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Foreword

1996 will hopefully be remembered as the vear when the achievement of world
food security was universally recognized as the most pressing challenge facing
humankind. | am confident that the World Food Summit, which will gather this
vear in Rome representatives of the world®s nations at the highes! responsible
levels, will serve this purpose,

That food insecurity, the oldest of humanity’s concerns, remains the greatest
contemporary problem would appear unbelievable, were it not for the shocking
evidence before us. Yel, the idea of "food security first”™ still has to gain universal
recognition, not only as a maral principle but as a matter of interest to all. Only
when societies need not fear for tomorrow’s bread can they meaningfully
conceive of development and of establishing justice, peace, education or any
ather basic right.

In proposing the Warld Food Summit | was guided by the conviction that only
the highest palitical authorities can tackle effectively the multisectoral
dimensions of world food security and induce the mobilization of all partners in
society tlowards reaching this objective. Indeed, technical and financial
constraints can be overcome through strong and concerted policy commitment
at national and international levels.

The earth can produce encugh food to satisfy the quantitative and qualitative
nutritional needs of every human being, at present and in the future - provided
our resources are adequately managed and the benefits shared. As Mahatma
Gandhi said: "there is sufficiency in the world for men's need, but not for men's
greed”. Immaediate self-interest has often played a major role in creating or
accentuating food Insecurity, while alse undermining our capacity 1o ensure
sustainable food security for future generations. Yel, In this era of increasingly
globalized influences and interests, genersity becomes self-serving in its
ultimate effects. There is explosive raw material for chaos, violence and
worldwide destabilization in the masses of destitute and food insecure, As John
Steinbeck put it: *Must the hunger become anger, and the anger fury, before
anything will be done?”. On the other hand, there is immeasurable potential for
warldwide gain in helping marginalized poor countries and people integrate
into world economic and social progress.

Such causes for concern must be underlined in the light of some of the recent
trends and developments highlighted in this publication. These include the
declining trend in imtermational development assistance, flows of aid to
agriculture and food aid availability, Whatever the pelitical, market or financial
forces behind such trends, they have deleterious immediate consequences for
many poor countries,

Another cause for concern has been the increasing evidence of economic
hardship suffered in particular by the poorest segments of the population in
many countries committed to macroeconomic stabilization and market-oriented
refarm. The potential for generalized welfare gain offered by market



liberalization is by now universally recognized. However, we have often argued,
and must repeat here in the light of the recent experience of many countries,
that support to the poaor segments of the population must not be allowed o fail,
ni miist the Interests of the poor be neglected, on principles of market logic
and economic efficiency, Examples exist to prove that policy emphasis on

equity and human development, basic prerequisites for food security, can
coexist with pressing financial problems and harsh economic realities. One such
example, that of Burkina Faso, is discussed in this publication.

The scale and complexity of the problems underlying world hunger and
malnutrition are such that their solution no doubt involves unprecedented efion.
Can we do so in a climate of financial stringency and competing priorities? The
physicist Kurt Mendelssohn noted the questionable maotivations behind some of
our most spectacular and costly achieverments. He draws a parallel between the
anormous efterts and resources devoted 1o the exploration of outer space and
the monstrous sacrifice of sweat and toil made 5 000 vears ago to bulld the
Egyptian pyramids. |f we are prepared to devote unthinkable effort, cost and
commitment to space exploration and military preparedness, what is our
justification for not doing the same for the most worthy of all purposes -
eradicating hunger!

Turning to recent developments, this publication highlights a number of
encouraging trends. The current general features of the world economic
environment - steady growth, low inflation, dynamic wade and increasing
financial and market integration —are propitious for agricultural production and
trade, The vastly improved economic performances in much of Africa,
particularly where agriculture is a major driving force, are a most comioning
feature of the current economic and agricultural landscape. It is also heantening
that several economies In transition have entered a path of positive growth, The
resilience shown by the economic and financial systems of Latin America and
the Caribbean to the Mexican crisis, the enduring momentum of reform,
stabilization and integration and the climate of democratic consolidation and
political stability ralse expectations for the economic and agricultural prospects
of the region. In spite of some deceleration from unprecedented highs, the
growth of Asian economies has remained strong, with trade and financial
integration proceeding at an astonishing pace. Efforts towards creating a new
climate of peace and regional cooperation in the Near East can open new
prospects {or overcaming many obstacles to agricultural and rural development
in that region,

Yet, none of these sources of satisfaction are unmitigated, The surge in
commuodity prices, which provided much relief 1o producers in agriculiure-
based economies, has already subsided for several important products, although
expectations are for commodity prices to remain above the depressed levels aof
the 19805, The improved economic conditions in many African countries must
be seen in the context of a decade and a half of refentless regression thal has
brought much of the region to intolerable levels of economic and social
hardship, Social stress has also mounted in several countries in Latin Amearica
and the Caribbean, not least in rural areas affected by disappointing agricultural



performances. The rapid economic expansion In Asia has been achieved, in
many cases, at heavy environmental cost and the large income gap between
urban and rural areas has widened further, Every day the news reminds us of the
difficulties of maintaining the political and economic stability needed 10 pursue
and strengthen reforms In the Commonwealth of Independent States and in
consalidating peace and cooperation in the Mear East region,

Such a mixed picture of positive and negative developments accurs against
the background of deteriorating conditions for world food security, World cereal
stocks are now at their lowest levels since the global food crisis of the early
1970s. Under the ensuing price increases, the low-income food-deficit countries
are currently facing considerably higher food impaort hills,

Within the wide spectrum of factors affecting food security, those relating o
macroecanomic and trade management play a prominent role. These are
addressed in the special chapter of this publication, Food security: some
macroeconomic dimensions, which discusses the critical role of governments in
choosing the appropriate combinations of monetary, fiscal, trade, investment
and social policies to create an ecanomic environment that is conducive to the
attainment of food security,

It 1s my hope that this publication, which outlines the major developments
and issues that frame the current state of food and agriculture, will contribute to
raising the necessary commitment to eradicate hunger along the principles and
lines of action defined by the World Food Summit,

Jacquies Dioul
DIRECTOR-GENERAL
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International Institute of Applied Systems
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International Service for National
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information technology
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Southern Common Market
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Narth American Free Trade Area
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non-governmental organizations
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official development assistance
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OPEC
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United Nations Children®s Fund
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Linited States Department of Agriculiure

VAT
value added 1ax

WFP
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World Trade Organization
Wwww

World Wide Web



Explanatory note

The following symbals are used in the

tables:
- noane or negligible

not available

a crop, marketing or fiscal

year running from one

calendar vear to the next

average for three calendar
Viars

B onon

1994/95

1993-95

Figures in statistical tables may not add up
because of rounding. Annual changes and
rates of change have been calculated from
unrounded figures, Linless otherwise
indicated, the metric system is used.

The dollar sign (§) refers to L5 dollars.
“Billion® is equal to 1 000 million.

Production index numbers

FAD) Index numbers have 197987 as the
base period. The production data reler 1o
primary commeodities (e.g. sugar cane and
sugar beet instead of sugar) and national
average producer prices are used as weights,
The indices for food products exclude
tobacco, coffee, tea, inedible oil seeds,
animal and vegetable fibres and rubber.
They are based on production data
presented on a calendar-year basis.

Trade index numbers

The indices of trade in agricultural products
also are based on 1979-81. They include all
the commodities and countries shown in the
FAQ Trade Yearbook. Indices of total food
products include those edible products
generally classified as "food”,

All indices represent changes in current
values of exports {Lo.b,) and imports (c.11.),
all expressed in US dollars. When countries
repart imports valued at Lo, ifree on
board), these are adjusted o approximate
c.LL. (cost, insurance, freight) values. This
method of estimation shows a discrepancy
whenever the trend of insurance and freight
diverges from that of the commodity unit
values,

Volumes and onit value indices represent
the changes in the price-weighted sum of
quantities and of the quantity-weighted unit
values of products traded between
countries, The weights are, respectively, the
price and quantity averages of 1979-81,
which is the base reference period used for
all the index number series cumently
computed by FAD. The Laspeyres formula is

' Fot full details, see FAD Production Yaarbook 994,



used in the construction of the index
numbers ?

Regional coverage
Developing countries Include sub-Saharan
Africa, Latin America and the Caribbean, the
MNear East and North Africa® and Asia and
thie Pacific 4

Developed countries include the
industrial countries and economies in
transition.*

Coauntry and clty designations used in this
publication are those current during the
period in which the data were prepared.

*Far full details, see FAD Trade Yearbook 1994,
The MNear East and North Adrica Includes:
Alghanistan, Algerip, Bahrain, Cyprus; Egyps, Iran,
Irety, fardan, kuwall, Lebanon, Libyan Arab
lamahiriya, Moroecco, Oman, Qatar, Salidi Arabla,
Vi Suselan, Syrizn Arab Ropublic, Tunisia, Turkey,
Linited Arab Ernieates and Yemen,

* Aslaand the Pacific alsa incldes the former Asian
centrally planned sconomies: Cambordia, China,
Domotratic People’s Republic of Korea, Mongolia
ncl Wiet NMam,

*The “industrial countries” include: Australla,
Auitria, Belgium, Canady, Denmark, Finlsnd,
France, Cermany, Gregce, lceland; Ireland, haly,
lapan, Lusembourg, the Netherlands, New Zealand,
Moreay, Portvgal, Spain, Sweden, Switzerand,
United Kingdom and Unitsd States, The “sconcmies
in ransition™ inglude: Albank, Bossia and
Hierzegovina, Bulgaria, Croatia, Crech Republic, the
lormer Yugoslav Republic of Macedonia, Hungary,
Paland, Romania, Slovakia, Skwvenla, Yugoslevia and
the former USSR repallics.
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ROP AND LIVESTOCK PRODUCTION IN 1995

» Al the global level 1995 was & year of stagnating agriculiural peoduction,
as total crop and fivestock production expanded at an estimated rate of
anly 0.2 percent following the increase of 2.8 percent reconded in 1594,
Such overall stagnation rellectod below-average perdormances in mest

developed and develaping country reglons and virually unchanged
aggregate production levels in the countries in transition,

* The most significant single feature in global agricultural production in
1995 was the 8 percent decline in l:rnpmd livestock output in the United
States where cereal craps in particulsr, affected by adverse weather,
declined by ever 20 percent. As regards other major developed country
producers, overall agricultural owtpat in the European. Linkon (ELL
continued the declining trend of the last few yiears, altheugh at & marginal
rate (0.3 percent, campared with -2.3 percent in 19941 On the other hand,
Austzalian production expanded by 12.8 percent, more than offsening the
shurp shomfall of 1994,

= For the countries in transition, 1995 marked the halt of the steady decline
in overall agricultural production, which had started at the beginning of
their economic reforms, and their total agnculural production remained
broacly unchanged at the level of 1994, This outcome was sccounted for
mainly by expanded harvests in such major producer eountries as Poland,
which staged a partial recovery from the drought-reduced level of 1994,
and Romania, In contrast, praduction continued to decline in some of the
nuiuf republics of the farmes USSR, such as the Russian Federation,
Ukraine and Kazakstan.

= all developing country regions, with Lthe exception of sub-Saharan Aleica,
recareled deteriorating overall agricultural production performances in 1995
relative o 1994, Likewdse all developing country reglons, except the Fat
East and the Pacific, registered rates of growth of crop and livestock
production below those of population growth,



* While remaining well below regional population growth, the 2.4 percent

increase fn agicultural production in sub-Saharan Africa in 1995 (up from
2.1 percent the previous year) was the hlulmm the developing
colintry reglons. Such overall modest increase resulted from widely varying
country pedormances, On the ane hand, severe drought conditionsin
southern Africa sharply reduced agriculioral production in Batswana (5.5
percent), Lesathe |-38.8 percent), Namibiia (7.2 percent), Zambia (-5.0
petcent] and Zimbabwe (-17.4 percent), as well as in South Africa (-14.4
percentl, On the other hand, moderate rates of expansion were achieved in
most countries (n western, central and eastern Africa, Strang agriculiural
production increases were recorded for Mozambique [17.2 percent),
Burundi (12.8 percent), Angola (9.4 percent], Malawi (6.5 percent) and
Uganda (5.7 percent), In Nigeria, agricultural production is estimated 1o
have expanded by only a madest 1.3 percent.

= Inthe Far Exst and the Pacific, agricultural production growth slowed
significantly in 1995, 10 1,8 percent, marginally above the rate of
population growth. A major factor behind the slowsdown was the sharp
deceleration huﬂl.‘urtunlwﬂdumhn:m#ﬂn In China, oonly 1.6 percent
{down from 6.2 percent in 19941, the lowest year-to-year expansion since
1989, In India, also, agrcultural production expanched at a very modest
rate, estimated af 1 percent. Among other major countries, strong
agricultural growth was recorded in Bangladesh (7.9 percents, Myanmar
(8.8 percentl and Pakistan (5.3 percent), a5 well ag, 1o o lesser exiont, in
Malaysia, Nepal and Viet Nam, Major lossés in production, on the other
hand, were recorded in Cambodia and Loos, which were afiected by
eatastiophic floods,

* Agriculural production growth also slowed down in Latin America and
the Caribbean, from 4.0 percent in 1994 10 1.8 percent in 1995, Such a
reduced growth rate resulted mainly from a 4 to 5 percent contraction in
agricultural production in Mexico, decelerating pmduﬂ:lnn growth in
Argentina, Brazil, Ecuador, Peru, Venezuela and thliu{#}lh:llmhmﬂhﬂld
rematn vigonous in the latter] and a further decling in lp‘l:ullun.F
production fn Cuba, continuing the sharp dowmward trend that began in
1992, Most countries i the Central America and Caribbéan subregions
showed poor or modest production performances, notable exceptions being
Micaragua and Guyana where growth was around 5 to & percent. The
strongest reglonal agricultural production performances in 1995 were.
staged by smaller countries such as Bolivia, Nicaragua and Paraguay.
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= In the Near East and North Alrica, production growth slowed 101.7
percent, romaining wall shon of papulation growth for the third consecutive
year Alter having recovered In 1994 ﬁmmd!nuhﬁmdlmw
previous year, Morocco was again hit by drought in 1995, with prodiction
declining by an estimated 23 percent. Production also fell in fordan, by 5
percent, and less pronouncedly in Irag, the Libyan Arab Jamahiriva, Saudi
Arabis and Tunisia, mﬂummm:ﬁ. production m«hy?.&ptn:m in
Algeria, thus partially recavering from two consecutive years of decline, A
strong (8 percent) expansion of production was also recorded in the Sudan,
while Egypt, the Syrian Arab Republic and Turkey showed moderite
pmduuﬁmmcum




2. FOOD SHORTAGES AND EMERGENCIES

s Mo fewer than 26 countries worldwide are currently facing acute food
shortages requiting exceptional and/or emengency food assistance. More
than hall of thiese countries are in Africa.

« Although sub-Saharan Africa’s food aid needs fell in 1994/95, a substantial
proportion remained wnmet, This is largely astributed to tightening wotld food
ald supplies, On current estimates, global food ald shipments in 1995,/96 fell
ter the lossest levels for 20 vears. With @ major inCrease in world cereal
prices. low-income food-deficit countries (LIFDCs) in the reghon will face
sepious difficulties in meeting food deficits through Imports.

o |n apiie of some pood harvests, emérgency food assistance will continue
to be needed in eastern Africa througheut 1996, In Rwanda, altheugh thee
have been favourable weather conditions in recent months, food production
temalns well below pre-civil war levels and an sstimated 1 million people
continue o rely on (ood assistance. In Burundl, crop prospects have
deteciorated as a resull of insecurity and renewed population displacement.
Crwverall, an estimated 2.4 milllon refugees and displaced people in the
Great Lakes region will cantlnue to need emergency Jsalstance throughout
1996, |n southern Sudan, ln spite of an overall improvement in production,
food difficulties persist as civil strife and insecurity continue to hamper
relipd activities. In Sormalia, as a result of reduced cereal production and
persistent insecutity, the food supply situation is expected 10 deterionate,
especially since May, when stiocks were near depletion, Food assistance i
also required for vulnerable groups in Ethiogda and Enitria — the situation in
the lamter country was expected to deteriorate from May/June when food
stocks would have been depleted.

o In western and central Adrica, prospects are slim for recovery in food
preduction in Liberia, where renewed civil disturbances continue to disrupt
food production and reliet efforts. Insecurity and internal conflict also
continue to constrain food production in Sierra Leone. Elsewhere (n the
subsegion, the food supply situation is generally stable, although localized
iood sipply difficulties persist in saveral traditional food-defich areas of
Burkirma Fasa, Chad, Mali and the Niger.

= in southern Africa, although & bumper harvest is expected In many
countrios, a large part of production will be needed 10 replenish diminished
siocks following severely reduced harvests last year, Inspite of recovery,
the focd supply sltuation in Angola remains particularly tight as damestic
production is expected o cover less than half the country’s feod needs and
there are a largs number of internally displaced people. The situation is
also tight in Zambia where siocks are critically low and commercial
Imports are constrained by high prices, ransport difficulties and the low
purchasing power of households The high cost of commercial Imports will
alsa result in food supply difficulties in Lexotho, Malowd and Mozambigue,



= Elsewhers in the world. domestic food production in Afghanistan remalns
constrained by a shortage of inputs, damaged infrastructine and persistent
insecurity continuing 1o displace poople, who together with destitutes and
returnees still require international assistance in the months ahead. In frag,
the food and nutritional situation has deterlorated further and has reached a
critical staga, caused rnq!inhr by difficulties encounterd hft}m;mruml,
in financing imports. Subsidized food rations provide less than half the
required energy peeds of the population, are of poor quality and lack
animal protein and micronutrients, In Lebanon, the Linited Mations has
launched an appeal for unemnq.' tellef and humanitarian assistance fop
20 D00 families for three months, following the recent conflict in the south
of the country.

* In the Democratic People's Republic of Kores, lallowing sevese flooding
in 1995, low stocks and the inability of the government to bmpaont food
commencially have resulted in a critical shuation and major intermational
asslstance will be required if starvation is to be avoided bilore the next
harvest in October. In Mangolia, Input shortages and economic difficulties
continue 10 constrain food production and commereial imports, resulting In
a tight food supply situation, which may be wersened by recen widespreat
fires. In Lo, flods l!ﬁn a sharply reduced rice harvest in 1995 which
resulted In serious food :Jmmaautql.ﬂrlrlg efmenqenty asslstance In several
provinces,

= n Hﬂﬂ. lll!'mughﬂu food supply situation is improving, commercial
Fn‘rpmf- remmain constrained and [ntermational mh'r:m:u mnllnuhm bee
required to meet domestic requirements.

