Woo! Board remaining intact toj perform product
development, advertising and other services. The impact of the CliMA report on the
reform and deregulation of South Africa's agricultural marketing system is evident
from Table 4s ;..

.

,-

.

:.

..;.■....::.^-'..-:i ■. ■.
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Table 4:

A summary of recent reforms to marketiog schemes under the Marketing Act

Scheme/Product

Year of
establishment

Recommendation

Recent Reforms (Including those before 1993)

bytheCIMA (1993)

Sinsle-Channel Fixed Price
Maize

1938

change necessary

Shift to pool-type pricing (1987); prohibition on erection of
grain, silos repealed; grain sorghum established as surplus
removal scheme (1986); scrapping of control measures on

buckwheat under consideration.

Scrapping of price control

on maize meal.
Winter Cereals

1938

change necessary

Abolition of restrictive registration of millers and
confectioners; elimination of bread subsidy (1990); price
control on flour, meal and bread and fixing of millers'

margins scrapped (1991); simplification of grading system
for wheat (1991).
Single Channel Pool

Oilseed

1952

change necessary

Abolition of import control measures on oilcake & fishmeal;
groundnuts under surplus removal scheme.

Leaf Tobacco

Deciduous fruit

1939

1939

statutory power

Discontinuation of single channel marketing system under the

unnecessary

co-operatives act.

Export subsidies suspended.

Moratorium on
statutory powers

Citrus fruit

1939

Bananas

1957

Lucerne Seed

1952

Wool

Dried fruit

1970

1938

voluntary
organisation
-

Domestic market control abolished (1990).

Abolished in 1993

" ■

■*■

unnecessary

Switch to surplus removal scheme rejected (1990); Board
permitted private imports and exports (1992).

statutory powers

Single channel pool scheme discontinued. Wool Board

unnecessary

voluntary organisation providing market information, etc.

statutory powers

No change.

statutory powers

unnecessary

Chicory

1939

Rooibos tea

1954

no intervention

Abolished in 1993.

statutory powers

Abolished in 1993.

unnecessary

Mohair

1956

Dairy

1956

voluntary
organisation

Abolished on 31 January 1994

Consumer price control on fresh milk abolished (1983); price

control on butter and cheese abolished (1985); price
stabilisation activities ended following court ruling ending
levy income (1992). Dairy Board and dairy marketing

scheme abolished (31 Dec 1993). Milk Board (Fresh Milk voluntary organisation) established 1 Jan 1994.
Surplus removal schemes for price sucDort schemes^
Red meat

1945

change necessary

Abolition of restrictions on movement from uncontrolled to ,
controlled areas (1992); abolition of restrictive registration of
producers, abattoirs agents, butchers, dealers, processors and
importers.

Eggs

1953

Statutory powers

Abolition of production and pricing control in 1993.

unnecessary

Abolition of Egg Board in 1994.
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Scheme/Product

Potatoes

Year of

Recommendation

establishment

by the CIMA (1993)

1951

Statutory powers

Recent Reforms (Including thoseibefore 1993)

Abolished in 1993.

'

unnecessary

Dry beans

1955

Statutory powers

Abolished in 1993.

unnecessary

Sorghum

1957

Statutory powers

No change.

j

unnecessary

Supervisory and Drice regulation
Canning fruit

1963

Statutory powers

No change
i

unnecessary

No change

1974

Cotton

!

Control in terms of promotion
Karakul pelts

1968

-

Karakul scheme and board abolished circa 1985.

Control in terms of other legislation
Sugar cane

Reform of cane quota system (1990).

Wine

Abolition of production quota system (1992).

Ostriches and
ostrich products

Lucerne hay

Statutory single
channel control to

Abolition of single channel marketing system (1993).

be repealed
-

Abolition of single channel marketing system (1993).

The South African consumer market is dramatically changing and international competition
is increasing. It will be important for local producers to reach consumers with a product of

desired quality and at a price as low as possible. Large but poor urban markejts require food
such as meat, milk, vegetables, etc. Deregulation, the scaling down of health regulations,

farmers', markets, slabbatoirs, etc. may allow for major opportunities for farmers to serve

these markets at affordable prices. Support systems to assist informal and {[merging small
traders should also encourage flows of inexpensive food stuffs.

|

It can be argued that the most important determinants of change in the farming sector will

however not be land reform or access to farmer settlement and support services but rather
arrangements to link producers to consumers, i.e. marketing arrangements. A large market

is emerging in South and Southern Africa, however, the majority of consumers are poor and

require food at affordable prices. The present marketing system does not allow for the
efficient, effective and low cost service to consumers. Marketing arrangements should allow
for a flexible market driven system Unking farm producers to consumers I in the various
emerging markets. Such a marketing system will allow for competition and eventually result
in an efficient and diversified farming sector.

!

6.1,4

;

Liberalisation of price controls in the food sector

The 1980s saw extensive deregulation of ^.agricultural marketing sector as dfscussed above.
One of the important aspects of this deregulation was the liberalisation of price control on
a wide range of products. Examples of this price liberalisation are contained in Table 9.

In their 1992 discussion document the Board on Tariffs and Trade argue that abolishing price
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control was directly responsible for sharp price increases in all the products listed in Table
9.

Table 9 :

Abolishment of price control in the food industry

Product

Level

Year abolished

Milk

Retail
Wholesale

1983
1983

Producer

1987

Cheese

Retail
Wholesale

1985
1986

Butter

Retail
Wholesale

1985
1988

Wheat flour

Retail and wholesale

1991

Bread

Retail and wholesale

1991

Source : BTT (1992)

6.1.5

Change in tax policy

In the past, the agricultural sector benefited from favourable fiscal policy. Lamont (1990)
estimates that income tax concessions to farmers amounted to 70 percent of their theoretical
tax bill in 1981-4. Before the changes in fiscal policy in the 1980s, farmers could depreciate
an entire asset, for tax purposes, within the first year of purchase.

Resources were not optimally deployed as capital formation occurred at the expense of a
relatively cheap labour resource. Such tax concessions tend to result in over-investment in
good years but led to cash-flow problems in bad years (LAPC, 1993).
During the second half of the 1980s, tax concessions were reduced. Assets had to be
depreciated over three years at rates of 50 percent, 30 percent and 20 percent per annum
respectively. Although this amounts to a significant reduction in tax concessions, depreciation

provisions for agriculture are certainly more generous than for other sectors.

6.1.6

Agricultural and rural development policy

As a result of the dualistic nature of South African agriculture different policies applied to
white commercial agriculture and to black small-scale farmers in the former "homelands".
Policies with regard to homeland agriculture largely focused on how a variety of agricultural
development efforts. Three clearly defined approaches to agricultural development can be
identified, i.e. betterment planning since 1936 to the late 1970s; centrally managed project
farming and farmer settlement projects during the 1970s and 1980s, and the more broadbased farmer support programmes since the late 1980s (cf. Ellis-Jones, 1987; Christodoulou

and Vink, 1990; Van Rooyen et al, 1987; Van Rooyen, 1993; Bromberger and Antonie,

1993). This dualism was further highlighted by the separation between agricultural and rural
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issues. Rural issues were in fact scattered over a wide range of departments, i.e. Water

Affairs, Transport, Energy, Forestry, Agriculture, and Regional and Land Affairs.

Increasing emphasis was placed on large-scale centrally managed estate project farming

during the 1970s (Christodoulou and Vink, 1990), particularly in the case pf industrial crops
"where large units were desirable" (Van Wyk, 1970 : 66). The project jfarming approach

obtained a further boost with the establishment in 1973 of an agricultural division in the
Bantu Investment Corporation.

j

According to Bromberger and Antonie (1993); Christodoulou and yink (1990) and
Christodoulou et al (1993) it appears that substantial financial losses were rather the norm
with these schemes and the distribution of benefits was very limited in re ation both to total
need and to aggregate resources available for development. Although higher levels of
resource use and production and the creation of wage employment were promoted through

modern farming enterprises managed by parastatal companies and consultants, little was done
to promote a class of self-employed farmers and improved farming methods for smallholders
outside these schemes. Schemes were later adjusted to settle selected dersons as "project

farmers" operating under paternalistic control (Van Rooyen, 1993). Occubiers of plots were

strictly selected, they had to farm according to direction and under supervision and they were
dismissed from their plots if they were unsuccessful (Van Wyk, 1970 : 66). This approach,

commonly known as the farmer settlement approach, focused on lkge schemes but

concentrated on settling selected labourers as project farmers operating ujider strict control.
Participation by so-called farmers was accommodated by using farmer committees to assist
the project manager. These farmers were however, nothing more than pi^id wage labourers
with virtually no control over their production activities. As such a drive towards self reliant
farm businessmen still did not materialise (Christodoulou et al, 1993). This approach was
dominant in the late 1970s and early 1980s (Christodoulou and Vink, 1990).

With time disillusionment developed about these projects. They were expensive, often lossincurring, and rarely involved spill-overs or linkages with the surrounding communities.

They were often viewed as "islands of prosperity amidst an ocean of poverty" (Bromberger

and Antonie, 1993).

These models of development were thus viewed with increasing

scepticism in terms of their undesirable impact on investment and (operational costs,

entrepreneurial establishment, fiscal affordability, upliftment of adjacent cdmmunities, project
sustainability, and overall rural development (Christodoulou et al, 1993; jVan Rooyen et al,
1993).

.,,

l

Acknowledging of the limitations of agricultural projects an alternative approach to
agricultural development was designed. The Farmer Support Programme (FSP) was

introduced in 1986, trying to achieve a shift away from investment in projects to a
programme which could provide access to support services for a larg^ number of small
holders and rural households in a broad-based manner. An important Motivation for this

programme was the promotion of equitable access to support services, resources and
opportunities.
i

6.2

Some effects of the changing farm policy

The changes in farm policy since the early 1980s have had signifidant effects on the
agricultural sector, while it is important to note that different farrjiung regions have
experienced different circumstances. Aggregated data show that the sector is becoming more
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flexible in at least some parts of the country. This is highlighted by the improved aggregate
debt service ratio along with financial difficulties for some groups of farmers; increasing land
use intensity in high potential regions and "over-cropping" in more marginal regions; the
aggregate decline in farm size; shifts in the cropping pattern; and the relative absence of
yield effects.
The effects of these changes in farm policy can be traced through variables such as:
■
«
h

the financial position of farmers;
land use patterns; and
farm size and ecological considerations

A discussion of such effects is necessarily speculative, although it is possible to make
educated guesses about certain broad trends.
Much has been made of the increase in total farm debt in the period since 1980; also about
the fact that debt repayment has become the biggest input cost item for commercial farmers.

The ability of farmers to service their debt has, however, improved in the period since the

mid-1980s. These data refer to total farm debt; the preceding discussion makes it obvious
that the size of debt and the ability to service debt will differ between regions. Examples
include the successful use of credit to gear production by farmers in high-potential regions,
especially where crops are produced for export; the more extensive production systems being
followed by maize farmers in the highveld, that is, by using fewer production inputs; and the
higher rates of sequestration of farming enterprises in the lower-potential regions. Many of
these changes are reflected in changing land use patterns, which are discussed below.
Table 10 shows how the patterns of land use in South Africa have changed between 1981 and
1988 (the latest available data).
The amount of rain-fed arable land under crops has
increased by 1 per cent per year in this period. During this time the area planted to maize,
the largest single crop in South Africa, has decreased by 1.52 per cent per year, white there
has also been a decrease in the planting of crops such as wheat, sunflower seed, grain
sorghum, soya beans, cotton, forestry, and pastures.
Table 10 :

The changing land use patterns in white farming, 1981-8
1981
(ha)

Crop

1988
(ha)

(% p.a.)

p.a.

Irrigation
Planted pastures
Natural veld
Forestry
Other

8 721 750
851 943
1 195 512
73 453 976
1 151 290
892 638

9
1
1
69
1
1

620
070
845
302
678
Cd5

645 870
438 127
245 333
(3 711 674)
359 338

1.0
6.1
10.8
-0.7
4.0

515 427

6.7

Total

86 267 109

85 768 530

(498 579)

-0.1

Dryland

Sources:

367
290
449
742
510
408

Growth

Increase/
decrease
(ha)

Central Statistical Service, Census of Agriculture, Report No. 06-01-20, Pretoria:
Government Printer, 1981: Central Statistical service. Agricultural Survey 1388,
Report No. 11-01-01, Pretoria Government Printer, 1988.
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These changing land use patterns in commercial farming hgve manifested
differently in the different regions of the country. 'These changes ajrSfelated to the
policy changes discussed earlier^thrbuigh'changes: in Telativ^procluct prices and

factor costs, the cash flow position bffa'rrners; shifts in tax incidence, and so forth.
A theoretical analysis of the effects of the changes in farm policy over the past
decade would led to the conclusion that such a decline in average farm size was

indeed possible.

This woulg1, -however,,be the aggregate effect ;of a number of

more specific micro-level and regional changes.

:

In a study by Helm and Van Zyl (1994) the total support received by the South
African agricultural sector during the period 1.988/89 to 1993/94 was calculated
in terms of the producer Subsidy Equivalent fF'SEj. The composition arid changes

thereof were also analyzed. In order to determine the total domestic support to

farmers in South Africa, the PSE was calculated on a sector wide basis and not on
a product-specific basis. Certain policy measures,fipwever, had to be calculated
per product and then only could it be brought into the sector #ide PSE. When
formulating the PSE, there are two components that must be taken into account.

The first component is the income transfers to producers as aresiilt of agricultural
policy.

These transfers are calculated by means:;pf a comparison between an

internal market price and an external world price {Van Heerderi, |992)'. It is tilts
component, the Market Price Support, which has to be calculation aproddrcfspecific basis.
..'.
- j' - 12^
The second aspect is to bring into calculation the transfers from government
sources. These transfers from either direct or indirect budgetary payments/ate
calculated from government financial accounts. These calculations are done on a
sector wide basis with the advantage that no proportionate allocation is necessary.
According to Van Heerden (1992), the accuracy of these estimates depends on a

reasonably accurate knowledge of the budgetary cost of these measures, which

means not only information on budgeted funds, but also on the revenue foregone

by governments (tax concessions) or costs not fully recovered (interest subsidies).

The total PSE was at its lowest during 1988/89 with market price support
^accounting for only 11 percent of total assistance, the remainder being financed
by taxpayers. Of all the agricultural products, producer prices ofjonly sugar, rye,
chicory, eggs, beef, sheepand dairy products were higher than the representative

world prices. The increase in the total PSE in 1989/90 was due to the, higher
production volume which led to a slight decrease in the percentage; PSE from 11.70
percent to 11.56 percent in that year. Market price support accounted, for about
31 percent of total assistance in 1989/90. The reduction in the; indirect income
support component was mainly due to the fact that the production input subsidy

paid to farmers was substantially reduced and then entirely eliminated the following
year. In 1990/91, the total PSE again increased as a result of substantially higher
producer prices being paid to certain products, together with ajctecline in world

prices. Market price support accounted for about 46 percent of] total assistance
in 1990/91. With regard to direct and indirect income support,; the amounts of
support involved remained the'same to a large extend stayed, in comparison with
the previous year. The percentage PSE increased to 13.69 percent. Both the

Rand
%

TOTAL PSE (e+f+g+h)

PERCENTAGE PSE (i/d)

i)

Rand

Genera] services

Rand

h)

Rand

Rand

Rand

Rand

Indirect income support

Direct income support

Market price support

Policy transfers to agriculture:

ADJUSTED VALUE OF PRODUCTION (a+b+c)

. Direct Payments

Rand

Rand

UNIT

g)

■ f)

e)

d)

c)

Value of production:
Products without MPS

b)

Products with MPS

Value of production:

a)

■

11.70

1 949 489

422 001

942 692

367 977

216 819

16 668 832

113 549

5 231 386

11 321 897

1988/89

11.56

2 257 983

446 259

774 528

335 768

701 428

19 535 317

115 621

5 965 538

13 454 158

1989/90 ,

THE CALCULATION OF TOTAL DOMESTIC SUPPORT (PSE)

DESCRIPTION

Table 11 :

13.69

2 848 480

503 761

703 863

332 025

1 308 831

20 814 279

119 871

6 910 HI

13 784 297

R'

1990/91
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000

16.74

3. 904 107

512 940

819 426

250 019

2 321 722=

23 325 925

91 674

7 497 910

15 736 341

1991/92

31.04

7 498 726

1 155 325

1 278 611

2 616 106

2 448 684

24 154 919

89 075

11 193 516

12 872 328

1992/93

14.50

4 118 752

564 305

1 048 097

386 477

2 119 873

28 408 203

79 803

:■ 11 860 609

16 467 791

1993/94

increases in producer prices and/or the decrease in world prices
of agricultural products, were once again the main reason for the
higher market price support together with the subsequent increase
in the total PSE in 1991/92.
Market price support accounted for
about 60 percent of total assistance and was 37 pejrcent higher
than the previous year.

;

Van Heerden (1992) calculated the aggregate measurjs of support
for maize which also indicates the changes in domestic support
to agricultural producers since 1987 when much of the market
liberalization commenced. The calculations by Van Heerden is
summarised in Table 12 indicating the low levels of support

(direct or indirect)

maize

farmers received since the 1988/89

marketing year.

The aggregate measure of support
in South Africa, 1985 - 1991

(AMIS)

for maize

Description

1985/86

1 986/87

1 987/88

1 988/89

1989/90

1990/91

Total AMS (R)

459 749 902

950 276 162

1 010 668 482

(99 773 264)

(2 714 886)

(45 710 926)

Unit AMS (R/t)

R55.42

R114.20

R137.44

(R14.22)

(R0.23I

(R6.25)

Percentage AMS

17.61%

37.86%

40.99%

(4.41%)

(0.07i%)

11.45)

Source : Van Heerden, 1992.

I

6.2.2 Effects on productivity in South African agriculture

:

The change in agricultural policy as discussed above also had sorhe effect on the
total factor productivity {the ratio of aggregate output to an aggregate of all inputs
combined) of South African agriculture.

■

The results of TFP calculations by Thirtle et al {1993) show that between 1947 and

1991, the output index has grown by nearly 350%, at a rate of 3% per annum.

The index of inputs has more than doubled, growing at 1.8% per annum, this
aggregate hides the fact that inputs grew at over 2.5% p.a. until! 1979 and since

then have been falling at 0.9% per annum. This fall in inputs explains the recent

growth in the TFP index. Over the full period, TFP grows rather slowly, at 1.3%
per annum, but there was fairly rapid growth in total factor productivity of 2.88%
per annum since 1981.

.

