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Chapter IlI

AGRICULTURAL POLICIES, PRICES AND
PRODUCTION

A. Introduction

Throughout the early post-colonial period in
Africa there were two basic approaches to the de-
velopment of agriculture. The first aimed at
“modernizing” smallholder agriculture through the
promotion of specialization, standardization and
increased use of productivity-enhancing inputs and
quality control, particularly by means of integrated
rural development projects. The second aimed at
channelling resources into highly capitalized in-
digenous private agribusinesses and state farms.
Both these approaches sought to address under-
capitalization and structural constraints in African
agriculture, but had serious shortcomings in their
design and implementation.

At the beginning of the past decade policy
reforms were initiated in line with the view that
what mattered most for agricultural development
were market incentives. It was argued that much
of the poor performance of agriculture in SSA was
due to excessive taxation of farmers by govern-
ments. According to this view, policies designed
to extract resources from agriculture in order to
promote industrial development and to provide
subsidized goods and services to the urban
economy undermined agricultural development by
reducing the attractiveness of farming:

African farmers have faced the world’s
heaviest rates of agricultural taxation ... ex-
plicitly through producer price fixing, export
taxes, and taxes on agricultural inputs. They

were also taxed implicitly through overval-
ued exchange rates, and through high levels
of industrial protection ... The high rates of
taxation contributed to sub-Saharan Africa’s
alarming decline in ... agricultural growth.'

Reforms have accordingly aimed at remov-
ing distortions in the incentive structure. The
initial thrust of reforms was to realign producer
prices with world prices through marketing boards
and to correct overvalued exchange rates. From
the late 1980s onwards there was wider recogni-
tion of the importance of structural constraints,?
but in reality greater attention has been paid to
deregulating agricultural markets by dismantling
the marketing boards and allowing a greater role
for private actors in both product and input mar-
kets. Current best practice in agricultural policy
is now regarded as including unsubsidized mar-
ket-determined prices for both inputs and outputs,
prices at border parity determined on the basis of
“adequate” exchange rates, and economically neu-
tral taxation of agriculture and other sectors. On
this view, governments’ responsibility is to main-
tain access to markets, ensure dissemination of
information, and provide adequate legal and regu-
latory frameworks, rather than to intervene in
prices.?

However, despite intensive reforms over a
number of years, the supply response to price lib-
eralization has been much less than expected,
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raising several questions about the underlying
rationale of the reforms. First, have governments in
SSA really taxed agriculture excessively, especially
compared with the rest of the developing world?
Second, how far have price reforms removed taxa-
tion and resulted in greater incentives for farmers?
Lastly, are price incentives the only, or even the
most important, component of agricultural growth
and development?* Addressing these questions is
essential for greater understanding of the factors
affecting agricultural development, including the
role of price and non-price incentives, the provision
of public goods, and structural and institutional
impediments to supply response. That is the pur-
pose of this chapter.

The next section enlarges on the brief analy-
sis of the behaviour of agricultural prices presented
in TDR 1997, covering a wider range of prices,
using a broader sample of countries and products,
and making international comparisons.® This is
followed by a discussion of various factors affect-
ing supply behaviour in SSA, and of the role of public
investment in removing structural impediments.

The analysis shows that export crops were
not always taxed through price-fixing much more
in African than in other major producing countries
and that subsequent liberalization of agricultural
markets has not always reduced the margin between
export prices and producer prices. Secondly, the
domestic terms of trade for agriculture in SSA
were generally kept above the world terms of trade

between agricultural commodities and manufac-
tures. This was partly due to price and subsidy
policies in favour of food crops. Since reforms
began, agricultural terms of trade and real pro-
ducer prices have generally performed better in
those countries that have continued with interven-
tionist policies in agricultural marketing than in
those with more liberal policies.

The behaviour of production and exports
noted in the last chapter has been influenced by a
number of factors, including the policy reforms.
In the context of falling world prices, incentives
provided through pricing and exchange rate re-
forms have been weak. Recovery in production
in the mid-1980s coincided with the turnaround
in net resource flows (chapter I, chart 7) and the
recovery in imports. Increased availability of con-
sumer goods in rural areas in some cases, and
pressure to satisfy basic consumption needs in
others, appear to have contributed to a positive
short-run supply response in some countries.
Where devaluations have corrected major ex-
change rate misalignments, exports recovered,
partly because they were diverted into official
channels. But adjustment policies have failed to
address a number of institutional and structural
impediments to increasing agricultural productiv-
ity and output. Removing such impediments
would have called for increased public investment
in agricultural infrastructure and research, but this
has not been possible under fiscal retrenchment
characteristic of adjustment programmes.

B. Agricultural prices

1. Taxation of export crops

One way of addressing the question of “taxa-
tion” of agriculture is to examine the margin
between export prices (in national currency) and
prices received by farmers for major export crops,
and to compare the margins between major African
and non-African exporters of these crops.® Chart
15 presents estimates of the evolution of the ratio
of prices received by farmers to border (unit ex-

port) prices for coffee, cocoa, tea, cotton and to-
bacco since 1970. This relative magnitude, which
is a non-adjusted nominal protection coefficient
(NPC), gives a measure of the rate of surplus ex-
traction from farmers by exporters.

Clearly, the margin between export and pro-
ducer prices indicates a surplus extraction only
when producers and exporters are different enti-
ties, and not when producers export directly, as in
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Chart 15

RATIO OF PRODUCER PRICES TO BORDER PRICES? FOR FIVE MAJOR EXPORT CROPS:
COMPARISON BETWEEN AFRICAN AND OTHER DEVELOPING COUNTRIES, 1970-1994
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Source: UNCTAD secretariat calculations, based on FAO, FAOSTAT database; and IMF, International Financial Statistics (tapes).

Note: The country samples are as follows: Coffee exporters: African: Burundi, Cameroon, Céte d’lvoire, Ethiopia, Guinea,
Kenya, Madagascar, Malawi, Rwanda, Uganda, United Republic of Tanzania. Other: Colombia, Costa Rica, Guate-
mala, Indonesia. Cocoa exporters: African: Céte d’lvoire, Ghana, Guinea, Nigeria. Other: Dominican Republic,

Ecuador, Malaysia, Indonesia, Papua New Guinea.

Tea exporters: African:

Burundi, Cameroon, Kenya, Malawi,

Rwanda, United Republic of Tanzania, Uganda. Other: India, Indonesia, Sri Lanka, Turkey. Cotton exporters: African:
Burkina Faso, Burundi, Cameroon, Chad, Mali, Sudan, Uganda, United Republic of Tanzania, Zimbabwe. Other: Egypt,
India, Pakistan, Paraguay, Syria, Turkey. Tobacco exporters: African: Malawi, Zambia, Zimbabwe. Other: India,
Indonesia, Republic of Korea, Thailand, Turkey.
a Unit value of exports.



158

Trade and Development Report, 1998

the case of plantation- and TNC-based agribusiness.
Moreover, it does not necessarily represent ex-
plicit taxation by governments in the sense used
in conventional analysis. Such a margin also ex-
ists in the case of private traders and exporters.
Nevertheless, public marketing boards were the
principal exporting agents in Africa until the early
1990s, while similar institutions were less wide-
spread elsewhere. In what follows, however, the
term “tax” is used to describe the margin between
export and producer prices regardless of the insti-
tutional arrangements in the markets for export
Ccrops.