* in Bosnia and Herregovina, although the food supply situation has eased
since the peace agreement [n Movember 1995, whh;hhd b an
Improvement in commerelal activities and access 10 amas where food aid is
needed, some 1.9 million refugees and war-affecied people still requine
emergency fpod assistance in 1996,

= |n Anprenia, the food supply situation comtinues to improve a5 a resull of
increased trate and donor assistance. However, a section of the population
seviowsly lacks resources 1o purchase food and, together with refugees and
internally displaced people, continues to need assistance. In Arerbaijan
and Georgia, although some recovery in foad production is amicipated in
1996, the food supply situation remains difficult because of economic
problems and reduced impans.

o In Tajikistan, the food supply situation i extremely serlous, with these
populations nmﬂltrﬂkhdn;ll'ummﬂ b-.riurwllm in the absence of
international assistance.
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3. CURRENT CEREAL SUPPLY, UTILIZATION AND STOCKS

= Wanrld cereal productian in 1995 is estimated 1o be 1 904 milllon
tenmees, abaut 3 percent lowwer than in 1994 and well belew trend, The
decline reflects a sharp drop in coarse grain production, in particular in
the United States and the Commonwealth of Independent States (C15),
which mare than ofiset larger wheat and rlce crops. World wheat
auitpul increased by 4 percent from the reduced crop in the provious
year, mostly as a result of the strong recovery in outpul in Australia
after the 1994 drought and larger than nommal crops Th several
countries in Asia and Europe. Rice output also increased by nearly 4
percent in 7995 10 .4 record lewel,

¢ Clobal pereal stocks for crop years ending in 1996 are forecast 1o
decling, for the third consecutive year, to 260 million tonnas, 16
percent bess than their opening level and the smallest vollime since
1981, At this level, total cereal stocks would be only 14 10 15 percent
of the trend wilization in 1996-97, well below the 17 to 18 pefeent
tange that the FAC Secretariatl considers the minimum saie level for
wiorld food security, Mest of the decline will be in coarse grains, but
wheat and noe carmyovers are also anticipated to fall below their
aleeady reduced openings.

s Early prospects Tor 1996 paint to a recovery in world cereal
production e 2 015 million tonnes. Wheal output |s forecast at some
571 million tonnes, 4.4 percent up from 1995 and back on trend after
Below-trend production in the past two years, Larger wheat crops are
expected throughout mast regions in respanse to tight supplies
worldwide and strong intemational whea prices. World coarse grains
outpul In 1986 is forecast to increasa by 10,5 percent, to 883 million
tonnes, frem last year's much reduced crop. At this level, output would
b above the trend, but stll somewhat below the record crop of 1994,
The bulk of the recovery i expected 1o come from the developed
countries, in particular thase in North America, but significantly larger
coarse grain crops are also anticipated In Africa and the CIS. As
regards rice, assuming growing conditions remain as good as in they
were in 1995, paddy output in 1996 could be around 560 milllan
tinnes, almest unchanged from the previous vear,
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* W current forecasts marerialize, censal output will be sufficient 1o meet
the expected comumption requirements of 1996.97. However, the supply-
demand siuation would still remain closely balanced in 1996-97, as the

m:mﬁ:hﬁﬂﬁm;ﬂmhmlmm ﬂnn.lm
assuming a normal growing season, cutrent indications are that global food
security will remain precanous, with coreal reserves below minimum safe
levels o Inuurﬁ:qiur year
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4. EXTERNAL ASSISTANCE TO AGRICULTURE

s The declining trend in axtemal assistance to agriculture continuad in
1994, the latest year for which complete data are available. Total
conmritments 10 agriculivre, in constant 1990 prices, fell io an estimated
LISS9 a98 million, 17 percent below the previous year's level and na less
than 23 percent below the level of §12 881 million recorded in 1990, At the
sarme limae the share of external dssistance to agriculture in total
development financing declined from T3 percent in 1990 to around 10
pereent in mote récent years,

* The significant decling in commitments to agriculture in 1994 reflected a
30 percent real erm contraction in Bilateral commnmeants 1o only

LIS%3 550 milllon, This confraction was only partly counterbalanced by a

5 percent real increese in multilateral commibtments, which brought them o
56 348 million in 1994, Nevertheless; tolal ovultilateral commitments o
agriculire in 1994 remained well below the levels recorded prios o 1993,

o Wihile the share of concesslonal commitments in tolal commitments to
agriculture remalned broadly constant at close to 70 percent from 1990 1o
1994, the share of grants declined significantly during this petiod, Indeed,
total grants deopped from §5 240 million in 1990 to only $1 675 million
estimated for 1994 This negative tiend affected both bilateral and
multilateral grants.

# pst of the major multilateral donors contnibuted 1o the mcrease in
mltilakeral commiiments to agricaliure in 1994, with the regional
development banks expanding commitments from USST 409 million In
1993 10 %1 771 million in 1994, the nternational Fund for Agricultural
Development (IFALY from LI5S 234 million 1o 5396 million and the Wiorld
Barnk fram LS5 143 million to §3 488 million. The Unhed Nations
Development Programme, FAD and the Consultative Group an Intermational
Agricultiural Research iUNDREFADCCGIAR) expanded ibeir combinad
comrmitments moderately from USS627 million to 5648 million. The
Crrpanization of the Petraleum Exporting Countries’ (OPECH multilateral
assistance, on the sther hand, dropped sharply rom USE 166 million 1o
545 million,

¥ Forr the regional development banks, the Wearld Bank and UNDOPFAGY
CGIAR, however, the estimated ingrease In commitments o agricul ture in
1994 represents only a partlal recovery from the sharp declines reconded
over the previous years, For all of these institutions, commitments in 1994
remuined below the level of 1993 and well below that of 1990, Only for
IFAL did the sharp expansion in commitments in 1994 bring them above
the level of 1990;




* As regurds the regional distribution of assistance flows, the level of
‘commitments to Astan countries fell maore steeply than for other regions
during 1990-93, r 1994, hhmm,hﬂmﬂhﬂﬂehnu*um
weere recorded as secipients of significant assistance 1o the agricultural
sector at a level of commitments preliminarily estimated at USS$110 million.

* Data far 1995 Il'l'llﬂl Jn:mnp!ﬂmdtmermi? EEI-I!'EI'I-II assigtance
commitments 1o agricultune from multilateral sources. The World Bank
Annual Report 1995 reports a 32 percent decline in commitments
agriculture from that institution against a background of an & percent
mﬂhmmlmmmmmm the statement of
hvars for the Aslan Dﬂehpmm Bank shows a decline. fn»cmm}hmuum
aﬂrftulrur::u-f 19 percent.
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OD AID FLOWS IN 1995/96

» Toral el aid shipments in cereals in 1995/ (July to lune) are estimated
1o be 7.6 million tonnes, compared with 9.2 million onnes in 199495, 12,6
million tonnes in 1993/94 and 15,2 million tonnes in 199293,

* The low-income food-deficit countries ILIFDNCs) are expected 1o réceive
about 6.5 million tonnes, of 85 percent of the total cereal food aiel, a
similar share to that they received the previous year At these levebs, fnod
-aid shipments in the form of cereals 10 LIFDCs will constitute about 8
percent of the 199586 forecast for total cereal imports fincluding
commercial purchasest, sharply down from 11 percent (n 1994/95 and 11
percent in 1993/94. Within the category of LIFDCs, these in sub-Saharan
Africa continue to be the largest recipients of food aid, accounting for more
than 30 percent af the total.
* As af March 1996, contributions to the 1995 lternationa! Ermegancy
Food Reserve (IEFR) had reached 922 000 1onnes of cereals aned 245 000
tonnes of non-cereal food commadities, while contributions to the World
Food Programme’s (WEF) Protracted Refuger Opertions (PROS) in 1995
amounted 10 some 504 000 1nnnes of cereals and 61 000 tonnes of other
food commadities. Total pledges to the 1996 1EFR by nine doners amounted
o 280 000 tonnes of tood commaodinies, a volume similar 1o that which had
been p{:dm at the same time last year, In addition 1o the [EFR
contributions, some 225 000 wnoes of food mmuh:hnunmhun
pledged under the 1996 PROs.

* By March 1996, pledges to the regular resources of WEP for the previous
1993-94 biennium amounted to LIS31 001 million, representing nearly 67
percent of the target of $1.5 billion. O the total amount pledged, some
$651 million was in the form of commadities and $350 million in cash. For
the 1995-96 biennium, total piﬁlaﬁi-snf I:h::mher had reached

§649 million, representing approximately 41 percent of the targedt of

1.5 ballion. Of the total amount pledged, an estimated 5426 was in the
form of commadities and $223 million in cash.
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RINATIONAL AGRICULTURAL PRICES

* Cirain prices rose o record levels during the 1 995,/9 season as a resull
of production shortfalls, low stock levels and relatively strong export
demand. By late May 1996, international wheat prices had weakened
shightly compared with their record levels in April, yet they were still as
much as LIS3100 per tonne - 60 percent above the coresponding period a
year earlier, With major maize harvests still months away, continuing stiong
demand, espectally for Unlmiﬁtlm maize, pushed prices o higher levels,
By late May, international maize prices were neatly US$95 per tonne - 80
percent above thewr values last vear,

= Intermnational rice prices were relatively weal in the first five months of
1996 compared with the very high lovels ieached in the second half of the
previous year. The decline in prices was larngely a result of reduced demand
from Bangladesh, China and Indonesia following a recovery 1n production
In these three countries, Amang the diﬂ’trlﬂtnmdlim,lh!wimnf
lower gualities fell the most, Thlp-rlcu. of higher-quality rice, by contrast,
were more resilient, sustained in the first quarter of the year by purchases
nnde*lpec‘ilhllp for the Chinese spring festival and, lates, by the increase
in United States rice expont prices In anticipation of reduced rice plantings
in the United States for 19%6.

= The rise in prices lor ofls and fas, which started in june 1994, came o a
halt during the second half of the 1994/95 season and prices for some oils
stanted falling, with prospects lor higher end-of-season stocks and promising
1995496 crops. During the first half of the 1995/96 season, international
prices for most oils and fans maved further downwards, as a result of ample
stocks at the beginning of the season and the expectation that tatal supplies
would again exceed (odal losses, Prices for soybean oll Increased, howaever,
during the second half of the seaton because of lower supplies and sharply
rising prices for geains, which campete for land with seybeans. Prices af
oifreals over the entire 1994/95 season remained about 6 percent below
the average recorded in 199394, reflecting a continued abundance of
supplies, combined with the continued decling in livestock numbiers in the
lormer LISSR and Eastern European countries. During the 1995/96 season,
pd:ﬂd soybean, rapeseed and sunflower meals rose sharply, driven by a
reduction i overall ollmeal supplies, sustained dnmamd for livestock
products and more favourable meal-to-grain price ratios.



* The rise i world sugar prices, which began in 1994, reached five-year
highs duting the first quarter of 1995. The Intermational Sugar Agreement
UISA) daily price peaked at US cents 15,45 per pound (0.45 kg) in January,
Forecasts of a large production surplus in 199596 caused a sharp drop
durieg August and September, However, prices rose slightly from October
until March 1996, mainly supported hvthﬂclru availability of high-
quality white sugar from the European Union (EL) and detaved éxports from
aeveral cane-producing countries. Thie price has declined substantially
since April 1996, reaching a two-year low of LS cents 10.50 per pound
during the first week of May, as langer quantities of exportable sugar came
* Wiorld cofies prices swengthened in 1994 and remained high until May

1995, Hm-ru. as abundant erop supplies from Colombia, Hmmanﬂ
Uganda ofiset Hmiﬂmlmﬁ,ndmmﬁﬁmnnpﬂmbmnh
June 1995 and lasted theoughout the rest of the year. Prices during the first
four menths of 19596 averaged LSS2 336 per tonne which was more than
ene-third lower than its highest leved last April.

= After significant increases in 1995, cocaa prices remained at their
highest level for six years. The high prices reflected a tight supply situation
worldwide which was a result of the steady fall in production in quﬂ
ﬁllhmmhwtpmlnmmmﬂﬂhﬂmwirﬂﬁﬂmﬂn 1995, prices
continued to increase, raaching thelr highest level in April 1996 as demand
remained strong and supplies tighl.

* World tea prices declined further in 1995 as a result of record production
in a number of key praducing countries and weak import demand, After
‘falling to a historical low In July 1995 (the lowesi for 20 years), prices
recavered significantly to LS§1 745 per tonne for the first four months of
1996, However, world tea prices remaln under dowmward pressire in the
short term 45 a result of weak impont demand,



* World coffon prices based on the Cotlook A index for March 1996 are
some US cents 6.5 per pound lower than the 1995 average price and
corsiderably lower than the price peaks reached during the first quarter of
1945, The Imemational Cotton Advisary Commitiee (ICAC] estimates world
pruﬁmh:rlu:lﬂiﬂihlnmhﬂ # percent, 1o 19 million tennes,
Consumption is expected to Increase by about 2 percent, At the end of the
1995/96 season (August/luly) global stocks are estimated at 8.1 million
tonnes, a 2 porcent increase over the previous year, Wiuddilmpnmﬁm
1995/496 are expected to decline by almost 0.5 million tonnes from 1994/95
levels, and are expected 1o decline another 300 000 tonnes in- 'lHi.l'I?.
China continues 10 play @ key mle in warld cotton trade. 1CAC projects that
on balance production increases are expected to exceed consumption
requirements, leading 1o a rise in stocks, but yield swings, disease and pest
problems, mnhmud with the prices of competing crops, particularly
cereals, will all influence production pver the rnndh-tul.am.
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7. FISHERIES: CATCH DISPOSITION AND TRADE

® |n 1994 the woeld harvest of fish and shelliish from capture fisheries and
aguaculture reached & record level of 109.6 milllon tonnes. The 1994
proddicction represents a record increase of 7.3 milllon tonnes, or abow 7.2
percent, compared with the 1993 cawch of 102.3 million tonnes. Fish used
for reduction to fishmeal and oll amounted 1o an estimated 33.5 million
tonnes in 1994, which is the highest guantity ever used (or non-food
purposes and represents an 18 percent Increase from the 1993 figure of
29,3 million tonnes, The quantity used for human cansumption also
Incredsed, from 72,9 million tonmes in 1993 to about 74,8 million tonnes in
1994, resulting in @ minos increase in per caput supply.

* MAgrine production accountsd for 5.4 million tonnes of the increase and
inland production for the remalining 1.9 millien tonnes. The production
increase in matine waters was almost entirely from higher capture fishery
vields, which were up 4.9 million tennes, mainly attributabile to anchowveta
catches by Peruand Chile in the southeast Pacific, with maricultuns
increasing by 450 D00 tonnes. In contrast, the increase in inland production
was mainly the resull of aquaculure, which showed increased cutput of 1.7
million tonnes, compared with an increase of only 250 000 tahnes for
inland capture fisheries. Almost all of the increase in inland waer lishery
production came from Asia.

* Thee increase in harvest [rom marine captore fishories is a resull of
ingreased catches of anchoveta, a stock which fluctuates wildly depending
on El Nibe conditions. This increase in no way contradicts FACYs assertion
that the majority of spectes subject to fishing are now fully or overexploiled
and that the potential for increasing ovenall yields from capture fishesies in
the lanig term is extremely limiied. Preliminary figures for 1995 indicate a
total production level similar to that of 1994, representing an increase in
acuaculivre production and a decrease in capiure fishery yields.

+ Recent analyses indicate that the proportion of major stocks far which
catches are in a declining phase has increased steadily over the past
several decades. Effective management is more urgently required than ever
bolore 1o stabilize biomass and Impeove scopomic performance, In arder i
take the difficult decisions this will require, Member States will have 1o put
in place the infrastructure for assessing and managing their fisheries and
brirgg their management capabiiities in |ine with those spelled out in the
FAQ Code of Conduct far Responsible Fisheres and ather recently adopted
international instruments.




h

o The recent trend of expanding production in developing countries and
contracting production in develaped countries, particularly in the
economies in transition which include the republics of the former USSR and
Fastern Europe, continued in 1994, Production by law-income food-deficit
countries ILIFDCs) continued the pattern of rapid growth which has
averaged 6.9 percent per annum since 1988, This figure is deceptive,
however, in that growth has taken place mainly in the highest producing
LIFDCs such as China (12 percent average for 1988-94), India (6 percent),
Indonesia (6 perceni, the Philippines (2 percent), Bangladesh (5 percent)
and Mosocco (5 percent],

® [hina, since 1389 the highest producing country, reposted a recoard
production af 20.7 million tonnes for 1994 Of the 3 2-milllon-tonne
incroase, ever 1 million lonnes ame attributable to aquacultune prodoction iof
five carp species and the remainder to many cultured species imainly
inland} and seme wild species (mainly marine) such as lagehead hainail,
scads and, notably, flefishes, which had declined markedly beteen 1988
and 1993, Pfroduction of lapanese anchovy decreased for the firt 1ime,
revevsing thir rapid growth trend seen from the start of the lisheny in 1990 0
It peak of 560 00 fonmes in 1993,

# During the decade 1984-94, todal world aquaceiiune production
increased at an average rate of 9.4 percent, compared with 2.6 percent for
livestock meat production and 1.7 percent for total capture fisheries.
Aquaculivre production grew at 4 much laster rate within developing
countries than within developed countries babween 1984 and 1994 since
1984 total production {in lonnes) has increased by TB8,7 percent in
developing countries compared with 24,6 percent in developed countries
Developing countries and LIFDCs continued e dominate production in
1994, accounting for 86 percent and 75 percent of total production,

respectively.

= In 1994, werdd aguaculiure production totalled 25.5 mitllon tonnes
121.7 percent of intal world fisheries landings), valued at LIS§19.8 billion,
compared with 10,4 milllon tonnes and $13.1 billion In 1984, Praduction
by weight in 1994 consisted of 51,2 percent finfish, 27,1 percent aquatic
plants, 17.2 percent molluses, 4.2 percent ciustaceans amd 0.3 percent
others,

= Arpresent, most of the LIFDCs” infish agquaculiure production is based
an the culture of lowsvalue herbivorousfomnivorous freshwater finfish in
inland rural communities, within wemi-Intermive or extensive farming
systirms that wse moderate io low levels of productlon inputs. These systems
produce lamge quantities of affordable toad fish tor domestic markets and
home consumption. By contrast, about 60 percent of finfish production in
developed countrips is based on the moneculture of high-value camivorous
species in intenshve production sysems.

| S———



= International trade in fshery products increased by about 14 percent
between 1993 and 1994 10 a total expert value of LSS4T billion with
developing countries accounting for an ever-increasing share which now
almast equals that of developed countries. The developing countries’
positive trate balance of $15.5 billion in 1994 and the developed countries’
negative irrde balance of $20.0 billion represented increases from 1993 ai
15 and 20 percent, respectively. The overall increase resulted from higher
nuantities of exports and higher unit values for most lood commaodities; the
fatter beimg a reversal of the downturm in unit values evidenced in 1993,

o For the secand year running, Thailand wai the workd's main fish-
exparting country with exports of LIS$4.2 billion in 1994, a 23 percem
increase an 1993, japan maintained its position as highest imparter with
imports worth §16.1 billion in 1994, or 31 percent of world (mports.
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| 8. FORESTRY PRODUCTION AND TRADE

* The most important feature of 1995 forest products markets was the
strong growih of pulp and paper prices in international markets, which
reached a peak in Cctober 1995 During that month, Morthern Bleached
Softwood Kraft INBSK) pulp. the Industry’s benchmark product, was queted
an LSS 1 000 per tonne, 50 percent above the price for the cormesponding
penod in 1994, Therealter, as paper demand weakened and new pulp
capacity grew, prices of wood pulp and less so of paper fell rapidly, 1o some
30 percent below their peak by February 1996 {or pulp, in spite of
production cutbacks aimed at reducing supplies. The high prices that
prevailed dunmg much of 1995 boosted the value of trade, particularly for
the deviloped countries which dominate exports of these two products,
This, whils the value of total trade in forest products is egtimated 10 have
increased by 8 percent, that for pulp and paper iose by some 15 percent.