;

These TFP results are meaningful and extremely useful. The growth rate is greater

than would be expected on the basis of Liebenberg and Groeriewald's (1990)

preliminary study of productivity in grain production. The increasing rate of growth

over the period is in accordance with Van Zyl and Groenewald's d!988) perception

that farmer's profits came under increasing pressure as inflation gathered pace. The
rapid growth of productivity since 1983 is in agreement with the regional
econometric study by Van Schalkwyk and Groenewald (1992), which found
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evidence of substantial growth in some regions, since 1981. This can be explained
by the increasing competitive pressures and the removal of price distortions caused
by credit, tax and macro policies.
In a further study on TFP growth and growth in net farm income Van Zyl et al

(1993) calculated that total factor productivity grew 4.63% annually since 1983
and countered the decline of -3.11 in terms of trade during the same period and a

growth of 6.24% in real NFI resulted {Table 13). The growth in productivity since
1983 can be ascribed to a gain in capacity utilisation which can amongst others,
be attributed to a longer replacement period of tractors.

Table 13 :

Average annual growth rates in real net farm income by period, 1973-

91 (%)
PERIOD

NFI

TFP

TERMS OF TRADE

1973-91

-1.06

1.48

-2.63

1973-83

-8.14

0.27.

-3.27

1983-91

6.24

4.63

-3.11

,

The analysis by Van Zyl efa/(1993) shows that the agricultural sector experienced
a steady decline in its financial performance since 1973 with the largest
downswing in 1983 when a recovery phase started. The decline is attributable to
the cost-price squeeze which obviously exerts considerable pressure on income.
The negative trend was however countered by an annual growth in productivity of

4,63% since 1983.

Agricultural policy, especially issues like import substitution,

import protection, price policies of marketing boards and general macro- economics
resulting in high inflation, should however be addressed in order to rectify the
unfavourable terms of trade of the agriculture sector if a sustained growth in profit
is wanted.
The agricultural sector today is poorer and leaner because of the inflictions, but it
is also fitter and in excellent shape to meet the challenges of higher rates of
economic growth.

6.3

Institutional aspects of South African agricultural policy

6.3.1 Institutional fragmentation

Before 1980 South African ("white") agriculture was served by three departments,
i.e. Department of Agricultural Technical Services, Department of Agricultural

Economics and Marketing and Department of Agricultural Crr Jit and Land tenure.

dn-:i980 ihese thnee departments we.r&(^malgamated into one department -The
Department of Agriculture and Fisheries, to ensure a more all embracing policy of
agricultural and marine development.

,.:...;

■

With the new constitutional dispensation on 31 March 19 33 the various
government departments had to restructure and reorganise once more. The
reorganisation was completed in September 1984 with the formation of the

"white" own affairs Department of Agriculture and Water Supbly, the general
affairs Department of Agricultural Economics and Marketing arjd the two own

affairs departments in the House of Representatives and the House of Delegates.
As a result agriculture in South Africa and the formerly independent homelands (the
TBVC states) were until recently served by 14 departments of agric ulture each with
its own agricultural policy. A drive to view South African agriculture in a more
holistic manner was however also apparent during this period.
As a result of the Good Hope initiative where private sector's role in development
was confirmed and the Cariton summit, where a regional approach to economic

development was initiated the dualism between "White" and "Black" agriculture

was placed under pressure. The "regional development policy1 that economic
opportunities across political (or homeland) borders had to be exploited through
joint initiatives. This led to the issue of policy harmonisation since most of the
homeland states had policies which differed to a large or lesser degree from South
African policy. Interest rates to farmers for example differed substantially in the

SATBVC, market policies were different, different subsidy structures applied, etc.

One innovation to support policy harmonisation was the mult lateral technical
committee system, attending to a range of agricultural matters, ranging from
agricultural trade and economics, animal health, crop production to the use of
prisoners as agricultural labourers. Although these committees were largely
bureaucratic, valuable transfer of information and approaches were recorded (Van

Rooyen, 1985; SECOSAF annual reports). The regional advisory committee system

also contributed to a less dualistic view of agricultural issues. The Development

Bank of Southern Africa played a positive role in developing a regibnai approach to

agricultural development in the context of the nine "development regions". The
introduction of the farmer support programme, rationalisation of £ battoir facilities,
the provision of access to Land Bank funds to commercial farmers in the TBVC
states are a few of the examples of the first albeit small steps to "deracialise"
South African agriculture during the latter half of the 1980s (Van Rooyen, 1993).
3**

.2

Political influence is an important mechanism for farmers to gain access to
resources, input and product markets for farmers. The present agricultural milieu

has,:to a large degree been influenced by political, lobby groups in terms of both

Historically, white
direct and indirect intervention in the agricultural sector,
commercial farmers have had .a disproportionate amount of political influence. In
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Table 14 :

Growth rates of income and cost of intermediate goods and services
1980-1990

Category

Rate of growth in real terms (a)
Total debt
Gross income
Net income
Farm expenses

Cost of intermediate goods
services

1985-1990

0,38%

-7,12%

1 -0,65%

-0,41 %

1,55%

2,38%

-1,61%

-1,85%

-1,74%
-10,64%

-1,55%
-30,57%

Subsidies

Source:

'Abstract of Agricultural Statistics.

1910, over 50 per cent of the MPs in the South African parliament were farmers
{Lipton, 1986 : 258trThe electoral system was also biased towards agricultural
interests, with the vote being loaded in favour of rural areas. In 1943, for example,
70 per cent of whites were urbanized, while 53 per cent of the seats were still rural
{Lipton, 1986 : 27:3h By 1948, almost 70 per cent of MPs were connected with

agriculture in one way or another. The: effect of the political Influence is clearly

shown if one analyzes the agricultural budgets in South Africa as discussed above..

South African farmers through the SAAU and representation on the various
marketing boards had considerable influence on agricultural policy throughoutthe
years and especially during the 1980s:.The breakaway by the Conservative Party
(CP) from the National Party in March 1982 was probably the main cause of this
trend. The CP with its largely rural (white) voter base had an important impact on
agricultural policy in general and on the annual fixing of commodity prices (for
example maize)1 in particular. The government's effort to "buy votes" from the
farmers, many df whom were CP supporters were particularly noticeable during the
1980s.

■'■ -■■'

-

During 1980 the National Maize Producers' Organisation (NAMPO) was formed

from the two rival producer groups Sampi and Samso. These two producers groups

: had opposing views in "maize politics" for much of the 1970s and finally decided
to get rid of their differences and unite in one single body of maize producers.

The late 1980s saw also the emergence of NAFU {the National African Farmers'
Union) from NAFCOC {the black chamber of business) as well as a whole range of
farmer unions in the former homelands.

7.

.

FARMERS' FINANCIAL POSITION DURING THE 1980S

During the early 1980's farmers' continued to increase their indebtness in most of
their sources namely; Land and Agricultural bank, Commercial banks, Agricultural
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co-operatives. Department of Agriculture, private persons and j other financial

institutions. In the period 1980-1990, total farm debt grew at a r^te of 0,38% in
real terms but showed a drastic declining rate in the period 1985-i|990 of -7,12%
per annum in real terms.

;

The total debt increased from R5 537,9 million at the end of; June 1982 to
R7 408,9 million by the end of December 1983 largely as result of declining
incomes during the severe drought of 1982/1983 and cost inflation. At this point
in time farmers owed the Land Bank and agricultural i co-operatives,
R1 330,5 million and R1 780,2 million respectively in nominal terms.

in real terms

Land

Commercial
Banks

Bank

1980

13,02

1981

14,31

.1982

14,41

:

Agricultural

Private

Other

i

of

persons

financial

\

institutions

i

co

operatives

Agriculture

15,44

16,70

3,47

17,64

18,89

3,37 -

23,32

19,94

3,60
4,00
5,15

8,37

27.54

5,49

7,92
7,51

11,17
10,06
9,24
.

8,69

11,80
13,93
11,29'

11,42
11,62
11,28
11,98
10,98

I
|
!

Debt

Total
debt

2,36

73,96

2,71

80,91

2,54

84,34

2,40

96,09

2,41

110,41

2,41

111,18

2,12

104,66

1,92

93,54

!

1,80

86,95

|
!
'
1
i

1983

17,26

29,32

23,09

1984

22,36

34,52

25,97

1985

23,38

33,15

1986

22,33

28,98

25,98

5,77
5,73

6,83

5,92

6,43

9,65

5,45

6,02

7,58

:

1,69 .

84,63

4,97

4,67

5,89

:

1,59

77,83

1987

20,39

24,37

23,41

1988

18,81

22,38

21,95

' 1989

17,67

26,09

20,13

1990

16,88

24,29

18,15

Source:

,-,

Department

..

Abstract of Agricultural Statistics.

:

:,;j

Figures have been deflated using the consumer price index (1985 = 100)

farmers' debt at the Land Bank grew at an average rate of 12,7% per annum

between 1980and 1985 and by 2.98% per annum between 1980 and 1990, yet

debt at the commercial banks grew by 21.14% and 2.88% per annum in the
periods 1980-1985 and 1980-1990 respectively in real terms. This high growth
rate in debt at commercial banks between 1980-1985 could be attributed to the
lilgh rate of inflation and an increase in debt repayment problemslespecially since
ifCovers the period 1-982-1983; trt which a severe drought was experienced, The
drought had the greatest ■impact on the gross income from field crop production,
where the value for field crop production was on average 45,3% f)er annum lower
Soring the period 1982-1985 (Van Zyl et al 1987b).
•
The farmers' debt held with the department of agriculture grew at; an average rate

of 5.49% per annum in the period 1980-1990, yet all the otherlsources' annual
growth rates dropped with the land bank showing the highest at 2,08% perannum.

Most notable was the -6.66% per annum decline rate in real debt value held by
termers frotrt private persons between 1980 and 1985. A clear indication that
inflation was on the rise when compared with the annual growth jrateof debt held
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table 17 :

■:V-:

Real land value index and index for subsidies (1985 = 100)

Year

;

;:

■Consumer price

'■"..'
1980
1981

■-. .;■

subsidies

51,9

129,1

59,8

142,5
125,8

68,6
, 198Z :.?.*$■ ■ '
72,1
1983
1984
86,0
.
. 1985.
;>;.-..■
100,0
118,6
; 1086 .,.,-.,■■
137,7
S9B7:,
. ■ .
- 1988,, I-..,- ..- . ■ 155,4
178,2
, 1989 -■■'.
203,8
.
^990 ,.■■--.
-.-

Real index for

indey

■

." Real land index

101,0

.,;■

109,5
109,2

108,7

101,4

100,0

107,8
100,0

71,8

88,7

128,6

36,2

.

81,0

48, .1
18,1

75,5

9,5

77,3

77,5

Source: Abstract of Agricultural statistics

More than 75% of the farmers older than 65 years and more than 60% of those
iaged between 51 to'65 years had a debt burden ratio of 10% and lower. White
for farmersaged between 25 and 35 years, 38% were in a critical position and this

proportion Increased to well over 50% by the end of 1984.

E3y tfaferid of f986 farmers owed the Land Bank R2 380 million in long term loans
secured by mortgages and charges against fixed property, an average increase of

R272 million over that held at the end of 1985. At the end of 1986 unpaid interest
and capital instalments on loans totalled RT37 million during this year the Land
bank was compelled to "exercise its special powers of sale in 48 cases, compared

to i'5 casesi in 1965". When the unpaid interest and capital instalments were R78
|fiillibn:vLiqufdity and solvency problems have been attributed to high nominal
er a/., 1987b).
:ri
But the rate of growth of net income in real terms give a different picture, in that
despite the heavy dependehce on intermediate goods such as fertilisers and

machinery thus fuel commercial agriculture appeared to be doing fairly well
nationally,

8.

TRENDS IN LAND VALUES

^

a strong.demand for farms and farming land in the Southern and

Western Cape with properties fetching high prices. As shown in Table 17 below
the land value index in real terms (1985 = 100} showed a fairly stable level in the
period 1981 - 1984 with a declining growth rate of -0,52%, this occurred in the

j

Page 227

at commercial banks in the same period, this implies that the commercial banks,

Land Bank and other sources with the exception of privatjs persons were
responding to the increasing rate of inflation by increasing their jinterest rates.
I

.

■

!

The Land Bank trend was higher than that of commercial banks between 1980 and
1981 but shortly after 1981 this fell below that of the comme;rcial banks. This
could be attributed to the subsidised interest rates that were beir^g offered by the
land bank. The diversion between the trends of the two sources was greatest

between 1983 and 1984 a period which depicts the effects oil the 1982-1983

drought. Between 1984 and 1988 there was a dramatic decreasb in the real debt
value held at the commerciaf banks.

The high growth rates per annum for the period 1980-1985 within the different
financial sources except private persons (see Table 16) is attributed to the drought,

general economic conditions. Interest rate, drought index, volume of field crop
production, real GNP and the ratio of input to output prices have been shown to
have relatively high elasticities for the period 1970-1985. Thijs implied that a
change in any of these factors would result in proportionally bigger changes in the

real debt burden {Van Zyl et al 1987b).
Table 16 :

j

Annual growth rates of debt from selected sources!
Category

Land Bank

Agricultural co-operatives
Department of Agriculture

Private Persons

:

1985- 1990

1980-1990
2,98%

i12,7%

1,0%

i 0,29%

5,49%

10,49%

-6,48%

»6,66%

Source: Abstract of Agricultural Statistics

;

.

.

[

While the total debt was expanding in the period 1980-1990 farmers' gross income

were declining at a rate of -0,65% in real terms but net incomes showed a growth
rate of 1,55% in the period 1980-1990 and a rate of 2,38% in the period 1985-

1990. Yet in both these periods gross incomes were declining. Tfie growth in net
incomes can be attributed to the declining growth rate of farm expenditure and the
cost of intermediate goods and services.
j
Farm expenses declined at -1,61% in the period 1980-1990 and tpy-1,85% in the

period 1985-1990 in real terms both these rates were notably higher than those at
which the gross income was declining and added to that the gross income decline

appears to have fallen in the period 1985-1990 to a rate of -0,4"ji % compared to

the 1980-1985 period which had gross incomes declining of a ra^e of 2,05% per
annum which was mainly due to the drought of 1982/83. The cost of intermediate

goods and services in real terms shown a decline of a rate of -1 J74% during the

period 1980-1990 and a slightly lower decline rate of -1,55%, I

In 1985 the South African agricultural union carried out a national survey on the
financial situation of al! farmers. The survey revealed that 49% of the farmers
were basically sound at end of 1983 but the percentage in this category was
expected to fall below 39% at the end of 1984.

While the financial position of

farmers older than 50 years, those mainly engaged in woo., furiand mohair and
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period when the real index for subsidy and rebates was highest before subsidies
began to rapidly decline at a rate of -30,57% per annum in real terms.

Van Schalkwyk and Van Zyl (1994), in their study on land values, show that since
1951, the difference between market price and agricultural value increased.
The reasons for the increasing difference between the market and agricultural value
of land since 1951 are clear, as farmers got more subsidies and policies were
distorted in their favour, this got capitalized into land values.

In an earlier study Van Schalkwyk and Van Zyl (1993) showed that whereas
market prices of agricultural land rose gradually in real terms from 1970 until the
early 1980s, they generally declined strongly afterwards. Real land prices in the
summer rainfall region fell by 45% from their peak between 1981 and 1990, in the
cattle grazing areas by 37% from their peak in 1976 to 1990, and in sheep grazing
areas by 28% from their peak in 1980.

Van Schalkwyk and Van Zyl (1993) analysed forces driving land market prices
between 1955 and 1990. The following conclusions emerged from their work:
Real land prices were positively related to lagged inflation, suggesting that
investments in land were partially made as a hedge against inflation;
real land prices rose as real interest decreased to negative levels during the
1970s; correspondingly, real land prices decreased
increased to more normal levels in the 1980s; and

as interest rates

real land prices followed the trends in real returns per hectare closely, except
for most of the period after 1983 when land prices and real returns per

hectare followed opposite trends; and real land prices were positively related
to real debt per hectare except for the period between 1980 and 1985,
when real debt-toad rose while land prices plummeted.

Van Sphalkwyk and Van Zyl (1994) indicated that the gap between the average

market and agricultural value of South African land showed a general decline since

1984. i The decline is attributable to the withdrawal of some of the major support

services and policy distortions to the farmingcommunity and inflationary conditions

which!had a negative influence on both sellers and buyers.
The inflationary
conditions had the effect that land was not an effective inflation hedge since the
mid 1980s. The agricultural sector showed'a steady decline in its financial
performance since 1973. The decline is attributable to the cost-price squeeze
which obviously exerts considerable pressure on income. The negative trend was,

however, countered by an annual growth in productivity of 4,63% since 1983.
This had a positive effect on agricultural land values, thus closing the gap between
the market and agricultural value of land.
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9.

AGRICULTURE'S CONTRIBUTION TO THE ECONOMY DURING THE 1980s

Agriculture has been a major field of employment but in spite of ^ dearth of time
series data concerning numbers of people economically active in |the homelands,

it is safe to assume that in total, the percentage of economically ^ctive people in

agriculture has declined.
Data pertaining to employment of [workers in the
commercial agricultural sector reveal an interesting phenomenon;

Between 1971 and 1983, the total employment declined from 1,64 million to 1,13
miiiion to be followed by 3 years of increasing employment; in 1987, some 1,37
million were employed in commercial agriculture (Abstract, 1990). The declines
were mainly the result of substitution of capital for labour, especially in commercial
summer grain producing areas (Van Zyl elsL 1987a). Subsidized agricultural credit
and generous tax concessions on machinery purchases undoubtedly stimulated this
development, which was accompanied by declining substitutability between capital
and labour. The interest rate subsidies and the tax concessions are being phased
out. One gets the impression that rather than replacing machines (often with larger
ones), farmers in parts of South Africa have decided to substitute; labour for large
machines.

Agriculture has been an important supplier of raw materials tcp South African

industry. Between 1974 to 1988, the producers' share of the consumer value for

the food basket declined from 55 to 46 per cent (Abstract! ^of Agricultural
Statistics}, indicating that by 1988 some 54 per cent of consumption expenditure
on food was spent on services and processing intervening between farmer and

consumer. Forward linkages of agriculture as calculated by VaniZyl et al (1988)
indicate that the total intermediate turnover of agricultural products amounts to
some R9 000 miiiion. Also, in 1 978, the South African Agricultural Union claimed
that between 25 and 30 per cent of both industrial-employment and output
occurred in industries based on agricultural raw materials.

Backward linkages of agriculture from the same source reveal^that agriculture

spends over R4 000 million on intermediate inputs

exceed R10 000 million.

annually while total inputs

The agricultural economy, particujary commercial

agriculture, has regressed since 1980. This retrogression may be ascribed "to
drought, inflation and managerial deficiencies, including over mechanization and too
high expenditure on some short-term inputs such as fertilizer (Janse van Rensburg
&Groenewald, 1987; Groenewald, 1985).

j

The general impression, however, as is evident from aggregate mlacro data is that
of an efficient, modern agriculture which simultaneously served th^ population with
adequate and increased per capita food supplies, contributed positively to foreign

exchange earnings, industries and employment, and which forrrjed a substantial
market for industrial output.