It should be noted that this is a crude ap-
proximation of the degree of taxation since no
allowance is made for marketing and transporta-
tion costs and any other value added between the
initial (on-farm) and export stages of the market-
ing chain. However, since domestic transaction
costs are generally higher in African countries than
in most other developing countries, the observed
NPC values may overstate the extent of taxation
of farmers in SSA countries compared with other
developing countries. Nevertheless, there may
also be greater value added between the farm and
the export stages among non-African exporters,
accounting for part of the margin between the
border and producer prices.

The rate of taxation is not independent of the
exchange rate. The border price is determined by
the nominal exchange rate and dollar prices re-
ceived by exporters in international markets. A
lower exchange rate would thus raise the domes-
tic currency prices received by exporters. If prices
paid to farmers remain unchanged, or are raised
by less than the rate of devaluation of the currency,
the tax rate will rise. Indeed, such behaviour was
observed after the post-1986 devaluations in a
number of countries in SSA when prices received
by farmers declined relative to unit export val-
ues. However, even when devaluations lead to a
widening of the margin, they tend to raise real
producer prices of export crops vis-a-vis non-
tradables, thus providing incentives for exports.

It is generally agreed that the currencies of
many SSA countries were overvalued during the
period from the mid-1970s to the mid-1980s. How-
ever, the evidence presented in chartl5 does not
support the conventional view that African pro-
ducers have always been more heavily taxed than
those in other developing countries through crop
pricing policies. Indeed, it suggests that this claim

is a gross oversimplification. A commodity-spe-
cific comparison of African and non-African
exporters presents a much more complex picture:

*  For coffee, on average the ratio of producer
prices to border (unit export) prices does not
appear to have been very different between
African and non-African producers except
during 1975-1977, when the level of taxation
in Africa was higher. Producer prices were
around 50 per cent of actual border prices in
both instances from 1979 to 1988, and then
increased sharply before falling back to their
previous levels.

*  Cocoa producers in Africa were always more
heavily taxed than in other developing coun-
tries, except for a brief interlude in the early
1980s. Producer prices in Africa were on
average 55 per cent below actual border
prices throughout the 1970s, against 60-80
per cent for their competitors. The situation
improved in Africa briefly after 1980, but
soon deteriorated significantly when the ben-
efits of devaluations were retained primarily
by exporters. Paradoxically, taxation appears
to have risen during the reform period in Af-
rica. By contrast, since the late 1980s, prices
received by non-African cocoa producers ap-
pear to have exceeded the export unit values,
which suggests that exports were subsidized.

*  For tea, taxation was higher in Africa at the
beginning and the end of the period under
consideration. However, unlike in the case
of cocoa, Africa had lower rates of taxation
of producers for roughly half of the period
covered. During most of the 1980s, African
producer prices averaged around 70 per cent
of border prices, whereas the ratio was gen-
erally below 50 per cent for other developing
country producers.

*  Taxation of cotton appears to have been more
moderate and stable than that of tree crops,
among both African and non-African produc-
ers, and no major difference emerges between
the two groups of countries in this respect.
The moderate downward trend of the tax rates
in the 1980s was reversed subsequently in
both groups of countries.

*  For tobacco, the proportion of border prices
received by African producers has consistently
been lower than that received by non-African
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producers, particularly since the late 1970s.
A rising rate of taxation set in after 1980.

Therefore, while in some cases African farm-
ers have indeed faced very heavy taxation compared
with other major exportering countries, in other
cases they have not.” Of the five export crops stud-
ied, it is only for cocoa and tobacco that the ratio
of producer prices to border prices before the re-
form process was significantly lower in Africa
than in the other major exporters. For coffee and
cotton there appears to be no significant differ-
ence in the ratio of producer to border prices
between African and non-African countries dur-
ing the pre-reform era. The findings of earlier
research — to the effect that the African producers
faced higher rates of taxation — were based on a
sample of three countries, two of which were ma-
jor cocoa exporters, and also reflect the adverse
effects of exchange rate overvaluation.®

Chart 15 also suggests that price reforms in
Africa have not always led to lower rates of taxa-
tion of export crop producers. Since the mid-1980s,
the ratio between producer and export prices has
declined for all products considered here except
coffee. This implies that the benefits of devalua-
tions during that period accrued to traders more
than to farmers. Nevertheless, it should be noted
that not all SSA countries in the chart are “reformers”.
An analysis of price movements differentiating
between reformers and non-reformers is contained
in subsection 3 below.

The relevant comparison for traded (import-
able) food crops such as cereals is between the
prices received by farmers and import costs in do-
mestic currency. The latter are determined by
world prices and exchange rates, while the former
are influenced by pricing and subsidy policies. A
positive margin between the prices received by
farmers and unit import costs indicates protection
of food crop farmers. By raising import costs,
devaluations permit reduction of direct price sup-
ports of food crops and/or subsidies.

Chart 16 shows the evolution of average ra-
tios of producer prices to world prices (expressed
in domestic currencies) for cereals between 1970
and 1994 in a number of countries in SSA. It is
apparent that prices received by farmers progressed
faster than world prices until the mid-1980s, a fact
which indicates high rates of implicit subsidization.
Again, market-based reforms and devaluations are
possible reasons for the subsequent reversal.

Chart 16

RATIO OF PRODUCER PRICES TO WORLD
MARKET PRICES FOR THREE MAJOR
CEREALS IN SSA, 1970-1994

(Index numbers, 1973 = 100)
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Source: UNCTAD secretariat calculations, based on UNCTAD,
Commodity Price Statistics; and FAO, FAOSTAT
database.

Note: Ratios are calculated on the basis of prices received
by farmers and world prices expressed in domestic
currencies at current exchange rates. Averages are
for the following countries: wheat: Burundi, Chad,
Ethiopia, Kenya, Malawi, Niger, Sudan, Uganda,
United Republic of Tanzania, Zambia; maize: Burkina
Faso, Burundi, Cameroon, Chad, Céte d’lvoire, Ethio-
pia, Ghana, Guinea, Kenya, Madagascar, Malawi,
Mali, Niger, Nigeria, Senegal, Sudan, Uganda, United
Republic of Tanzania, Zambia; rice: Burkina Faso,
Burundi, Cameroon, Chad, Cbéte d’lvoire, Ghana,
Guinea, Kenya, Madagascar, Malawi, Mali, Niger,
Nigeria, Uganda, United Republic of Tanzania, Zam-
bia.

2. Terms of trade and real producer
prices

The analysis above is a simplified version of
the conventional approach to the taxation of ex-
port crops. It focuses on output prices alone and
ignores the prices paid for the products purchased
by farmers. It is indeed the prices of output rela-
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tive to inputs and to consumer goods purchased
by producers that determine the latter’s real in-
comes and consumption, and hence influence their
production and investment decisions. The broad-
est measure of this relative price is the domestic
terms of trade of agriculture.

This subsection concentrates on trends in the
agricultural terms of trade in SSA for a sample of
20 countries, using two measures. The first re-
fers to agriculture as a whole and is measured as
the ratio of the implicit agricultural GDP deflator
to the implicit non-agricultural (or manufacturing)
GDP deflator. These domestic terms of trade are
contrasted with world terms of trade, obtained by
deflating the world prices of agricultural products
with unit export values of manufactures. The sec-
ond indicator — real producer prices — refers to
specific agricultural products and is measured by
the ratio of producers’ prices to the domestic con-
sumer price index.’