= Warld mundwood production reached some 3,47 million m* in 1995,
about 1 percent higher than in 1994, Much of this martinal growth was
caused by the demand-driven expansion of fuehwood, the dominant energy
spurce in many developing countries. World production of irdusteal
roundwood, on the other hand, rermained at the low level of

1.55 million m', well below the voluime lov 1990, This was mainly caused
by the continued dislocation of output in the Russian Federation where
industrial roundwood removals were estimated to have fallen by a further
15 percent. The decline was also in respanse 10 weak construction industry
activity In the industrialized countries, the main aullet for mechanical
wood products; for example, new housing construction in the Linited Stites
decreased by 9 percent, with similar declines experenced by Japan and
some Furopean countries, Furthermore, the supply of logs continued to be
affected by restrictions on harvesting in public forests on the west coast of
North America and in key tropical Asian countries, increasingly In response
lo environmental concerns. In 1995 some African countries, such as Cote
d’twoire and Gabon, alio began to move towards tighter logging and expon
resirictions,

* Palpwood and particles were exceptional among roundwood products in
that they experenced marked growth in 1995 to serve the buovant wood
pulp inchustry, which for most of 1995 consemed more pulpwood and
paiticles and at bgher prices. Maost notable growth was for exports of
pulpwood from countries of the former USSR 1o Scandinavia, for wood
chips from Chile (volumes of which grew by 35 percent) and for trade in
wood chips In general,







* World sawnwood production in 1995 continued its long-term decline
and, at abaut 409 million m', was some 20 percent below thar for 1990,
The continuous decline has partly resulted from the constant fall of output
In the former USSR and especially in the Russian Federation. Major
European and Narth American praducers generally mainfained the previous
year's output of coniferous sawnwood, 1uaﬂlngmmmmp|:ih- high
m:mmm? dnwnwﬂd pressure on pelces in Euﬂ:q:l in the
latter part af 1995, There was further growth of Canadian exports of
corrifisrois siwviwood by 4 percemt, mainly directed 1o the United States. A
trade agreement was signed in 1996 between Canada and the United States
I mdermm&:u E:mdlmdmun{fmﬁmuiﬂwﬂwmdlnﬂwwﬂhd
States, a trade worth some LIS$7 billion annually, by 10 percent.

= Production of temperate non-coniferons sawnwood increased slightly
ibove I!I‘El-i levels as a result of higher demand from the renovation and
mmmmumm This product |s beginning 10 subst/tute Imﬁm
sawnwood [mports significanily in major consuming markets.

= Production of opical siwnwood in 1995 appears tﬂhnu!-:hr:ﬂnud
'I-'Ml'll-'l'l-llh' uuml mﬁr.ﬂ pﬂdmhgmmms introduced logging . and
export restrictions, Trade in tropical sawnweod in 1995 declined Iurﬂmu
major Asian producers continued 1o reduce exports deliberataly and 1o
divert supplies 1o higher value-added pracessing for export.

* World production of wood-hased panels continued s lrr.rwaﬁlrrmdird
is estimated to have reached 146 million m? in 1995, some 3 percent above
the 1994 level, The year was marked by heavy investment in new capacity,
natably far n!ﬂllmdm;lrr fibreboard (IMOF) and orented strand board
5B, ‘#HH'I are pmhﬂ-,r sulastituting other traditional panels such as
plywood and particle board. Investment in new MDF and O$B capacity
continues despite some doubts a5 1o whether this expansion is justified by
likely future demand. Overal| production of plywood increased only
manginally because of the weak demand in International markets, althaugh
a notable upsurge occurred in Malaysian exponts of trapical plyweod (up 30
percent) probably at the expense of Indonesian expeorts, which declined
marginally, Canadian expaorts of 058 grew markedly.






= World production of paper and paperboand reached an estimated
280 millien bonnes in 1995, up 4 percent and continuing an upward trmd
started in 1982, Strong greavth was reglstersd by some major countries in
Western Europe and Asia, with more moderate rates in North America and
Scandinavia, Demand was particularly sustained for printing and writing
srades. ln:l prices moved HFihH'Fl'I’- The price for uncoated wood-free
paper, !‘-ntmrarn;iu wats 32 percent higher in August 1995 than in the
previous year. [n the last part of 1995, hewever, demand for paper reduced,
especially in Asia, and led to the buildup of stocks (in spite of production
cutbacks) and rapidly declining prices. Trade was very sustained in the first
nine months of 1995, but, with the exception of newsprint, declined
matkedly afterwards.

* World production of wood pulp reached an estimated 159 million tonnes
in 1995, some 3 percent above the good level of 1994, The performance of
the sector followed very dosely that of the paper sector. During the first
e months worldwide demand for wood pulp was strong, stocks low and
operating rates very high. As a result prices moved up very sharply, 1o some
50 percent above 1994 levels. This development also led to higher
pulpwood remavals, increased wrade in pulpwood and chips and price rises
for pulpwood and other inputs, including recovered paper. After October, as
demand for paper declined and paper stocks piled up, producers’
inventories of wood pulp alse escalated, prices declined rapidly and many
mills announced temporary closures to reduce inventories. In February
1996 uwdmrpprhﬂm some 30 percent lower than the previous
peak. Trade, whi:hhdﬂp-rﬂﬂd strongly for the better part of 1995,
decreased sharply in Hneu.-uhlhephmmﬁlng dernand for pulp and paper.
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WORLD REVIEW
11. Overall economic environment and agriculture

WORLD ECONOMIC ENVIRONMENT

According 10 the International Monetary Fund (IMF)' world
economic output expanded by 3.5 percent in 1995, down from 3.7
percent the previous year and marginally below the long-term
trend. The growth rate in 1995 resulted from:

sslow oulput expansion, of 2 percent, in the industrial countnes,
All the major industrial countries experienced lower growth
than in 1994 except [apan, where economic activity began o
pick up in late 1995, and ltaly. Economic perlormances and
prospects In Europe deterrorated reflecting erodid consumer
and busipess confidence, Fiscal consolidation and the
reduction of unemployment remain key challenges;

*a robust 5.9 percent growth in the developing countries. 1995
was the fourth consecutive year In which output increased by
close 1o 6 percent, led by the dynamic Asian economies in
particular. Africa and the Near East achieved significantly
higher growth rates than in 1994, but a marked slow-down was
recorded in Latin America and the Caribbean (see Developing
Countries Regional Review);

sfurther economic momentum in the transition economies of
Cenfral and Eastern Europe {excluding Belarus and Ukrainel,
following the wrmaround in 1994, The economies of other
countries in transition continued (0 recede, however, although
output appeared to have bottomed out during 1995 in the
Russian Federation and a number of Commonwealth of
Independent States (CI5) republics in Asia,

Expectations for 1996 are for a continuation of slow growth in
the industrial economies, with decelerating rates in the United
States and Europe but a strengthening of recovery in Japan. By
contrast, growth is forecast o accelerate (o about 6.3 percent in the
developing countries; this will be the result, in particular, of an

! Uinless otherwlse indicated, economic estimates and forecasts in this section
are from IMFE. 1996, World Econamic Cuilook 1996, Washinglon, DC.
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economic upsurge in Latin America and the Caribbean and a
further strengthening in output growth in Africa. A significant
improvenent is expected in the Russian Federation, Transcaucasia
and central Asia where economic expansion of about 2 percent
may be achieved after years of deep recession,

The other main features of the current economic environment
are: reduced pressure on already low inflation rates in the industrial
countries and consiclerably reduced price increases in the
developing countries; rapid growth of world trade, reflecting
progress in market liberalization and dynamic intratrade in
developing country regions, particularly Asia and Latin America
and the Caribbean; and a general decline in interest rates in the
face of weak growth and low inflation in the major industrial
countries - although interest rates have remained significantly
higher in Europe than in North America and Japan, These features
create 3 generally favourable enviranment for agriculiural
production, trade and food security,

Econemic outlook and the implications for agriculture
The ecanomic and agricultural outlook of the developing countries
will be influenced by the following factors:

= |r the yiars to come, a more stable international economic
environment can be expected, with moderate but steady
economic growth in the industrial countries, low inflation,
increasingly open vade regimes and greater financial
integration. These features augur well for the developing
countries” prospects for growth and trade.

*Prospects for an extended period of low inflation with
continued fiscal consolidation may be expected 1o contribute 1o
leweer interest rates in the industrial countries. This has
considerable imponance for the developing countries because
of the effects it will have on industrial countries’ GDP growth,
import demand, private capital flows and, maost significantly for
developing countries, on extemal debt servicing.

«According to the Waorld Bank, after a dramatic rise betwesn
1990 and 1993, external private capital flows have stabilized in
the range of USET160 to 170 billion, despite the Mexican crisis
and the rise n interest rates in the United States in 1994,
Expectations are for a continuation of moderate growth in
private flows, caused by the decline in interes! rates mentioned
above and the continuing reforms and liberalization of
investmenl regimes in the developing countries.

=External assistance flows have been falling. Official
development assistance (ODA), which accounts for two-thirds
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of resource flows to low-income countries, declined from 0,35
percent of danors’ GDP in 1983 to 0.29 percent in 1994, the
lowest for more than 20 vears. This unfortunate trend, which, as
seen above, also extended 1o flows 1o agriculture, is likely to
continue for a number of reasons, including fiscal consolidation
in donor countries, reduced political rationale for official
assistance after the fall of the Berlin wall and changing views
on the development role of awd vis-d-vis private financing in the
current ema of economic liberalization.

=A factor of considerable imparance for the economic prospects
of the developing countries will be the {uture behaviour of
commadity prices. As seen-above, the commaodity price boom
in 1994 [ost momentum in 1995 as the essentially transitory
forces that had given rise to |t subsided. Non-oil commaodity
prices rose in real terms by 18 percent in 1994 and by
5 percent in 1995 (Waorld Bank estimates), Such relative
weakening of prices had a negative impaci on the developing
countries as it was more pronounced for their main export
crops, particularly tropical beverages, while the prices of
cereals, a major import item for many developing countries,
strengthened. Expectations are for a weakening of non-oil
commodity prices in 1996-97, which may erode many of the
gains achieved over the previous two yvears, but for relative
stability in the longer tenmn.

Agricultural outlook for the developing countries

Figures 1-5 show mid-term forecasts of economic and agricultural
output and trade growth in the developing countries, as forecast by
Project LINK. The following main features stand out:

aThe mid-term economic outlook for the developing countries as
a whole appears somewhat brighter than last year. Economic
activity is forecast to stabilize at close 10 6 percent growth
during 1996-1999, Prospects for agricultural cutput also appear
more {avourable than previously forecast. However, agricultural
value added, with rates of the order of 4 percent throughout
1996-1999, is forecast to grow at significantly lower rates than
wolal output, This feature would mainly reflect the maore
dynamic behaviour of the industry and service sectors in the
regions of Asia and the Pacific and Latin America and the
Caribbean. By contrast, total and agricultural GDP are forecast
to grow at approximately the same slow pace in the largely
agriculiure-based African economies.

= Agricultural value added is forecast (o exceed population
growth in all the developing country regions except

=== e
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sub-Saharan Africa. After a mediocre 1996, Latin America and
the Caribbean is expected 1o accelerate agricultural value
added growth to between 4.5 and 4.8 percent. A slight
acceleration in agriculural output growth is expecied in Asia
and the Pacific, By contrast, after buoyant performarnices in
1996 and 1997, growth in the Near East and Nonh Africa
region is forecast 1o slow down to slightly above 4 percent.

» Praspects {or merchandise trade appear particularly bright, with
forecast growth rates in value terms approaching 13 percent

vearly in Asia and the Pacific, 10 percent in Latin America and
the Caribbean and 8 percent in the Near East and North Africa.
Although less dynamic, agricultural irade is nn'mlﬁless
expected 1o expand at an accelerating pace in all regions.

*In general, the growth of agricultural imports is forecast 1o
exceed that of exports in all developing country regions,
implying varying degrees of deterioration of agricultural trade
balances. However, while the net trade positions of Latin
America and the Caribbean and Asia and the Pacific are not
likely to be modified to any significant extent, the trend |+
expected 10 havee more serious consequences for Africa, where
for a long time the tendency has been for agricultural exports to
lag behind food imports, resulting in a shrinking of the

Figune 2
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agricultural trade surplus 10 very low margins. The export boom
that followed the commuodity price upsurge in 1994-95
temporarly reversed this trend, but, as the earlier rend is likely
to resume, sub-Saharan Africa may be expected 10 become a
regular net agricultural Importer in the years 1o come.

The commodity price upsurge in 1994-95 also enabled a
considerable improvement in the developing countries’ terms of
trade and the purchasing power of their agricultural exports, after
years of steady deterioration. In the case of the African countries,
which had benefited particularly from the high prices of the
beverage products they chiefly export, the estimated gain in
agricultural terms of trade was 20 percent in 1994 and a further
4 percent in 1995, Latin America and the Caribbean, the Near Eas
and North Africa and, 1o a lesser extent, Asia and the Pacific also
recorded considerable gains during these years, With the end of the
price boom, however, the terms of trade of agricultural product
expoits are forecast to deteriorate again in 1996 by about
10 percent in sub-Saharan Africa, 5 percent in Latin America and
the Caribbean and 1 to 2 percent in the Near East and North Africa
and Asia and the Pacific regions. After this strong initial
deterioration, however, the agricultural terms of trade are forecast
to stabilize over the rest of the decade, with yearly ups and downs
of 1102 percent, In other words, the strong gains in terms of trade
achieved during 1994-95 will only be partially eroded in 1996,
when prices return 1o more normal levels, and the years up to 2000
will see a far more stabile and —from the point of view of
agricultural exporters — favourable pattern of relationships between
agricultural and manufactured goods than has been the case during
the past decade,
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PROSPECTS FOR THE ECONOMIES HEAVILY DEPENDENT
ON AGRICULTURAL EXPORTS

The gains in export earnings achieved in
1993 and 1995 by the econemies heavily
dependent on agricultural expoerts
(EHIDAER) were af ihe hasis of a
considerable improvement in these averall
economic siluations and prospects.
According 1o IMF estimates, this group of
couniries achieved about & percent
growth in 1994 and 5 percent in 1995, up
fram a vearly average of 1.4 percend over
the previous five years, Strong growth of
aboul 5 o 5.7 percent is expected for
1996-97. Also underlying the improved
economic oullook for these counlries are
the following forecasts for 1996-97: an
increase in gross capital formation to over
26 percent of GDF, from the 22 1o 23
percent of the early 1990s; a reduction in
the central gavernment fiscal deficit 1o
ahout 1 percent of GDF ifrom hetween

2 and 3 percent during the 1980s); an
expansion in the value of exporis of 13
percent yearly, following the sharp (close
b 20 percent yearky) rise in 199495 and
a 9 pereent gain in ihe purchasing power
of exports in each of the wo vears, after
strong expansion (of the order of 12
percent) in both 1994 and 1995, Although
i ageregate corment accouni deficit of
these countries B expected 10 widen
furthes, Tollowing the sharp deterroration
abserved since 1993, this will reflect
primarily the situmtion of the Lafin
American couniries of the group.” Indeed,
African EHDAEs achieved a significant
improvement in trade balances in 1994
and 1995 which, coupled with sustained
levels of net current transfers, enabled

current accound deficits in 1995 (o be
reduced by about 30 percent below the
[evels of 1990-91, The outlook for 1996-97
is for such deficits to widen slighily,
although remaining well below the levels
of the early 19905,

' The group of EHDAES compeises 47
coenlries (24 i sub-Saharan Africa, 1 in
Latirn Amenca and the Caithbean and live in
e Mens Easd and Moith Alelca) for which
agricasliviral, fisheties and laresiry expon
were egluivalent to ) percend ar mare of their
total expar earnings, ar M percend o mcre of
thelr total mpsarts, in 983850,

¥ a major infleesce n this contest was the
spectacubar surge in impotsaf Brazi in 1995
followang the srengihaning in demand
assopite] with the stcoess of the stalslllzasian
pHlan.
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BOX S
EXTERNAL DEBT AND FINANCIAL FLOWS
OF DEVELOPING COUNTRIES

The siock of external deldl of developing
countries reached an estimated USSZ 068
billion af the end of 1995, a net increase
of $147 billion with respect 1o 1994, The
:h:ngu in external deht wis causod by
nel debl Mows of LUSS133 billion (lang- and
short-term debt and IMF credits) against
£86 billion in the previows year (the inflow
ol debi-creating financing includes the
exceplional oificial financing rescue
package for Mexico and high levels of new
private debl fMows to East Asian
borrowers); the depreciation of the United
States dollar which increased the dollr
value of debi denominated in other
curréncies by L5$13 hillion; and
capitalized interest from debt and debi
service reduction programmes accounting
for an addilional SS9 billion, Yoluntary
debl reduciion in Latin American arrears
was offsel by growing interesl arcears in
sub-Saharan Africa,

The estimated tatal debl service
payments on all debils reached LSS 224
billion in 1995, a 15 percent increase over
1994, reflecting the fact thal many
coundries have returnéd to full servicing of
their external abligations, As a resull of
ithe improved export performance of many
developing couniries, the debi-lo-export
rafio declined for developing countries as
A group, from 163 percent in 1994 (o 150
percent in 1995, At the regional level,
however, this trend is nol uniform. In sub-
Saharan Alrica the debi-to-export ratio
conlinues to increase and reached an
estimated level of 270 percent in 1995, In
conlrast, for Latin America and Uhe

Caribbean the debi-to-export ratio in 1995
dechined slightly from 258 percent in 1994
i 254 percent. The fofal debi-service-fo=
exprord ralio also conlinued o decline
reaching just over Th percent in 1995, Far
many middle-income couniries The deti
sttuation has improved and their economic
reforms and stability have altracied sirong
privale capital flows. However, the
hieavily indebled poor couniries, mos! of
them in sub-Saharan Africa, remained
strongly dependent on the official resource
s and the debt indicators of these
cotmtries conlinued to deteriorate,

During recent years thiere has been o
rapid rise in hilateral ODA forgiveness of
dedrt and interest arrears, which amounted
i LIS51.3 billion in 1994, Since 1990,
some 525 billion have been Torgiven (o all
developing commibries, of which 511 hillion
applied 1o heavily indebied poor countries.

Aggregale nel long=ferm resource Mows,
compesed of the ofiicial developmeni
finance and all private fows (comprising
debi-related fows and other forms of
exlernal financing) lo afl developing
counfries increased by 11,5 percent in
1995 reaching a record LIS5231 billion,

QDA (comprising official grants and
wificial concessional Toans), remained
almaost at the same level in 1995 as during
the previous year; L5547 hillion, of which
%13 hillion was in official grants excluding
technical cooperation granis, Sub-Saharan
Africa, which has limited access to private
Mavws, continued to be the larges!
recipien! of ODA, receiving 36 percenl of
Ihe concessional Tlows,
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Private capital flows continue fo grow
and represent an important component of
lotal net flows to developing countries,
accounting for 72 percent of tolal flows in
1995. This was slightly below the peak of
76 percent in 1994, mainly because of the
decline in portiolio lows caused by the
rige in the Unibed States interest rates and
the Mexkco orisks,

MNet foreign direct investment (FDM)
Mows to developing countries grew rapidly
in the late 19804 and early 1990%, In 1994
they reached an all-time high of USS80
billion, an increase of 17 percent over the
previous vear (and in 1995 they were
esbiimated o have reached USSH0 billion).