;
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This would appear to be a remarkable situation - an agricultural sector yielding more
and better goods, contributing through its linkages to more and better employment
{directly and indirectly) and ultimately to abundance for the whole population. And
yet, this is not uniformaily the case. There are deficiencies, inequities, poverty
amongst riches and hunger next to the granary.

This article reviewed structural changes in the macro-economy and major events
associated with the restructuring of agriculture and farming in South Africa.
Emphasis is placed on the decade of the 1980s due to the rapid and consistent
policy changes during this period. The review pointed out vital changes in general
growth in the sector; changes in farming costs, farm incomes, profits, yields and
related variables associated with performance; changes in natural factors (climate,
diseases, and disasters); as well as changes in agricultural policy. Since climatic
conditions have to some extent the major impact on agriculture it was necessary
provide an overview of the climatic conditions pertaining during the 1980s again
confirming the variability of South African climate and the risk for farming
enterprises associated with it.

A large section in the article was devoted to agricultural policy during the 1980s.
The decade is often considered to represent the third period of structural change
in South African agriculture which witnessed a major change in farm policy - the
result of changes in the broader political economy on the one hand, and of more
direct policy reactions to the needs of the farming sector on the other. The article
analysed these changes in detail and also showed the effects of the changes on
farming debt, total factor productivity growth and farm incomes. It can be
concluded that the changes of the 1980s made the agricultural sector poorer and
leaner because of the inflictions, but it is also fitter and in-excellent shape to meet
the challenges of higher rates of economic growth which is highly likely under a
new political dispensation and more stable economic conditions in the 1990s.

REFERENCES

ABSTRACT OF AGRICULTURAL STATISTICS. Department of Agriculture, Pretoria.
(Various issues).

BOARD

ON

TARIFFS

AND

TRADE: *BTT)

(1992).

Preliminary

report

on

an

investigation into the price mechanism in the food chain with recommendations for
its improvement. Unpublished discussion document. BTT, Pretoria.

Page 232
BRAND, S., CHRISTODOULOU, N.f VAN ROOYEN, J.,

N.

& VINK

(1992).

Agriculture and Redistribution, in: R.Schrire (ed). Wealth or Poverty ? Critical

choices for South Africa. Oxford University Press, Cape Town.

BROMBERGER,

N.

AND ANTONIE,

F.

(1993).

Black small farmers in the

homelands, In: Lipton, M and Simkins, C. (ed). State and market i i post apartheid
Africa.

Witwatersrand University Press, Johannesburg, 1J993.

CHRISTODOULOU, N.T. AND ViNK, N. (1990). The potential for b ack smallholder
farmers participation in the South African agriculture economy,

Paper presented
Newick Park

at a conference on "land reform and Agricultural development'
Initiative, United Kingdom.

October 1990.

CHRISTODOULOU, N.T., SIBISI, M.L AND VAN ROOYEN, C.J.

993).

Shaping

the impact of the small farmer support programmes (FSPs) in South Africa.
Unpublished Mimeo, DBSA, Halfway House.

ELLIS-JONES, J. (1987). Guidelines for the role of the public sector in promoting
agricultural development, with particular reference to Transkei
Vol. 4, No. 3, August 1987, pp.538-542.
FENYES, T.I., VAN ZYL, J., & VINK, N. (1988). Structural imbalances in South
African agriculture. The South African Journal of Economics, 56[2)
GROENEWALD,

J.A.

(1985).

The

South

African

Agriculture3

181-195.

and

inflation

phenomena, Agrekon, Vol 24 (1).

HELM, WAND VAN ZYL, J. (1994). Domestic agricultural suppori : in South Africa

from 1988/89 to 1993/94 : A calculation. Paper presented at AEASA conference,
Pretoria, 19 - 20 September 1 994.

JANSE VAN RENSBURG,J. AND GROENEWALD, J.A. (1987). The distribution of

financial results and financial ratios among farmers during a period of financial
setbacks : Grain farmers in Western Transvaal, 1981/82. Agrekon ,24(1).

^

ECA/MRAG/96/12/MR

Page 233

KASSIER, W.E., & GROENEWALD, J.A. (1992). Agriculture: An overview. In: R.
Schrire (ed). Wealth or Poverty ? Critical choices for South Africa. Oxford
University Press, Cape Town.

LAPC (1993).

A review of the South African agricultural budget.

LAPC research document.

Unpublished

August 1993, Johannesburg.

LIEBENBERG, G.F. (1990). R.S.A. agricultural trade: The 1980s in review. Special
Report, Directorate Marketing.

LIEBENBERG, G.F., & GROENEWALD, J.A. (1990). Die RSA-Landbouruilvoet.
Agrekon, 29(3), 178-184.

LIPTON (1986). Capitalism and apartheid: South Africa, 1910 - 84. Gower,
Aidershot, England.

RSA (1984). White paper on Agricultural Policy--; 1984. Government Printer,
Pretoria.

THIRTLE, C, SARTORIUS VON BACH, H.J. & VAN ZYL, J. (1993)

productivity in South African agriculture, 1947-1991.
Africa.

Total factor

Development Southern

Vol 10, pp 301-318.

VAN HEERDEN, W.R. (1992). An economic analysis of an aggregate measure of
support for maize in South Africa
VAN ROOYEN, C.J. (1993).

An overview of DBSA's (smal!) farmer support

programme (FSP) 1987 - 1993:

Paper presented at the Evaluation of the FSP

workshop held on 29th and 30th April 1993 at the Development Bank of Southern
Africa.

VAN ROOYEN, C.J., VINK, N. AND CHRISTODOULOU, N.T. (1987).
the agricultural market for small farmers in South Africa:

programme.

223.

Access to

The farmer support

Development Southern Africa. Vol. 4, No. 2, May 1987, pp. 207-

;' ■

■

" -

■

■

-■■

■ . .

■

■ .,

;■

Page 234
VAN ROOYEN, J., VINK, N. & MALATSI, M. (1993). Viewpoint : Agricultural
change, the farm sector and the land issue in South Africa. Development Southern
Africa, Vol 10 (1) : 127- 130.

VAN SCHALKWYK, H.D. AND GROENEWALD, J.A. (1992). Regional Analysis of

South African Agricultural Resource use and Productivity. Agrekon, Vol 31, No
3:116-127.

VANSCHALKWYK, H.D. & VAN ZYL, J. (1993). The South African Land Market:

An Analysis of Land Prices.

Unpublished Mimeo, University of Pi ■etoria, Pretoria.

VAN SCHALKWYK, H.D. & VAN ZYL, J. (1994). Is South African land overvalued:
Common misconceptions.

Paper presented at the 32nd AEASA conference,

University of Pretoria, Pretoria. 19-20 September 1994,

VAN WYK, J.J. (1970). Agricultural Development in South African Bantu Areas.
Agrekon, Vol. 9 No. 1, pp. 64-67.

VAN ZYL, J. (1989). Interrelationships in maize markets in Southern Africa II:
Welfare aspects of the farmer support programme. Development Southern Africa,
Voi 6 no 3.

VAN ZYL, J. AND GROENEWALD, J.A. (1988). Effects of Protection on South
African Commercial Agriculture.

Journal of Agricultural

, Vol 39, No

3:387-401.

VAN ZYL, J. & VAN ROOYEN, J. (1991). Agricultural production in South Africa.
In: M. de Klerk (ed). A Harvest of Discontent: The Land Question in South Africa.
IDASA, Cape Town.

VAN ZYL, J, FENYES, T.I. & VINK, N, (1 987a).

Labour related structural trends

in South African maize production. Agricultural Economics, Vol 1 No 3:241-258.
VAN ZYL, J, VAN DER VYVER, A. & GROENEWALD, J.A. (1987b), The influence

of drought and general economic effects on agriculture. Agrekom, Vo! 27 No 2 :19.

VAN ZYL, J., NEL, H.J.G. AND GROENEWALD, J.A. (1988). Agriculture's
contribution to the South African economy. Agrekon, Vol 26 (1).

VAN ZYL, J-, VAN SCHALKWYK, H.D. AND THIRTLE, C. {1993). Entrepreneurship
and the bottom line : How much of agriculture's profits is due to changes in price,
how much to productivity. Agrekon, Vo! 32, 4.

VINK, N. (1993).

Entrepreneurs and the political economy of reform in South

African agriculture. Agrekon, Vol 32 no.4, pp, 153-166.

VINK, N. & KASSIER, W.E. (1991). Agricultural policy and the South African State.
In: M. de Klerk (ed). A Harvest of Discontent: The Land Question in South Africa.
IDASA, Cape Town.
VOLKSKAS BANK (1994). Agrifokus.

ECA/MRAG/96/12/MR
Page 236

ANNEX IV

ZAMBIA COUNTRY REPORT
By

Oliver S. Saasa

Institute for African Studies
University of Zambia

ECA/M RAG/96/12/MR

Page 237
1.

INTRODUCTION

This

paper

explores

the

contents of Zambia's

Structural

Adjustment

Programme with a view to determining the degree to which agricultural
development and trade have been enhanced over the years up to early 1995.
The paper begins with the economic background to reforms in Zambia,
covering the 1964-1983 period. The structure of the economy is exposed
and the problems of agricultural production and trade highlighted. This is
followed by the analysis of the policy reforms covering the 1983-1995
period. The general policy climate and the actual policies embarked upon are
revealed. The implications of the policy reforms for the agricultural sector
are also treated in this section.

After the analysis of the pre- and post-reforms is made, the paper looks at
the economic performance so far at both the macro-economic and
agricultural sector levels. The paper ends with an overview and conclusions
pertaining to policy reforms and structural adjustment in Zambia, in general,
and agriculture and trade, in particular.

2.

ECONOMIC BACKGROUND TO REFORMS:

2.1

Structure of the Economy

1964-83

At independence in 1964, Zambia's rich mineral resources were well
developed and during the first ten years, world market conditions were
generally favourable.
During this period the pattern of government
expenditure actually reflected the country's steady export receipts from
copper. The major decline in copper prices in 1974 marked the beginning

of Zambia's protracted economic decline. Between 1974 and 1988, for
example, the country's foreign exchange earnings from metal products fell
by 23%. Copper production also declined steadily from 1978. This was
largely due to the increase in overburden to ore ratios in the open-pit mining,
in addition to the difficulty in accessing mineral deposits. Besides, both
inadequate foreign exchange earnings and accelerating domestic inflation
barred the mining companies from reinvesting in spares and maintenance
needed to sustain output levels.
In terms of value added, the mining
sector's output actually declined by 33% over the 1974-85 period. Mineral
revenue as a proportion of GDP stood at 3.8% in 1975 but declined to
below 2% over the 1975-85 period. The share of the strategic mineral
revenue during the pre-SAP period is shown in Table 1.
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TABLE 1:

SHARE OF

Mineral Revenue

Year

As a % of Total Revenue

1975
1980

As a % of GDP

s % GDP

12.9

3.8

28.4

1985

5.3
8.4

1.4

26.4

1986

1.8

22.0

13.4

3.1

1987

23.4

11.1

2.4

1988

22.1

10.2

1989

1.8

17.9

13.0

2.5

1990

19.2

15.0

3.3

1991

22.6

8.0

1.8

23.8

1 Total revenue includes grants

SOURCE:

World Bank (1992), Republic of Zambia: Public expenditure Review, Vol.

TABLE 2:

BALANCE OF PAYMENTS:

II, Washington, World Bank, p.6.

1970-90

1970 1975 1980 1985 1990

Exports of GNPS
imports of GNPS

Resource Balance
Factor Services

959
658

301
-47

868 1608
1345 1765

-477 -157
117

-205

Net Transfers

Current Account
Balance (w/o grants)

911
936

-25

-308

1342
1369

I -27

-f332

-36

107

-726

-538

-13C

370

468

-369

-43

-402

Long Term Capital

Inflows

SOURCE:

World Bank (1993), Zambia:

150

i

Prospects for sustainable and equitable

growth, Washington, World Bank, p.35.

|
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Both external factors and government policy over T970-85 contributed
significantly to Zambia's external balance during this pre-SAP period. Table
2 shows the balance of payments position for the country during this period.

It is noteworthy that the current account during this period was adversely
affected by external shocks that came in quick succession first in 1973
when the price of oil quadrupled and next in 1974 when copper prices
declined considerably. For a country that depended on this product for more
than 90% of its export revenue, the economy experienced severe difficulties
in adjusting to the sudden shocks and by 1975, Zambia was faced with a
sharp decline in government revenue as well as an escalation in the balance
of payments and budget deficits.

Perhaps the major weakness of economic condition in Zambia during the preSAP period was the government's failure to diversify the country's export,

base away from the declining copper sector. Thus, when copper prices
plummeted in 1974, the country experienced severe economic difficulties.
The government's efforts to develop the agricultural sector in a bid to offset
the damage caused by the declining mining industry was not rewarded due
to a host of constraints emanating mainly from its own crippling policies
which included a single channel marketing system; fixed agricultural
producer prices, including that of maize (the staple crop); regulated road
haulage rates; marketing and consumer subsidies in the maize area; etc. (see
below). The non-traditional exports {i.e., non-copper exports) also failed to
provide a substitute to the declining export revenue. During this period, very
little effort was made to broaden the country's export base mainly due to the
government assumption then that the crisis in the copper sector was only
temporary. Hence, trade in agricultural products maintained its relative
insignificance in Zambia's total export earnings and positive fluctuations that
were registered during this period were largely a function of movements in
international commodity prices.

Against the above gloomy picture, Zambia's economic stagnation has
persisted since 1974. For example, between 1974 and the time SAP was
attempted in 1985, GDP growth was at an average of only 1 % per annum,
which was well below the population growth rate of 3.3%. In fact,

government revenue declined sharply from 28% of GDP in 1975 to less than
18% by 1989.

The policy response to the above economic adversity was both inadequate
and, in large part, inappropriate. Faced with decreased foreign exchange
availability and the reluctance to permit a decline in consumption, the
government erected a control regime and borrowed heavily from abroad
under the impression that the crisis was only a passing phase before a
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sustainable economic improvement materialised. Since the country then was
in the category of medium income group, access to !3uch multilateral
institutions as the World Bank and the IMF at non- concessionary terms was

easy and it borrowed heavily to maintain its public consumption

It is worth noting that there appears to have been a s :rong correlation
between the decline in copper revenue and the governm snt's appetite to
borrow abroad in a bid to maintain its import capacity for both consumption

and investment. When both copper production and prices|declined sharply

in the early 1980s, Zambia's net external borrowing per annum tripled (at
constant prices) while world interest rates increased. Consequently, despite

the severe revenue decline, the government expenditure increased from 27%
of GDP in 1974 to over 30% during much of the period prijjr to 1985 when
the structural adjustment measures were put in place, [it was external

borrowing that financed both the fiscal and current account deficit that
stood at almost 10% of GDP during this period. This waif how, by 1984,

Zambia became the most indebted country in the world relative to its GDP.
The increased public expenditure on consumption adversely affected

domestic savings which, in turri, reduced domestic investment considerablv.

Thus, although Zambia's capital formation during the 1971-76 period

averaged 13% of GDP, this declined to only 10% of GDP at the time SAP

was introduced in 1985.

Turning to the productive sector, it is observed that although the overall
policy of the Zambian government during the pre-SAP period was to support

foreign direct investment, on the one hand, a number of policies adversely
compromised this position, on the other. The following government policies
during the pre-reforms period were prominent in the counijry:
•

import substitution;

state control, ownership and management of econojnic activities;

government direction of investment, including thai : of the private

sector;

protection of domestic industry from foreign competition.
Other pre-SAP government policies further compromised the development

of a.sustainable economic base. Firstly, the government sought to control
and influence private investment through the system of industrial licensing.

Secondly, the policy of nationalisation was initiated thrtugh the 1968

Mulungushi Reforms that covered the major fields of the industrial sector.

This was followed by the 1969 Matero Reforms that saw the expropriation

of 51 % controlling shares in the foreign mining business [Saisa, 1987]. The

government established nearly 80 parastatals by 1975 and it owned
controlling shares, in most of them. Considering that these companies

accounted for asmuch as 50%;iof output in manufacturing and transport by

1975 while manufacturings alone accounted for 25%, of GDP, their
vulnerability to the post-1975 balance of payments problem was translated
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into serious difficulties for the whole economy.

The policy of expropriation of foreign assets was coached under nationalistic
sentiments and bordered on the socialist demands for state control of the
'major means of production and distribution/ The motive force behind this
policy was to limit what was perceived as foreign domination of the
economy and, in the process, check foreign investors' repatriation of
unacceptable volumes of profits and dividends.
Consequently, there
emerged in Zambia a proliferation of state-owned enterprises (parastatals)

that operated under a sheltered market and, thus, enjoyed a wide range of
preferences, including privileged access to state subsidies and foreign

exchange; subsidised credit; guaranteed market; preferential tax
concessions; and special treatment in access to import licenses. In the field
of foreign trade, the other aspect of preference regards protection from

external competition. In the pre-SAP controlled regime in Zambia, fairly high
nominal tariff rates were set for consumer goods, particularly 'luxury' ones.
At the same time, low tariff rates were set for industrial inputs.

As can be seen from above, the country's tariff structure constituted the
main instrument of protection and strongly influenced Zambia's direction of
industrial growth. Against this background, it is obvious that the Zambian

government during the pre-SAP period created a policy environment in which
competition was limited and industry grew as an import-substituting activity

behind very high tariff walls. The high degree of protection and the resultant
absence of competition, iater reinforced by decreasing capacity utilisation,
had led to decreased efficiency and evidently escalated costs- In the

parastatal sector, this poor picture was reinforced by weak management and

conflicting objectives of profitability, on the one hand, and employment
creation and the promotion of low consumer prices, on the other. Overally,
Zambia's productive: sector was largely composed of firms .that were
internationally uncompetitive. They were not only unable to compete in the
export market but also with incoming imports had the tariffs;and other
protective barriers been lowered. This adversely distorted the price structure
in the country.

■ ■•

-

Additionally, one of the noteworthy macro-economic policy in the pre-SAP
Zambian economy in the area of trade was the system of import licensing
and; foreign exchange allocation. After 1975 and mainly due to foreign
exchange shortfalls, the government placed quantitative .restrictions on

imports and put in place an elaborate system of import licensing and
administrative allocation of foreign exchange.

j

:

Perhaps the most damaging aspect of the policy of nationalisation in Zambia
was the absence of competition in the economy. In short, the policy of
expropriation of private enterprises by the state accentuated the magnitude
of monopoly in the economy. Additionally, the overly centralised state
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holding companies (i.e., those that served as umbrella bodies for the
nationalised enterprises) were generally unable to provide positive incentives
to their companies to improve their efficiency, reduce codtts, and enhance
profitability, let alone upgrade the quality of their productb.