Chart 17 presents trends in agricultural terms
of trade in world markets and SSA. There is al-
most an uninterrupted decline in world terms of
trade for agricultural products from 1973 to 1995.
Although the decline was somewhat moderate
after 1986, and there was an upturn during 1994-
1995, the average indices for 1987-1995 were
about 60 per cent and 40 per cent below the 1973
levels for “all food” and “raw materials”, respec-
tively.

However, the domestic terms of trade of ag-
riculture in SSA show quite different behaviour.
After rising during the first half of the 1970s, they
remain broadly stable until the early 1990s before
rising again; the average index for 1987-1995 is
13 per cent above the 1973 level. Hence, in gen-
eral, farmers in SSA appear to have been protected
from adverse trends in world terms of trade for
agricultural commodities.

Again, there is a need for caution in inter-
preting this evidence because of differences
between the commodity compositions of the two
terms of trade series. This could reduce the reli-
ability of comparisons, particularly when price
dynamics are different for different commodities.
Indeed, prices of non-tradable food appear to have
been an important factor in the better performance
of the domestic terms of trade. However, this alone
does not account for the large disparity in the
movements of agricultural terms of trade between
world markets and SSA. The evidence regarding

Chart 17

TERMS OF TRADE OF AGRICULTURE:
COMPARISON OF SSA AND THE
WORLD, 1970-1995

(Index numbers, 1973 = 100)
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Source: UNCTAD secretariat calculations, based on UNCTAD,
Commodity Price Statistics; and World Bank, World
Development Indicators 1997 (CD-Rom).

a Unweighted average of the domestic terms of trade
of agriculture for Burkina Faso (except for 1995),
Burundi, Cameroon, Cbéte d’lvoire, Ghana, Kenya,
Madagascar, Malawi, Mali, Nigeria, Senegal and
Zambia. The domestic terms of trade of agriculture
are measured by the ratios of the implicit sectoral
deflator for agriculture to the implicit sectoral deflator
for industry.

b Ratio of world free market price index for “all food”
(tropical beverages, food, vegetable oilseeds and oil)
to the unit value index of exports of manufactures
from developed market economies.

¢ Ratio of world free market price index for agricultural
raw materials to unit value index of exports of
manufactures from developed market economies.

real producer prices suggests that SSA pricing
policies, particularly with respect to tradable food
crops, played an important role in stabilizing do-
mestic terms of trade for agriculture.

Chart 18 shows trends in real producer prices
from 1970 to 1994 for four major export crops
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Chart 18

SUB-SAHARAN AFRICA: REAL PRODUCER PRICES FOR SELECTED EXPORT
AND FOOD CROPS, 1970-1994

(Index numbers, 1973 = 100)
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Source: UNCTAD secretariat calculations, based on FAO, FAOSTAT database; and IMF, International Financial Statistics.

Note: Real producer prices are nominal prices received by farmers divided by the consumer price index. Data are unweighted
averages for the following countries: cocoa: Cameroon, Cbte d’lvoire; coffee: Burundi, Coéte d’lvoire, Ethiopia, Kenya,
Madagascar, United Republic of Tanzania; cotton: Burkina Faso, United Republic of Tanzania; tea: Burundi, Kenya;
wheat: Burundi, Ethiopia, Kenya, Niger, Sudan, United Republic of Tanzania, Zambia; maize: Burkina Faso, Burundi,
Cameroon, Céte d’lvoire, Ethiopia, Ghana, Kenya, Madagascar, Niger, Nigeria, Senegal, United Republic of Tanza-
nia, Zambia; rice: Burkina Faso, Burundi, Cameroon, Céte d’'lvoire, Ghana, Kenya, Madagascar, Niger, Nigeria, United
Republic of Tanzania, Zambia.
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and three food crops in SSA countries. Overall,
the contrast between the sharp deterioration for
export crops and a high degree of stability for food
crops is striking. Real producer prices of cocoa,
coffee, cotton and tea in the early 1990s were 40-50
per cent lower than their average levels during the
1970s. For cereals, real domestic prices in SSA
were relatively stable over the same period, with
some modest declines after the mid-1980s. A com-
parison between domestic and international prices
shows that while in real terms, domestic prices of
export crops generally followed the downward
trend in international prices, for cereals those prices
were higher and more stable (chart 19).

Movements in domestic terms of trade and
real producer prices are influenced by a host of
factors, including developments in world markets
for agricultural commodities and manufactures,
government intervention in national output and/
or input markets, and exchange rate policies.
Generally, in most African countries government
intervention until recently favoured food crops
over export crops through price supports and sub-
sidies. This, together with overvalued exchange
rates, kept food prices high relative to export
crops. With market liberalization, the prices of
both food crops and export crops have been linked
more closely to world prices, but more so for ex-
port crops. Devaluations only partly compensated
for the downward trend in real prices of export
crops in world markets while, as noted above, at
the same time widening the rate of taxation. Con-
sequently, in general, real producer prices for
export crops fell throughout the 1980s while those
for cereals rose or fell less. These differing trends
are shown in chart 20 for changes between the av-
erage prices in 1981-1983 and in 1992-1994 for a
number of food and export crops in various coun-
tries. Nevertheless, despite this broad tendency,
there are important differences in the behaviour
of real prices of the same food and export crops in
different countries, reflecting in large part differences
in exchange rate policies and the extent and type of
intervention in agricultural product markets.

3. Policy reforms and agricultural prices

The findings discussed above show that de-
spite widespread market-oriented agricultural
price reforms, the past ten years have not produced
significant improvements in relative prices and
terms of trade for agriculture or lowered the rates

of taxation of farmers. A more direct way of study-
ing the impact of these reforms is to compare the
price movements between “reforming” countries
and those that continued with “interventionist”
policies. Here, this exercise is carried out for the
same set of prices examined above, with countries
classified on the basis of their policy regimes as
evaluated by the World Bank in its study Adjust-
ment in Africa cited above.!?

Chart 21 shows that since 1984 the overall
domestic terms of trade for agriculture have moved
much more favourably in the “heavy intervention”
countries than in the “light intervention” ones. As
of 1993, the former group had achieved an im-
provement of 24 per cent compared with a 7 per
cent decline in the latter.

The impact of policy regimes on real pro-
ducer prices is examined here by classifying major
African producers of cocoa, coffee, cotton, tea and
cereals into groups with “continued intervention-
ist”, “continued liberal” and “newly liberalized”
policy regimes vis-a-vis agricultural markets as
defined by the World Bank. For export crops, with
the exception of coffee until 1992, real producer
prices have performed better since 1984 in those
countries which have continued with intervention-
ist policies in the markets for the specified
commodities than in those with more liberal policy
regimes (chart 22). This is consistent with the
findings reported in the World Bank study,'' which
show that in those countries which had continued
with centralized producer pricing, there was an
increase of 4.8 per cent in the domestic real pro-
ducer prices for export crops, whereas there was
a fall of 18.8 per cent in countries which had
shifted from centralized pricing to indicative pric-
ing or total deregulation. For food crops, it
appears that farmers in countries with a high de-
gree of intervention in agricultural markets
enjoyed significantly better relative prices than the
average, particularly during more recent years.

The picture is much the same regarding the
taxation of export crops, as measured by the ratio
of prices received by farmers to border prices
(chart 23). In countries with ongoing or newly
liberalized marketing arrangements this ratio fell
faster or rose much less rapidly than in countries
with continued government intervention, with
once again the single exception of cocoa. The
impact of the policy regime on relative movements
between import and producer prices of cereals is
more ambiguous.
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Chart 19
REAL WORLD MARKET PRICES AND REAL PRODUCER PRICES IN AFRICA FOR
SELECTED PRIMARY COMMODITIES, 1970-1995
(Index numbers, 1973 = 100)
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Source: UNCTAD secretariat calculations, based on UNCTAD, Commodity Price Statistics (tapes); FAO, FAOSTAT; and IMF,
International Financial Statistics (tapes).
Real world market prices are nominal prices deflated by the unit value index of exports of manufactures from developed

Note:

market economies.