Foreign direct investment continued to
rise and Increase its share in lotal private
capital Mlows, in 1994 accounting for 50
percent and increasing 1o 54 percent in
1995, However, private flows remain
concentrated mainly in a relatively small
number of middle-income countries In
East Asia, China was the largest recipient
of FIM, attracting LS538 billion in 1995,
In Eastern Furope and Central Asia, FDI
increased by almost 50 percent, reaching
L5512 hillson in 1995, In sul-5aharan
Africa, by contrast, this kind of private
flow reached only LIS52 hillion in 1995,
against almost §3 billion in the previows
year,

Seiree: Winrld Bank. 19946, Woeld Debie Tilfes
1996 Washington, [C.
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WORLD REVIEW
1I1. Selected issues

URBAN AGRICULTURE: AN OXYMORONT

City farming has a long tradition in many societies, especially in
Asla and Europe. Several factors have led 1o a growing Interest in
urban agriculture oveér recent years, These include: Increasing
urbanization in the developing world; worsening conditions of the
urban poor; wars and natural disasters that disrupt food supplies
from rural areas: environmental degradation and resource
limitations thal cause greater food scarcity; the movement for
community sustainability; and recognition of non-market values.
Few of the above conditions are new, but recurring disasters and
worsening trends have led to urban agriculiure emenging as a
patential salution, Advocates have argued that policy-makers,
scientists and the general poblic should recognize the opporunities
provided by urban agriculture and begin to eliminate the obstacles
and provide assistance 1o this valuable activity.

This chapter examines the proposition thal urban agriculiure
offers benefits that rural agriculture does not or cannot provide. It
also discusses the policies affecting urban agricelture and what
changes should be made in the light of urban agriculure’s potential
to improve conditions in the world's cities,

What is urban agriculturef

For the purposes of this chapter, urban agriculture is defined as
being food production that occurs within the confines of cities,
such production takes place in backyards, on rooftops, in
community vegetable and fruit gardens and on unused or public
spaces, It includes commercial operations thal produce food in
greenhouses and on open spaces, but is morne often small-scale and
scattered around the city,

The narow definition used here deliberately excludes some of
the impartant aspects of urban agriculture, such as forestry,
fisheries and the specific circumstances of peri-urban agriculture,
which is frequently a more intensive variety of rural agriculture,
While important, such activities have their own distinctive
characteristics and an adequate discussion of them |s beyond the
scope of this chapter.

The products of urban agneulture are as diverse as those of sural



agriculture, Urban farming concentrates largely on products that do
not require extensive landholdings, can survive with limited inputs
and are often perishable. Thus, fruits and vegetables, small
livestock, such staples as cassava, maize and beans, fish and the
cccasional cow can all be seen in cities. Other food products seen
in cities include berries, nuts, herbs and spices.

As well as a diversity of |.1:'||:|||:Iul:‘|3.1 the demographic make-up of
urbian farmers varies considerably by region and econcmic
conditions. Most urban farmers are relatively long-term city
residents, moderately poor and female. They exist in both
developed and developing countries and in all regions of the
warld, but face a great range of different conditions and
oppariunities. _

Many studies of urban agriculture describe cases in developing
countries wherne the activity is performed by poor city dwellers
providing food for their families. While this is not the only
important element of urban agriculture, it is the focus of this
chapter because of its food security implications and its importance
to FAQ and other international development orgarizations.

Developing country urban poor is-a difficult group to focus an
brcause of ambiguities in defining urban, differing definitions of
what constitutes agriculture and varying levels of data collection in
the cities and countries concerned. An even greater hindrance to
measuring the effects of urban farming is that much of what is
considered urban agriculiure is conducted outside normal market
channels. In many of the cities where the authorities have noticed
urlxan agriculture, the official ra-a-r:lrm i esther to turn a balind ey
and allow it to continue against land-use regulations of to
discourage it _

In spite of these difficulties in quantification, the hidden potential
of urban agriculture to alleviate two of the world's most intractable
problems — povery and waste - has been receiving increasing
atterdtion over recent years. Even the Brundtland Commission
Report lﬁﬂ?l commented on the subject: "‘Dﬂ'ill:l-'lllf sanctioned
and pmrrruteﬂ wrban agriculture could become an important
component of urban development and make more food available
1o the urban poor.... Urban agriculiure can also provide fresher and
cheaper produce, more green space, the clearing of garbage durmps
and recycling of household waste™* Both poverty and
environmental quality présent issues of market failure and the need
for government intervention.

* World Commission an Environment and Development. 1987, Qur conmmon
future. Oxford, UK, Osford Universily Press.



Urban agriculture and the poor

Urban agriculture is cited as a possible sofution 1o several of the
trends that are currently causing concem. Forermost among thess I
the phenamenal growth expected in cities of the developing world
over the next few decades. In 1994, 45 percent of the world's
population lived in cities and that number will grow to more than
50 percent by the year 2000 and to 65 percent by 2025." The
fastest population growth is in the large cities of the developing
world, while urbanization has slowed or reversed in some MNorth
American and European countries. Within the developing world,
Latin America currently has the highest proportion of city dwellers,
followed by Asia and Africa. The rate of urban growth is highest in
Africa, however, where cities are growing at a rate of 4.4 percent
per year, and Asia, where growth is 3.7 percent per year, than
elsewhere (Table 1)

Among the direct causes of the urban poor’s worsening conditions
are civil upheaval, deleriorating or inadequate infrastructure and -
the burdens on consumers that are imposed by structural
adjustment programmes. Such programmes typically include
export-oriented market reforms that raise basic commaodity prices,
currency devaluations that increase import prices and cuts in food
-subsidies for urban consumers. The short- and medium-term results
of conditionality programmes have put an economic squeeze on
the poor populations of developing countries, wha frequently resort
te non-market activities for survival. Additional factors contribuling
1o this phenomenon include a decline in the real wages of urban
waorkers, reduced stability and security in formal sector
employment, the Tessening of the distinction between formal and
informal sectors, the narmowing income gap between rural and
urban dwellers and accelerated migration from rural to urban areas.

The contribution of urban agriculture to food security (which is
defined as the holding of a certain supply of food to be available
and accessible at all times) appears to be substantial in many
developing world cities. In addition, a significant, but unknown,
share of the fond purchased informally (for example, from street
vendars) and in Jocal markets is grown in developing world cities.
‘Muougeot claims, and it has been widely repeated, that there are
200 million urban farmers in the world whe supply food 1o 700
million people, or about 12 percent of the world's population *

* UINL 1994, World Urbanization Prospects, 1994, New York,

* L. Mougeot, 1994, Cities feeding people: an examination of urban agriculture
in Fast Africa. International Development Research Centre DRC). Oftowa,
P
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DEVELOPING 25.1 37.0 57.0
Adrica 3.0 M4 538
Asla fexeluding Lapan) 21,0 346 54.0
Latin America 57.4 717 4.7
Orceania (excluding Australia

:m_’mm Zealand) 18,0 M40 40.0
DEVELOPED 67.5 4T B4
Australia and New Zealand 844 4.9 89,1
Europe 644 733 83.2
Japan ) ] 775 B9
North America 738 76.1 BB
! Prejnctions.

Sowmce: WL Wi Lirbameraron Praspeeis, 1994, MHiw ks,

Thiese numbiers cannot al present be verified, but they seem to be
growing, in part encouraged by an intemational aid effort 1o
organize local cooperatives and provide information and inputs to
urban residents.

The evidence Is scattered, but surveys have shown that urban
farming provides 30 percent of vegetable consumption in
Kathmandu,* 45 percent in Hong Kong, 50 percent in Karachi® and
85 percent in Shanghai.” Overall estimates for Asia.are that more
than 50 percent of househalds farm; for Morth America the estimate
is 25 percent.® On the other hand, Guiman reported that gardening
for home consumption is much higher in Morth America than in
South America.® The figures vary widely in African cities ifrom 25
to 85 percent), which are said to produce from 20 to 80 percent of
their household food consumption through urban farming.™®

" 1. Wade. 1987, Community food production in cities of the developing nations.
Food and Nutrition Bulletin, 9(2),

* Y. Yeung. 1958, Examples of urban agriculture in Asia. Food and Nutrifion

" G.W. Skinner. 1981, Vegetable supply and marketing in Chinese cities. In
m:hmﬂhad;mmﬁ#%mhﬁhmm&h
LISA, Westview Pross,



Conditions of urban agriculiure among the poor

The poor practitioners of urban agriculture do nat fit the
stereotypes. that might be expected. They tend to be long-term city
residents, have full- or pan-time jobs, both men and women are
involved (depending on the city and crops) and they are not the
poorest residents of the city, being mamginally better-off. They have
lived in the city long enough 1o have acquired the most important
input of all — access o land. The fand i rarely their own, but may
be granted to them in a formal or Informal lease arrangement, or
evien merely through an understanding with the neighbours, or it
may be a public space. This means that urban farmers survive in
the city until the conditions are right for them o begin farming.
Oine survey found that migrants ta Lusaka, Zambia, walted an
average of ten years before investing In urban farming; other
studies have found similar patterns. While these characteristics are
tar from universal, they recur frequently enough in studies of urban
agriculture to be regarded as reliable.

The role of women appears to be a critical companent in urban
food production. Although it is not the case in every city surveyed,
women form the bulk of producers in both Africa and Latin
America," These women are not emploved in the formal sector and
typically they add food production to their many ather household
functions because 1t is their duty to ensure the family food supply.
By tending household or neighbourhoad gardens they can either
reduce the demands placed on their hushands’ wages ar
supplement those wages with cash. As studies in Kampala found,
wormnen may nol oven el their husbands know the extent o which
their gardening is relied on in the household budget.

Urban farmers generally face the growing encroachment of their
city surroundings, with all the anendant costs and benefits, The
most important crops of urban farmers are perishable fruits and
vegetables grown in or near the city by small- or lage-scale
farmers for home consumption or sale in the urban market. They
have a locational advantage of being close to the consumer, They
are-a relatively high-value crop and can be grown In tight space
conditions with some capital, Even medium: 10 large-scale

* IDRC. 1995, Agriculture fechnology nofes. Otlawa, Canada.

* P Gutman. 1987, Urban agriculture: the patential and limitations of an urban
seli-reliance strategy. Food and Nutrition Bulletin, 9(1).

* Sew cases in Mougeol, op. cil,, lootnele 4, p. 45.

). Smit and A. Ratta. 1995, Urban agriculture: neglected resource for food,
fabs amd sustainable cities. UNDP Urban Agriculture Network. (Unpublished
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horticultural operations do not have the land requirements that
food and feed crops o lage livestock operations require, so they
can adapt o growth and encroachment fram the city,

For the poor, there are many types of fruits and vegetables that
need liitle space to grow, have short growing cycles, provide:
nutrients not easily obtained from other food sources (thus
preventing micronuinient deficienciess, generate their own seeds
anel shoots, require few tools for cultivation and are familiar
components of the diet. The poor are able (o supplement their own
diets relatively easily with these products, as well as selling any
surplus through infermal neighbourhood markets or 1o street
vendors. In these ways, many urban poar augment their diet anclfor
income with fruit and vegetable cultivation.

Livestock production is important in many cities, for traditional
and economic reasons. Small livestock can be proaduced cheaply in
restricted spaces, while all forms of livestock are increasingly
Imponant sources of protein as rising incomes lead to changing
dliets: The livestock raised in cities is typically pouliey, birds and
small animals rased by the less affluent in the dense city centres.
People fram all social classes in Dar es Salaam reported ralsing
some chickens. Pork and poultry are very common in and around
major Asian cities; Singapore |s reported 1o be 100 percent self-

sufficient inpork and pouliry and Hong Kong produces the
majority of its pnulm.r neecls within the city, Although in a less
systematic and intensive manner, livestock is raised by 17 percent
of households in Kenya.

Benefits of urban farming

Urban agriculture provides econemic, recreational and e:;iurqgiul
benefits to city residents. Foremaost amang these benefits are the
obvious additions to income and househald food supply, Precise
figures are not known, but urban farming is estimated to provide
direct earnings for 100 million people worlidwide.'? A major benefit
inmany poor countries is that urban farming provides actual or in-
kind income through work opponunities, rather than depending on
a programme of subsidies from government budgets.

Another positive aspect of urhan agriculture s the income
flexibility it provides. Urban farming offers city dwellers
agricultural income opporunities and in-kind resources which can
be produced on a part-time or seasonal basis and which are
compatible with child care duties. A survey of 11 Latin American

" K, Helmare and A. Ralta. 1995 The surprising yields of urban agriculture, ln
UNDP. Choices. New York,



countries found that urban agriculture is not efficient enough to be
economically advantageous compared with a full-time waged job,
but provides partial income support. A survey made in Buenos
Aires estimated that between ope and one and a hali working days
a week are required to maintain an urban garden for an average
family, saving between 10 and 30 percent of the total food bill. For
low-income groups this can represent an in-kind augmentation of
income of 5 to 20 percent.'!

There are other, less visible benefits of urban farming. Shorer
‘distances from producer 1o consumer mean there is less need for
marketing. transportation and packaging than there is for products
grown at a-distance, providing a cost advantage over rural
agriculture. Certain areas in some cities are unsuited for other uses
because of envirmnmental sensitivity or undesirability, but ane

“conducive to agriculral uses. Finally, there are the extremely
important, bul often ignored, ecosystem benefits to hydrologic
systems, biological diversity and alr quality that can replace some
of what the urban systems destroy.

Obstacles to urban farming

Urban agricultural producers face abstacles and hazards that are
not common in rural agricullure. Foremost amang these is land use,
Land used for urban agriculture is more likely 1o be rented or
borrowed than owned, It can be reclaimed at any time and at short
notice. This implies a low degree of security for farmers and a
disincentive o invest in their farms, Land tenure practices vary
widely depending on tradition and enforcement. In some clties,
land availability is not the major problem, but access (o secure
land of reasonable quality is the impediment for poar fammers, A
survey of major developing waorld cities found that an average of
200 to 300 m* of unused community land could be made available
by city authorities. Instead of established cooperative
arrangements, roadsides, rights of way and other umup&rv!sed
public areas are often used. These are vulnerable 1o lead
contamination and other pollutants, thelt and uneven access for
cultivation purposes.

Use of public land presents another problem. The urban bias that
still exists in many dﬂ!lnplng countries extends 1o the desire 1o
have a city look modern and free of traditional practices associated
with the countryside. Thus, city farmers can face severe political
and regulatory obstacles, including legal actions and confiscation
of their products.

' Guiman, op. til., footnote %, p. 47
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Land availability is a panticular constraint to the poorest urban
dwellers who have recently arrived from the countryside, who do
not have jobs and wha lack even the meagre resources needed to
piece together some farming opportunities. Researchers have found
that newcomers to the city, while having some knowledge of
farming in many cases, are not sufficiently established within the
society to have acquired land or 1o have found unused land area to
be farmed.™ Non-farmers in utban areas often reply in surveys that
they would farm if they had aceess 1o land.™

Access to other inputs can be very difficult for the poor urban
farmer who generally has little or no access to raw materials or
equipment and instead substitutes with great amounts of labour,
Materials such as seed and fertilizer are often not affordable,
chemical fertilizer may pose threats 1o water supplies, solid waste,
which could be used as ferdilizer, is not collected or is unsorted and
even small implements are not available in the city, Water is often
available only at high cost or through illegal means. Credit is
unobtainable without secure rights 1o land, which usually require
awnership.

Fermale urban farmers face the same problems as their rural
counterparts - poor access to credit and landownership. Since
many urban farmers are women (both heads of households and
married), the stability and productivity of urban agriculture is made
maore tenuous by the traditional prejudices regarding women.

Agriculture in cities is often perceived as wasteful, unsightly or
unhealthy. Land-use planners and government officials generally
alm to segregate land uses that appear to conflict and have little or
no experience in discovering ways to integrate agriculiure with
other activities. Indeed, agriculture can present competition (o
existing uses for resources and cause serious problems, such as
health and environmental risks. In the most obvious example,
livestock farmers face increasing nuisance conflicts the closer they
are lo the city. They also face losses. Intensive livestock production
systems are maore vulnerable to environmental degradation and
health risks as the waste output from animals becomes
concentrated and animal susceptibility to disease increases, As a
result, after land-use rights, the largest barrier agriculture faces in
cities is official acceptance and provision of essential infrastructure.

As an example of this, the United Republic of Tanzania's
Mational Urban Water Agency expressed strong opposition to
urban agriculture’s use of water supplies. It estimated that

* Smit and Ralta, op. cit., footnote 11, p. 47.
" IDRC, op. cil., foatnote i, p. 47.




35 percent of the fresh drinking-water supply was lost through
leakage and illegal tapping, so a penalty fee is imposed on
agricultural uses of water in the city. Substitutes for such practices
can be found, but there needs to be a mechanism for bringing
autharities and urban farmers wogether.

Urban agriculture s, thus, not a universal solution 1o al| the most
severe problems of food security in cities. Rather, it is a survival
e hnigue for the urban poor 1o use during tiimes of economic stress
and to enhance existing food supplies. The addition 1o food supply
is anly partial and cannot completely substitute for food subsidies
or all wage-earning activities. Some products cannot be grown by
urban farmers and the poarest residents have little access to
production possibilities. Urban agriculture will do little to change
existing income distribution patterns.

Monetheless, the phenomenon is contributing significantly to
feeding poor residents in some cities, both through househaold
production for own-consumption and through increased supply in
informal urban sectors. In addition, urban agriculture provides
nultients that may be unavailable to urban residents or
unatfordabile in the case of import. Crops of fruits and vegetables,
pork and poultry may be the most important contributions to urban
food security gained from city farming, providing between 10 and
40 percent of the nutritional needs of urban families in developing
countries.

Urban agriculture provides a means whereby poor ity residents
can imjprove their food security or living standards. Its refatively
low productivity and uncertain conditions mean it will not serve
well as the exclusive food supply for urban families in most
instances. Several factors mean that urhan agriculture can never
replace or significantly reduce the role of rural agriculture as the
source of food for large populations. _

First of these factors is the volume of fond production occurring
in the cities, which is dwarfed by the quantities produced in rural
areas. Even with the productivity improvements that could resull
from broader suppon, urban agriculture will never have the
capatity 1o produce large volumes of most foodstuffs. It s already
constrained and will become more so as city populations grow.

Second, urban farmers are producing for a focal market, not for
regional, national or global markets. If they have any competitive
edge, it is in feeding nearby populations without the typical
expenses of packaging, marketing, distribution and transponation.

Policy support for urban agriculture
What, then, can and should be done to improve conditions for
urban agriculture? Policy intervention may be called for to assist



‘urban farmers in locating suitable land and other inputs and in
achieving reasonable levels of productivity. There are several
possibilities for international development agencies and non-
governmental organizations (NGOs) to become involved in such
areas as planning, technology tmnsfer, technical assistance ane
advocacy and assistance In overcoming legal and regulatory
obstacles.

Policy-makers must first consider which approaches are
appropriate for different regions and whether urban agricultural
systems used in various areas are transferable. For instance, In
Asia, agriculture has an established tradition in city planning and is
relatively institutionalized and commercialized. The high rates of
agricultural seli-sufficiency in Asian cities cannot be mraparatad
to other regions as they are derived from circumstances (tradition of
centralized planning high capital inpurt) that are not easily
transferred.

The various policies appropriate 1o each city ane desermined by
several characteristics: who the farmers are and what their purpose
is {subsistence or market-oriented output); how permanent urban
farming is; what the farmers’” most urgent needs are (basie inputs,
knowledge, removal of Jegal and institutional abstacles, advocacy
support); what the relationship is besween the city and rural areas;
and what the economic and social rofe of agriculture s within
the cammunity. Other jssues should be considered according
1o country and city circumstances, Such prepamation for
policy-making will take tlime, a basic conceptual structure for
‘establishing the relevant considerations and further survey work in
individual cities.