Similarly, the policy of price control was particularly damaging to enterprise
performance and profitability.
In so far as price control had a high
propensity to reduce corporate profitability, this inhibited both new
investments and the ability (and willingness) to finance plaint maintenance.
From the point of view of the manufacturing sector, price control in Zambia
and the resultant enterprise inefficiency had tended to place supply at a
much lower level than effective demand.

;

Another aspect of the pre-SAP external sector in Zambia concerned the
shortcomings in the government's foreign exchange management system at
the time when the balance of payments crisis took shajse. During this

period, the state failed to recognise the exchange rate bs an important
instrument of balance of payments management. This was presumably
because of the assumption that devaluing the Kwacha would merely increase
inflation without a corresponding improvement in the country's .balance of
payments situation. Consequently, the government opted to ignore market
signals and instead administratively.maintained an overvalued exchange rate

that fuelled excess demand. By 1984, for example, the prjce of US dollars

were going at a rate that was about one third lower than what the market
was willing to offer. This development resulted in the deepening of the
foreign exchange crisis in an economic regime that possessed an inbuilt bias
in favour of the state sector in its highly selective and subjective system of

foreign exchange rationing.

In conclusion, the economic effect of the above-analysed domestic economic

policies was serious especially when combined with external shocks (mainly
the rise in oi! prices and the decline in copper prices). The balance of
payments problems; the consolidation of the import substitution industries;
and the dominance of the inefficient import-intensive and parasitic state
sector that succeeded in stifling the emergence and growtih of the private
sector all played their part in the economic stagnation of Zaimbia during the
pre-SAP period. Consequently, although the GDP sharle of domestic

investments averaged 20% prior to 1974, the economy's anrjiual growth was
only 2.4% during this period. Table 3 shows the averagejannuai rates of
real GDP growth for periods before and after SAP was adopted up to 1991.
Particularly noteworthy from Table 3 vis-a-vis the theme of ihis paper is the
neglection of the agricultural sector during the pre-SAP pericjd. The sector's

contribution to GDP grew at only 2% per annum.

\
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TABLE 3: AVERAGE RATES OF REAL GDP GROWTH:

1965-74

1975-84

1965 - 1991

1985-88

1989-91

1965-91

GDP Total

2.4

0.4

3.2

-1.1

1.1

Agriculture

2.5

0.5

8.3

-2.1

.2.0

Manufacturing

10.1

1.4

2.0

-1.8

4.4

Mining

-3.7

-1.4

-2.9

-2.5

8.6

-7.5

-3.1

-1.2

-2.6

JCOR

67.8

-1.7

8.4

-13.6

-26.3

GNY

2.5

-0.9

6.8

4.8

0.5

INV/GDP

47.3

21.1

13.4

17.6

29.5

Imports/GDP

64.6

32.2

24.5

19.1

42.0

Construction

SOURCE:

World

Bank

{1993),

Zambia:

.

-4.8

.

Prospects

for

equitable growth, op cit., p.15

2.2

The Problems of Agricultural Production and Trade

2.2.1 Basic Attributes

ft is worth noting at the outset that Zambia's potential to grow a wide
variety of crops and to rear livestock is enormous.
In this country,
nevertheless, maize is the predominant and staple crop accounting for 6070% of cultivated land. In terms of value, maize is the' most important
economic commodity next to copper and possesses considerable potential
as an export earner.

.

■.

The agricultural sector's average annual growth rate in the past two decades
has been approximately 2.5%, which is well below the population growth
rate of 3.3%. Consequently, Zambia has been unable to become self; sufficient in this strategic crop, a phenomenon that makes the country a net
importer of food. For example, during the early 1980s, Zambia's food
imports amounted to as much as 10%, on average, of the total imports
value while agricultural exports, accounted for largely by tobacco, stood at
less than 2% of the country's export receipts.

In terms of agricultural sector performance, the general picture has been
disappointing. During the 1980s and early 1990s, agricultural products'
production levels fluctuated considerably and this has been due to a host of
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reasons that included uneconomical prices paid to the farrrers; poor rainfall

patterns; and inefficient marketing systems. Although over the past decade,

the agricultural sector registered quantitative increases in output (e.g., 65%
for maize; 176% for wheat; 113% for mixed beans; and 42% for oilseed),
much of such 'achievements' were at great cost to the global picture. For
example, increased maize production has been achieved at the expense of
other food crops given the government's supportive bias in favour of this
crop. Equally revealing, the above gains, as the Ministry of Agriculture
lamented, "... were primarily the result of land area expansion, with little
growth in productivity; furthermore, taking population growth into account,
per capita food production declined. Additionally, the gaiis realised were
achieved at a very high cost to government and there wais little growth in
agricultural exports. Finally, the farmers who achieved these production
increases have little to show for their achievement."6

Against the above background, what factors explained the poor agricultural
record in. a country with great agricultural potential but ore that uses less
than 15% of its arable agricultural land? Overally, the reasons for the
country's failure to. realise its potential during the pre-reforms period were
(a) excessive government regulation and intervention in the agricultural

markets and (b) weak infrastructure support services. Thejse are examined
briefly below.

2.2.2 Main Constraints
{a}

Government Interventions

The marketing and producer price policies during the pre-SAP period
have had a serious adverse effect on the performance of the
agricultural sector. The marketing of most agricultural commodities
were monopolised by the parastatal sector and government-instituted
co-operatives. The National Agricultural Marketing ESoard and, later,

the Zambia Co-operative Unions exclusively handled

most cereals.

Grain milling was also, by government policy, the

exclusive preserve of three parastatals, namely, th<a Indeco Milling
Company; National Milling Company and Mulungushi Investments.
State intervention was also applied to tobacco, cotton and oilseeds.
With respect to the handling of agricultural inputs, Nitrjogen Chemicals
of Zambia Limited, another parastatal, mono
fertilizer
production and importation. Seed marketing was exclusively assigned
to Zamseed, a parastatal. Overally, it was the National Agricultural
Marketing Board (NAMBOARD) and later the Provincial Co-operative

6GRZ/Mlnistry of Agriculture, Food and fisheries (1892), A Framework for Agricultural policies

to the year 2000 and beyojd, Lusaka, December, -nimeo.
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Unions and the Zambia Co-operative Federation (ZCF) that possessed
the virtualmonopoly over most agricultural inputs. Moreover, for all
the controlled agricultural commodities, the government regulated
both the procurement and sale prices. Transport rates were also
determined by the government. Hence, in order to maintain uniform
prices of controlled goods and services, the government had to
extend subsidies.

fb)

Producer Price Policies

The producer price for the country's staple crop (maize) continued to
be set by the government so that it remained the same throughout the
country (pan-territorial) and throughout the year (pan-seasonal).
Started in the 1974/75 crop season, uniform farmgate floor prices
were set for producers, according to the government then, to ensure

a "fair" and "equitable" compensation to all farmers. Such uniform
prices failed to recognise variations in transport costs.
The
government fixed maize prices using four main criteria, namely, (a)
production costs; (b) export and import parity; (c) crop profitability;
and (d) 'fairness' to both consumers and producers. Of all these
criteria, 'fairness to consumers'seemed to have been more influential
particularly in so far as the government aimed to appease the
politically charged urban-based consumers, consequently, by trying
hard to keep the consumer prices low, the government actually
succeeded in making producer prices remain well below both import

parity and free market prices.7
(c)

Consumer Price Policies

The percentage of the average household income that is spent on
food has been increasing in the past decade. For example, whereas
in the mid-1980, 60% of low-income households expended about

40% of their earnings on cereals, mainly maize meal, this had
increased to over 70% in the early 1990s. When this state of affairs
is complemented by the fact that the urban areas now keep more than

50% of the total population (i.e., a population that consists of mainly
consumers), one recognises that, in the Zambian case, increases in
meal prices and/or disruptions in meal supply could easily translate
into social unrest, as it happened in December 1986 and June 1990.
Consequently, the former government remained fully mindful of the
potential threat to its political survival should maize meal prices go
beyond what the urban consumers consider reasonable.

7SM Janaen D. (19831, Tiada, exchange raw and agricultural pricing pollcie* in Zambia,

World Bank comparative atudies, World Bank, Washington,
D.C.
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Consequently, for much of the pre-SAP period, jthe government
controlled the retail price of breakfast {i.e., refined) and roller meal.
To ensure that prices were kept at controlled levels, 4 'arge proportion
of marketed maize meal was sold through state shoij)s. The coupons
system was introduced in January 1989 and constituted yet another

form of subsidizing the cost of maize meal.
It was exclusively
targeted towards the politically-sensitive urban and peri-urban
households that earned annual incomes of less than K20,500.

fdj

Marketing Subsidies

The

\

marketing of maize has also benefited frbm government

subsidies, initially through NAMBOARD and later through ZCF and the
provincial unions. Under the system, millers were! able to procure
maize at prices that were closer to producer prices, it is equally
noteworthy that the government also used to set iihto-miil price for

maize and ensured that the price was uniform throughout the country.
When the government suspected that large-scale private millers were
not complying with the price control regime, it nationalised them in
1986.

|
i

The budgetary implications of the pre-reforms heavyj maize subsidies
were significant, !n particular, between 1980 aiji.d 1990, maize
subsidies ranged between 2.1% and 145% of the total budget

deficit.8 Table 4 shows the government budget deficit and maize

subsidy in Zambia over the 1980-90 period when government
intervention in the agricultural sector was highest. :

(e)

Weak Government Support

\

It is obvious from the above analysis that the government's pricing
and marketing policies in the agricultural sector during the pre-reforms
period failed to provide sufficient incentives for increased output by
farmers. The state dominance of the agricultural sector at both inputs
supply and actual production {e.g., through state ranqhes/farms, rural
reconstruction centers, etc) did discourage the emergence of private
sector-led agricultural development. Complimentary to such faulty
state policies and interventions was the weak infrastructure support
to the farming community. The following weaknesses were quite
pronounced:

SGR2 II990), Evaluation of tha performance of the maize sub-sector, Ministry of Agriculture,

ECA/MRAG/96/12/MR
Page 247

Table 4:

GOVERNMENT BUDGET DEFICIT AND MAIZE SUBSIDY IN
ZAMBIA:

1980-90

Budget Deficit
(K'million)

(K'million)

160.3

1980

155.7

1981
1982

658.1
288.6

1983

284.8

1984

280.4

1985

1025.7

1986
1987

2146.8
1531.2

1988

3699.0

1989

2801.4

1990

SOURCE:

(f)

Total Maize Subsidy

154.0
87.1
138.0
124.7

81.6
134.0
565.0
638.4

1413.0
1585.6
3363.9

GRZ (1990), 1990 and maize sector study, Lusaka, NCDP, p.15

Maize Bias

Because of the policy bias in favour of maize, infrastructure and
service support to the agricultural sector discriminated against other
equally rewarding activities in this sector targeted at both the
domestic and external markets. Consequently, a badly distorted and
lop-sided agricultural sector emerged that was dominated by a single
crop, maize, that was encouraged even in areas that were not suited
for its production. The crop covered, and still covers about 70% of
all cultivated land in Zambia. Similarly, throughout the 1980s,
subsidies targeted at maize marketing and fertilizer claimed between

5-10% of the government's total budget. These subsidies, together
with the coupons system, exceeded 16% of the budget in 1988 and
1989. Such huge government expenditures on one crop fuelled
inflationary budgetary deficits as earlier shown.

(gj

inadequate Financial Resources

Apart from the one-crop bias, the Zambian government policy
neglected the agricultural sector in terms of financial resource
allocations. This is despite the reality that the majority of the people
depend on agriculture for their livelihood. During the 1980s, the
agricultural sector's share of total government expenditure ranged
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Table 5:

Government resource allocation to agriculture, 1980 "s

Year

AE/TE

1980

23

21

1981

23

13

17

1982
1983

12

16

16

17

11

21

99^

0.71

10

103;

0.70

AC/TC

AR/TR

.

AC Inijtex

Pc/Tc

100I

0.82

82;

0.83

1984

14

16

1985

13

11

68

6

4.71

1986

12

15

16

3.60

1987

14

15

66
152;

26

13

1601

0.84

139!

2.28

85 !

1.92

1988

8

1989

23

5

4

14

1990

1

4

12

2

1.8S

1.50
ffWWiBiiiiiiirarmim

NOTE: From 1988, subsidies are not included in agricultural recurrentlexpenditures nor in
total government agricultural expenditure. The shares for theke expenditures are
thus much lower since 1988.

I

AE/TE

Total government agricultural expenditures ih relation to total

AC/TC

Agricultural capital
expenditure.

AR/TR

AC Index
Pc/Tc

government expenditure.

expenditures

;

in

relation
I

to

total

capital

Agricultural recurrent expenditures in relation to total recurrent
expenditures.

Index of agricultural capital expenditure.
;
Personnel costs in relation to total departmental recurrent costs.
i

SOURCE:

Adam C. et al(1994), Evaluation of Swedish Development Co-operation with

Zambia, Stockholm, SASDA, p.51

i

between 11-16%. Capita! expenditure, in particular, suffered considerably

and any noticeable improvements in resource allocations {e g., in 1986 and

1987) was largely a function of donor support under SAP.! Table 5 shows

government resource allocation to th^ agricultural sector oyer the 1980-90

period. One noteworthy phenomenon from the table is that personnel costs
{wages and salaries) had increasingly claimed substantial proportion of the
total recurrent costs, thus, suggesting that strategic expenditure as those

related to servicing and materials were sacrificed. This necessarily affected

the government's ability to provide the farming community with essential

services.

I
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(h)

inadequate Infrastructure and Services

in spite of policy statements during the pre-SAP period that suggested
government commitment to the support of the farming community,
inadequate infrastructure and agriculture-support services' had
hindered positive developments. Such infrastructural provisions as
roads, rail systems and transportation (vehicles) had tended to favour
farmers based in urban areas while rural areas have generally been
neglected. Thus, surplus produce from the majority of farmers could
not easily reach the market. Agricultural storage facilities were/are
also inadequate/ a state of affairs that demands that grain must be
transported to safe centralised storage facilities before the onset of
the rainy season to prevent it from going to waste. With poor
transportation system, an unacceptable volume of grain output is
destroyed In this way every year.

Similarly; such agriculture-support services as extension, marketing
and credit tended to be inadequate and their operations biased in
favour of large-scale commercial farmers. Inadequate information on

appropriate farming systems is also a major constraint.
The
government attempted to link research data to actual production by

establishing Adaptive Research Planning Teams (ARPTs) in all the

provinces. However, poor funding of ARPTs had compromised their
effectiveness in productively disseminating valuable data to the
farming community.

During the pre-reforms period, the exportation and importation of
commodities, including agricultural products, were controlled by the
government through a system of licensing. For maize and maize meal,
exports were not permitted when the government believed that this could
adversely affected national food security requirements. At the time, only
NAM&OARD and, later ZCF, were allowed to be involved in the maize
import/export activity.

During the pre-SAP period, the inadequate local production and supply of
food due to a combination of factors, including the weather, forced the
country to import a variety of commodities. Zambia is also a major receiver
of food aid particularly during drought years. The country's food imports
have been growing since independence. During the 1980s, the cost of food
imports (mainly cereals) ranked second to manufacturing. The commodities
included maize, wheat, and rice.

Unauthorised cross-boarder trade is know to exist between Zambia and her

neighbours.

Some estimates of '"'illegal' trade in maize has been put at
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"several million bags annually."9 The over-valued Zambian currency at the

time chiefly explained the inclination for cross-border trade. The highly
subsidized cheap maize meal also provided an incentive to people along the

borders to sell it across with handsome returns. The Shaba in Zaire is
known to depend quite considerably on Zambian maize whlile some '//legal'

flows

were

noted

from

Zambia

to

Malawi,

Namibia,

Angola

and

Mozambique.

What did Zambia learn from the economic regime that existed before
structural adjustment policies were adopted? The following seem to flow
from the preceding analysis.
(a)
The country's macro-economic policies ultimately determined the
structure of incentives to agricultural production and trade. Zambia's

policy of price interventions, which was a component of the
economy-wide control policy, worked against j the necessary
incentives to increased agricultural output and the di ect and indirect
benefits derived from that. Agriculture contributec I, on average, a
meagre 2.5% of GDP during the 1980s.
(b)

The government policy of self-sufficiency in the country's staple food

crop (maize) has been achieved at a great expense to other crops that
do possess a comparative advantage in intra-regiona trade. National

food security had also been threatened by the policy-induced restraint
on crop diversification.

(c)

Government subsidies on consumption not only inflated the huge
government deficit but diverted

resources away from the more

productive pursuits of the government, including agricultural extension
and supportive infrastructure provision.
3.

POLICY REFORMS:

1983-1995

3.1

General Policy Climate

It is evident from Section 2 above that the pre-structural adjustment period
in Zambia was basically by a 'command economy' characterised by a policy

environment in which government intervention; price controls; and the

absence of competition restricted both agricultural and industrial growth.

The high degree of protection (emanating from the import-substitution policy)
and the subsequent absence of competition, had resulted in decreased

efficiency and escalated cost structures. Similarly, the poliqy of price control

seriously affected the productive sectors' performance an^i profitability. In

so far as the policy of price control had a high propensity to discourage
9McKenzie, J. Si Chonoweth, F. (19921, "Zambia's marketing policies: Consequences and

needed reforms," Wyckoff, J..& Rukuni, M. (eds). Food
security research in Africa:
University of Zimbabwe, p.71.

Policy implications, Harare,

^
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efficiency, this inhibited new investment among both the farming community
and manufacturers.

From the point of view of the production of any

commodity, price control in Zambia and the attendant inefficiency had
tended to place supply at a much lower level than effective demand.

In order to cope with the above problems, the government began in 1983

to work towards economic stabilisation. Appendix 1 gives the matrix on
how the reform programme in Zambia has been implemented so far. The
matrix also shows the conditionalities attached to the various components.

Although a number of stabilisation packages agreed with the IMF date back

to 1973, most of these were aimed at demand management and hardly
amounted to a comprehensive structural adjustment package. It was really
the 1983-87 package, agreed with the IMF and World Bank, that constituted
the first comprehensive approach to solving Zambia's economic adversity.

The programme covered a much wider range of structural policies (see
below).
This programme was interrupted in May 1987 when the

government, under pressure from the people, unilaterally abandoned it. The
political discontent that mounted against the programrne, particularly from

the strong organised labour under the Zambia Congress of Trade Unions,
burst out into food riots in December 1986. This resulted jn several human
losses and one of the components of the reforms (the auction system) was
particularly blamed for what were generally seen as insensitive policies,

However, after mid-1988, the government recognised that economic realities
pointed to the need to return to the IMF - and the World Bank - supported
reform programme and it decided to gradually liberalise the economy. In
June 1989, a comprehensive list of decontrol measures were put in place by
the government, evidently in preparation for a smooth return to a highly
flexible regime with movement towards full-scale liberalisation.
The
economic and financial Policy Framework Paper (PFP), covering the 19891993 period, was prepared by the government with assistance from the IMF
and the World Bank. However, the political wind of change swept President

o
Kaunda out of office and a new government of President Chilubatook over
^ixthe reigns of power after multi-party elections in October 1991. The new
■ orr government committed itself to adopting the structural adjustment
programme with added political will and policy commitment. This has
continued up to now.