Real producer prices are nominal prices received by farmers deflated by the consumer price

index. Averages of real producer prices relate to the countries specified in chart 18.
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Chart 20

CHANGE IN REAL PRODUCER PRICES OF MAJOR EXPORT AND FOOD CROPS IN
SELECTED SUB-SAHARAN AFRICAN COUNTRIES
BETWEEN 1981-1983 AND 1992-1994
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Chart 21

DOMESTIC TERMS OF TRADE OF AGRICULTURE
AND POLICY ORIENTATION OF SSA
COUNTRIES BY COUNTRY
GROUPING, 1984-1993

(Index numbers, 1984 = 100)
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Source: UNCTAD calculations, based on World Bank, World
Development Indicators 1997 (CD-Rom).
Note: Data are unweighted averages of countries classi-
fied according to their degree of market intervention
(see text). Heavy intervention countries are Burkina
Faso, Cameroon, Céte d’lvoire, Ghana, Kenya,
Madagascar, Senegal, United Republic of Tanzania
and Zambia; light intervention countries are Burundi,
Chad, Malawi, Mali, Nigeria, Rwanda and Uganda.
The domestic terms of trade of agriculture are meas-
ured as the ratio of the implicit sectoral deflator for
agriculture to that for manufacturing or industry.

4. Implications

The findings of the foregoing subsections are
cause for concern. First of all, they suggest that
the assumptions about agricultural pricing poli-
cies in the 1970s which underlie the subsequent
reforms are not entirely valid. It is true that the
African governments which depended on export

crops allowed their currencies to appreciate in the
1970s, and this was a handicap for African agri-
culture. However, while producers of certain export
crops indeed faced heavy taxation, the margins
between export prices and producer prices were
not always higher for African than for non-African
producers. Nor is it true that the entire agricul-
tural sector was always subject to falling real
prices, either for food crops or for export crops.'?

The findings also suggest that the pricing re-
forms of the 1980s and the market liberalization
and privatization of the 1990s have generally been
associated with falling real producer prices for
export crops. The domestic terms of trade have
apparently turned against farmers more in those
countries which have sought to link domestic and
world prices. The shift from public to private
marketing agents has not increased the proportion
of export prices passed on to producers.

Local studies of prices of specific commodi-
ties can no doubt refine the general features
identified here. However, the dynamics of agri-
cultural price formation and the problems facing
reformers and export crop farmers cannot be prop-
erly understood in the national context alone.
When world prices and real producer prices for
agricultural commodities are rising, there is scope
for surplus extraction without undermining incen-
tives and production. When international prices
and real producer prices for agricultural commodi-
ties are falling, it would be difficult for public
marketing agencies to impose an additional squeeze
on farmers through forward market linkages, i.e.
by higher margins between border and producer
prices. In a sense, low taxation may have been an
inevitable response to adverse global conditions.

Competition among traders should limit the
scope of surplus extraction from farmers. In par-
ticular, the lifting of institutional restrictions on
marketing can benefit farmers in more accessible
and high population density areas. However,
whether liberalization is an appropriate approach
to agricultural development in a situation of miss-
ing and imperfect markets, adverse global conditions
and poor infrastructure is very questionable. One
close observer of African agriculture has argued
that “donor emphasis on precipitating market lib-
eralization in the short run may well set back the
cause of market development”.!* Policies formulated
without paying attention to the characteristics of
domestic market structures and constraints and
global conditions court failure.
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Chart 22

REAL PRODUCER PRICES FOR SELECTED COMMODITIES, AND POLICY ORIENTATION OF
SSA COUNTRIES BY COUNTRY GROUPING, 1984-1994

(Index numbers, 1984 = 100)
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Source: UNCTAD secretariat calculations, based on FAO, FAOSTAT database; and IMF, International Financial Statistics (tapes).
Note: Real producer prices are nominal prices received by farmers deflated by the consumer price index. Countries are
classified according to their degree and history of market intervention (see text). The country groupings are: NL =
newly liberalized; CI = continued intervention; CL = continued liberalization. Averages are unweighted and include
the following countries: Cocoa: Cl: Ghana; NL: Cameroon, Cote d’lvoire. Coffee: Cl: Rwanda; CL: Kenya; NL: Burundi,
Cote d’lvoire, Madagascar, United Republic of Tanzania. Cotton: Cl: Burkina Faso; NL: United Republic of Tanzania.

Tea: Cl: Burundi, Rwanda; CL: Kenya.

C. Agricultural supply behaviour: Sources and constraints

The response of agricultural production to the agricultural economy is developed. Ad-
price incentives depends on a host of structural equate rural infrastructure (irrigation, roads
and institutional factors influencing productivity and transport, power, telecommunications),
and profitability. Empirical analyses generally credit, market information, recurrent inputs,
suggest that the aggregate supply response of pro- research, extension and farmer education and
ducers to price incentives is weaker in low-income health are necessary for agricultural develop-

ment. If these are seriously deficient, even
getting the prices right in an ideal enabling
... the magnitude of supply response to eco- environment will not suffice to develop agri-
nomic reforms depends on the degree to which culture.™

countries, and show that:
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Chart 23

RATIO OF PRODUCER PRICES TO BORDER PRICES? FOR SELECTED COMMODITIES, AND
POLICY ORIENTATION OF SSA COUNTRIES BY COUNTRY GROUPING, 1984-1994

(Index numbers, 1984 = 100)
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a Export unit value.

In SSA weak supply response to price incen-
tives used to be attributed to a lack of motivation
and the allegedly perverse economic rationality
of African farmers, particularly smallholders.
These colonial stereotypes have been swept away
by research which has shown that African produc-
ers have the same keen sense of costs and returns
as farmers throughout the world.'> But at the same
time, it has become increasingly evident that struc-
tural and institutional constraints are particularly
tight for African producers.'® These constraints
include inadequate basic infrastructure; missing
or imperfect markets for output, land, labour and
credit; supply problems for agricultural inputs and
basic consumer goods purchased by farmers; lack
of appropriate technological packages; gender re-
lations; and high levels of risk.

See chart 22. The country grouping is as in that chart, with the addition of Uganda (coffee, NL), Chad and Mali

1. Short-run supply response

The way in which these constraints work can
best be understood by isolating the main agricul-
tural supply processes. In the short run, aggregate
supply response to price incentives can occur
through three basic processes. First, idle land and
labour can be brought into use, leading to an ex-
pansion in output through a “vent for surplus”
mechanism.!” Second, price incentives may lead
to efficiency gains resulting from reallocation of
resources and changes in the output mix. Third,
intensification of production can occur through the
application of more variable inputs and through
greater care and attention at all stages of the
production cycle. Different factors enhance or con-
strain the efficacy of each of these processes.
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(a) “Vent for surplus”

Production may be expanded when farm
households make a greater effort and bring idle
land into use in response to price incentives or
greater availability of incentive goods. This
mechanism is of historical importance in Africa,
and has been widely used to explain the initial
surge in newly introduced export crops — coffee,
cotton, cocoa, groundnuts and palm nuts — which
occurred with the first wave of globalization at
the turn of this century. It is likely that part of the
short-run supply response to policy reforms was
due to “vent for surplus” effects. There was a
widespread tendency among commercially ori-
ented smallholders in a number of SSA countries
in the early 1980s to reduce their marketed output
because of the unavailability of such consumer
goods as soap, textiles, matches, tea, coffee, sugar,
cooking oil, tinned milk, fish, cement, metal roof
sheeting, radios and bicycles, due to foreign ex-
change shortages and the collapse of the domestic
manufacturing industry. The negative effects of
such shortages on recorded market output have
been extensively studied in Ghana, Madagascar,
Mozambique and the United Republic of Tanzania.'®
When trade liberalization, import expansion, reform
of the exchange rate policy and the dismantling
of price controls made incentive goods less scarce
in rural areas, productive capacity was brought
back into use.