City planning can, however, begin immediately 10 accommaodate,
rather than forbid, the nesds of urban farmers. Policies to promote
urban agnculiure may include encouraging the use of city-owned
land for farming, providing community “pea patch” garden spaces
where knowledge and resources can be shared and even diverting
solid waste and wastewater 10 city farmers when it can serve
fertilization and irrigation needs. Planning should invalve
collaboration among povernment entities; in particular, those.
respansible for energy, water supply, infrastructure, transporlation
and waste sectors."™.

Technology transfer could make available hardy and healthy, seec
varieties, assist in establishing cooperatives for acquiring inputs
and marketing products and provide new systems such as.

" I.J. Carter. 1994, The potential of urban forestry in developing countries: a
concept paper. Rome, FAO Forestry Department,



biological wastewater treatment processes. Amaong the types of
technical assistance already being provided by FAD are workshops
on recycling livestock waste and extension education about
appropriate crops 1o diminish health risks and increase
productivity. Even small projects that assist families in raimwatier
collection or provide small wols for indigenous farming methods
would be useful. Finally, in dealing with the lack of land-use rights,
interested agencies cannot interfere with local government
prefogatives but may be able to identify and suggedt models where
termporary rights and multiple uses have benefited farmers and
landowners alike (such as tax incentives for agricultural leasing).
Before a full understanding of the potential and importance of
urban agriculture can be reached, some research gaps need 1o be
filled. The first priority is establishing a common definition for
researchers performing case-studies. This will begin lo allow
guantification of the magnitude and growth of urban agriculture,
Analysis of the broader costs and benefits of this phenomenon
~should be performed, taking into account the full range of non-
market effects, including the use of waste resources, and health and
environmental risks (see Box 3), Finally, the costs of urban
production can be compared with those of rural agricullure in
order 10 determine what it costs society 1o allow or encourage the
continuation of urban agriculture in an Increasingly urbanized
wirld and whether such policies would be in conflict with
improving productivity and the quality of life among rural farmers.
Which characteristics of cities make urban agriculture likely 10
provice greater benefits than costs and which are most in need of
echnical assistance and support in establishing such emerprises?
The characteristics of cities that are relevant include;

slarge and growing pood population;
sexcess labour supply and stagnant or declining wages;
*lack of existing waste infrastructure;
« poor rural-urban distribution and marketing systems;
swidespread areas of unused or underused land,
s flexible land-leasing traditions;
= extension or other community-based systems of knowledge
distemination;
s cultural tradition of household agricullure activity.

The phenomenon of urban agriculture exists in most cities. In
some it is still relatively invisible and is likely 1o remain so as the
citles expand and the uiban farmers adapt to changing
circumstances, In other citles urban farming will remain largely a
backyard occupation. In yet another group of cities, however,
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SUSTAINABILITY OF URBAN AGRICULTURE

Can the development of urban agriculture
improve the overall quality of life for a
wide array of city dwellers Fiving in
difierent cities? Proponents of urban
agriculture claim il can. They say
agriculture is one way in which cilies can
become mare sustainalibe and be better
places to live,

The definition of a sustainable city, like
that of wrhan agriculiure, & not clear. 18 s
eleady intended 1o include ecalogical
aspects of a city’s existence, bul could also
take info account social and economic
aspects. Elements thal could be considered
are: reduced dependency on inpuls from
outskde the city; more efficient use of
resource flows within the city; and
reduction and reuse of wasle flows
whenever possible,

The following list of the direct and
indirect effects of urban agriculture on a
city's social, economic and environmenial
well-being is meant to suggest only the
broad benefits and cosis of urban
agriculiure, A more detailed list would
need clearer delinitions to avald doolile-
counting, Many of the effects listed are
nol directly quantifiable in monetary
terms, bt are real none the leis,

Benefits of prban agricwlfure

#income io producers (markel or inkind);
s employment of low-skilled or
um'mplﬂytd redidents:

*value of produced outpul;
*improvement of environment (air quality,
hydrology, reduced runofi);

s reduced use of and need for rural-urban
infrasiructire;

* cols of wastewater reatment avoided;
» costs of solid waste disposal avoided;

= import substilulion;

¢ riduction of urban blight.

Costs of urban agricillure

# ki of patiral resources (land, water,
sodl, etc.);

» hiealth risks (drinking-water, lead
coniamination, sanitation);

= pcalogical degradation (soif depletion,
potential growndwater confamination);
* infrastructure requirements or
adaptation of existing systems;

= crime generation from Lhefi;

= spcial conflicts from mixed vse of land.

The list could mo doulbt be expanded and
customized 1o fil the conditions of each
individual city. Certainly the aciual
benefits and costs Lo a city of allowing or
encouraging urban agriculture depend 1o a
greal extent on the secial and economic
conditions facing the city’s people, as well
as on the mix of resources available in the
cily and nearby rueal areas, For instance,
the benefits of urban agriculture are more
likely to outweigh the costs where
population density and competilion for
land are lower, Likewise, a cily with a
large and growing poor population has
more immediate need of using all the
resources af hand for survival,

Among the more easily quantified
benefits of urban agricullure are the jobs,
income and products that resull from it.
Assuming that the people and resources
used in urban farming would atherwise nol
be emploved (often true in developing




world cities), the increase in employment
and productivity is a clear benefil lo
society, Oiher benefils are far more
difficult to measure. Examples are the
increased valee from the care and
attention given to otherwise vacani land
that becomes an urban farm plof or the
contribution to air quality of a city forest.
Urban agriculture also creates negative
externalities that are difficult to measure,
including the smells and sights that people
fimd distasteful when livestock are reared
nearby. Externalities avoided by growing
food within the city include the pollution
created by trucks carrying products into
the city from distant rural arcas.

An important opportunity for urban
agriculiure is the use of unused or
underused resources, While urbanization
leads to competition for land, it also forces
residents Lo respond to worsening
condilions. One résponse i 1o vie free
land, water and makeshift tools
independently of the uncertain supply
limes through the formal market. While of
very poor gquality, some of the inputs used
by poor urban farmers would otherwise be
wasted or pul through costly treatment
processes, In fact, in some African
countries, rural land is becoming more
degraded while urban land with access 1o
wastewater and fertilizer may become
more productive,

Twao specific examples of resource reuse
for wrban agricullure fallow.

Livestock waste, FAD found fram case-
studies that long-term intensive Hvestock
production in peri-urban areas may not be
viable without dealing with the waste and
attendant environmental and health
problems. Care must be faken not to add
nutrients in excess of the vegelative

absorplion capacity or problems such as
volatilization (air pollution), leaching (soil
and groundwaler pollution}, surface runodf
{surface water pollution) and
epidemiological contamination may result.
Significant research has already been
carried oui inlo how (o deal with these
environmental and health problems and
studies suggest that the nutritional and
waste recvcling opportunities of livestock
rearing may argue for refaining this
activity close to the city, For instance, in
Dar es Salaam roughly 300 000 kg of
cattle and chicken manure are produced
every day and mosi (72 percent) is
dumped al roadsides. Transporting this
arganic matter could be much more
expensive than organizing small-scale
collection, composting and reuse
activities.

Wastewalter treatment and irrigation.
Aguaculiure farms are particularly
common near Asian cities and include
vegelahle and fish crops. Among the
earliest examples of city aquaculture are
the wetlands east of Calcutta where
wastewaler-fed treatmenl ponds produce
8 000 tonnes of fish a vear while treating
680 million litres of wastewater per vear.
Fish are the primary source of protein for
Calecuttas residents and it has been
estimated that the sewage-fed aguaculture
system could double its outpul from the
current provision of 10 percent of the
city's dalfly consumplion.

Additional opportunities to develop
aguaculture for feed purposes using
wastewater treatment ponds have been
under investigation by international
agencies for several years, The substantial
research in this area shows that
wastewiler is already being used in many



arid and semi-arid areas of the world and
thal this can be done withoul significant
health risks and with greater effectiveness
than conventlonal treatments, Maost
important for the developing world, the
relatively simple technology is inexpensive
to comstruct and maintain. The land
regpuired by the ponds used in wastewaler
treatmenl (20 ha for every 100 000
persons) is the major requirement.
Researchers have found that virtually all
helminths and most bacteria and viruses
can be removed by ponding which
produces a nutrieni-rich and nuisance-free
effhient. Wastewater irrigation can supply
almost all the nitrogen and mast of the
phosphorus and polassium required by

many crops, as well as important
micronubrients. The pond efiluent is high
in algal biomass content and acts as a
dow-release fertilizer, Organic malter in
wastewater also contributes to soil tilth
and averall long-term fertility of the soil,

The primary cost of establishing such
systems is for Lhe collection of
wastewater. Many developing world cities
currently have no collection systems.
However, hecause of the high priority
placed by local and international I
authorities on controlling disease sources,
an opportunily exists [ integrale |
wastewater collection and treatment
systems with recycling opportunities, such |
as urban agricultural uses.




urban farming - and the people it serves — will encounter greater
conflicts and obstacles as city life becomes more desperate,
demands on urban resources increase and governments become
less able to cope with the needs of growing populations.

INFORMATION TECHNOLOGY: WHAT IT MEANS FOR
AGRICULTURE

Sitwation and emerging developments

In many countries, very rapid changes are now occurring in the
development and application of information technology (IT),"7 The
outcome of these changes will signifi l:::mllv r'Eih.ui‘nE Jarivate
business and government operations and will affect virtually all
aspects of the everyday lives of individuals and businesses in every
sector of the economy, Organizations in both the public and
private sectors are adopling the new wchnology as pan of a
sirategy to increase effiiciency’® and competitiveness of the
organization or sector, provide beter service, inroduce new means
of training and reduce operating costs. Many governments also see
the o lechnology as a means of creating jobs, in part to offset
those lo<t through its adoption, The rapid change is occurring
hecause of mare powerful and less expensive communications and
computer harchware {the cost of processing and transmitting
information b dﬂtri!a-!-mﬂ. lay 50 percent évery 18 manths)
combined with an explosion in the development of new software
products, the convergence of computer, telecommunications and
broadeasting technologies and the phenomenal growth in the use
of the Interpet,

‘Opportunities
The new information technology improves the accessibility for

clients 1o information and services. It also enables a better sharing

—_—

" Iinformation technology refers lo the advanced information and -
commumications carriers uiﬂaﬂr-nrin data, including cable and satedlile
television, dl;!ulml! tradlitional alrwave radio, C0- ROMs, broadband,
narrow-band and wireless (e.g. cellular) telephone and Tocal-area (LANS) and
wide-area TWANs) coimpler ml:uurh, inclucling l.h! Infemet.
Apglications of information lﬂ:hqnluﬂ'rl:ﬁrtn hmﬂnﬂwﬂw dala,

text and audiovisual information provided by the technology,

" Increased efficiency or productivity enhancement throagh information
technology mﬁ"mm increase in avaitability, guality and timeliness of
infarmation l:nnhlncd with mhntﬂ't two-way communications that prrmi:
nqmlﬂllﬂml changes Il:-mu;lmrtm! business or economic activity and
inrease the oulput using the same or fewer resources.



of information among users, enhances the potential for two-way
communications between providers and users, greatly expands the
availahility of specialized information resources and provides
broader opportunities o access the global information market in a
quick, inexpensive and reliable manner. The new information
technology goes beyvond the traditional ene-way or linear
communication. It permits interactive linkages among individuals
with similar concerns or interests and this greatly expands the
information available to individuals or organizations. Information
technology allows organizatlons’ structures to be more flexible,
more participatory and less centralized.

In the agricultural sector, new IT applications are becoming
increasingly commaenplace. Applications include the geographical
pasitioning system [GPS) which allows satellite information to
trigger precise micro-level applications of chemicals and fentilizers.
Information technology can provide education and skills upgrading
such as the provision of management advice and use of on-line
distance education technigques. Other applications include access
to information, particularly time-sensitive information such as
markel news and weather. The technology provides search skills for
Infarmation on research and technology about new products,
inputs, markets or farming practices, it provides Information about
the availability of govemment programmes or commercial services
and may be used to access those programmes or services and 1) is
often used in sharing information through the Internet, electronic
bulletin boards and mailing lists.

Beyond the farmgate, IT applications are becoming increasingly
critical for the vertical coordination of the foad distribution system.
Just-in-time delivery, specialized production for niche markets and
reduced tolerance for varlabllity In raw materfal inputs all require
increased communication between buyers and sellers at each stage
of the production, processing, distribution and retailing processes.
Information technology is a pivotal component of that increased
coordination among the participants In the food chain. It allows
firms 1o hold smaller inventories, avold waste, provide a greater
variety of products, reduce purchasing costs, assess the impact of
promotions and enhance client services, To ensure that quality
cantrol standards are met throughout the food chain, some retail
products, such as meals, will be traceable from the final point of
sale to consumers back 1o the farm of origin, requiring informalion
technology to collect and maintain the individual product
transaction records.

Az the global environment becomes more open and trade among
counlries increases, especially for high value-added products, the
need for and value of information in commerce increases.



Infarmation technology Is used to market specialized products 1o
niche markets, responding 1o growing diversity in consumer tastes,
It is likely 1o replace some of the routine brokerage functions of
providing hasic information on product availability and prices. For
example, sellers and buyers may electronically post availability
and requirements of commaonly traded, relatively standard products
with offer and bid prices in a form of electronic auction. In this
highly competitive environment, the successful firms will be those
with the mosi innovative IT applications.

lsolation is a major difficulty in maintaining a viable and
custainable rural sector since rural communities do not atiract the
same level and quality of services found in urban centres. The
situation could be improved with the increased ability fo access
and share information, in spite of the location, through the use of
infarmation technology. Remote communities would get new
vitality if they could get some of the same services and easy, cheap
communication methods as urban centres have, The new
information technology improves the: comparative advantage of
rural and remote areas, as communication costs over long
distances decline sharply.

Constrainls

While thene are many benefits attached 1o the new information
technology, there are also several serious constraints 10 its increased
use. These include: inadequate communications infrastructure;
high prices for the purchase of computers, telecommunications
equipment and related software combined with high
telecommunications operating costs; a deficiency of human capital
ta provide the skills needed to develop, operate, manage and use
the new technology; and lack of a private-sector market to provide
the necessary infrastucture, dwainp the software and promaote the
applications.

Training and skills development is undoubtedly the most
essential element of IT development. Skills dovelopment may h'!
the most difficult aspect of the integration of information
technology into new applications. As with any new technology, the
full benefits are not achieved until the developers, operators and
users have the technical skills to take full advantage of it. The rapld
developments that are occurring in information technology make it
clear that training must be considered a continual process for,
among others, system and software developers, operator and
maintenance warkers and the ultimate users of the information
systems. Skills upgrading may range from short courses for casual
users to advanced lechnical training at universities for those
invalved in the development and maintenance of applications, In



many developing countries, high-level technical training universilty
courses are not available and managers lack experience in
applications of new information technology for communication
and sharing of information. New approaches to management and
control are, therefore, required.

The Warld Bank ™ highlights the disparity among countries
concerning elecommunicalions infrastructure. The inequality in
number of telephone lines between the developed and the less
developed countries has hardly changed in the past decade and
this great gap in infrastructure is expected to remain into the next
century, It is estimated that it will take an additional US$30 billion
to previent further deterioration. The reliability of the
ielecommunications equipmen is also much lower in developing
countries, partly because of the age of the equipment.
Communication infrastiucture requires large annual invesiments
and many developing countries have underinvested for a
considerable period.

With such a low level of telecommunication subscribiers and the
poor service environment, developing countries may need o ook
at a different organizational system and infrastructure for delivering
information 1o clients than are currently faund in the developed
countries. For example, radio-based cellular phones have low
capital costs-and the pricing and competition policy in Sri Lanka
provides service at one of the lowest costs in the world, but there
may be oo few subscribers for viable niral lppllﬂllﬁni Satellite
transmission is cost-effective for broadcasting but not for two-way
communication (especially in rural areas), as ground transmission
15 very expensive. In the remate mountainous areas of China,
microwave links, instead of cable, are used 1o conpect regions.
Governments have traditionally provided the infrastructure
(railways, highways, electricity, telecommunications), but bhudge
pressures may force them simply to administer the rules and
encourage the privale sector in developing the infrastruciure for 17
applications. This situation is occurring in many developed and
developing countries as telecommunications systems are either

' The lowest-income countries had, on average, only three telephone lines
available per 1 000 residents and even the moderately developed countries had
only 45 lines (1990 data). In comparison, the developed countries had 442 lines
pree 1 000 inhaliitants. AL the same time, Wsere were five times as many faults
reported for each main-line telephane in the lowest-incoms countries as in the
highest-mcome countries. See World Bank. 1994, Infrastructure for
develapment, Table 32. fn Warld Bank, Warld Development Report 1994,
Washington, DC.



privatized or begin to face competition, which tends to promaote
increased investments and innovation and eventually leads to
lewwier costs across the sector.

With a competitive regulatory environment, there is consiclerable

seope for developing countries to attract fareign investment in
communication tech nn'lug'y' by lowering costs and increasing
‘innovation. This has been the case in a number of countries such
as Argentina, Chile, Hungary, Jamaica, Malaysia, Mexico and
Venezuela ® |t is impartant that developing countries establish an
internal capability to produce new IT applications, othenwise they
will be net imparters of information and information software for a
long time and; more significantly, much of the information and
software imported may nol fit the local situation. It is essential that
a local software industry be develaped to customize the
information requiraments for a local market:

There have been a-number of successes and considerable new
applications occurring in developing countries. It fs estimated that
Taiwan, Pravince of China, has more computers per worker than
laly although the per caput income is only half as high, China may
have nearly as many telephone lines by 2000 as the United States
has today. By the end af 1995, about 14 countries in Africa had
permanent real-time Internel connections and, by 1996, most
capitals in Africa will have such connections. The United States-
based elecommunications company ATAT 1S proposing 1o mn.a
fibre-optic cable around the entire coastline of Africa (Africa one).
Wark is ccheduled to start in 1999 and the project will make
immense improvements 1o access within the continent and further
afield.

The agricultural sector in developing countries fand even in
some developed countries) is confronted with consideratle
difficulties in its effarts to use the new technology. These are the
results of rural areas nol being well served by lelecommunications
infrastructure; the low number of current users, which limits the
market for specialized software development; and the low
‘educational level and limited skills of many praducers, which
restrict cuerent and potential applications. The agricultural sectors-
in the lowsest-income, developing countries expetience the mast
sevisre form of these problems and, in spite of the social and
technological dguelnpqﬁmm that are occurring in the urban centres
of developing countries, new [T applications, such as multimedia;
appear to be an impassible dream in the foreseeable future
throughout much of the developing world.

* World Bank. 1994, Warld Development Report 1994, p. 63, Washington, DC.
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HCEX A
LNITED STATES: COOPERATIVE EXTENSION SERVICE

The United States Cooperative Extension
Service was one of the early users of the
Internel lo provide informalion to lis
clients. By 1995, mosi of the slate
Cooperative Extension Services had
istablished their own Weorld Wide Wel
WWW) site. These sites are a
communication and marketing device for
the extension service and, typically, they
anmounce the programmes and services
availahle, but occasionally a WWW site
provides current information on markets.
1 {5 nol clear how widely the Internet ks
used as a source of information bo provide
service 1o clients. Many existing staff are
nol skilled in the e of information
technology as an information source and i
appears that no widespread training
programmies have heen used.