3.2

Specific Policies

:

.■;■.■

:: -'o ;lBspi£erOf the characteristic 'stop-go'experience with structural: adjustment
e:;v programme in Zambia, the basic components of the refprrps remained

basically the same. Zambia's rather rocky position on structural fo'jwstment

can be categorised into five phases: (a) 1980 to 1983 being th£ period
before SAP proper; (b) 1983-1987 when SAP was adopted; (c) mid-1987 to
1989 when the government abandoned SAP; (d) 1990-1991 when
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liberalisation was re-introduced; and (e) late 1991 to the pre ent day (1995)
when a new government came into power and full-scale and accelerated
SAP has been adopted.
During the periods of economic reforms, the
following constituted the basic attributed of SAP in spite of variations in
actual commitment over the years.

Zambia's fiscal policies under SAP revolve around prudent fiscal
management that aim at balancing the budget by way of g adual reduction
and eventual elimination of the large budget deficit. A number of strategies
have been adopted to realise this. First and foremost, he government
he government
decided to eliminate subsidies on maize and fertilizer,
recognised that subsidies suppressed agricultural product ion since their
prices failed to reflect market forces. The plan for subsidy elimination was
phased. Initially, fertilizer and mealie meal {i.e., maize flour subsidies were
eliminated by June 1992 while that on maize handling wa postponed to a
later period since the 1 992 drought conditions complicated such an action.
By 1994, all consumer subsidies on maize and maize products were
completely eliminated and the price of mealie meal liberalised,
Complimentary to this decision was the government's policy to totally
withdraw from the marketing and distribution of mealie meal in order to
allow for private competition.

Another fiscal policy decision under the structural adjustment programme in
that has had considerable impact on the level of government

is the policy of privatisation.
's

policy of

competition

The structural

enhancement was

adjustment

best expressed

through the government decision to privatise the parastatal companies.
Given the background of the poor performance of these s :ate enterprises,
the decision to privatise them. constituted the heart o f the country's
economic restructuring exercise.

The Privatisation Act was passed in July

1992 and, subsequently, the Zambia Privatisation Agencv was created to
handle the privatisation process. The Act has authorised the divesture of
government from commercial enterprises by way of trade sales ; management
by-outs; share

floatations;

leasing;

management

contr cts;

dilution

of

government shareholding; etc.

Yet another fiscal policy measure that has long-term positi e effects on the
budget deficit is that of retrenchment in the civil service to make it leaner,

efficient and productive. The aim is to reduce the civil serv ce as part off the
h
civil service reform.

Related to this is the government de ision to extend

financial autonomy to city and municipal councils and, thu^, remove undue
control and support from the central government.
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Lastly, in an effort to promote prudent fiscal management, the government
adopted a cash-based budget system in January 1993. Under this system,
the government has made a policy decision to curb inflation by reducing
money supply.

Hence, the government is expected not to incur any

expenditure that is not covered by existing revenue.

The cash budget has

so far operated as follows:
all domestic expenditures on both capital and recurrent expenses are
expected to be covered by existing domestic revenue;

donor's balance of payments support is expected to meet the
country's external debt servicing. Implied in this strategy is that
external debt servicing, the largest component of government
expenditure, is financed by external budgetary support. The servicing
of domestic debt, on the other hand, is being done by sales of
treasury bills.

In this respect, the government finances maturing

domestic debt obligations by rolling over maturing treasury bills.
3.2.2 Monetary Policies
Monetary policy management under structural adjustment programme in
Zambia aims mainly at complementing the government's on-going efforts to
reduce inflation.

One key guiding principle in this respect is the centra!

bank's withdrawal from commercial and semi-commercial activities so as to
allow commercial banks perform such functions. The Bank of Zambia, thus,
now concentrates mainly on controlling both primary liquidity and money

supply.

Before, the Bank of Zambia was involved in the administrative

allocation of foreign exchange, for instance. Thus, the central bank's main
areas of monetary policy activity focus on the reduction of rapid growth in

money supply through, inter alia, a reduction in government borrowing.
A number of other monetary policies have accompanied Zambia's structural

adjustment reforms.
(a)

These are briefly presented below.

Interest Rate Liberalisation

The

government decided to move away from governmentdetermined/regulated interest rates towards attaining positive interest
rates that would encourage savings.
When the adjustment
programme was embarked upon, interest rates were negative in real

terms.

Thus,

with

the

policy

of

liberalising

interest

rates,

the

government hopes to realise positive rates that woufd induce the
much needed savings, investment and an efficient allocative system

to service competing users of loanable finance. Complete interest
rate liberalisation was, thus, effected in .1992, Since January 1993,
the sale of government treasury bills are being administered by the
central bank at rates of interest that are market-determined.

Under

the tender system, the amount of bills offered for tend is equivalent
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to what the government needs to meet the maturities, for the
following week.

:,■■::-,

The exchange rate management has also been usec in Zambia as a
policy tool, to enhance the realisation of the re orm measures'
objectives. In this respect, the government has pledged to adjust the

exchange rate to a level that clears the market. In February 1990, the
government quickened the pace of effective exchange rate adjustment
by introducing, as a temporary measure, a dual fdreign exchange
regime that possessed two windows. The copper sector's foreign
currency receipts were sold at the first window {the o !ficial rate) while

receipts from non-traditional (i.e., non-copper) exports and external
loans and grants were channelled through the second window (market
rate).

Overally, exchange rate liberalisation resulted in immediate
devaluation of the Zambian Kwacha. In early January 1992, a 30%
devaluation of the Kwacha was effected.
Twc months later,
exporters of non-traditional exports were allowed by the government
to retain 100% of their foreign exchange receipts unlike in the past
when 50% of this had to be surrendered to the dentral bank. In
October 1 992, Bureaux de change were allowed to operate and two
months later, the official and the bureaux rates of exchange were
unified. Since then, the market has been allowed to determine the
exchange rate of the Zambian currency with a view to allowing it to
achieve full convertibility.

(c)

Creation of Capital Markets

it is government policy to create capital markets by facilitating the
growth of the banking sector so as to allow for a-diversified system
of financial intermediation. The government expect;; that this would
allow for the creation of a sophisticated money and capital market

instruments through which borrowers can souiice the needed
productive investment capital.

Zambia's trade with the world has been liberalised under structural

adjustment programme. Access to foreign exchanbe for exporters
and importers has been liberalised while administrate e and other nontariff barriers to trade have been substantially elim nated. External
trade performance in Zambia has been closely linked to the country's
exchange rate policies. The experience of the count ■y over the 1980
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to 1994 period confirm the strong correlation between export volumes
and the real exchange rate and the government's decision to liberalise
the latter is in recognition of this reality. Figure 1 which confirms this
phenomenon reveals that non-traditional exports increased by close
to 80% in the two years following the introduction of reforms in
1983. When Zambia abandoned SAP in mid-1987 which resulted in
a considerable appreciation of the real exchange rate, export growth

in the non-traditional sector dramatically reversed such that by 1990,

the export levels were similar to the 1983 ones. Expectediy, when
the government returned to the policy of liberalisation around 1990,
an appreciable degree of non-traditional export growth was registered.
The post-1991 which registered a relatively stable, albeit slightly
appreciating, real exchange rate was accompanied by the weakening
of the non-traditional export sector.
Copper exports are rather
insensitive to the real exchange rate since the sector's revenue and

a significant part of its costs are denominated in the convertible US
dollar. Nevertheless, the Kwacha devaluation does positively affect
the sector's profitability to the extent that there are local costs such
as personnel remuneration.

3.3

Policy Implications for the Agricultural Sector

The above-discussed macro-economic policy changes have had far reaching
implications for the agricultural sector in Zambia. Firstly, through the
Agricultural Marketing Act of 1989, the government has deregulated the
marketing of agricultural products and inputs. In this respect, the state shall
intervenes in the private sector-led agricultural marketing only for the
purpose of ensuring the maintenance of strategic national food reserves to
fill whatever deficit that the private sector may be unable to meet. To
implement this policy, all parastatals that were/are involved in marketing
activities have been either abolished (e.g., NAMBOARD) or are earmarked for
privatisation.

Related to the issue of marketing is the policy decision that exports of all
,

agricultural commodities, as long as they adhere to health regulations, are
freely permitted. Similarly, in order to expose Zambia to the competitive

external market, imports of agricultural commodities and inputs are allowed
subject to the payment of duty and tax. The government stFives to set such
tariffs that are low enough in order to avoid the creation of barriers to trade
in farm products. It is noteworthy that the government has decided to
convert the current sales tax to Value Added Tax (VAT) effective July 1995.

It is expected that the VAT system wouldi enhance, inter alia, Zambia's
export competitiveness by eliminating the cost of Input sales tax for
exporters.

'

;
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As a result of the above liberalisation measures in the agricultural sector,
maize production and marketing subsidies have been elirrjinated. Hence,
maize marketing decisions and prices are now, in principle,! being governed
by market forces.

Under its policy of liberalisation, the government still
recognises that the creation of a market economy does not necessarily entail
that the state must have no interest or involvement in commodity, input or
resource markets. To the contrary, government involvement is still being
recognised as essential.

However, such involvement is being perceived to

be indirect and supportive rather than direct and competitive. This implies
government's involvement in some transitional functions such as those
related to the provision of support services and guaranteeing of national food
security. For example, although the government has decided to surrender
the responsibility of grain storage to the private sector, a transitional leasing
programme for public grain storage facilities is seen to be essential.
With respect to the export market, the government's economic reform
programme identifies as among of the main agricultural sector's objectives
the need "to significantly expand the sector's contribution to the national
balance of payments by, among other things, expanding agricultural exports

in line with international comparative advantage.10

Figure 2 gives the

timetable of stabilisation and structural measures for the agricultural sector

over the 1990-93 period.

!

In conclusion, the development of a competitive agricultural sector
constitutes the principal element of the Zambian government's structural
adjustment strategy in this area. The ultimate goal is to achieve and sustain
self-sufficiency in the country's food production as well as to produce
adequate surplus for the export market. Food security at the national and
household levels is yet another broad objective. It is in the context of these
policy targets that the government strives to restructure the above-discussed

agricultural marketing and pricing systems as well as the elimination of
subsidies; realisation of equilibrium pricing of all agricultural commodities;
enhancement of private sector participation in the sector; ;and the removal
of tariffs and non-tariff barriers to agricultural exports.
■

4.1

Macro-Economic Level

The policy reforms have resulted in considerable progress; in many areas.

Firstly, the fiscal deficit was reduced from over 10% in 1991 to 3.5% in
1992. This major reduction was explained principally by the substantial

removal of agricultural subsidies. However, the fiscal success was adversely
affected by the severe drought that affected the country ih 1992. This

1OGRZ(1992], A ftamaiwork for agricultural policies to the year 2000 and beyond, Lusaka,

Ministry of Agriculture, Food and Fisheries, December, p.1

Page 257

Figure 2:

TIMETABLE OF STABILISATION AND STRUCTURAL
MEASURES FOR THE AGRICULTURAL SECTOR,
1990-93

Timing

Measure

Permit private trading in maize
and fertilizer

Revise rules for, and implement
revised floor pricing system
with seasonal and geographical

Implementation September,
1990

Early 1991

variations

Establish clear rules for operation
and financing of maize strategic

Early 1991

reserves

Decontrol of price of maize and
maize meal production

Eliminate transport subsidies for
maize

Phase out all subsidies on fertilizer
and decontrol of fertilizer prices

Implement hammer mill programme and
encourage other private milling

Mid-1991

1993

1991

1 990-93

to stimulate competition
Establish priority expenditure

programme for the Agriculture

1990-93

sector

SOURCE:

GRZ (1991), New Economic Recovery Programme: Economic and Financial Policy
Framework Paper, 1991-93, Lusaka, Ministry of Finance & NCDP
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TABLE 6:

GOVERNMENT BUDGET DEFICIT, GROWTH IN MOiN EY SUPPLY AND

Govt. Budget

Money Supply

Deficit/GDP

Growth rates

23.5

1985

-7.3

1986
1987

-15.9
..-8.9

1988

-8.7

54.3
61.6

1989

-3.9

65.2

1990

-6.7

1991

...-6.1

1992

-3.5

98.6

1993

-2.5

107.2

N/A

1994

93,1

45.5. .

95.6
N/A

Inflation
rates

58.7

.:!,"■'
: J ..
I"""1

.:' 35.2
:: is.o
57:0

158.0

-

..ip.6-8

'/.". . .':. til j

191.2
138.3
35.1'

GR2 (1994) Adjustment in Africa: The Zambian experience, Paper presented by the
Ministry of Finance/Bank of Zambia to the World Bank seminar on adjustment in
Africa, Harare, May.

"derived from GRZ (1995), Budget Address by the Minister of Finance, Lusaka, 27
January.

resulted in the costly importation of large volumes of grains.
This
development, taken together with the government's decision to increase
salaries by 150% in 1992 largely explained the high rate of inflation in that
year compared to the previous years. Table 6 gives the summary of the
government's budget deficit, growth in money supply and inflation rates
over the 1985-93 period.

By 1992, the inflation growth rate reached 191.2% as opposed to 111.1 %
the previous year. The situation improved in 1993 when inflation recorded
a 138.3% growth rate.
Due to the government's financial stringency
especially following the strict adherence to the cash budget, the average
inflation growth rate in 1994 was as low as 35.1%.
Several factors
explained the high inflation growth rate during the pre-1994 period. The
high expansion rate of aggregate demand had superseded supply while the
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large government deficit; high wage settlement; and over money supply all
worked towards increasing the growth in demand.
The generally poor economic performance over the 1991-93 period had an
adverse effect on the real growth of the Zambian economy. The value of
the manufacturing output declined by 10% in 1991 compared to the 7.8%
increase the previous year. The poor performance has been explained by (a)
reduced ability of most manufacturing firms to import the needed raw
materials and requisite equipment; (b) poor plant rehabilitation record; and
(c) liquidity problems due to low profit margins and prohibitively hign interest
rates on commercial laons.

In the area of financial liberalisation, some positive changes have taken place
with respect to interest rates, exchange rates and foreign exchange. Interest
rates remained quite high during the pre-1993 reform period. However, they
began to respond positively when the government introduced the treasury
bills tender in January 1993. interest rates on commercial loans had moved
from over 100% in 1993/94 to less than 50% by March 1995, With regard
to foreign exchange liberalisation, significant progress has been achieved.
The rationing of foreign exchange through the Foreign Exchange
Management Committee was abandoned in 1990 when an Open General
Licence (OGL) Import System was introduced. The OGL initially operated on
a positive list concept but was later switched to that of negative list.
Foreign exchange controls were finally abolished in January 1994 and
subsequently, the OGL system was also abandoned. After the merger of the
official with the bureaux de change rates, the Kwacha depreciated
significantly. During 1994, the exchange rate fluctuated between K647 and
K720 to the US dollar, reflecting trie general stability of the foreign exchange
market, relative to the previous period, it was only until February/March
1995 that the rate climbed to over K800 to the US dollar and concern
emerged. The government decision to replace the Central Bank Governor in
early 1995 had been attributed to the need to bring back confidence in the
financial market following the negative rate movement.

Lastly, the privatisation process has started, albeit at a slower pace than

anticipated. The Zambia Privatisation Agency was established ;tb manage
:the sale of state-owned companies. The government has so far approved
the sale of more than
successfully been sold.

100 companies although only about 10 have
...

Notwithstanding the above achievements with the reform programme, a

number of disappointments have been registered in several areas. Firstly,
the financing of maturing treasury bills through roll overs rather than paying
them out of the government's revenue has avoided the crowding out of the
limited resources for other domestic expenditures. However; the 'rollover'
approach has prompted the escalation of the government's debt stock from

K45 billion in January 1993 to about K150 billion by j October 1994.
Although this latter amount represents a bearable percentage of GDP, the
system's potential danger of worsening the government'^ domestic debt
burden does raise concern.

Secondly,

the fiscal stringency of the cash budget,

;

much

as

it

has

significantly explained the decline in the 1994 inflation growlth rate, did bring
about severe hardships to many government and gbvernment-aided
institutions that have been starved of both recurrent and capital expenditure

resources. Real wages have also declined particularly for fljie public service
employees.
j

Despite considerable progress made in the liberalisation of agricultural
production, marketing and distribution, there still remainecj a good number

of constraints. Grain output has been hampered by both niatural calamities
and the transitional fiscal stringency under the cash-based! budget system.

Immediately the new government dedicated itself to major structural reforms
in the agricultural sector, the worst drought in living mempry hit the entire
Southern African region. Its most immediate adverse effect was on food
security and the general agricultural output. Maize production experienced

the worst decline, falling from 12.2 million 90Kg bags in 19191 to 5.2 million

in 1993, Due to the magnitude of the problem, the government was unable

to immediately and completely liberalise maize marketing and remove
subsidies. By the 1993/94 marketing season, nevertheless^ the government
had removed all maize production and marketing subsidies, £hus, leaving the
market to be in control.
•
■
■
!
■
The speed of liberalisation in the agricultural sector also ^appears to have

caused serious transitional difficulties for both farmers arjd private sector
agents involved in crop and inputs marketing and. handling; Beginning with

the farmers, under the fiscal stringency of the cash budgetj the government

was unable to pay them around August/September 19JJ3 and, instead,

offered promissory notes which were scheduled to be redeemed in February
1994. The farmers complained bitterly about this arrangement and the
entire episode casted a dark shadow over the not-so-harmorjious relationship
between the farming community and the government.

With respect to the policy of marketing liberalisation, the private sector has
been unable to respond positively and promptly to the new environment due
to a host of reasons. First, due to quite high positive interest rates against
loanable capital from commercial banks, the private secto;r.failed to fill the

space left open by the government withdrawal from this serivice provision as
they could not easily access marketing finance. Consequently, considerable

amounts of maize remained unpurchased during the 19^3/94 marketing
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season. This caused severe hardships to many farmers who needed cash
payments for them to pay off their agricultural loans and be prepared for the
next season. Second, the private sector has been quite slow in investing in

storage facilities.

The above problems tended to compromise the support that the farming
community in Zambia initially extended to the reform programme. As two
analysts ably summarised the anxieties,

these problems undermined confidence in the agricultural
reform programme and led to calls to reverse liberalisation. In
an anti-reform backlash, old statist and urban bias reflexes
were reasserted throughout late 1993. Politicians expressed
the fear that liberalisation would result in excessive consumer
food prices. Even within the cabinet, contradictory statements

were made about the sustainability of the programme and the
desirability of rapid liberalisation, which only served to confuse

economic agents about the government's intentions.^

Against the above background, it appears that the problems in the
agricultural sector liberalisation during the reforms period have been more a
function of the fiscal squeeze necessitated by the reform's stabilisation
components.