However, there are limits to such expansion.
First, it is a one-off response. As a World Bank re-
port on the United Republic of Tanzania remarked,
agricultural growth during 1983-1990 was “a one-
time phenomenon associated with a return to a
market-clearing situation in the rural economy that
cannot be expected to sustain growth in the 1990s”."
Secondly, there may not always be unutilized re-
sources. In both high and low population density
countries, the land tenure system means that there
are pockets of high-density settlement alongside
low-density areas where the entry of outsiders into
the local community can be limited or fraught with
social problems. Even where there are commu-
nity land resources available, poorer farmers
simply cannot farm extra land because they can-
not mobilize the necessary complementary inputs.
High levels of poverty mean that “farmers in most
of SSA cannot afford to keep either their labour
or land idle even at very unattractive prices”.?
Nevertheless, because part of their basic con-
sumption needs are market-mediated, falling real
producer prices can cause already hard-working

farmers to work even longer hours simply to sustain
minimal subsistence. For the richer farmers, what
is important is the thinness of rural markets for wage
labour, which makes it difficult to hire extra labour.

An important part of the total labour in agri-
culture is provided by women, and time allocation
studies show a strong gender dimension to house-
hold labour constraints. Women, who are responsible
for directly productive agricultural work as well
as for maintaining the household and reproduc-
tion, have heavy work burdens. This situation is
not simply due to cultural norms, but is closely
associated with lack of infrastructure and trans-
port means, with much time being spent in fetching
water and firewood, and carrying goods.?! Also,
both men and women are affected by morbidity
(sickness), which reduces production and produc-
tivity; and evidence shows that the distance of the
rural population from health facilities reduces their
use and leads to increases in the number of days
lost through illness.”> When there has been a
switch from food crops to export crops, inadequate
nutrition can constrain supply response. As a
World Bank report on Malawi observed, the “nu-
tritional implications of extensive switching of
production away from non-tradable food crops into
export crops have impeded adjustment”.?

(b) Output mix adjustment

Three main factors influence the ability of
farmers to achieve efficiency gains through a re-
allocation of resources. The first is the level of
capitalization of farm operations. In semi-arid
Africa the key element for farmers is animal trac-
tion (oxen or a donkey with a plough), which allows
households not only to cultivate more land and
enhance yields, but also to have greater flexibil-
ity in reorienting production. Micro-analysis of
recent supply behaviour in Burkina Faso shows that
farm households responded positively to increases
in the prices of cotton and maize, two key cash
crops. By contrast, increased prices for these crops
led to a decrease in aggregate supply for farmers
limited to hoe cultivation, because cotton and maize
demand more labour than millet and sorghum.*

The second factor, which limits changes in
output mix, is the commitment of households to
meet part of their subsistence needs through their
own production. This behaviour results from the
fact that the rural food markets are thin, food
prices in rural markets are highly volatile, and
there are large margins between rural producer
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prices and consumer prices. The opportunity cost
of export crop production is thus the retail price
of food in rural markets. As a consequence, poor
farmers tend to grow food crops with low risks
and low returns. It makes economic sense to meet
household food needs through one’s own produc-
tion, even though shifting to export crops appears
to be more rational. Evidence shows that “con-
sumer prices for staple food must fall by 5-30 per
cent to stimulate cash cropping incentives in most
grain deficit areas of Zimbabwe”.?

The third factor is gender relationships, which
can reduce the flexibility of household units to
reallocate resources. The rigidity of the gender
division of labour in Africa is now perhaps over-
accentuated, but it is certainly true that asymmetries
in the provision of household labour and the con-
trol of income from specific crops and plots of
land significantly reduce flexibility. A typical
example is the adoption of rice production in
northern Cameroon, where income from rice sales
is controlled by men. It has been shown that many
women preferred to work on subsistence crops
even though returns from rice cultivation were
higher.?

(c) Agricultural intensification

Another form of response to price incentives
— agricultural intensification — can either be labour-
based or involve both additional labour and other
variable inputs such as organic and chemical fer-
tilizer on a given unit of land. The observation
that the transition from extensive slash-and-burn
production methods to intensive farming tech-
niques occurs with rising population density
has led to the suggestion that intensification is con-
strained by low population density and the
consequent lack of inducement to intensify
production. But although this process of intensi-
fication promoted by high population density may
be relevant in a subsistence economy, in most cur-
rent African conditions sustainable intensification
requires additional capital and hence depends on
assessment of profitability and risk, as well as on
the availability of credit, skills and appropriate
intensification packages. All of the latter can be
influenced by policy and, whether market-driven
or state-administered, are characterized by gen-
der biases.

An important trend which has been observed
in many African countries during the policy re-
form is the decline in the use of purchased inputs,

particularly fertilizers. Firstly, input prices have
risen sharply with the removal of subsidies;?” and
secondly, fertilizer distribution systems have bro-
ken down as private traders have not adequately
replaced marketing boards, particularly in supply-
ing farmers in need of small quantities of fertilizer
in remote areas. Once again infrastructure is a
key constraint. There are also problems related to
credit markets. The marketing boards had offered
an institutional response to the problem of miss-
ing private credit markets. As they had a legal
monopsony over marketed output, they could pro-
vide seasonal inputs on credit against the potential
crop as collateral. Through the interlocking of
input supply and output marketing a larger number
of small farmers had access to both inputs and
working capital. With privatization, this system
of seasonal credit has broken down.*

These factors have had adverse consequences
so far for the maize revolution which was devel-
oping in East and Southern Africa. In the 1980s
major increases in food grain production were
achieved in Kenya, Zambia and Zimbabwe through
pricing and market support policies which encour-
aged farmers to adopt hybrid maize seed, resulting
from decades of agricultural research, and to
increase fertilizer use. Policies included the ex-
pansion of marketing board buying stations in
smallholder areas, expansion of state credit dis-
bursed to smallholders, and subsidies on inputs.
In the 1990s, however, this approach came to be
regarded as fiscally unsustainable. With the dis-
mantling of state marketing services, reduced
availability of credit and rising real fertilizer
prices, yields and production per capita stagnated,
even when allowance is made for the adverse ef-
fects of drought. Remoter areas of large, low
population density countries can be particularly
affected by the policy change. The transition from
pan-territorial to market pricing has reduced grain
prices received by smallholders in the more re-
mote grain-surplus areas in the United Republic
of Tanzania and Zambia. In Madagascar food
market liberalization has been associated with an
increase in price volatility and greater regional and
seasonal price dispersions.?’