One example of the use of the Internet
Is a project called “Ask an Expert™ which
is a software package developed by the
United States Department of Agriculture
(LISDIAG far use by the Cooperative
Extension Service to allow il e
commumnicale eifectively with clients using
a variely of tools such as WWW or
electronie mail. As well as the
commimication aspect, the software
provides a searchable database of
irequently asked questions and expert
answers that is designed to be information
of first resorl fo which users whi are
trying to obtain answers 1o agricultural
questions using the Internet can refer first.

The program invalves three phases. First
the guestion arrives al a special gateway
program that enters il into a database of
unanswered questions and makes i

available 1o a group of experts. Second,
one ar mare of the experts may choose lo
respond 1o Lhe guestion, bul if no one
responds the system automatically assigns
the question to the next available expert.
Finally, thie set of questions and answers
may be browsed or searched by anyone
with access (o the Internet. This allows
experis o focus on new questions rather
than repeating answers frequently.,

The software package was used during
fwa farm shows in Indiana in Seplember
1995, Extension specialists from USDA
and seven stales were availabile o provide
responses 1o guestions raksed by clients at
the farm shows with a time lag of about
one hour. While the experiment was
considered very successful, Uhere are
questions as to whether or not extension
specialists would be willing to commit
themselves to the efior required and how
they could get credit for these activilies in
their own arganizations.
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CANADA: PROJECT BARLEY

The Agriculture, Food and Rural
Development (AFRD) Department of the
Canadian Province of Alberta established a
Project Barley team (o provide elecironic
delivery of information to 76 farmers and
to farm suppliers in 13 farm districts in the
province. The information for the projec
is on such topics as crop production and
management, farm equipment and dealers,
soil fertility, irrigation, harvesting and
storage, marketing, markel outiook,
markels and costs of production. It
represents a significan portion of the
AFRD department’s information and
services, The project also provides guided
acoess to other Intermet information that is
of inlerest and value, a discussion forum
for users of the pilot and electronic mail
access 1o both clients and project stail.

The project provides about 600 pages
(4 megabyfes) of informalion,
clectronically on barley production and
markeling in Alberta. In addition,
electronic links are identified and made to
165 other sites around the world providing
access (o nearly 5 000 documents.

Throughout Alberta 14 office sites
ikiosks) were selected where the clients
could be exposed fo the Internel
Approximately 450 farmers and
agribusinesses used the kiosks and af least
that many more attempted 1o do so bt
could not gel on-line, During a three-
month period, the site had about 4 800
visils — about 2 425 were from Alberta
{including from the kiosks), 575 were from
staff and the rest (1 BO0) were from
elsewhere in the world.

Owver 90 percent of the pilol users

continued on the Internel after the pilot
although they had to start paying for the
service, They saw if as a way (o
communicate with specialists and to make
specialists more accessible 1o them, Users
adapted quickly to the Intermet a5 an
alternative fo the "office™ approach Lo the
provision of specialist services,

AFRD gained a greal deal of stabus with
hoth producers and siafi for laking on such
a niew initiative. Producers {1he pilol
wsers) were very enthusiastic and
supportive of the inltlalive, despile a greal
deal of technical frustration, often poor
service-provider support and the fact thal
the pilot operated during planting time,
Producers were keen 1o experiment with
the Internel. Front-line information
providers howaver fell thal they were not
prepared Lo launch the project. The
specialists who developed the information
were exiremely pleased about their team
effort and the rapid progress made, but
wore frusirated by a lack of technology
suppori and Iraining,

The project identified several critical
factors for future success, including:
providing adequale fraining and
lechnology support for staff; getting
department stafl, especially specialists and
scientists, connected 1o the system and
using il 1o communicale among
themselves and with producers; creating a
major cultural shift in the department with
respect 1o the technology, thus preventing
people from operating in the old way with
the new lechnology; establishing a
dedicated core group of people
responsible for the implementation of




electronic delivery of information and
services; formalizing stafling arrangements
and organizational structure with respect
tis the project; maintaining the status and
prafile of the project among departmental
stafi so that they want to be mvolved and

can see 1he benefils 1o themselves of being
knvolved; keeping the content allve

through discussion groups and daily
contributions from specialists, while not
allowing the system 1o become a “dump |
site” for dala; and developing partnerships

witl olher grougs to expand the breadih

and depth of the system and lo increase
recoggnilion and credibility of the site.

Souprpe Information obiained from the Albera |
Agriculture Food and Kural Developrmen
Pepartrment repaort on Project Barey which |
it rpiarndes ainrmation fiom a Praoe

Winterhouse Evaluation Repon,




BOIX b
MEXICO: SUPPORT SERVICES
FOR AGRICULTURAL MARKETING

The Mexican marketing agency, Apoyvos ¥
Servicios a la Commercializacidn
Agropecuaria (ASCERCA), uses the
national television system 1o provide
agriculiural markeding information
throughout the couniry. Users of specially
manufaciured television sets can find
eoonomic and commodity marke!
information on one of ASCERTCA's
lelevision channels in any lacation in the
country. The system, called tefefexto, is
whidely known among the rural residents of
Mexico and a recent survey of agricultural
producers shawed a high level of
recognition of the system (70 percentl,
The benefits of ihis approach in the
application of information technology are
that il uses a relatively simple existing
technology, which does nol require wired
commumnication infrastruciure, for clienis
to access. As well as agricultural
information, there is other economic
information provided through this service
=0 that the cost of providing it is
distributed across several sectors, There
has, however, been limited use hecause af
the requirement for the special television
sets and the lack of promotion by the
television manufaciurers.




Policy issues

Clasing the gap between the “haves” and the *have nots”, Many
agriculiural and food sector businesses in the more develaped
economies are adopting new information technology and are
benefiting from improved productivity. A1 the same time,
agricultural and food sector businesses in the less developed
economies withoul access to the required communication
equipment, software or the necessary information technology skills,
risk falling further behind in the lechnalogy race. With the
increased globalization of markets, lack of access 1o productivity
enhancing tools reduces their competitive position. It is critical that
agricultural ministries in developing economies necognize the need
lo ensute universal access o new lechnology, af reasonable cost,
as a means of narrowing the lechnology gap and that they initiate
steps o implement a development plan for the agricultural and
rural sectors,

Overcoming infrastructural constraints, One of the main
constraints facing the agricultural and agrifood sectors in all
countries is the lack of communication infrastructure in the rural
and remote sectars of the country, Much privale-sector investment
is focused on the urban centres where distances are limited and the
payback from infrastructural investments more likely, Low-income,
less developed countries have on average only about three
telephone lines per 1 000 inhabitants, whereas the developed
countries have aver 400, It is critical that producers in the
agriculwral and rural sectors of developing countries press
governments to reduce communication costs as much as possible
and 10 encourage investment in expanding and modemizing the
telecommunications sector.

Developing countries may have to apply different approaches to
adopting information technology than those followed in developed
countries, especially in areas where there are very few
telecommunication lines. For example, creating information centres
that producers and agrifood industry clients can access easily may
be mare appropnate than structuning the technology around the use
of computers in every business.

Effective training and skills development. The most important
constraint in the adoption and effective use of new information
technology may be the development of adequate human capital,
Skills development requines a variety of approaches for different
applications. Training and skills development can be a very costly
process and can be wasteful if the users cannot readily apply the
new skill or if the training is not suitable 1o the application. The use



of private-sector or educational institution providers may be the
maost cost-effective solution.

the government role. |t is important that govermnments
de'u.relnp clearly defined abjectives and outline their strategy for
information lechnology for the agricultural sector. Governments:
can provide critical leadership and act as a role model with respect
i the adoption of information technology in the sector. Far
example, because the government is a major user of information
technology it can strongly influence national T development and
use through its purchases of hardware and software, The-
government can provide an example 1o the sector in supplying
access 10 its own services, information and programs. It can also
encourage the development and use of lechnology through
assistance programmes and by encouraging the sharing of
information on new developments.

In many countries, large budget deficits or strong competing
priarities for invesiment funds require thal decisions made be based
on carefully defined government priorities. It is essential, in all
cases, that the approach used be based on client-driven priorities.

Ensuring appropriate information content. The purposes of
information technology are 1o provide information and services in a
maore accessibile and efficient way and to improve
communications, There is a critical need to ensure that the
infarmation content is client-driven and up to date and that the
application provides a more effective way of delivering services. If
the information cantent becomes dated of is Insufficient 1o Interest
users, they will be discouraged from accessing that application and
the experiment will fail.

Equally unsatisfactory for users is a surfeit of infarmation,
irrelevant to their needs for decision-making purposes. More focus
needs to be put on the development of information technology
applications 1o filter the flow so as to provide clients with the right
information at the right time for decision-making. Information
specialists may also play this role.

Developing partnerships. Governments cannot afford 1o be the
sole organization in electronically providing information and
information services to the agricultural sector. There must be
partnerships among government departments and agencies, with
the private sector and with university and other educational
institutions. This approach can provide clients with “single-
window” access, at a cheaper cost and with higher-quality
infarmation and service. Agriculture needs to graft on to the



Infrastructure and applications used in ather sectars, such as
health, as a means of accelerating developments and minimizing
the costs of establishing and operating systems.

User paying. Information and information services should be
viewed as a commaodity for which there can be a functioning
market. Such a market would allow private-sector panticipants to
develop the infrastructure, software and new services that decision.
makers and Individual clients wish 1o have. Information and
information service providers should be considered in a similar
way to those providing legal, financial or accounting services.
Governments may consider same form of user paying system for
information and information services which would allow them 1o
expand certain services while getting market signals on those
services which users consider to be the most important,

The role of government and international organizations in
promating the use of information technology

Develop a strategy. Governments need to develop a national
strategy for the use of information lechnology that would enhance
procductivity and communications in the rural, agricultural and food
sectors and permit governments 1o provide better service to clients
at lower costs. A well-defined strategy for such applications needs
an explicit timetable, additional resources and a commitment to
make it work. Agricultural ministries must recognize the
opportunities from the new information lechnology and take action
themselves to realize these benefits. Such action includes ensuring
apprapriate access to the lre:hnulng-,r at reasonahle costs for the
agriculiural and food sectors. This may require promaoting, within
government, the need for regulatory reforms and competitive
pricing far the benefit of the rural sector.

Promote the upgrading of skills and capital investment.
Governments can play an important mole in promoting and
implementing programmes for the development of skills and the
invesiment of capital in the application of the new information
technology. For skills upgrading, governments may dévelop
partnerships with educational institutions and private-sector
providers. Skills upgrading needs to include a focus on young
people. Governments must also encourage locally deueluped
information technology applications, In either government or the
private secior, 1o avoid impaont dependency. To promote new
developments, governments can establish a clearing-house of new
IT applications and illustrations of the best practices used in the
sector, Governments can alsa promote common standards so thal



systems are campatible, information is easily shared and users are
nat confronted with a myriad of systems.

Do things dl'l'l-'tmnl'lﬁ Governments need to take a comprehensive
approach in the introduction of new information technology. More
camplicated solutions will be required than simply transplanting
systems from a paper o an electronic environment, 1t will be
essential to examine the whole process and unclerstand how Users
adlapt to the new service. Only by changing the whole process can
all of the benefits of the technology be obtained, although it may
be best that governments start on a small scale, such as with a pilot
project o gain experience in operating the system and get effective
feedback from clients. It is important that progress be displayed
concretely and the use of pilots may allow a total systems
development that is more effective and easily accepted by users.

Encourage private comimercial services. Governments can help
indirectly in the introduction of private commercial services (such
as banking, insurance, legal, accounting and information) for the
agricultural and rural sectors of the economy through. making their
awn information, information services and programs available
electronically to clients. Government and commercial services,
when introduced in rural areas, will reinforce each other and
encourage the adoption of information technology which offsets
the impact of distances, They may alsa create additional
employment in rural areas. Equally important may be for
govemments to ensure a suitable telecommunications
environment, with such features as low rates and adequate
infrastructure, 10 encourage commercial 1T services, Adoption rates
are severely affected when modems cost four times as much in
India as in the United States and Internet access in Thalland cosis
12 times as much:

International lenders must recognize the financial and other
benefits, The financing of investments in new technology requires
that international lenders recognize the payoffs from these
investments. More analysis is reguired 1o demanstrate that the
adoption of new information technology will have a high return to
both the sectar and the economy, I is important that international
agencies and donor countries work together to cfeate awareness, 1o
develop fvestment and skills and to provide an introduction 1o
improvemaents in information technology. There needs 1o/ be a-
representative for the rural sector to ensure that there 15 adequate
and competitively priced infrastructure avallable 1o allow the rural
sector to use the new [nformation technology. It is impaorant that



there be a solid business plan established for economic
applications which would ease the financing of information
technology projects and programmes.

Create an awareness of the benefits, The role of international
organizalions such as FAD |ncludes creating an awareness of the
benefits of adopting new information technology. For example,
FAQ can provide a demonstration by the use of technology and by
providing electronic access 1o it information and services, such as
dissemminating all data and reports electronically, video
conferencing and interactive fora for providing technical
information, International agencies can also help in the analysis of
the benefits of information technology, especially for those areas
where there |s limited experience in conducting such analysis and
where the use of information technology is at an early stage of
development. They could also play an imporant role in developing
an intermational clearing-house ol electronic information sources
and applications, assisting in coordination among governments and
aid agencies and In skills development.

THE THREAT OF DESERTIFICATION

The term desertification® does not refer 1o the moving forward of
existing deserts but to the formation, expansion or intensification of
degraded patches of soll and vegetation cover, especially around
densely populated rural areas and urban centres, poorly managed
farms and water points. Deserification can occur under any type of
climate, but the mest affected arsas are in the arid, semi-arid and
dry subhumid regions, collectively referrad 1o as the drylands
[approximately 30 percent of the global land surface). A significant
part of the dryland regions has suffered for a long time from the
degradation of its human and natural resources during long periods
of drought, to the paint that the degradation may become
irreversible. This has caused a complex sel of economic, ecological
and social problems, collectively referred to as deserification and
very different from the funetioning of established desert ecosystems,

" The term was first used by A. Aubreville in A. Aubsreville, 1949, Chimats,
laréts of déserfification de FAfrigue Iropicale. Paris, Société d'Edilinm
Géographiques, Maritimes et Coloniales. Generally the term does not refer to
the movement of mobile sand bodies, which does oceur bul is estimated to be
no more than 10 percent of e enlive process. The southern limi of the
Sahara, for example, has been expanding or contracting depending on annual
variafions in rainfall; longer {ime-series of data are necessary (o determine the
fendency.



Box F

FAQY'S GLOBAL INFORMATION AND EARLY WARNING SYSTEM

An important example of the way
information technology can be applied to
addrias agricultural and food security
problems is FADs Global Information and
Early Warning Svstem (GIEWS), GIEWS is
the only comprehensive international
source of dala and analysis of current and
prospective food supply and demand
situations in all countries of The world. 1t
was established in 1975 at the request of
the 1973 FAD Conference amd the 1974
Waorld Food Conference,

GIEWS® main objectives are
continueusly to monilor prevailing food
supply and demand conditions, including
production, consumption, stocks and
impaorts and exports, based on the most
up-to-date and accurate information, and
lo identify countries facing imminent food
shortages and their emergency
requirements. 11 provides warnings not
only about food shorfages bul also about
exceptional food surpluses. It also makes
early forecasts of production,
consumplion, stocks, mports and exporis,
food aid requirements and availahility,
emergency needs, donor commitmenis and
shipments. All the elements likely to affect
food supply and demand are considered,
including factors such as weather, animal
and plant diseases and pests, range- and
cropland conditions, transportation and
storage prablems and government policies
afiecting production, consumption, prices
and tracle in basic food, a8 well as ocean
ireight rates.

GIEWS is operated by the Global
Information and Early Warning Service in
the Commuodities and Trade Division at

FAD headquariers, The system maintains
regular contact with most of FAG'S
technical units for information sharing and
acts as a focal point for the Organization's
emergency coordination achivities. Since
1975 institutional links and information-
sharing agreemenis have been forged with
110 governments, three regienal
organizations and over G0 non-
dsovernmenial arganizations (NGD5),
which act as both providers and users of
information. Numerous inlernational
research instilules, news services and
private-secior organizations also
cullaborate, providing information on o
voluntary basis, Donors of food assistance
are the main wsers of GIEWS, buf also
fulfil an impartant role in the provision of
information as well as support for the
development of the system itself, Bilateral
donors are commitbed to informing GIEWS
of all pledges and deliveries of food aid,
Dirawing on 20 years of time-series
slatistics, GIEWS country monilors
continuously update and analyse data on
food production, trade, food aid, stocks,
consumplion and sub-national food
security, GIEWS monitors the condition of
fnod crops in all regions and countries of
the world. Information is gathered on all
the factors that might influence planted
area and yields. A purpose-built computer
waorkstation facilitaies a wide range of
data processing ranging from mierpreting
satellite images to estimating food import
requirements. For drought-prone areas of
Africa where there is a lack of confinuous
and reliable information o
agrometearological and crop conditions,

i



GIEWS relies on monitoring anid
interpretation of salellite images. The cold
cloud duration (CCD) estimates the
likelihood that significant rainfall has
fallen while the normalized difference
vegelation index (NDVI) traces plant
growth through an enlire season to spot
the occurrence of droughl.

CIEWS also monitors world food
markets. Il estimales global food supply
and demand by aggregating country-level
information and monitors world markel
expor prices and trading on the main
international grain exchanges, The system
repords o major events in markels and on
underlying trends in the key variables,
warning if there is a risk of major food
price rises. Although global in scope,
country monitoring is concentraled on the
group of 82 particularly valnerable, low-
income food-deficil countries (LIFDCs).
The main focus of the analysis is on
cereals as information on ofher types of
food i often extremely weak, but the
system is expanding s coverage of non-
cereal staple foods, particularly in
countries where non-cereals constitute a
large part of the national diel. In some of
the world's most food insecure countries,
where accurate food information is often
lacking, GIEWS relies on rapid assessment
FISSI0ns.

Recently GIEWS has sharpened ils focus
o sulb-national food security, For this
purpose a compuler lool, designed to
imterprel comples interactions of local
footl economies, has been developed side-
by-side with the preparation of country-
specific risk maps for the famine.prone
regions.

Rapid and effective communications are
a key companent of the system and
compuler technology has enabled GIEWS

lis speed up the production and
dissemination of reports, The regular
publications of GIEWS are Food Cullook,
Foodcraps and Shariages, Food Situation
ant! Crop Prospects in Sub-Saharan Africa
and the Sahel Repart, In addition, aboul
30 special alerts and special reporis are
published annually, GIEWS publications
are freely available to all instititions and
mdividuals. The system also responds 1o
speciiic information requests,

GIEWS has invested in elecironic
communicalion to broaden its audience
and to speed up the information
dissemination process. The system's
autput, including all the latest
publications, is now available on FAO's
main Intemel web server. GIEWS
information has hbeen made available in
francophone countries on a Minitel server
andl by electronic mail distribution
through the Réseaw fntertropical
" Orelimatedrs network in Africa, The
search for innovallve measures conlinues
towards sirenglhening the collection,
processing and analysis of vilal food
security data,
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The United Nations Conference on Environment and
Development (UNCED) which was held in Rio de Janeiro, Brazil, in
June 1992, negotiated the following definition: *Desenification s
land degraclation in arid, semi-ard and dry subhumid areas
resulting from various factors, including climatic variations and
human activities ™

The diverse processes of land degradation are not all active at the
same time and place. Relationships among climate, desertification
and society are localily-specific. The various stages leading to
desertification are evolutionary in character and are not always
visible on a local scale, e to farmers and pastoralists, Their
timescale is consequently rather different from that of other
phenomena such as drought and, moreover, their effect is
continuous, Linlike the visible effects of drought, desertification
processes cannal be detected comprehensively at an early stage
but entall a progressive breakdown of the fragile ecological
balance that has allowed vegetation, human and animal life 10
evolve in the arid, semi-arid and dry subhumid regions.