There are also constraints to the agricultural sector that, strictly, may not be
attributed to the reform measures but which, nevertheless, served as serious
disincentives to the farming community. Firstly, there is absence of a vital
information system. An adequate and reliable market information system is
crucial in a liberalised agricultural sector so that the government, producers

and traders are facilitated to make sound business decisions. It is such
information system that is supposed to give farmers market signals to which
they have to respond promptly. Secondly, the absence of an adequate and
fairly decentralised capital market has limited access to funds for purchasing
crops and agricultural inputs. Crop financing, even under the liberalised

system';; continues to be provided mainly by the government. Under the
fiscal discipline of the cash budget, crop financing has continued to affect
the agricultural sector. Lastly, insufficient storage facilities as well as poor
road and transport infrastructure have also combined to negatively affect the
smooth implementation of the reform programme in the agftauFtural sector.

With respect to the effect of the economic reforms on regional trade in

agricultural commodities, one notes that there still has not Seen considerable
non-traditional export flows. Zambia has, nevertheless; liberalised both the
import and export trade in agricultural products. As sr member of such

1 YNicolas Van de Welle & Chiwele, D. (1995), Implementing the 1990s reform programme in

Zambia: The role of policy learning. Paper presented to the
IAS Seminar Series, Lusaka, February. '"" '
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regional organisations as CQMESA (formerly PTA) and SApC, Zambia also
strives to harmonise its trade policies with other regional member countries.
■■

■

■

!

in recognition of the many constraints to improved agricultural performance

and the fragmented donor support in the area of agricultural growth
enhancement, the government, with the support of the World Bank and
other donors, has come up with the Agricultural Sector Investment
Programme (ASIP), This Programme adopts the integrated Sector approach
and consists of three main components, namely, (a) policy jand institutional
reforms; (b) support for private sector investment; and (c) rehabilitation and

strengthening of the public sector agricultural services.12 j

0VERV5EW AND CONCLUSIONS

j

The analysis in this paper has revealed a number of important elements and

factors regarding agriculture and trade in the context of Zambia's economic
reform measures. The poor economic development that characterised the
pre-1983

period was

explained

by both

external

shoc|ks and

internal

problems. The latter was characterised by both faulty government policies

and weak institutional capacities.

The pre-reforms period's absence of

competition; price controls; state sector dominance; andithe subsequent
suppression of private sector development and consolidation all worked
against positive growth trends in the economy.

For the agricultural sector,

in particular, limited resources targeted towards the farming! community and

consumer subsidies adversely distorted both the investmentjpattems and the
price structure in the sector. The policy environment alsoj encouraged the
dominance of one crop, a phenomenon that partially explains why less than

20% of the country's arable land is currently under cultivation.

All the

above developments adversely affected the development! of the Zambian

economy, in general, and the agricultural sector, in particular. It was against
this background that structural adjustment measures wejre attempted in
1983.
|"

With the exception of the brief period when the policy of liberalisation was

abandoned (1987-88), the government has tried'to adhe|rd to the! reform
measures. A number of structural and strategic difficulties-stiif'periist that

seem to compromise the speed of the adjustmeht process; ahd "the.1 level of
policy rewards. In the field of privatisation, the prqgra'rnhie] seems to be too

ambitious given the institutional capacity iimitatiphs and re^ciurce constraints

that continue to slow down the process.

Thegovernment intends to

privatise in one year alone and by the end of 1995 113 companies out of a

total of 150 parastatals.

And yet by the end. of Januaf)J;T;99'5,only 12

companies were privatised. Supportive institutions fr< the privatisation
process, particularly the Zambia Privatisation AgericV >1ZPA) and the

12GR2 (1994), Agricultural Sector Investment Programme [ASIP] Appraisal (Summary Report),

Lusaka, Ministry of.Agricutura, Food and:Fisheries, July.

^^
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investment Centre, have continued to suffer from both financial and human
resource constraints. The lack of previous experience with privatisation; the
heavy ZPA dependence on foreign consultants that operate without a clearly
defined skills transfer programme; cumbersome bureaucratic processes;
weak domestic venture capital markets; etc, all seem to compromise the
privatisation process.
Overally, government ministers are increasingly

accused of being too over zealous in the privatisation process in a way that

seems to suggest that politicians have run faster than the technocrats. The

case of the agricultural sector illustrates this concern more vividly.
Agricultural marketing has failed three years in a role chiefly because the
resource and capacity limitations made the private sector fail to respond
promptly and positively to the liberalised mode of doing things particularly
in the non-commercial sector. The 1993/94 agricultural marketing season

has been described as the worst in living memory where the bread neck
speed with which the government intends to balance the budget and lower
down inflation has introduced crippling austerity measures that significantly
reduced resources to the agricultural sector. Thus, loanable capital dwindled
(amidst prohibitive interest rates); resources to purchase farmers' produce
dried up; and the inability of the liberalised system to, collect grain to safe
storages all worked against the farming community's confidence in the
policy reforms.

The experience of the process of liberalisation in the agricultural sector (and
in many other productive sectors) suggests that considerations of the timing,
sequencing and speed of the reform process must always be taken into
careful account vis-a-vis the economy's characteristics and capacity
constraints. It is evident in the Zambian case that there has been serious
difficulties resulting from the government's attempt to simultaneously
undertake far-reaching structural reforms as well as tough macro-economic
stabilisation.

As has been observed recently,

the government's strict austerity fiscal and monetary stance,

dictated by the overarching objective of reigning-in inflation,
complicated structural reform in agriculture.
In particular,
macro-economic policy was at least partly responsible for the
sector's enormous financial difficulties. Most economists now

argue that most successful cases of structural adjustment in
the Third World followed a prior successful stabilisation
exercise. By attempting to achieve them simultaneously, the
government was running a significant risk that they would

come into conflict.13
Lastly, with
respect to
agricultural commodities,

13Nicola9 Vande Watle & Chiwele (19951, op cit

the enhancement of intra-regional trade in
Zambia's
exchange rate liberalisation has
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provided an added impetus to the non-traditional exporters ^o penetrate the
regional export market. Zambia is a member of both SADCp and COMESA.
In the latter/ members aim to remove both tariffs and non-jtariff barriers to
intra-regional trade.
Considering the speed with whiph Zambia has

liberalised its economy, many producers in the country corjnplain that they

are exposed to 'unlevelled playing field' in their regional trjade interaction.

Hence, it is generally argued that Zambian exporters are being subjected to

unfair competition.

'

Fundamentally, Zambian exporters' complaints are founded on the existing
inter-relationship of (a) the PTA/COMESA preferential tariffs; (b) lower duty
and duty drawbacks on inputs that are being enjoyed by the country's
neighbours, particularly Zimbabwe; and (c) weak capacity (explained mainly

by corruption and limited manpower) to collect imporjt duty,14 thus,
allowing for duty evasion. Zimbabwean producers do not pjay duty on their

imported inputs {or when they do, these are reimbursed ohce the finished
good is exported). This aspect has given Zimbabwean exporters an 'unfair'
comparative advantage over their Zambian counterparts th^t operate under
liberalised external trade policies. Nevertheless, faced with considerable

pressure from producers, the Zambian government announjced in the 1995

Budget the suspension of duty on raw material impoifts which were
previously subjected to a 20% duty rate. However, the: main threat to
Zambian good's competitiveness is no longer tariffs bijjt duty evasion
whereby Zambia-bound exports enter the country Without proper
documentation and/or are subjected to 'under-the-table'deals with customs
officials in spite of the improved vigilance of the newly-established Zambia
Revenue Authority that replaced the Department of Customs and Excise.
South Africa's export subsidies to its exporters are also said to place
Zambian non-exports, including agricultural commodities, i\X a comparative

disadvantage.

It is against this background that a \ recent study15

recommended that in its industrial policy, the Zambian government should
include the following;

■

review of the present tariff structure before an effort is made to
further change/liberalise it;
i

explore possibilities, allowable under PTA/COMESA, to eliminate

preferential access to the Zambian market by thos£ countries that
operate a drawback system that places Zambia into a disadvantaged

position; and
j
synchronise further tariff reductions with those thkt prevail in the

country's PTA/COMESA partners, including negotiating a common
external tariff among regional members.

14See Kate, A (1994), Effective protection and domestic resource costs in Zambia, Lusaka,

j

UNCTAD Consultancy report, Ministry of Commerce, Trade
& Industry, July; and Anda son, P (1994), Capital flows and
real economy developmen1 in Zambia, mlmao., Gothenburg

University, December.

15Mwanawina, I. & White, H. H99S), Swedish balance of payments support to Zambia, draft

Report, Lusaka, February
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Ultimately, increased trade interaction among Eastern and Southern African
countries shall be promoted through reciprocal trade arrangements that
recognise

the

importance

commerce and trade.

of

comparative

advantage

in

intra-regional
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1.

1.1 Background

j

Zimbabwe is a small open economy which is heavily dependent on the agricultural
sector, a sector that has undergone a great deal of adjustment in the last 20

years.1
In foreign exchange terms, the agricultural sector is the second largest
foreign exchange earner after the mining sector. It contributes; significantly in
terms of raw materials both to the food processing and textile industry. It is also
the country's largest contributor to total formal employment even though formal
employment has been declining since the mid-1980s.

It is estimated that if the

number of farmers in the commercial and smallholder areas and their dependents

are added, approximately two out of every three people in Zimbabwe derive their

livelihood from the sector.2

In addition, the relative productivity of agriculture

ensures national food security and the country is largely self-sufficient in food.
However, there exists a "food insecurity paradox" particularly as ifood security at

the national level is not matched by food security at the household level (see
Rukuni 1990, and Jayne and Chisvo 1991).

I

1.1 Scope of Study

j

This study analyses the current and future status of the implementation of key
policy, regulatory and institutional reforms in Zimbabwe.

A nuinber of curious

features of the Zimbabwean economy are analysed which confirm how the policy

reforms impact on macroeconomic performance, investment and trade
liberalisation.
First, the agricultural sector is an important source of demand
throughout the economy and, up to a certain level, the sector's good performance
stimulates the economy. Secondly, increased demand can only induce limited
economic activity because of the existence of supply constraints (eg inadequate
foreign exchange to import essential inputs to replace production equipment and
expand capacity).

Thirdly, the heavy dependence of demand on; the agricultural

sector and the sector's overall importance relative to total output and export

earning capacity, leaves the economy vulnerable to unpredictable changes in
weather conditions.

\

It has been officially stated that a lot of progress has been majde in reforming

pricing and marketing arragements (see for example, MLAWD Policy Statements
1994 and MLAWD/USAID Report 1994). This study provides a critical review of
this progress in the context of overall macroeconomic reforms. The main tasks of

V Out

of the 200,000 plus youth who enter the labour market

generally have completed a post secondary education programme.

each year,

lees than 14,000 or a maximum of ? per cent will

A very small fraction of the new entrants into the labour market

have skills that make them employable in the industrial sector.
A large number either end up involved in informal activities
(mainly in urban areas) or resort to meager farming activities in rural areas.
In moat cases the latter simply become the rural
unemployed

(or

"underemployed").

,
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the study are thus : (a) to assess current reforms against policy measures agreed
upon at the start of the reform programme, (b) highlight key shortcomings, and (c)
outline reforms which are scheduled to be implemented in 1995.
The source of the information used in the study is the government's policy
framework papers, policy statements, World Bank, IMF and USAID papers, as well
as on-going policy research in the Ministry of Lands, Agriculture and Water
Development (MLAWD) and the author's own research and experience. These
documents and others obtained from other sources are presented in the
bibliography.

The study is divided into 3 sections. Section 1 is this introduction. Section two
examines the realtionship between macroeconomic policies and the agricultural
sector during the implementation of the economic reform programme. Section
three examines the policy changes implemented since 1990, current status and
envisaged reforms in future. An assessment is made on the extent of the reforms.
One important question addressed is : how far has Zimbabwe come,in reforming
its policies? It examines progress made in fiscal, monetary, exchange rate,
investment policies and public enterprise reform, to ensure the achievement of
more efficient and productive use of economic resources. It also looks at the road
ahead for adjustment and asks the question : how much further has.Zimbabwe still
to go?

2.

MACROECONQMIC POLICIES AND AGRICULTURAL PERFORMANCE

During the 1980s, Zimbabwe's economy registered uneven and sluggish growth
rates and reflected a general failure to fulfil its growth potential. It was a decade
in which the economy was characterised by the following negative factors : (a)
rigid foreign exchange rationing and price controls allowing monopolistic rents to
be earned by importers, (b) over-valuation of the Zimbabwean dollar acting as a
disincentive to agricultural exporters and an incentive to importers of agricultural
inputs, (c) the use of retention schemes acting as an incentive to the manufacturing
industry more than agriculture.

After analysing these developments, the government of Zimbabwe (GOZ) decided
to get its macroeconomic policies right by implementing from 1990 a
comprehensive 5-year economic reform programme to achieve higher and
sustainable economic growth, economic efficiency, encourage investment and
reduce poverty and unemployment. One key component of the reform programme
is the reform of the macro economy but it also involves/-;the reform of. the

agricultural pricing and marketing systems to reduce the taxation.,of.farmers and
the protection of industry. Of particular importance to this s.tudy.are pricing and
marketing reforms/measures to increase the role of the private sector in marketing
and processing activities and measures to increase the vjoiurae of production in the
sector, particularly among smallholder farmers.

:■>:■ >..

However, as the GOZ began to move ahead with the implementation of the
economic reform programme, the country experienced its worst drought this
century. Agricultural production fell by about 24 percent in 1992, and shortages
of electricity in the second half of 1992 contributed to a 9 percent reduction in
industrial output and 8 percent decline in mining production (MLAWD 1993,
unpublished). The genera! downturn in economic actiyityjed, in turn, to a severe
recession in the service sectors. Thus real GDP declined in 1993.

Government responded promptly to curtail the effects of the drought with a food
relief and drought recovery programme that included subsidised
smallholder farmers and concessional refinancing of farmers' debts.

inputs to

Notwithstanding the adoption of the economic reform programme, the objectives
of the GOZ's in the agricultural sector have remained unchanged and emphasise
the need to :

(a)

increase food production in order to ensure food security for the growing
urban and rural population;

(b)

improve the living standards of farmers, in the of communal, resettlement
and small scale commercial farming areas;

j

(c)

sustain and expand employment in the agricultural sector;;

(d)

improve the net balance of payments by increasing foreign exchange
earnings from agricultural exports and also by reducing food import

(e)

generate higher rates of growth for the national economy gs a whole, since
growth in the agricultural sector has major multiplier benefits for other
sectors;

(f)

provide a regular supply of raw materials for the country's domestic
manufacturing industry, 60% of which is agricultural related; and

(g)

contribute to the food requirements of the Southern African region as a
whole.

From the mid-1980s, the GOZ was preoccupied with addressing a major issue
critical to the achievement of these objectives : the rapidly fluctuating supply and
demand situation for "controlled" or regulated agricultural products. However in
1990, under the terms of the economic reform programme, GOZ became more
concerned with the evolution of crop pricing and marketing as it enhances or

impedes the achievement of its objectives in the agricultural sector. The most
immediate goal of the economic reform programme as it relates to agriculture is to
raise agricultural output to meet the country's short-term domestic processing and
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consumption needs and also the medium-term growth target of 3.2 percent per

annum. As part of the strategy to achieve this goal,, the GOZ undertook a phased
programme of liberalising the pricing and marketing system to reduce the fmancial
deficits of the agricultutrai marketing boards, improve marketing efficiency and
respond to producer and consumer requirements. Improving incentives and
infrastructural services for farmers is also a key element in the adjustment
programme.

3. PQLiCY CHANflES SBNCE 1fl90. CURRENT AND FUTURE POLICIES

A number of key components have an important bearing on agricultural
performance during the implementation of the economic reform programme. The
main ones are fiscal, monetary and trade policy reform, investment policies,
agricultural reforms, and public enterprise (PE) reform.

This section reviews progress on the implementation of reforms in these
The evaluation of progress is done by comparing reform targets against
outcomes. Cases where there is no change in policy or where there are
reversals are also discussed. The section ends with a summary of future

areas.
actual
policy
policy

reforms.

3.1

Fiscal Policy

Zimbabwe started the 1990s with a large fiscal imbalance from high government

spending and declining trade tax revenues caused by the collapse of commodity
prices in the late 1980s. Budget deficits (including grants) in excess of 7 percent
of GDP were the norm. Many economists have suggested that high budget deficits

generally lead to rapid money growth, high inflation, and large current account

deficits and that this is not the ideal basis for a conducive macroeconomic
environment {see Easterly and Schmid-Hebbel 1991, and Kiguel and O'Connell
1993). It is also generally believed that while not a sufficient condition for a
conducive macroeconomic environment, a small budget deficit and a low ratio of
government consumption to GDP {ie current spending on goods and services) is a
good enough indicator of an efficient fiscal policy (World Bank 1994).
Under the economic reform programme (see Framework for Economic Reform,
1990-1995), the GOZ's fiscal policy objective is to reduce the budget deficit from
11 percent of GDP in 1990/91 to 5 percent of GDP by 1994/95 by cutting public
expenditure to 38 percent whilst reducing the tax burden to about 33 percent of
GDP. This reduction was to be achieved by reducing the fiscai deficit ratio by 2
per cent in 1991/92 and by 1 per cent per annum thereafter. However, while is

beyond the government'a control in the short term.

was happening> gpvern;rnent also wants to maintain infrastructure and address
and a general
social concerns through improved targetting of subsidies^ tothe

shift in the focus of government activities away from direct intervention in the
market for goods and services towards reducing "market failures" and creating an
enabling environment.

The position at the start of the economic reform programme in 1 990/91, was that
central government revenue and expenditure stood at 37 percent and 48 percent
of GDP respectively, implying a budget deficit of 11 percent of GDP. This was one
of the caused of the lack of growth. Despite.the attempt to reduce the deficit, the
fiscal situation in Zimbabwe remained fragile. The budget deficit was not helped
by relatively high government spending in the early 1990s at the same time as
interest payments were also increasing. Cuts were mostly in capital spending
which was unfortunate because the level of capital spending Wcis not excessive
although its composition needed improvement.