In high-density areas, declining use of pur-
chased inputs raises questions about the sustainability
of intensification. Evidence from the Senegalese
groundnut basin, for example, shows that with the
abolition of fertilizer subsidies and the increas-
ingly difficult access to fertilizer credit, aggregate
annual use of fertilizer has declined from a high
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of 80,000 tons in the mid-1970s to a range of
20-30,000 tons during the 1980s and 1990s. Farm-
ers have compensated by increasing the seed per
hectare, a solution that may make sense in the short
term, given prevailing prices of groundnuts and
fertilizer, but that will have adverse ecological
consequences over the longer term.*°

2. Investment and productivity growth

Both the removal of various structural obsta-
cles to agricultural supply response and long-run
trends in productivity and output depend on the
pace of investment and technological progress. In
predominantly agricultural economies, the net ag-
ricultural surplus (i.e. the agricultural value-added
minus agricultural producers’ total consumption)
is the major source of funding for investment both
within agriculture and outside. In extreme condi-
tions where productivity is very low, the value-added
of the sector is barely sufficient to meet the basic
subsistence and simple reproduction needs of
agricultural producers, and there may even be in-
sufficient surplus to maintain the natural resource
base. Because of the undercapitalization of Afri-
can agriculture, many African farmers are in this
low-productivity, hand-to-mouth situation. In such
situations there can be no agricultural growth with-
out an external injection of resources to increase
productivity.

Greater understanding of how more success-
ful African farmers have been able to create an
agricultural surplus, and of what they do with that
surplus, is vital to successful agricultural policies
in Africa. There is unfortunately a general lack
of knowledge of private farm investment behav-
iour, and the general omission of this issue in
policy analysis which underpins agricultural re-
forms has been highlighted in a recent report by
the World Bank Operations Evaluation Depart-
ment with regard to its own agricultural sector
studies:

There is no analysis of the constraints on
private sector investment in any of the re-
ports. Nevertheless all the reports stress the
need to develop an effective enabling envi-
ronment that would help to induce private
investment. Unlike the old public produc-
tion paradigm, the new market friendly
policy line depends on private investment
to achieve rapid growth, in agriculture as in
other sectors. In many countries, achieving

the needed rate of private investment in ag-
riculture is a problem the Bank has not
addressed in its sector work on agriculture.’!

Smallholder farm investment is primarily
founded on the surplus generated by both on-farm
and off-farm activities. The absence of individual
rights to land has meant that few farm households
have collateral for loans from formal banking in-
stitutions. Private traders provide seasonal credit,
tying their loans to purchase of crops, but this usu-
ally entails high implicit rates of interest and is
likely to be avoided unless a farmer is desperate
and seeking a “hungry season” loan to guarantee
the survival of the household.*? Small farmers in
the past had access to credit provided by market-
ing boards or special directed credit agencies, but
with the implementation of reforms these sources
started to disappear. What is more, special directed
credit arrangements, which were an important
component of donor lending, particularly by the
World Bank, have been replaced by liberalized
financial intermediation and market-based inter-
estrates. The previous arrangements did not reach
the poorest smallholders for whom they were of-
ten designed. However, available evidence on
financial liberalization suggests that these reforms
have also been unable to increase the volume of
savings or access to credit in rural areas except
by those who can offer collateral.**

Under these conditions non-farm income has
become an even more important source for on-
farm investment, directly or as collateral. How
non-farm earnings derived from the public and
private sector wage bill can propel agrarian capi-
tal accumulation has been shown historically for
Kenya.** But where urban unemployment is on
the increase, such opportunities are diminishing.
Moreover, whether non-farm income is reinvested
in agriculture depends on a delicate balance of in-
centives and capital requirements. These are
affected by the physical and economic environ-
ment, including infrastructure and market structures,
the scale and timing of non-farm income flows in
relation to farm investment needs, and intra-house-
hold distribution and control of both non-farm and
on-farm incomes. The persistence of a high de-
gree of intersectoral dualism, which is rooted in
low agricultural productivity, has been only mar-
ginally affected by agricultural price reforms.*

An important tendency observed in Africa
amongst successful farmers is the diversification
of their portfolios, using net incomes from farm-
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ing to invest in trade and urban real estate, or in
their children’s education, rather than for expan-
sion of agricultural production. This behaviour
reflects both the relative profitability and the
riskiness of investment in different sectors. Di-
versification of activities in different sectors
results from high levels of risks associated with
each of them, while shifting resources out of ag-
riculture reflects the higher risks of agricultural
operations based on climate, markets and public
policy. Moreover, market price risks of agricul-
tural activity appear to have increased as a result
of deregulation of crop markets.*

How customary land tenure arrangements af-
fect incentives for private farm investment is a
critical issue. According to one view, since ten-
ure insecurity undermines investment incentives
and diverts resources into unproductive litigation
costs, land registration and freechold titles are nec-
essary in order to unleash agricultural investment.
However, other analyses of the effects of such land
reforms indicate that “in the absence of profitable
technological options, registration will have little
effect on investment and productivity in agricul-
ture”” and suggest that investments to improve
land are actually increased under the indigenous
tenure system because they can increase security
of use rights. This debate is still open, but it is
certain that the tenure system does affect the op-
eration of rural labour and capital markets, and
one legacy of the multiplication of land rights
which occurred in the colonial period is that agri-
cultural surplus and entrepreneurial energies are
deployed to build up access to, and command over,
land and labour resources rather than to increase
their productivity.®

The profitability of private investment in
agriculture depends on public investment in in-
frastructure. This includes institutional support
for specific crops (see box 6), as well as location-
specific investments in safe water, electricity,
health and education facilities, and also transport.
The rural transport bottleneck is a particularly im-
portant constraint on private farm investment
because it reduces real returns and is also a source
of product market imperfections. The density of
rural roads in Africa is very low, particularly when
compared with Asia.’* Moreover, many of the
roads are in a poor state of repair because of lack
of proper maintenance, motorized transport serv-
ices are often in short supply and expensive, and
there is a dearth of non-motorized off-road trans-

port equipment, which is particularly important
for delivering produce to the first point of sale.
The experience of the Northern Guinea Savanna
of Nigeria, a country where the rural road network
expanded by 45 per cent between 1985 and 1992,
shows how rural road investment can, in associa-
tion with the discovery of locally adapted hybrid
varieties of maize and demonstration effects of
rural development projects, facilitate expansion
of food production.*

Because of lack of data, it is not always pos-
sible to gauge how public expenditure supporting
farm investment has developed under adjustment
programmes. However, in many SSA countries,
much of public investment expenditure in agri-
culture was externally financed, often in the form
of integrated rural development projects, but such
expenditure has been declining. From available
evidence it appears that the proportion of gov-
ernment expenditure going to agriculture has
remained under 10 per cent of total expenditure
on average.*! This is a better indicator of urban
bias in Africa than agricultural pricing policy.