The characteristic features of drylands are low and highly
variable rainfall, giving rise to large fluctuations in biomass
production and therefore fluctuations in the ability of the land o
produce food, fodder and biofuels. Drylands ecosystems have
demonstrated great resilience and will nearly always recover after
dry spells — provided it has not been grossly mismanaged during
the dry phase, even mismanaged land can be restored. Traditional
land-use practices in drylands are often oppartunistic; traditional
dryland farmers iry to maximize removal during good periods and
minirmize losses during diy periods. A complex set of production
systems, often characterized by mixed cropping, livestock and
agroforestry land uses, allows such practices, With the exception of
irmigatec agriculture, new and more productive systems for the
drylands have not had significant success so far

Much of the world’s carbon is stared in the salls and vegetation
of the diylands, Desertification affects exchange in the carbon
cycle and carbon depletion contributes o the “greenhoose effect”,
The impact of human activity on rinfall patterns remaing the lopic
of much debate, but future effects are likely to include considerable
alterations In amounts and regulanty of rainfall, which will have

= In 1990, a UN-hosted ad hoc consultative meeting of experts concluded that
there bs no painl in distinguishing desertification from land degradation in the
dryland regions, since 1o do so only confuses the whaole problem. In this
chapter the two lerms are used interchangealily; UNCEDY's denatation is wsed
as a working definition.
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repercussions on all processes of land degradation, In the absence
of any large Increases in rainfall a predicied global increase in
temperature will magnify evapotranspiration and ultimately lead o
funther desentification in the arid, semi-arid and dry subhumid
regions of the world.

The type of soil plays an important role in vulnerability o
desertification processes; especially through human
fanthropogenic) activities, Like all other elements in the chain of

the ecosystem, humans affect desertification processes and are also

alfected by them in several ways, Human practices have
sometimes triggerad and accelerated these processes, and/or
exacerbated their impact. On the whole, the causes and
consequences of land degradation are most acute among the
poorest segmenis of the populations of developing countries,
whose actions are often driven by the need 1o respond o
emergencies through shor-temm survival strategies rather than by
taking a longer-term view,

Extent and causes of desertification

In the arid, semi-arid and dry subhumid regions, the processes of
desertification are influenced by interaction amaong the density of
population, economic conditions and locality-specific factors,
Climatic variation plays a less significant role, a1 least in the dry
subhumid zones where land degradation iz mainly the
consequence of inappropriate resource management, Human-
induced land degradation is by no means a recently abserved
phenomenan; references 1o the human element in desertification
date back to the 1930s.™ Land-carrying capacities decrease as
desertification causes the sustained decline of the biological
productivity of the land. In many countries this combinaticon of
factors constitutes a serious threal 1o food security. Pressure on the
nalural resource base and its prospective overexploitation imply
that the livelihood systems {and ultimately the survival) of some
human cammunities are at risk and that 3 massive loss of
biclogical diversity is likely to occur,

On a global scale, nearly 2 hillion ha of land are affected by land

degradation to various degrees. Figure 6 on p. 76 indicates that, in
absalute terms of surface area, the semi-arid and dry subhumid
rones of Asia are most at risk, followed by the arid zones of Asia
and Africa. The latter account for over 70 million ha that can be
classified as strongly degraded and for the highest extent of

" S the work of E.P. Stebbing, for example; EF. Stebbing. 19310, The man-
made desert in Africa. fourmal of the Rayal African Society, 36.
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extreme soll degradation (3.5 million ha), Thus, about 70 percent of
the world's drylands — over 20 percent of the global land suiface -
s already degraded to some degree.

There are marked regional differences in the main causes of
desertification in dryland areas (Figure B). Activities directly related
1o agriculture represent a significant factor in land degradation in
all regions except Australia, and in North America they account for
no less than 52 percent of the degraded arid areas, The worst-
affected areas are nomthern Mexico and the Grear Plains of the
Linited States and Canada. To varying degrees, farming activities
also contribute to land degradation in the developing country
regions (n several ways. In sub-Saharan Africa, but also in ather
regions, increased crap production and diminishing fallow periods
have often resulied in net export of soll nutrients and considerable
loss of soll fertility in the longer term. During the 19805, the
accelerated development of cash crops (often prompted by the
meed to restore external imbalances under structural adjustment
programmes), led in many cases 1o a reduction of fallow periads
and dryland degradation and it has sometimes destroyed the
structure of soils where mechanization has involved agricultural
machinery that has proved to be unsustalinable on fragile soils. In
recent years, cutbacks in fertilizer credit and subsidies, related 10
the accelerated process of market liberalization, have in some
cases reduced farmers” ability to improve agriculiural productivity
and contributed 1o further expansion on to marginal lands.

Owverexploitation of foreds, other woodland areas and trees and
shrubs is another major factor of land degradation. Asia, followed
by Latin America and the Caribbean, has the highest figures for
land degraded by deforestation, which is the second-maost
significant cause of desentification, after overgrazing, in these areas
(Figure &). Clearing of woody vegotation Is generally done in order
to extend agricultural and pasture areas, while overexploitation
results mostly from harvesting fuelwood beyond the regenerative
capacity of the stands and trees, overgrazing and repeated
bushfires. The tree canopy and vegetation cover are the most
imporant source of protection from solar radiation. The albedo (the
reflectivity of the earth’s surface), surface temperature and levels of
evaporalion will change if they are completely or partially
damaged or removed. Depending on the intensity of use, the
specific degree of soil vulnerability and the resilience of the
ecosystem (the ability to returm 1o its former state following
disturbance), such changes, in tm, can lead to land degradation.

Desertification is also caused by the overgrazing of grasses,
shrubs and herbs. Figure & shows overgrazing to account for 678.7
million ha, over one-third of the 1otal of degraded drylands.
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Especially in eastern Africa and the Sahel the high rate of
overstocking of caftle, which has led to severe land degradation, is
partly caused by tree felling in rangelands (leading 10 a lower
fodder content) and a lack of herd management when improved
veterinary care has led 10 lower mortality.

Underlying the above causes of land degradation have been the
general process of demographic expansion confronting finite land
resources, combined with technical and institutional issues relating
to fand use and ownership. Population pressure has led to the
ewverexploitation of wood resources and the fuelwood crisis of rural
cub-Saharan Africa. Pressure on the local resource base implies that
same traditional agricultural practices, such as shifting cultivation,
progressively lose viability in certain pans of the world, Nomad
sedentarization and transmigration plans proposed by countries
with a highly unequal population distribution have not always paid
sufficient attention 1o thiese factors. Migration (especially seasonal
and annual migration) can contribute 1o the unsustainable
harvesting of trees, which need longer periads of time for
regeneration, a natural process that becomes seriously Impaired if
migrant setilers lack the necessary experience and environmental
information on their new surroundings. The problem has been
exacerbated over the lad decade by increasing numbers of
environmental and political refugees. Land-leasing systems can
also influence the processes of land degradation, if farmers who
lease ar rent land are forced to exploit it 1o the maximum during
their contraciual term. Farmers may be not very interested in long-
term investments on such lands, and landowners may be absent
st of the fime,

Annual rainfall and rainfall-to-evaporation ratios are the most
important microclimatic variables affecting the lowenng of the
water-table, which is associated with intensive agricultural, urban
and hio-industrial land use, Soil texture, hydrology and
physiographic relief play a crucial role in wind and water erosion.
Water ercsion affects nearly half of the total degraded land area in
the arid regions. In Africa it has caused severe degradation of over
50 million ha of drylands; it is also important in southern Asia. The
salinization, sodication and alkalinization of soils are problems that
may be aggravated by badly managed or ill-conceived irrigation
schemes. FAQ studies-have found that more than 35 percent of
African soils narth of the equator are affected by either salinization
or erasion. Irrigated farmland deterloration is sometimes caused by
waterlogging (the rising of the waier-dablel, mainly as a result of
inefficient drainage andfor excessive irrigation.

Increased population pressures and excessive human expansion
into drylands during long wet periods increasingly leave people




stranded during dry periods. The removal of critical production
elements for allernative uses le.g. dry-season grazing lands)

through introduction of ireigated and non-irmgated crops and the
industrial and urban uses of water al the expense of rural
agricultural producers break links In traditional production chains -
where these are notl compensated they lead 1o a breakdown in the
whole production system. At the same time, the |oss of social
cohesion (&g, community and tribal authority) and collective
practices (such as transhumance and nomadism) has ageravated
the vulnerability of dryland populations to climatic variations.

Palicies to prevent and combat desertification

The fight against desentification is political, social and
lechnological. As laid out by the International Convention to
Combat Deserification, policy implications vary according to
specific geographical and agroclimatic settings. In many
circumstances, however, an effective way of reducing pressure on
land is to support income diversification in rural areas. Non-farm
income can “buy time*® for farm households o try oul and learn
new activities, allow perennials (which help soll rehabilitation) o
reeach full maturity and reduce pressure to extend agriculture on o
marginal lands by providing cash for food purchases. Thus, i
facilitates land-use intensification by encouraging the adoption of
niew lechnology, which becomes a less risky investiment even in
unstable agroclimatic sellings.

Imtensification of agriculture will remain a necessary stralegy
since, unless investment in productive resources can be realized,
growing population densities will in the long term lead 1o
impoverished solls and a low level of equilibrium, Income
diversification would take pressure off currently overgrazed
pastures; notably in areas where there is & sirong tendency (o
provide "self-insurance” by building up livestock against drought
and cropping shortfalls, In many areas where there is a relatively
low potential for agricultural development, however, livestock
hushandry is a comparative advaniage and should be encouraged
as a complement to cropping, in lerms of both income and
production, as long as soils are not 1oo fragile.

Driversification of non-farm sources of income should be
accompanied by measures to diversify agricullural activities and
value added to the greatest possible extent. Where possible,
fisheries and agquaculiure should be promoted and developed,
Aptculture and non-timber forest product processing should be
considered in zones with sufficient marketing infrastructure and
development potential. Innovative technologies may have
important additional effects If, by reducing the time and energy
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THE CONVENTION TO COMBAT DESERTIFICATION

The international Convention lo Combal
Desertification was drafted by the
Intergovernmental Negotiating Committes
on Desertification (INCDb at the urgent
risquiest of the African represemiation at
UNCED. It was adopted in June 1994 and
by the end of January 1996 it had been
signed by 115 countries, 25 of which have
already patified it The fune 1994 INCD
session marked the establishment of two
working groups and the plenary, These met
again in Aigost 1995 and starfed
preparations for the first Conference of
the Parties (scheduled for late 19971, 10 i
expected that by Seplember 1996
multilateral funiding mechanisms should be
resalved and the Convention be ratified in
mast signatory countries. The Convention
recotnizes in parlicular

= an integrated approach o the issue;
« the combination of local and modern
technologies;

# the participation of lacal target
communities in the development of
national action programmes,

The challenge for the interim phase of
the Convention has been to implement the
resolution on urgent action for Africa,
willhiout af The same time neglocting action
i olher affected countrics.

Mall was amang the countries that
reacted most quickly and implemented a
national component of the urgent action
for Africa af the ratification of the
Comvenfion lo Combal Desertification. In
Dciober 1994, the Government of Mali
merged the planning processes for the

establishment of a National Environmenial
Action Plan and the drafting of the
Matiznal Action Plan to Combal
Desertification; established an
institutional body regarding environment
and deserdification that includes an
intermimisterial committee at the political
level, a Consultative Committee to
manilor progress lechoically and focus
technical work and & Permanént
Secretanal 1o coordinate the formulation
of the Kational Action Programme on
Environment and Desertification; and
approached the Government of Germany
and FACY 1o assisl an the preparation of the
programme.

Through the assdstance of the laller, the
coniribution of the United Nafions
Developmen! Pragramme (LNDP) and the
involverment of mational expertise, the
Malian action plan was put inlo praciice
in January 1995, It included a first phase
of information and awareness building on
environmental ssues (especially natural
resource degradation), keeping brack of
many factors through the organization of a
dialogue process myvolving the Incal
population and a reporting mechanism of
national consultants, This bwo-way
mechanism of information gathering and
awareness huilding culminated with the
organization of a Nalional Forum an the
Mational Action Programme in Febroary/
March 1996, The Forum discusses and
makis specific proposals an major
problems of, and elements for action an,
the conservation and rehabsilitation of
naltural resources; the problems caused by
urhanieation, mdvustrial development and



pollution; the institutional problems and
need lo engage insustainable
environmental profection and
desertification control; and the planning
process within the framework of the
Convention, particularly regarding the
nature of national participation,
democratization, decentralization,
development at the local level and the
tolal engagement of national human
resources af all levels,

With suppart from the German Agency
far Technical Cooperation (GTZ), FAD,
UNDP and sther donors, Mall has been
engaged in the second phase of its
programmieng exercise since March 1996,

This is expected o include an integrated
national programme including strategic
approach, objectives and conlent of
national initiativees, a detailed set of
speciiic national programmes and a
number of lecal area deviclopment
programmes That will help implementation
at the decentraliced (village) level, led by
local forces and instiutions. The
programme will Include necessary legal
measures, regilations and funding
arrangements, particularly those geared 1o
maobilizing local resources and L
detecting adequale funding mechantims al
the local level,
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required for food production and other daily tasks, they enable the
increasing participation of rural households in measures of
environmaental conservation,

Combalting desertificalion requires close interaction among the
various public and private agents invalved in land use and
management. Callaborative institutional and administrative
approaches require decentralized decision-making and should
provide for extensive feedback mechanisms, Mone authorily needs
to be delegated to members of rural communities, particularly
women, who are left out of these procedures in most of the affected
areas (except in regions with a history of high male emigration).
Local commitment is favoured by improved social conditions,
which are in tum influenced by a positive national and
international policy environment, At the community level, people
should be able and encouraged to participate in programme
preparation, implementation and monitoring, Land-management
strategies should be based on the formation of resource-user
community groups, such as waler user groups or imigation motation
systems, as already happens in South Acia, A1 the same time,
agricultural researchers should find ways of articulating rural
people’s knowledge systems with their own investigations.
Problems can thus be identified, discussed and prioritized, and this
should lead ultimately 1o locality-specifie policy strategies and
IMEAsUres,

The green revoliution has made fundamental contributions o
glohal food security, but some “second-generation” problems
linked to intensive farming lechnology need 1o be addressed. A
variety of lechnical propositions, not necessarily costly or
sophisticated, can be envisaged 1o this end. Integrated agrarian
systems can be developed through the introduction of wood crops
that allow the application of agroforestry practices. Fencing and
relay grazing systems allow for ecologically sound catile-range
management, Special revegetation and cultivaling equipment can
refabilitate the soll and crops can be planted without triggering
desertification processes; polycultures rather than monocultures are
more effective for this type of soil treatment, Where the
revegetalion of degraded land is feasible, adequate equipment
should be used to plant trees, shrubs aned grass strips for sustainable
soil conservation and watershed management. This does not need
1o be capital-intensive. Barriers of vegetation sirips sometimes
provide better salutions to the problems of desenification than
high-technalogy engineering projects. Bunds, terraces, culverts and
windbrealks contribute 1o sustainable land improvements,
particularly for households that lack access to credit, especially for
conservation-related activities.
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The legal aspects of land use should be examined, since
behaviour tends to vary according to access to and rights on land.
Communities that feel more secure welcame longer-term planning
incentives and, 1o promete integrated natural resource
management, guarantesd mediom-term use of land is desirahle.
Although land legislation is a notoriously complex issue in many
countries, in many cases the importance of land preservation alone
would justify prierity attention from national authorities,

An integrated programme lor dryland development and ta fight
desertification including the above action elements requires
substantial financial resources. However, the magnitude of the
economic, social and environmental costs of desenification defies
quantification. Leaving aside non-economic factors, the long-term
economic loss involved in land degradation {in terms of income
foregone per year) has been calculated a1 USS250 per hectare of
irrigated land, §38 per hectare of rainfed cropland and §7 per
hectare of rangeland; the total annual loss thus amounts 1o
$42.3 billion.® The maintenance of soil quality is of paramount
impofance, nol only because of the direct implications in respect
to land productivity, but also because if soils become degraded, so
will the dryland ecosviems and, even where fertility loss is not
imreversible, soils can sometimes be rehabilitated only at a very
high cost. The costs af not protecting solls must also be taken into
account. For a sociely 1o accept the costs invalved in
chesertification prevention and control it must be fully aware of
what is at stake. Such awareness must be raised both among the
directly affected population, for whom the enabling conditions for
active participation need to be created, and among the
development aid community. Steps in this direction have included
the publication of a number of easily readable guides to the
International Convention ta Combat Desertification.

Mention should also be made of the many UN projects and
activities dealing with the subject, particularly the studies.
undertaken by FAO in collaboration with the United Mations Fund
for Population Activities IUNFPAY and the International Institute of
Applied Systems Analysis (HASA), an estimating potential
papulation-carrying capacities of lands in developing countries.

AL 1990 prices, sew H. Dvegne, M. Kassas and B. Rozanov, 1991, A new
assessment of the world status of desertification. Desertifcation Contid
Bulletin, 200 6-18; UNCED (1992) estimated the cost of a worldwide
progranime from 19493 ta 2000 at a total of USSE 730 million per year
{excluding the national development programimes, of which i should really
firm a parth.
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Dietermining critical threshaolds of population density and reducing
the risks of. and vulnerability 1o, climatic hazards and other
disasters are necessary 1o eénsure fultre food security, Changes in
soil guality over time are difficull 1o monitor and this restricts the
ability of researchers to analyse the negative environmental
externalities of technologies and policies, Agriculiural research
institutes should develop a set of soil guality indicators, ensuring
international uniformity and financial sustainability of the data
collection methodology, Remote sensing data should be made
available through databases such as FAQ's GIEWS. Some countries
{e.g. Ethiopia) have a mational early waming system for drought and
fanvine.

Finally, given the often very high cost of rehabilitating already
degraded land, policy-makers should emphasize measures and
regulations that prevent such degradation to eccur in the first place.

SUPPORT SERVICES POLICY FOR AGRICULTURAL
DEVELOPMENT

Agricultural support services in development

Farms thal produce for the market need three types of support

SEVICEEST

shackward linkages that support on-farm production;

=forward linkages that suppor the producer o consumer
transformation of agricultural output;

sdowrward linkages that support the farmy as a business unit

Backward linkages include input services such as aerial sowing
of pasture seeds, land clearance. lime and fertilizer spreading,
spray management and technical information. The forward linkages
inc lude output services such as grading and packing of produce,
cool storage, transpon and marketing information. Examples of
downward linkages are accounting and legal services. farm
business managemen! advice and planning and training.