Government made some initial progress in 1991/92. The primar\ fiscal deficit as
a share of GDP improved much better than the overall fiscal deficit . it is suggested
(see MLAWD documents, 1993 and Sithole 1993) that the increa ied revenue was

achieved largely through an increase in customs tax revenue arisinh from exchange
rate depreciation.4

However, the overall 1992/93 fiscal deficit, excluding grants,

climbed back to 10.4 percent of GDP. A large part of this deficit was caused by
subsidies and transfers to PEs, much of which arose from the drought, and a high

public wage bill. Zimbabwe is one of five countries in sub-SahaJ-an Africa (SSA)

with the largest increases in the wage bill as a share of GDP flsee World Bank

1994). Ideally, spending cuts should have been reinforced by revenue increases.

However, government revenue did not increase. The financing of the budget deficit
was adversely affected by an overall shortfall in external financial assistance, as

well as the bunching of available disbursements from multilateral financial

institutions towards the end of the fiscal year. Consequently, government's net
borrowing was well in excess of the revised programme target.
3.1.1 Future Policy Reforms

From the above developments, it is quite clear that recurrent exp nditure can only
be reduced slowly over the years as government initially pay off retrenched

workers in the public sector.

Most of the budget deficit reducj Jon

will have to

come from a reduction in subsidies going to public enterprises (P !s), the trimming

down of the civil service, and from defence cuts. However, the target is to also
raise additional resources through cost recovery measures such as charging for
dipping services, charging higher school fees and health charge;;
There are also a number of proposals to reduce the central go\ ernment deficit.
company and individual tax rates, improve revenue collection. The GOZ will also

*/

It was eetlroated that customs revenue would initially rise as imports increase.
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attempt to make headway on further reductions in the size of the civil service, then

increasing wages in the public sector to ensure appropriate competition with the
private sector.

There are also proposals to improve procurement procedures and

to reduce expenditure growth.
3.2

Monetary Policy

The main goals of the GOZ's monetary policy in the adjustment programme are to
maintain a low rate of inflation and suitable level of economic activity through an
appropriate real interest rate.
Although a clear trend in the evolution of monetary policy was not evident in

1990/91, it would appear that the GOZ's stance in comparison with other countries
in the region (eg Mozambique, Zambia and Tanzania) was fair as inflation was only
just over 10 percent.

However, this did not last for long.

Zimbabwe experience high and negative real interest rates for long periods during

1991 -1992, reflecting a tight monetary or credit policy, high inflation, and heavy
taxation of depositors as the monetary authorities tried to cool off the economy.

Since 1992, however, the country has experienced highly positive interest rates,
These highly
positive rates are riskier for banks as they are forced to lend at high real rates to
remain profitable. However, during this period, interest rates had a limited value
as an indicator of monetary policy in Zimbabwe as financial markets were/are thin
and government (through the Reserve Bank} set the rates.
Interest rate
liberalisation during 1993 helped to reduce the negative real interest rates.
suggesting tighter credit policies and excess demand for credit.

There was an annual increase in the consumer price index (CPI) of the low-income

group since 1991.5 The upsurge in inflation reached almost 45 percent by mid-

1992 compared with an average of 25 percent in 1991. The reform targets for
1991 and 1992 were 16 per cent and 12 per cent respectively. This high level of
inflation resulted from a combination of the following factors : (a) the relatively high
level of government expenditure, particularly for financing board deficits; (b) the
transitional effects of adjustment as companies responded to price decontrol; (c)
the staggering of price increases by parastatals; and, (d) the high cost of importing
food during the drought.

Government responded by adopting a more active monetary and interest rate policy
which included, inter alia, the use of monetary instruments such as raising the

rediscount rate and the Treasury Bill Rate.

However, while the use of these

ir.struments led to a deceleration of inflation by early 1994, it also created tight
liquidity conditions, rising nominal interest rates, and serious financial difficulties
for farmers as banks rationed credit and biased it towards farmers with a lower

. '

V The CPI is uaed as a proxy for the rate of inflation.

substantially from 1991.

Based on the CPI,

it: can be ea^ ibliehed that inflation increased

credit risk. This was to the detriment of smallholder farmers many of which were
viewed by the banks as risky.

One policy measure for dealing with the above problem in futjure will be the

opening up by 1995 of the financial sector to entry by new banks and financial
institutions to provide necessary competition and enhance efficiency.

3.2.1 Future Policy Reforms

j

In adopting more market-based instruments, it is intended to reduce inflation to
below 10 percent in 1995. The monetary authorities will move to! make the Bank

Lending Rate dependent upon the cost of foreign and local borrowings, before
being replaced by the use of open market operations particularly the use of rates
of government stock and reserve requirements.

3.3 Exchange Rate Policy
Zimbabwe started the adjustment period in 1990/91 with an over-valued exchange

rate and a high parallel premium for foreign exchange (see Masters 1991).6

The

GOZ was defending its internationalreserves through foreign exchange rationing
and trade restrictions towards the end of the 1980s.

!

The adoption of the economic reform programme signalled a change in exchange

rate policy towards a more flexible and market-based system. This! was in line with

the elimination of the foreign exchange allocation system. The move to a marketbased exchange rate system was initially through the Export Retension Scheme
(ERS) where exporters could retain a part of their export earnings. Entitlements
were made tradeable in rnid-1992 such that by the beginning of 1993, retention
levels had been raised from 30 percent to 50 percent. This contributed to the
expansion of the ERS market and the resulting premium became a proxy for the
market value of the Zimbabwe dollar,

However, the ERS scheme had some key problems among which were the
limitation to exporters only, the encouragement of multiple and distortionary

exchange rates, and the negative impact on the reserves position due to the
unpredictability of the utilisation of entitlements.
The monetary authorities,

cognisant of these problems, introduced corporate foreign currency accounts
(FCAs) to replace the ERS at the same time as the retention threshold was raised
to 60 percent. This led to the development of an inter-bank foreign exchange

'/ Quite apart1 from the implicit taxes and subsidies, this over-valued exchange rate affected the structure of production
by distorting the incentives faced by farmers.
This had two distinct ramifications.1 Firstly, because the agricultural sector
generates significant exports,

trade faced by the sector.

the relative decline in the price of tradablea implied a deterioration In the commodity terms of

However,

in;the. context

of

factor mobility,

it

implied ra> mi sal location

of resources away from

agriculture to the manufacturing sector. Secondly, as not all agricultural products are tradeable, the over-valued exchange rate
had the effect of encouraging the production of non-tradables at the expense of tradables/exportables.
Producers of these

exportablss were taxed as they received less in domestic currency for their exports than they would have under a more realistic
exchange rate.
Producers of importables, on the other hand, had to compete with "cheap" imports, although to the extent that
there were controls on trade,

exchange rate policy provided

less of a disincentive to producers of import-substituting crops.

Thirdly, the impact of overvaluation did not fall evenly on all farmers. Apart from producers of non-tradables,
highly import-dependent technologies benefit ted from the overvalued currency.
Thus, the overvaluation had
redistributing inctJme'away-from these producers to those who relied more on domestically produced,

those who used
the effaot of

noti-traded resources.
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market with its own foreign exchange rates, resulting in a two-tier exchange rate

system.
What followed was the liberalisation of exchange controls.
The
introduction of corporate FCAs meant that the local currency was devalued by 17
percent, thus bring the "official" rate closer to the perceived market rate, the gap
narrowing down from 5 percentin the first few weeks to 1 percent by June 1994.
The two-tier exchange rate system was unified in July 1994, export retention
raised to 100 percent at the same time, making the Zimbabwe dollar fully
covertibie.

3.3.1 Future Reforms

With the establishment of a market-based exchange rate, future exchange rate
management will be guided by the need to maintain overall competitiveness
through maintaining a constant real effective exchange rate; monitoring.market
rates vis-a-vis the internal rate based on a trade-weighted basket of currencies;
determing parametres and bands to enable Reserve Bank intervention; and the use
of open market operations to buy and sell foreign exchange to smoothen any
swings.
3.4

Trade Policy

From a country that entered the adjustment period with an over-valued exchange
rate and heavily rationed foreign exchange rate, the GOZ made tremendous strides
in liberalising imports. The phased depreciations of the exchange rate and the
adoption of a macroeconomic policy consistent with a sustainable balance of
payments had, as of the end of 1993, done away with foreign exchange rationing,
eliminating the import scarcity premium that was reflected in the parallel market.
The initiai inflow of external funds to support the liberalised import programme also
played a major role in abolishing foreign exchange allocation.

The GOZ adopted a phased, outward-looking policy of trade liberalisation involving
a movement away from the system of foreign exchange allocations to a market-

based system by the end of 1995. The GOZ's Economic Reform document (1990)
stipulated that there were to be two phases of liberalisation. In the first phase, the
system 'pi allocating foreign exchange was to be phased out and replaced by a
tariff-b;a^ed system.7 Imports were to be progressively freed, domestic productive

capacity! modernised, producers prepared for external competition (through

encoura^ih^ them to reorient their activities towards exporting). During the 5-year
period of liberalisation, it was anticipated that the total amount of foreign exchange
available would increase significantly as a result of enhanced exports from the
agricultural^'mining-and manufacturing sectors,.higher earnings from tourism and

increased external borrowings. The total amount of foreign exchange available

rates of duty were to be
kept under review to enable further reduction.
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Table 1

Schedule of Tariff Reform

:

1991/92 to 1995/S

(Per Cent)

1991/92
Customs Dutiesl

10-30

I

1992/93
|

Source

:

|

1994/95

10-30

|

1995/96

10- 30

10-30

10- 35

10-30

10

15

10-40

10-45

10-50

Total

1993/94

10-30

20

Surtax

|

Framework for Economic Reform

(1991)

MLAWD

Table

2

:

SCHEDULE OF IMPORT LIBERALISATION
(Cumulative % of Total)
Minimum

Share of

19B9

1990

OGIL

Imports on

OGIL

1991

1992

1993

1994

X995

85

-

Unrestricted

6

30

45

60

75

-

End use specific

14

18

20

25

15

10

0

-

Total

20

24

50

70

75

SS

65

S

Minimum Share of Six Digit SITC Categories
on OGIL at end of the Period
1989
on

1990

OGIL
-

-

Unrestricted

End ubs specific

-

-

Total

Source

:

1991

1992

1993

1994

1995

30

45

60

75

35

20

25

IS

10

0

50

70

75

85

85

Framework for Economic Reform

(1991)

after deducting net invisibles each year, was to be allocated between current
imports and capital needs.

The second stage of trade liberalisation, which was to overlap with the first, was
to complete and supplement these reforms in areas such as identifying specific
weaknesses in the productive sectors and introducing remed al measures to
overcome them, strengthening infrastructure and reviewing domestic regulations,
During this phase, government would increase sales taxes on
curtail demand.

uxury goods to

^
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There were to be two main areas of emphasis during the early stages of the trade
liberalisation programme : (a) revision of the tariff regime; and (b) provision of the
necessary degree of protection to domestic producers as they adapt their
production arrangements to a more liberalised trading environment. Tables 1 and
2 showthe planned schedules of tariff reforms and import liberalisation respectively
over the reform period.

To evaluate Zimbabwe's import liberalisation programme, this study looks at three
key relationships : foreign exchange allocation, non-tariff barriers (NTBs)
to
imports, and tariffs.

3.4.1 Quantitative Restrictions and Import Licencing
Although the GOZ had almost universal discretionary control over imports at the
start of the reform programme, it had moved to non-discretionary access of imports
by the end of 1992. The GOZ initially introduced vario js mechanisms other than
the elimination of foreign exchange licencing to relax the country's foreign
exchange constraint. One, called Export Retention Scheme (ERS), was introduced

in 1992 and allowed exporters to retain a part of their foreign exchange earnings.
The ERS applied to all productive sectors and was based on actual export earnings.
The agricultural sector was initially entitled to retain 5 percent of the value of
exports for the purchase of imported raw materials and capital goods to be used
for existing lines of operation. The retention was on a cumulative six months'
export earnings based on fully discharged GDI forms. At the start of the scheme,
allocations for the agricultural sector were issued through MLAWD. Exporters had
to apply through their banks to the Reserve Bank for "non-transferable" export
retention allocation certificates.

In theory, this retention scheme should have been relatively simple to administer
in cases where large amounts of exportable value-added came from single firms.
However, in practice, there were a number of bureaucratic procedures to be
followed including having to obtain an import licence. In applying the idea to
agriculture, there were three major problems. First, for most crops, not all sales
could be exported, and it was difficult to distinguish between exportables and nonexportables. Secondly, individual farmers sold only a relatively small proportion of
exportables and they were not themselves involved in importing inputs. Only a
small number of large-scale commercial producers could get ERS allocati6rWl&r§e
enough to import anything substantial. Most farmers were getting ver^ small
amounts which were not very useful unless accumulated over a long period of

time.
Thirdly, while the requirements of input suppliers,, transporters and
processors who play a very important role in exporting farm produce were catered
for under the scheme. Marketing Boards (many of whom export) had to be given
special consideration.

The introduction of FCAs and thus elimination of the allocation of foreign exchange

allbp^tipn for imports at the beginning of 1994 (as deseribegVaboye) is probably
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among Zimbabwe's biggest achievements of the reform programme.
3.4.2 Tariff and Non-Tariff Barriers

Import liberalisation can largely be judged from the GOZ's progres s in eliminating
NTBs. Import licences were key barriers and were connected to foreign exchange

allocations in the sense that a valid import licence was required to obtain foreign
exchange. The licences also had the additional function of protecting domestic
producers from foreign competition. Because the licences were specific to either
a firm individual or end-use, they not only limited the quantity of imports but very

often also reduced their economic benefit, and the imports did nojt flow to those
who needed them most.

Substantial progress has been made in reducing the number of goods requiring prior
approval for import. A Tariff Committee was set up by government in 1990
responsible for revising the old tariff regime and a Tariff Commission to assist in the
creation of a smooth transition to freer trade. A great deal of work was done to
ascertain the appropriateness or otherwise of particular dates of duty,
Subsequently, recommendations of revisions that would strike a " cjorrect" balance
between the interests of, producers and manufacturers on the one hand, and
consumers/users of the products on the other were made aid adopted by

government.8
Then followed the introduction of an OGIL system. Government decided from the
outset, that the rates of duty under the new tariff should be at levels that are
consistent with GATT rules.9 In settling the rates, the primary consideration was

the state of competitiveness of the particular domestic activity .against external
competition. This meant that the rates applying to specific goods ould be high or
low, irrespective of whether they were primary, intermediate or fin shed goods. In
the case of "luxury" goods, domestic consumption was initially discouraged "by
imposing a higher rate of duty or a selective consumption tax. Duty-free and
drawback facilities were also niade available under the revised tariff regime.10
The only exception was imports of commodities grown, produced i manufactured
in Botswana; these were initially subject to a 20 per cent surcharge until the new
tariff regime came into place and the trade agreement with Botswana had been
terminated. However, the new tariff regime was not devised as a r
although as imports increased, revenue also increased.

V

•/

documents and the experience of the a athor as a member of the

The discussion here draws from various MLAWD reports,

Tariff committee

With

a

set

few

up to prepare a new tariff■structure.

exceptions,

they

were

to

lie

within

a

0

-

30

per

administration, the number of rates were rationalised to a small number.

""/

venue measure

cent

range,

Also,

for

th

sake

However, this system came under inceasing strain after the manufacturers' rebate was abolie hed and

of.

simplicity

(except

in

for some

In any case,
agricultural imports eg tractors), an across-the-board minimum duty rate .of 10 per cent.-was., introduce d in 1991.
the system was not well understood by exporters, in addition, the Customs Department had cumbersome pro ;edures for verifying the

import content,

resulting in delays

in

refunds of duty and tax.
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Some of the key imports which still needed foreign exchange allocation were :
general state needs like petroleum/defence and security. Other expected imports
under the OGIL, EPP, ERF, ERS and direct local market allocations (DLMA), were

to receive allocation after key import requirements had been dealt with. All foreign
exchange made available under the. OGIL scheme was to be used to best advantage
to generate exports and restructure productive capacity. Thus, a key criterion for

placing an item early on OGIL was its effect on the balance of payments. Other
key considerations were :

- present and potential export capacity and ability to compete;
- the relative attractiveness of the export and domestic markets
for producers as indicated by domestic/export prices;

- linkages between sectors in the supply of inputs and the direct
and indirect employment effects.

Table 2 summarises the minimum share of imports proposed to be placed under
OGIL during the first three years of the programme. The schedules shown in Table
2 were closely related to funding requirements. It was considered that external
liberalisation could be accelerated if more funds are available. Initially, because of
the difficulties associated with establishing the value of imports in advance, the
share of OGIL imports by value were calculated on the basis of the previous year's
imports. Thus, for example, goods eligible for OGIL at the of June 1992,
comprised only those goods which during 1991 had accounted for at least 15
percent of the value of imports. The whole thrust was to progressively place SITC
categories of goods on OGIL during the first three years of the programme so that
in year four (ie 1994/95), the list of OGIL goods would be eliminated and all goods
would fall immediately under the unrestricted OGIL unless included under a
negative.list.

Progressive additions were made to the list in successive years,

starting first with raw materials (irrespective of whether they were domestically
produced or not), followed by intermediates and selected capital goods.
With regard to consumer goods, the target was to place them on OGIL in the fourth
year td minimise damage to local industry and employment, while ensuring that
industries could restructure for external competition.
The sectors with the
strongest export capabilities have first claim on foreign exchange. However the
agricultural sector continued to have access to the AEPP until it was phased out

iniji-99,2 following the introduction of the ERS in July 1990.

The initial approach was clearly to place the less widely used items onto OGIL with
a view to ensuring that the import bill was kept within manageable limits.
However, as the liberalisation programme progressed, it was decided to change the

approach to ensure that the latter stages of the programme would not be

confronted with widely used and costly items which would induce undue pressure
on the balance of payments. As the OGIL and ERS systems gradually began to
replace the foreign currency allocation system, modest tariffs became the only
source of protection for local producers as almost all tariff rates were already in the

10-30 per cent range by the end of 1991. However, by the end of 1992,
government's approach had shifted towards progressively expanding both the OGIL
and ERS to reduce the amount of foreign currency allocated under DLIV1A as well
as the number of foreign exchange windows.

A departure from the original OGIL sequencing was soon implementjed following the
introduction of a high-pitched transferable ERS. It was considered that under the

combined OGSL and ERS, the exporting sectors should be cateredjfor by the ERS,

whiie the OGIL had to shift from its original export promotion thrust and be oriented
towards providing for the non-exporting sectors. Thus, in making a decision about

what items should be placed on OGIL, government began to relajte OGIL to ERS.