The rate of technological change in agricul-
ture depends ultimately on agricultural research.
Most of the problems with that research, pointed
out a decade ago, are still unsolved: costs of R&D
in Africa are higher than elsewhere, owing in part
to the fact that programmes are still largely for-
eign-funded, and the small size of countries and
research stations, dispersion and high staff turno-
ver impede the attainment of a “critical mass”. As
a result, with the notable exception of maize,
“most of SSA now offers smallholders no dra-
matic, immediately applicable new technology that
might (with adequate price incentives) safely and
substantially increase the profitability of food
farming over large areas. While this is so, the
elasticity of total farm output to currently recom-
mended policy changes, including price changes,
can seldom be very large”.*> These observations
are probably as true to a large extent now as they
were ten years ago. Evidence for 19 countries in
SSA shows that real agricultural expenditures,
which had been growing rapidly in the 1960s and
moderately in the 1970s, ceased to grow in the
1980s and early 1990s. In 1991, the research ex-
penditure in these countries was 0.7 per cent of
agricultural GDP. However, estimates of the re-
turns to investment in maize research indicate high
annual rates of return, usually in excess of 40 per
cent.*
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Box 6

PRICE AND NON-PRICE FACTORS IN COTTON DEVELOPMENT IN SSA

A comparative analysis of cotton production and exports in SSA was carried out in the late 1980s
for Cameroon, Kenya, Malawi, Nigeria, Senegal and the United Republic of Tanzania.! It illus-
trated the role of price and non-price factors in agricultural development, starting from the obser-
vation that there had been a clear tendency since the early 1970s for francophone African countries
to perform better in cotton production and exports than anglophone countries (with the exception
of Zimbabwe).

In two countries (Nigeria and the United Republic of Tanzania) price factors were found to have
played a major role in determining the volume of cotton production. In both countries abnormally
low relative prices of tradables favoured the production of food crops. The Dutch-disease-induced
increase in labour cost in Nigeria and the dearth of consumer goods in the United Republic of
Tanzania acted as further disincentives for the production of agricultural exportables.

However, apart from these extreme cases, differences in cotton production performance could not
be explained by differences in the evolution of real producer prices. Rather, and particularly in the
more successful countries (Cameroon and Senegal), non-price factors (including research, credit
and subsidized inputs) explained most of the production increase. In Senegal, they more than
compensated for the negative effect of declining producer prices.

The analysis also found that much of the difference in performance amongst the sample countries
was due to institutional factors. In general, francophone countries appeared to benefit from better
coordination between upstream and downstream agents in the cotton industry, thanks to the pres-
ence of the Compagnie Frangaise pour le Développement des Fibres Textiles (CFDT). The CEDT
improved vertical integration in the countries where it operated, and provided positive inputs in
terms of professionalism, know-how and experience with technological, market and finance condi-
tions.

As a result of this key institutional difference, a distinct high-input/high-yield technological pat-
tern prevailed in cotton production in the francophone countries, while the anglophone ones were
stuck in a low-input/low-yield pattern. Despite the relative success of the former, the CFDT-in-
spired approach was not immune to criticism, because it led to high production and administrative
costs and to an excessive and even monopolistic focus on cotton. In the anglophone countries, on
the other hand, lack of technological progress was making cotton cultivation increasingly unattrac-
tive, except as a diversification and risk-minimization strategy.

The main conclusion of the analysis was that, notwithstanding the relevance of macroeconomic and
sectoral pricing policies, institutional factors had been paramount in explaining inter-country
differences in cotton production growth. The unsatisfactory performance of cotton in an otherwise
relatively successful economy such as Kenya underlined the importance of crop- and sector-
specific institutional arrangements, often rooted in part in the colonial legacy of the various coun-
tries. The political influence of cotton producers was also important. Future priorities for cotton
development were identified as follows: to strengthen research and extension systems; to eliminate
input supply and finance bottlenecks; and to build institutions, including through regional coopera-
tion and coordination.

I U.J. Lele, N. van de Walle and M. Gbetibouo, “Cotton in Africa: An analysis of differences in perform-
ance”, MADIA Discussion Paper No. 7 (Washington, D.C.: World Bank, 1989).
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D. Adjustment policies and agricultural performance

As noted in the previous chapter, agricultural
production grew so slowly in the 1970s and early
1980s that output per capita was falling. For many
countries, there was also a dip in agricultural ex-
port volumes. In the mid-1980s, output picked up
and the downward trend in exports was reversed,
but despite these improvements, agricultural pro-
duction per capita has stagnated and export
volumes have not yet recovered to their 1970 lev-
els in most countries.

How these trends are related to various poli-
cies pursued under structural adjustment
programmes introduced in the 1980s is difficult
to ascertain since these programmes combine three
elements (financing, policy design and imple-
mentation). While the reduction of agricultural
taxation through output pricing and market deregu-
lation has been at the centre of adjustment policies,
the reforms have also involved a wider range of
measures which have affected not only output
prices, but also a host of other elements such as:
prices and the availability of agricultural inputs,
incentive goods and rural credit; the quantity and
quality of rural transport infrastructure and trans-
port means; the quality and costs of health and
education services for farmers; agricultural re-
search and extension systems; opportunities for
and remuneration of off-farm employment; and the
level of food demand. The performance of Afri-
can agriculture reflects the influence of this
package of measures, as well as of the external
financing associated with adjustment programmes,
on incentives and structural constraints on agri-
cultural production, investment and productivity
growth.

Agricultural performance is also affected by
the weather, changes in international prices and
external demand. It is notable that the accelera-
tion in the growth of agricultural output and the
recovery of export volumes in the mid-1980s co-

incided with a reversal in the downward trend in
net resource transfers, in large part on account of
substantial increases in ODA (see chapter I, chart 7).
This was also associated with a shift from declin-
ing to rising import volumes.

As already discussed, reforms have not al-
ways succeeded in altering price structures as
intended. They have often failed to reduce the
taxation of export crops or to improve the agri-
cultural terms of trade and real producer prices.
Moreover, reforms have not effectively tackled key
structural constraints which impede the accelera-
tion of agricultural growth in many countries. It
has been suggested that “SSA suffers from struc-
tural handicaps that are impossible to remove or
reduce through the standard policy reform pro-
grams”.* There are indications that some ingredients
of reforms have actually aggravated constraints
on the growth of smallholder production. Major
exceptions to this situation are those countries
where, in the past, attempts were being made to
foster domestic capitalist agribusinesses or state
farms. In such cases, important restrictions on
smallholder choices and access to resources were
removed. But elsewhere access to inputs and credit
has not improved because input subsidies and pub-
lic agricultural services (input provision, product
distribution, credit and extension) have been re-
duced, and the private sector has not adequately
taken over these functions. Moreover “the decline
in donor support to rural development projects and
integrated commodity projects was accompanied
by a decline in investment in rural health, educa-
tion and infrastructure facilities”,* the more so
because governments have been unwilling or un-
able to provide the operation and maintenance
funds required to sustain investment. The decline
in external aid to sub-Saharan African agriculture
was very steep during 1987-1994, when it dropped
from $4,609 million to $1,322 million (at constant
1990 prices).*
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The upturn in agricultural production and
export volumes reflects greater utilization of ex-
isting resources rather than an acceleration of
investment and productivity growth. Production
and export expansion in the mid-1980s coincided
with a recovery in external resource flows and
imports. Exchange rate adjustments and trade lib-
eralization also appear to have contributed by
shifting the incentives towards exports and reduc-
ing shortages of incentive goods in the countryside.
Moreover, given the declines in real producer
prices and per capita incomes, it is possible that
there has been a more intensive utilization of
household labour.*’

Currency depreciations can be expected to
cause a shift from food crops to export crops since
many food crops are not tradable. Again, incen-
tives for food production vis-a-vis export crops
are weakened by the removal of subsidies and by
depressed food demand due to contractionary
monetary and fiscal policies. However, higher
food import costs associated with devaluations at
the same time encourage consumers to substitute
local food for imports. The effects of devalua-
tions on output mix between export and food crops
for domestic consumption thus depend on the de-
gree of tradability of food crops and reliance on
food imports. It appears that where a currency
was grossly overvalued and parallel currency mar-
kets were pervasive, exports either declined or
were diverted into unofficial channels. In such
cases, exchange rate adjustments supported by
export promotion measures have achieved posi-
tive results in spite of the downward trend in real
producer prices.*

Table 46 compares post-1984 trends in total
agricultural production, export volume and food
production with average growth rates in the 1970s
for three groups of countries defined according to
the degree of compliance with adjustment pro-
grammes. These groups are not defined simply
on the basis of pricing policies, but of their over-
all compliance with conditionality with regard to
macroeconomic policy (fiscal deficit reduction,
public expenditure levels, exchange rates, etc.),
of their public sector management (including civil
service reform, public expenditure reform and
public enterprise restructuring and privatization),
and of their private sector development (including
financial sector reform, trade policy reform, regu-

latory environment, and pricing and incentives).*
Three generalizations can be made from the table:

*  First, it is apparent that for all groups of coun-
tries, the most significant change is in the
volume of agricultural exports. This reflects
the partial recovery from the dip of the 1970s
and early 1980s and the return of exports to
official marketing channels. However, the
improvement in export performance is actu-
ally weakest for the good compliers.