After a comprehensive review of the system in May 1993, a nevj/ sequence was
put in place; any further import liberalisation would be implemented by increasing
the ERS to provide an additional market-based incentive to expojt and avoid the

risk of an unsustainable balance of payments situation. Thus, ail ^irms could have

access to foreign exchange through the ERS market.11

|

Conclusion

However useful the OGIL scheme may have been in helping to jphase in import

liberalisation and reducing NTBs, it is still neither open nor gerjera). True, the
scheme has enabled Zimbabwe to move from a system of highly fattened imports

to a more liberalised regime and currency convertibility. However, it has not
committed the GOZ to an overall liberalisation that might place the country's
reserves at risk. The use of the OGIL scheme to liberalise NTBs does not, then,
constitute a complete opening of trade.
Good progress was also achieved in rationalising tariff codes to increase revenue

collection. Pre-reform tariff codes were complex, often determined bu ad-hoc tax
rates, exemptions and conditions. Zimbabwe has now moved beyond remedying
reducing the number of tariff rates, rationalising those that remained , and improving
administration and collection.

3.5

Investment Policies

Domestic deregulation progressed in a number of areas inducing investment,
labour, price and marketing reforms (see 3.6 below).

In 1993, government announced major steps in the deregulat ion of private
investment, mandating the Zimbabwe Investment Centre (ZIC) with
w"1 responsibility
for implementing the measures.
The key elements included de-licencing of
"■/

The operation of the ERS market was henceforth streamlined and ERS entitlements were to be hai idled

An official EfiS market baaed on ERS entitlements was thus established,
retention rate was also increased to a- least 50 per cent by July 193-3.

and ERS passbooks could be

held

by commercial banks,
by

importers."

The
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investments not requiring access to "official" foreign exchange and measures to
decontrol the repatriation of profit, dividends and capital. The objective was to

relax substantially domestic controls over investments made with "own funds" to
give flexibility to firms to respond to favourably competition and new opportunities
and to generate a supply response.
The following reforms were undertaken :

a) During 1992, government introduced surtax and import tax exemption for
capital goods under projects approved by the Zimbabwe Investment Centre
(ZIC). Investments made outside ZIC could only benefit from this if they
obtained authority from Ministry of Finance;

b) Government introduced flexibility in investment licencing in 1993; while
ZIC would continue to register alt investment projects, approval in terms of
foreign exchange would only be for those requiring direct foreign exchange

allocation and for large projects;12
c) Any new company established with foreign shareholding and without

recourse to direct foreign
unrestricted remittance of

exchange allocation became
after-tax dividends accruing

eligible for
to foreign

shareholders;

d) Foreign companies established prior to May 1993, became eligible to
remit a percentage of dividends through the ERS;
e) Foreign companies established prior to September 1979 who could not
remit their dividends, became eligible to remitting a higher percentage of net

after tax profits; for all companies, any new foreign investment made after
1979 became eligible for unrestricted repatriation of foreign exchange
injected as capital in the project.
Other key areas were the deregulation of the labour market, municipal by-laws,

transport regulations.

Of relevance to agriculture was the deregulation of the

labour market which was aimed at reversing the upward trend in unemployment

and establishing a positive link between labour regulations and employment levels.
The deregulation of the transport sector was targetted at opening up the sector for

small truckers and doing away with restrictive permits that prevent small
transporters doing business in rural areas and growth points.

"/ With the reduction in its project evaluation role,-ZTC.-was transformed
regulatory agency.

it

into an Investment promotion rather than
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3,5.1 Future Policy Reforms

\
i

Government intends to phase out the need to approve most investment proposals

except those for large investments. The final phase of delicenping will be the
establishment of the Zimbabwe Investment Centre (ZIC) as] an investment
promotion rather that project approval agency. As part of efforts t;o attract foreign

investment, GOZ is committed eliminating all exchange controls ^nd maintaining

a legal framework that provides full protection of private property rights for
investment whether local or foreign.

:

3.6

:

Agricultural Reforms

Zimbabwe's farmers face one of the world's heaviest rates of agricultural taxation,

perhaps partly because agriculture is such a crucial source ;of revenue for

government.

Zimbabwean farmers were taxed explicitly through producer price

fixing, export taxes, and taxes on agricultural inputs. They were also taxed
implicitly through an overvalued exchange rate which reducedjthe prices they
obtained for their exports, and through high levels of industrial protection, which
raised consumer prices {see Jansen and Rukovo 1991 and Masters 1991}.

Market liberalisation has focussed on the restructuring of marketing boards to
prepare them to face the challenge of operating in a competitive Environment and
the replacement of officially-determined pricing and marketing sysjtems by marketbased systems. Since 1991, the GOZ has made Policy Statements and begun to

implement a series of far-reaching marketing and pricing reforms. Most of the
Policy Statements since 1991 suggest that the GOZ has made significant progress
in the implementation of pricing and marketing reforms including the elimination of
monopolies held by the four marketing boards and the abolition of price and other

controls constraining the participation of the private sector in these activities.13

Overall, the easiest reform to implement has been moving producer prices towards
export or import parity. The most difficult has been to limit; boards to their
identified commercial and food security functions in light of ^concerns about
unemployment and protecting producers' access to markets in remote areas. This
section assesses the progress achieved so far.

3.6.1 Restructuring of Marketing Boards

In a far-reaching policy statement in January 1991, government announced its
intention to restructure agricultural marketing boards. This was: followed by the
setting up of boards of directors in June 1991 to direct the activities of

ECA/MRAG/96/12/MB
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management in improving efficiency and the commercialisation of a number of their
activities. Government also announced its intention to give greater autonomy to

the new boards through amendment of board Acts and performance contracts for
management based on effectiveness, efficiency and financial criteria. However, to
date, the issue of greater autonomy for the Boards is still a matter to be addressed
through amendmend of Board Acts. In addition, none of the boards have yet
agreed with government on appropriate performance contracts.
The programme for improving efficiency included the preparation of business plans
and proposals indicating those activities that fall within the scope of the Boards
themselves and those which require changes in government policy. Some of the
areas included :

(a) cost-reduction measures and rationalisation of board operations and
structures;

(b) splitting the "business" of the board into :

* those commercial aspects which can be floated .off or privatised;
* those operations which have become less relevant because of
liberalisation and thus need to be discontinued;

* social or strategic activities to be financed by Treasury.

The whole purpose of commercialisation is to achieve two important objectives :
(a) releasing government from the burden of providing loan funding either by way
of direct loans, or loan guarantees and (b) creating conditions for loan capital to be
financed through normal commercial channels at current interest rates and to be
serviced entirely by the board itself.

The commercialisation of marketing boards has proceeded relatively slowly.14
Much of 1991-1993 was spent preparing a competitive institutional framework and
setting up boards of directors for the marketing boards. Currently, all the boards
have a very low or non existent capital base and an exceptionally high proportion
of debt financing. In May 1994, the GOZ announced DMB restructuring leading to

the following :

(a) Dairy Marketing Board (DMB) becoming a 100 percent government

owned company in July 1994;

i

(b) arrangements to be made for existing government loans to be turned into

DMB equity at no cost to Treasury.

/ Commercialisation basically means giving the boards a capital structure which is more in line with normal commercial

enterprises, as we LI as a fair basis from which to achieve the basic requirement of at least b salting even financially.

flpeaking, this entails balancing equity capital on which no interest is charged but which ha

profits, and loan capital which has no such entitlement but on which interest is payable.

Broadly

an entitlement to aurpluses or
■

Since July 1994, the DMB has become a 100 percent Government-cjwned company
registered under the Companies Act as Dairibord Zimbabwe Limited. Since
September 1994, the CMB has also become a 100 percent Government-owned

company registered under the Comapanies Act as the Cottdn Company of
Zimbabwe. The CSC, like DMB and CMB will be expected to| restructure its

balance sheet and prepare a corporate plan before its status is changed to a 100
percent government-owned company.

The government programme for 1995 is for these boards to attract investors

through a significant reduction of the debt overhang and pbrceived future

profitability; only in the case of the GMB, does government sk the need for

continued government financing of its social or strategic activities. It will also
involve sorting out the ideal gearing, mix of equity and interest-beaming loans, debtequity swaps, and the most appropriate capital structure.
3 fi 9 Prine and Marketing Reforms

It is generally expected that reform efforts for crop marketing will involve
eliminating marketing boards, linking producer prices to world market prices while

reforming marketing boards to reduce costs, and allowing the private sector to

compete with marketing boards in crop purchasing and exporting.

The GOZ has undertaken a great deal of reform of its domestic pricing/marketing
systems but has not abolished marketing boards nor liberalised thb export market.

The first step, taken during 1991 -1992, was the introduction of Mor/ceiling prices

for all "controlled" agricultural commodities. The second was the process of linking

producer prices to world market prices. The third type of reform ] maintaining the
board but allowing private traders to compete - is meant to encourage the benefits
of competition and gradually demonopolise the boards. The GOZ is using this
approach with dairy, beef, oilseeds and grains.
Beef

Government indicated in July 1993 its intention to (a) eliminate tjie floor prices at
producer and wholesale level in the domestic market; (b) eliminate slaughter quotas

at all abattoirs; (c) review health standards and regulations to ensjure public safety
Is maintained without reliance on production quotas; and, (cj) review export
regulations with the objective of permitting private individuals anp firms to export

beef and beef products. These policy changes were to be made effective no later
than the beginning of the 1994/95 marketing year.

There has been significant progress in the liberalisation of beef priting. With effect

from the 1994/95 marketing season, all floor prices were eliminated and
government is no longer involved in price setting. Slaughter quotas at abattoirs

have also been eliminated and private traders are now allowed to participate in.beef
marketing in the domestic market subject only to conformindi with stipulated
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hygiene and public health standards. These reforms appear to be succeeding in the
domestic market. However, the barriers to competition still remain in the export
market as the CSC continues to have monopoly over beef exports to the European
Union (EU) due to the stringest veterinary requirements of the EU which private
exporters are not able to meet at this point in time. However, permits will be
issued for private sector beef exports to the regional market provided the required
phytosanitary standards are met.

Government indicated in July 1993 its intention to (a) review health standard
regulations to ensure-minimum health standards for milk production; (b) review
export regulations with the objective of permitting private individuals and firms to
export beef and beef products. These policy changes were to be made effective
no later than the beginning of the 1 994/95 marketing year.

There has been significant progress in the liberalisation of milk pricing and
marketing. With effect from the 1993/94 marketing season, all floor prices were
eliminated and government is no longer involved in price setting. Authority for
licencing of dairy enterprises was transferred to MLAWD with effect from July
1994 and new entrants are now permitted to compete with DMB in processing,
marketing and exporting of dairy products provided they meet the required
phytosanitary standards.

■■■■■-.

Cotton

Government indicated in July 1993 its intention to (a) abolish the marketing and
processing monopoly of the CMB and regulations restricting new entrants except

those relating to health safety and the environment; (b) allow aii marketing agents
to market cotton products domestically to their best advantage, subject to
minimum quality standards; (c)' review export regulations with the objective of
permitting private individuals and firms to export cotton and cotton products; and
(d) maintain the policy of allowing unrestricted cotton lint imports through the ERS.
These policy changes were tertoe made effective no later than the beginning of the
1994/95 marketing year.

The monopoly of CMB was eliminated effective from March 1994, The regulations
restricting entry by others in domestic marketing and processing are no longer
applicable except those relating to health, safety and the environment. In addition,
export permits have been granted to the private sector while cotton imports have
not been prevented.
Producer and selling prices for cotton became marketdetermined during the 1993/94 marketing year, with CMB negotiating prices
directly with producers. The CMB uses a two-payment system : a fixed sum at the
time the crop is purchased, and variable payments later, based on the unit price
and board profits. In practice, when world prices are higher than expected at the
time of th^-export, CMB passes back the windfall to the producer using this
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supplementary payment scheme. This system has been success ul in Zimbabwe
largely because of efficient admistration and the passing on of benefits as
promised.

While the official government policy on pricing is as stated above/ the GOZ

nevertheless directed the GMB ie Cotton Company of Zimbabwe CCZ) to sell lint
to local spinners at a price 1 5-20 percent below the market pric e for the period
June-November 1994. This directive is inconsistent with market-"based pricing and
undermines the financial viability of the CCZ, but is consider d a temporary
measure to assist local textile companies facing serious viability Droblems.
Oilseeds

Government indicated in July 1993 its intention to (a) eliminate floor prices on
oilseeds and their by-products and allow GMB to purchase dilseeds to best
advantage; and |b) review export regulations with the objectK e of permitting
private individuals and firms to export oilseeds and oilseed produc ts. These policy
changes were to be made effective no later than the. beginning of the 1994/95
marketing year.

Soyabeans and groundnuts ceased to be controlled crops in the 1 993/94 marketing
year. Also, with effect from 1994/95, sunflowers also ceased to te controlled and
private traders can now buy and process oilseeds at market -based prices.
Although there are no similar restrictions on groundnuts and sunflower export,

export permits for soyabeans can only been granted after sat^fying

domestic

Wheat

Government indicated in July 1993 its intention to (a) allow GMB :o announce and
defend a floor producer price for wheat; (b) eliminate all marketing controls on
wheat; (c) allow private firms and individuals to participate in domestic wheat

marketing; (d) review wheat trade and stocking policy; (e) reviexfv

import, export
individuals
and firms to
and stocking policy with objective of permitting private
trade in wheat. These policy changes were to be made effective no later than the
beginning of the 1994/95 marketing year.

Wheat was decontrolled and farmers allowed to sell directly to anyone on the
domestic market while.GMB continues to be a residual buyer though free to

negotiate prices without government intervention. However, whe : is still regarded
as an important food security commodity; thus import and import permits can only
be provided with the concurrence of GMB.
Maize

In July 1993, government decided to eliminate ^ll price and mar teting control on

yellow maize, thus effectively allowing entry of.private traders into yellow maize
marketing and market-based prices to determine trade. ■ . ..
On white maize, the July 1 993 announcement indicated government's intention to
develop a maize stocking policy consistent with its food security objectives and
implement reforms that would : (a) remove the requirements for farmers to sell
white maize to GMB and allow anyone, except designated large millers, to buy
white maize from any domestic source; (b) redefine Zones A and B so that Zone A
is limited to the operating premises of specific large-scale commercial millers in
natural regions I, II, and III, and Zone B as the rest of the country; (c) allow free
and unrestricted movement and sale of white maize in Zone B; (d) allow GMB to
defend a floor price for white maize at selected depots throughout the country; (e)
require GMB to sell at the wholesale price to all individuals and firms. These policy
changes were to be made effective no iater than the beginning of the 1994/95
marketing year.

All subsidies on maize and maize meal products were eliminated in the 1993/94
marketing year and GMB may sell maize to any buyer at the same price. During the
1994/95 marketing year, the marketing of maize was further decontrolled and
maize is now freely traded without any restrictions in the domestic market.
However, the GMB continues to operate as a residual buyer and seller, defending
a government-mandated floor price and also managing the strategic grain
1 R

reserve. '

Thus far, a lot of progress has been made in the area of maize marketing policy.
However, substantial work still needs to be done to reform the maize pricing policy
in order for it to be in conformity with the requirements of the reform programme
and developing an appropriate reserve stock policy.
The question of developing a reserve stock policy has been long and protracted.
Government first made reference to the question of developing a "viable" stock
policy for maize in 1992, suggesting an initial, figure of 800,000 tonnes to be
finalised later after the formulation of a more detailed stockholding policy. In July
1993, government set a reserve stock of 936,000 tonnes which was far in excess
of that recommended in the GMB's "Minimum Reserve Stock" paper.

According to government,the objective of setting the reserve stock at 936,000
tonnes was to strike an "appropriate balance between the cost of holding grain
stocks and the need to avoid future food shortages". ■
It is clear that the circumstances under which this decision was taken, have altered
significantly. While further maize market liberalisation is envisaged by the GOZ, it

"/ This is an attempt by government to protect small producers againat the risk of market failure. However, it means that
continues as a residual buyer for white maize and wheat at a floor price set by government.
Thia has resulted in GMB

recoup the

losses.

is clear that it is not with the objective of reducing the need for public sector
reserve stock-holding requirements. In its August 1994 announcement it is quite
clear that government is, at this stage, opposed to the idea of th 3 private sector
holding some proportion of the strategic stock on behalf of gove nment.
3.6.3

Future Policy Reforms

Future reforms will concentrate of establishing institutional efficiency. This will be
achieved through splitting the "business" of the marketing boards into three
categories :

a) those commercial aspects which can be floated off to the private sector
or privatised - the DMB and CMB are already in that categpry;

b) those operations which have become redundant as a result of market
liberalisation and must thus be discontinued;

c) the social and strategic activities which have to be undertaken but funded
by government- the GMB's strategic grain reserve falls in i his category.
On the pricing front, the white maize producer price is sti I controlled by
Government. The GOZ announced a static GMB floor price of Z$900/tonne in

March 1994 which does not reflect the border price. In the 1999/96

season,the

GOZ has committed itself to allowing white maize producer pri e to be market
determined, while allowing GMB to defend a floor price at elected depots
throughout the country.

3.7

Public Enterprise Reform

16

The GOZ's economic reform programme emphasised the objectiiyes of achieving

greater operational efficiency and improved financial performance through the
restructuring of PEs. PE restructuring was to be carried out partly through reforms

in the legal and institutional framework by June 1993 and clearing the backlog of
subsidies.

990/91 fiscal year
The process of clearing the subsidy backlog started in the 19S
when government set ceilings for PE losses and indicated measur 3S to ensure that

PEs kept their losses to within established targets. There were then large price
increases for may PEs, while agricultural producer prices were ra sed significantly
in 1992/93 to provide the appropriate incentives to producers.

V The restructuring of agricultural public enterprises is discussed under Section 3.6 covering marketing boards.
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Much of the initial reduction in subsidies was achieved by giving greater flexibility
to PEs in pricing and marketing, introducing greater competition and pushing for

improvements in enterprise performance. However; initial results were significantly
below target. By December 1992, the outturn for the 10 major PEs reflected a
huge combined operating loss attributable to losses by CSC, GMB and CMB and

ZISCO (see Table 14 above).17

Subsidies were also high because of the need to

provide for write-offs in respect of past losses of PEs. The 1993/94 marketing year
experienced major reductions in explicit subsidies on maise and maize meal, as well
as wheat and wheat products. But because of the drought, transfers to PEs
increased, although there were some major achievements in DMB recording profits
in 1992/93 and 1993/94. Since then, DMb and CMB have become 100 percent
government-owned companies.

3.7.1 Future Policy Reforms

To achieve the objective of improved financial performar ce, all PEs will be expected
to implement tariff setting formulas and adopt market-based pricing. The issue of
autonomy for PEs will be addressed with emphasis on allowing them to hire and
fire as well as determine pay scales and procurement. The private sector will be
invited to participate in those parastatais that have become companies (eg DMB
and CMB), Greater attention will go towards sub-contracting services in the public
sector.

Va ^ GKB l<?? ^attributed to\he 1992 drought which resulted in huge'.maize subsidieB to offset the high price'of
h?nF™ ™. ii •V'f*™!1"7 T** lUbuSl,d/- ^ CT l06S Otl Che oth'^ Kand' is largely ittributed to the subsidy on cotton
Which CMB was directed to import on behalf of local spinners during the-1992 drought.
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