. Second, there is little difference between the
groups in terms of improvements they
achieved in growth rates of total agricultural
and total food production. However, this re-
sult changes when low population density
countries (which are not found amongst the
good compliers) are excluded. There is a
clear tendency for the aggregate agricultural
growth rates to be lower in the post-1985
period than in the 1970s in these countries.™
When the sample is limited to high and me-
dium population density countries, weak and
poor compliers have a better overall perform-
ance in terms of agricultural growth.

*  Third, there is a major divide between South-
ern and East African countries, on the one
hand, and West and Central African countries
on the other. In the former, the growth of
agricultural output is lower in the post-1984
period than in the 1970s in both good and
poor compliers, but it is markedly lower in
the good compliers. For West and Central
Africa it is faster in all cases, but particu-
larly so in the good compliers. Also, in
Southern and East Africa, the recovery of
agricultural exports appears to be associated
with a decline in the rate of growth of food
production. Although drought may be part
of the reason, the decline also reflects, as
noted above, the immediate impact of the
dismantling of the state-centred approach to
expanding food grain production.

As with all exercises of this type, these re-
sults must be interpreted with caution. However,
they do not provide much support to the idea that
adjustment programmes have generally brought a
better policy mix for tackling incentives and struc-
tural and institutional constraints across Africa.
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Table 46

AGRICULTURAL PERFORMANCE AND COMPLIANCE WITH
ADJUSTMENT PROGRAMMES IN SSA

Average annual volume increase

Agricultural production

Agricultural exports Food production

1970-1980 1985-1995 1970-1980 1985-1995 1970-1980 1985-1995

Country group (Per cent)
Country with good compliance 1.0 2.2 -2.0 1.0 1.0 1.9
West and Central Africa? 0.0 3.0 -2.8 1.7 -0.0 2.6
Southern and Eastern Africa® 2.6 1.0 -0.7 -0.2 2.5 0.9
Country with weak compliance 1.6 2.7 -3.3 3.4 1.7 2.6
(0.9) (3.2) (-3.4) (3.7) (1.0) (2.9)

West and Central Africa® 1.8 3.4 -1.4 2.8 1.8 3.3
Southern and Eastern Africa¥ 1.4 1.4 -6.5 4.4 1.6 1.4
Country with poor compliance 1.8 2.6 -4.9 2.3 1.9 2.7
(1.2) (3.7) (-4.0) (4.8) (1.0) (3.4)

West and Central Africa® 1.6 3.0 -5.8 3.5 1.7 3.1
Southern and Eastern Africa’ 2.2 2.0 -3.4 0.4 2.1 1.9

Source:

UNCTAD secretariat calculations, based on FAO, FAOSTAT database. The classification of countries is that of World

Bank, Adjustment Lending in Sub-Saharan Africa: An Update, Report No. 16594 (Washington, D.C., May 1997).

Note:
asterisked below.

Benin, Gambia, Ghana, Mali, Mauritania.
Malawi, Mauritius, United Republic of Tanzania.

Uganda, Madagascar*, Zambia*, Zimbabwe.

-0 QO0TO

Group averages are unweighted. Those shown in brackets exclude low population density countries (see text),

Burkina Faso, Guinea, Cbte d’lvoire*, Niger, Togo, Guinea-Bissau*, Senegal.

Central African Republic*, Congo*, Gabon*, Nigeria, Cameroon*.
Kenya, Burundi, Democratic Republic of the Congo*.

E. Conclusions

Comparative analysis shows that a particu-
larly effective agricultural development strategy
in the early stages of development is a two-sided
approach in which the State taxes agriculture, but
at the same time counterbalances this resource out-
flow by making adequate investment in basic
infrastructure for agricultural production, and
helping to introduce a stream of innovations

needed to enhance productivity and profitability
of private investment. This pattern has been iden-
tified as the main characteristic of East Asian
agricultural development.®!

In Africa too, before the agricultural market-
ing reforms, public policy aimed at a two-sided
approach. But, as in the case of import-substitution
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strategy in industry, there were serious problems
of policy design and implementation. Many gov-
ernments sought to raise revenue by taxing export
crops without ploughing part of the money back
into the sector to increase productivity. Instead,
they concentrated on the promotion of food crop
production, often subsidizing marginal areas
through pan-territorial price support. A significant
proportion of public expenditure in agriculture
went into financial subsidies, particularly for in-
puts (e.g. fertilizers), credit and marketing, rather
than into infrastructure investment and agri-
cultural research to enhance agrarian capital
formation and productivity growth. More impor-
tant, a large share of revenues obtained from
export crops went into urban consumption.

The success of market-based agricultural de-
velopment in Africa requires on-farm private
investment. This can occur only through a policy
which increases the profitability of investment and
lowers risks by providing a stable environment and
removing technical and financial constraints on
the capacity and willingness to invest. Agricul-
tural reforms have not succeeded in this respect.
They have sought to improve profitability through
action on one side of the equation, namely through
higher output prices. But in practice, because they
have been implemented in the context of imper-
fect private markets and falling international
commodity prices, they have failed to reverse the
downward trend in real producer prices. The bias
of agricultural policy reforms in favour of export
production has also ignored the fact that for many
farmers it is lower food prices and improved food

distribution systems that would encourage them
to grow high-value crops.

Farmers have also been squeezed because key
production and marketing costs — the other side
of the profitability equation — have risen rapidly:
prices of fertilizers and transport costs have soared
with devaluations and removal of subsidies. Lower
wages have not been much help because hired la-
bour generally accounts for less than 20 per cent
of'the total labour force. The dismantling of market-
ing boards has increased price risks, adding to the
uncertainties of rain-fed agriculture. The interlock-
ing marketing systems centred on marketing boards
which provided inputs and credit have been only
partially replaced by private sector arrangements.

Analysis of supply behaviour has identified
many institutional and structural constraints.
Some of these, such as low population density and
agro-climatic conditions, are legacies of geogra-
phy and history, and out of reach of policy, at least
in the short to medium term. Some, notably the
gender division of labour and control of resources,
can be quite intractable and give rise to complex
policy decisions. But other structural constraints
can be reduced through public investment in agri-
cultural research and infrastructure, and through
measures designed to increase farmers’ skills, access
to finance and capacity to invest. The importance of
tackling these policy-based constraints is now well
established by analysis and empirical evidence.
Reorienting development policy in this direction
will require a shift from an approach based on ide-
ology to one governed by pragmatism. [ |
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