Az the agricultural system becomes more developed, the support
services it requres become increasingly varied in their scope and
specialized in their nature. Highly productive agriculiure depends
an the availability of a wide range of specialized suppon services,
many of which may be baught in under contract rather than
provided by the farm itself. This is especially true where the
technology used by the service is subject to economies of size of
operation - aerial sowing and spraying are obvious examples - or
relies an sophisticated information and skills, such as tax planning
and compliance with legislation, Such specialized services are
increasingly provided by the private sector, with government



services assuming less and less Importance or even being totally
absanl. In fact, the sorts of agricultural support services that are
assaciated with more developed agneculiure are characterized by
an ever-greater requirement for specialized infarmation,
*Infarmation is data endowed with relevance and purpose.
Converting data into information thus requires knowledge. And
knowledge, by definition, is specialized”.® Information of a general
mature becomes decreasingly important as farming becomes a more
highly developed business. Relevant and wseful information is
farm-specific and, in the face of ever-increasing quantities of raw
and semi-processed data, farmers are willing to pay o have these
data convened into information that can be used 1o improve the
running of their farm business.

Al low levels of development, few suppon services are available
and those that are tend 1o be far less specialized and more likely 1o
be provided by the public sector. The Information companent,
however, may be of more general application, but it remains just as
impartant, For example, fertilizer and pesticide sales need 1o be
accompanied by impartial information about the profitable and safe
use of the product - safee for the user and safe for the environment
and the consumer. The adoption of more productive agricultural
technologies that improve agricultural profitability and reduce food
prices (s a key element in economic growth, Yet agriculiural
development is constrained by the lack and poor quality of service
provision, while good-quality. reliable. private-sector support
services cannot easily develop where agriculiure is of low
productivity and profitability. Thus agriculiural development and
the development of the rural economy as a whole are both
hindered. Research, extension and training in support services are
therefore needed. Accurate and timely information about inpui
availability and prices and outpul marketing opportunities and
prices is critical for the development and smooth functioning of
competilive markets and the commercialization of smallholder
agriculiure,

An FAQ study of the organization and management of
agricultural services for small-scale farmers in Asia found that:

"...a considerable proportion of agricultural haldings are operated
by small farmers, who are dependent, to a great extent, on the state
palicies and state support services.... The suppart service system
and inpul delivery mechanism are managed and administered by
various governmen! departments, statutory bodies, boards and
corporations gs well as NGOs. "™ The major conclusions of the

A PF Drucker. 1990, The new realities. London, Mandarin,
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study were that inadequacies in service provision, such as input
supply and produce buying, were the major constraints (o
increased production. A similar situation is found in much of sub-
Saharan Africa where, despite structural adjustment programmes
that have given some prominence o the privile-sector provision of
farm services, there have been many cases of late delivery of
fertilizer, loans promised but never disbursed, key tractor parts that
are unavailable, delays in payment for produce procured and many
other similar problems,

There are compelling causes far concemn about govermment
dellvery of agricultural support services ™ First, public employees
often have litle incentive to deliver services effectively anc
efficiently, especially as regards limeliness. Second, incentives to
further privale interiests are often strong, leading 10 favouritism and,
at worst, corruption. Third, the public provision of services that
could be provided by the private sector can stifle private-sector
development. Finally, public-service provision has an inherent
tendency 1o be ineffective because it Is supplys and not demand-
ehriven. Even where the first three problems are not encountered,
the fast may be. as has happened in several cases of the
introduction of charges for services. For example, during the
process of commercializing the United Kingdom's Agriculiural
Developmen! and Advisory Service (ADAS): "at the outset of
charging, ADAS made the classic marketing mistake of developing
products and then aitempting to sell them, rather than first finding
out the needs of the market and then developing products to fulfil
these needs”, ™ It should, however, also be noted that some public-
sector entities are delivering services in a highly satistactory
manner; Robens® cites the Bank of Agriculture and Agricultural
Cooperatives in Thailand as ane such example,

Thi= issue of government delivery of agricultural supporn services
concems policy implementation, and what the government's role is
in implementing is own policies.

# &, Salehuddin and B, Shaficur. 1991, Organization amd management of
agricultural services for small farmwers in Asia, Rome, FAD and Dhaka, Centre
on Integrated Rural Development for Asia and the Pacific (CIRDAP).

7 RALL Roberts. 1995, Agricultural services: their role in development. Paper
presented at the Agricultural Economics Society Conference, Uiniversity of
Cambridge, United Kingdom, March 1995,

H ). Dancey. 1993, The evolution of agricaliural extension in England and
Wales. Jowrmal of Agricullural Economics, 44031, 375-3593,

™ Roberts, op. o, footnole 27,
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The development of agricultural support services

Public versus private-sector delivery of support services, The
economic case for continuing government provision of agriculiural
suppon services that could be provided by the private sector (ie.g.
fertilizer delivery, output marketing and credit) is based on the facl
that in many liberalizing economies the private sector remains
underdeveloped in key areas, Governments are, therefore,
sometimes reluctant to withdraw the pulilic sector from
imvalvement in activities of an essentially commercial nature, even
where its involvement has been singularly ineffective. Both policy
and commercial risks affect the private sector's willingness (o enter
the arena, which probably explains why the private sector is far
more active in outpul marketing than in ferdilizer supply in a
number of Atrican countries. The problem is exacerbated by a high
propartion of low productivity, semi-subsistence farmens, low
population densities and poor infrastructure,

One approach taken in Andhra Pradesh, India, was 1o establish
planned rural service centres with a mixture of public and private
provision, Initially to increase agricullural productivity and then 1o
expand their services 1o mesl the demands for consumer goads that
resulted from increased incomes. An investigation of one such
centre ™ showed that over time the private sector expanded to
provide services in the arcas of health, transpont and distribution of
fartilizers, pesticides and agriculural machinery that competed
with those provided by government agencies. This type of
approach may be helpful in creating the demand for services that
can eventually be supplied by the private sector, Greal care must
be taken, however, to ensure that the government has no monopoly
of supply or hidden subsidies in any of its relevan! commercial
operations, otherwise the private sector will not be able 10
compete,

Where there is no private-sector invalvement or interest, another
approach may be to setl up a private-sector operation on a project
hasis, i.e. with funding assistance for the first few years until the
market | sufficiently developed for the assistance 1o cease. Thens
are obvious dangers here, the main one being that such an
operation could become yet another inefficient state-run monopoly,
and 5o the project phase has to be very carefully designed to
ensure the application of commercial principles and practices from
the outset. One notable case where such an approach succeeded is

&, Wanmall, 1993, Senviee provistor and rural develogment o Indiaz a study
of Mirvilgeds Tafika. Intermational Food Policy Research lnstiiute (IFPRI
Hesearch Repodd Mo, 37, Washington, DC, IFPRL,
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the Grameen Bank In Bangladesh.” In this regard, a point for
consideration by governments where the private-sector institutions
are very weak or non-existent is whether, in the face of increasing
budgetary constraints, the limited funds should be used 1o support
agriculiure directly or to suppont the overall development of the
rural economy, which would also benefit farmers, Investment in
rural institutions as “soft” infrastruciure may be as impartant as
imvestment in “hard” infrastructure, such as rural oads,

The case for government provision of cerlain other types of
support service, most notably extension but also research and
traiming, rests on a number of beliefs: that the social benefits of
those services outweigh the private benefits and o private
pravision will be lower than is socially optimal; that infermation in
the public domain is a public good, with the characteristics of non-
rivalry in consumption and non-excludability in provision, such
that its costs of provision cannol be recouped and, theréfore, the
private sector cannot supply 1t at all {this issue is addressed in more
detail below); that to have certain types of information in the public
domain is in the public goad; and that It is in some ense wrong 1o
expect farmers, even rich ones but especially poor ones, 1o pay for
samething of such basic importance for agriculiural developmen)
and national food security,

Whatever the validity of these beliefs, a distinction nesds 1o be
made between who pays for the provision of the service and who
delivers it; thus, although there may be a strong economic
justification for saying that some services will be underprovided or
not provided at all by the private seciorn, this is quite different from
saying that such services cannol be provided at least in part
through the private sector, The distinction |s becoming much more
obvious as the traditional role of government departments as both
policy advisers and policy implementers is being questioned. |n
many couniries, attempts have been, and are being, made Lo
overcome the perceived problems of public-sector service
provision by instituting markets and market disciplines for the
provisicn of government-produced geods amd services or by taking

" The bank originated as an action-research project in 1976 to provide credit
ta the rural poor, It ks now a financlal lnstitution established by government
arder, with an excellent loan recovery rate and a clear focus on the poorest
groups in sociely. An explanation of its spectal approach and philosophy is
given in M. Hossain. 1988, Credit for alleviation of rural poverty: the Grameen
Bank in Bangladesh. 1FPRI Research Repoart N, 65. IFPRLand the Bangladesh
Institute of Development Studies; B.S. Jain. 1996, Managing eredit for the rural
poor: lessons (rom the Grameen Bank, Warld Development, 2401} 79-89.
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the public sector out of services provision altogethes, ™ In the
Linited Kingdom, for example, the délivery of agricaltural advisory
services has been fully commercialized and the old Agricultural
Training Board privatized; in New Zealand, the agriculiural
ministry’s science functions have been transferred o nine new
crown research institutes and the extension service has been sold
off to a private-sector company; China has created agricultural
technical services companies and Introduced an agricultural
technology responsibility scheme that links the remuneration of
extension staff 1o the effectiveness of the extension services they
provide;** Chile discontinued government extension provision 1o
médium- and large-ccale famers and introduced two new services
subcontracted to the private sector for different parts of the
smalltholder sector, with some cost-sharing between government
and farmers:* in Mexico, extension services are subcontracted o
private cansultants by the government and the proportion paid by
farmers i5 related to thetr ahility to pay;™ in some countries,
government extension agents augmenl their low salaries by selling
their skills to even the poorest farmers (e.g. in Sierra Leone), by
entering info sharecropping armangements (e.2. in Ecuador) ar by
acting as sales stafl or demonstrators for private inpul supply
companies {@.g. in Southeast Asia);™ and partial cosl recovery
through fees for service is increasingly widespread, Assessing the
extent 1o which these initfatives have been successful depends
critically on the performance standard chosen and what success
criteria are used in the assessment. For example, in many cases
budgetary costs may have been reducod, but so has the size of the
target group. [ would be useful to evaluate thee changed policy
dislivery system in terms of effectiveness, efficiency, equity and
enforceability against the stated objectives of the policy.¥

The first palicy decision that a government needs 10 make
concerns the funding and coverage of public provision af

" F Sandiford and G.E Rossmiller. 1996, Many a shp: studying policy defvery
systems. Paper presented al the Agricultural Economics Soclely Conference,
Liniversity of Mewcastle-upon-Tyne, United Kingdom, 27 1o 30 March 1996,

" DL Umali and L. Schwarte. 1994, Public and private agriculiural extension:
beyond traditional frontiers, World Bank [Hscusshon Paper No. 236,
Washington, DC, World Bank.

 Ihiel.

™ Ibiel.

* Ihid.

" A framework for such a performance evaluation of policy delivery systems ks
given in Sandiford and Rossmiller, op. cit., fosinole 32,



%

agricultural support services. What are the policy objectives of the
suppoit service provision? What agricultural support services does
the government want to fund? Does it want to fund them in their
entirety, pecover some part of the overall cost or charge in full for
specific services? Does it want (o discriminate between different
income levels of fammers in terms of coverage and charging? Does
governmen! funding have 1o be channellied to the service provider
directly or can farmers be issued with, for example, an “extension
stamp” that enables them 1o purchase extension services up o a
predetermined value from whomsoever they chooset An important
paint to consider in any discussion aboul charging is whether the
Treasury is willing w0 allow the Ministry of Agricullure to develop
separate cost centres with self-accounting status; If nol, any
revenues generated from cost recovery of service provision will go
I the general revenue fund rather than to the Ministry of
Agriculiure, which will therefore have no incentive to embark on
such a scheme.

The second policy decision concerns how the service in question
should be delivered. Should it be delivered by a govemment
depariment, a university or resgarch institule, an autonomous
government agency, privale-sectorn agents, international agencies,
NGOs or a combination of different bodiest Should a different
pattern of provision be used over the life of the strategy! How can
the private sector be epabled 1o develop the skills and capacity o
take over the provision of cenain specified services, thus freeing
public-sector resources! How should the relevant government
depaitments be staffed and oganized so as 1o provide support
services effectively, efficiently and when needed? What are the
advantages and dizadvantages of the alternative service providers?
What are the requirements that need to be met in the overall policy
ervvironment for successiul policy implementation?

The issue of service provision is not simply a matter of public
versus private sector, but rather of assigning appropriate roles o
each in the given circumstances.

Information: some special problems, One aspect of agricultural
support service provision that seems to pose particular problems is
that of infarmation. The case has often been made that, in
economists” parlance, infarmation is a public good - economists
define a pure public good as one that Is “non-rival in
consumption”, which means that one person’s consumption does
not reduce the amount available 1o everybody else, and *non-
excludability in provision®, which means that nobody can be
denied access o the good once it has been provided. Examples of
pure public goods are clean air and defence. The characteristics of
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a pure public good are such that the quantity of it provided by the
miarket will be less than is socially optimal because its non-
excludability precludes the passibility of recouping the full costs of
provision. Infermation is clearly non-rival in consumption, but it is
not necessarily non-excludable in provision. Certainly as the
information embodied in an agricuhural support service becomes
more Hme- and location-specific, il also becomes a private good
that the private sector is willing 1o supply, as the increasing
sophistication of agricultural support services demonsirates.
Developments in information technology have, in some cases,
made it easier o exclude non-payers from receiving information
{e.g. cable and satellite television), but in other cases they have
made widespread dissemination cheaper and easier (e.g. Internet),

The problem for governments is, therefore, not so much one of
infarmation as a public good, but one of ensuring that informatian
considered to be in the public good Is actually in the pulilic
domain. This has implications an the way in which research s
carried out as an agricultural support service. Research has a vital
rale in agricultural development and long-term food security, which
is why governments neéed to have a long-term palicy and strategy
for the funding and provision of agriculture-related research. If
governments wish to ensure that the results of research are and
remain in the public domain, they should consider very carefully
how any privatization or commercialization of research Instilutes
and activilies is carried out.

The quality of research work depends in part on the
independence of the researchers In terms of their scientific
methodalogy and judgements. Independence is also requined to
ensure the reliability of the data on which research resulls depend.
it can be argued that the preservation of the independence of the
data collecting organization is particularly necessary with regard to
financial data, such as farm accountancy data. There should
therefore be no interference in these strictly scientific areas from
the government, governmental organizations or any other party
with an Interest {including commercial) in the results. For example,
individual paliticians may be tempted 10 influence the reparting of
scientific research so that the findings suppant their own particular
policy lines, but governments need to ensure that society’s needs
and priorities are reflected in any state-supported research
PrOErAmmImE.

This does not imply that agricultural research institutes should be
fully dependent on the Ministry of Agriculture for financing and
programming their research, Mar that there is no role for the private
sector and other institutions. The government does, however, have
ta ensure thal the research necessary for underpinning policy
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preparation, implementation and evaluation can be and s carried
out, and that research-generated information that is in the public
good reaches those who can benefit from it, Aliernatives to the full
government funding of research institutes could include
guaranteeing the core funding necessary 1o ensure the continued
existence of a panticular institute, together with an annoal lump
sum for the provision of ad hoc palicy advice and for carrying oui
regular work such as the preparation of annual repons. Short-tem
projects and longer-term research projects could then be
implemented on a contract basis, for which the government could,
in some cases, seek cofinancing. The resources of the research
institutes can be complemented by those of other instinutions, such
as the universities, and the International Service for National
Agricultural Research (ISNAR) is working on a project 1o strengthen
the role of universities in national agriculiural research systems,
The international research insitutions of the Consullative Group on
Intérnational Agricultural Research (CGIAR) network also have a
rale. Private-sector organizations may also be suitable for carrying
out certain types of research,

The information transfer is not a one-way process, Information
needs to flow back from farmers 1o and through such service
providers as agricullural advisory and extension agents and thence
to researchers if the supplierss of the services are to be in a position
1o tatlor thetr products 1o what is wanted and needed. The
government also needs information so that support service policy
decisions — and agriculiural policy-making is or should be a
dynamic process — are based on a good understanding of what is
happening at the farm level, Whatever combination of public- and
private-sector bodies s chosen for policy implementation, these
infarmation flows need to be safeguarded.

Ideally, governments should think in terms of a well-defined,
long-term palicy for the whaole agriculiural information system, 1o
be realized through a medium-term strategy for the provision of all
related agricultural suppont services including basic and adaptive
research; advisory services — technical (agriculiural and
environmental), economic (prices and marketing) and farm
business management; and agriculiural and related training and
education, including training o facilitale the private-sector
provision of support services.

FISMAR, 1995, A framework o strengthen the role of umiversities in national
agricultural research systems, 1SNAR Briefing Paper Mo, 24, The Hague,
ISMAHR.
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Sequencing changes in agriculiural support service delivery. In
addition to the question of what are the appropriate roles of the
public and private sectors in a given sel of circumstances, there is
the guestion aboul how 1o handle major changes in those roles.
The sequencing of changes as the public sector withdraws from
service provision or commercializes its own service provision is
now recognized (o be of great imporiance and needs to be
supported by the actions of donor agencies and NGOs. For
example, it is not helpful 1o the development of private-secior
fertilizer suppliers if donore deliver fertilizer as aid to government
marketing agencies who then supply it to farmers at less than the
eConomic cosl.

Although the sequencing issue has been particularly emphasized
im thie context of countries undergoing structural adjustrment
programmees, it is of just as much relevance in countries in
transition from centrally planned to market economies. This
transition process involves changes in the way in which support
services are provided. For instance, large state ar collective farms
were able to employ technical specialisis to give animal and crop
hughandry acdvice, while small family farms cannot. Once the
structural transformation of agriculiure has been accomplished, the
next stage in the sequence of reforms is the provision of technical
advice to the new small-scale farmers. Transition may also require
the provision of entirely new services to facilitate the development
of markets, for example, farm business management advice and the
establishment of market price and location information. In these
cases, there is po pre-existing demand because the services were
not previously needed, and the new suppon services can be
Introcluced only after key markets have beon liheralized. In
sequencing policy reforms for the agricullural sector, both 1ypes of
agriculural support service need 10 be planned for and their
provision organized.

A good example of sequencing policy reforms is the
establishment of a market information system In Albania. As a
resull of tight fiscal pelicies, the government had o withdraw
rapidly from the public domain, particularly the agricultural sector,
al a time when the market economy was still very underdeveloped,
However, agricullure had been privatized and agricultural
marketing liberalized so it was possible 1o sequence policy
measures that would support market development at littke cost to
the govermment:

What was absent in Albania was a public reporting service of
agricultural retall prices from the markets in the country. This was the
reason for establishing a market reporting senvice primarily almed at
the agriculiural indusiry, panticularly farmers, enabling the matkel



participants to make decisions concerning, the production, distmbution
an| marketing of produce_.... Other functions that the market
information service can fncilltate ane:

» price signals signifying peofit oppartunities that in e indicate

production incentives for farmers;

svinformation can imgrove the bargaining position of weaker participants

in the marketing system who are usually the smaller farmers:

s irdormation seduces supply and demand imbalances by shifting

production to meet market requirements; and

s market information can facilitate more effective policy formulation as a

result of greater awareness ol price ends

Data collection and dissemination are carried out en a Umely
basis and the whole system has been geared fo the needs of the
users. The response has been good and new users with specialized
needs are starting to approach the marketing office of the Ministry
of Agricolture and Food. There is an increasing awareness in the
agricultural sector of how to use market price information, which is
the foundation of an agriculiural market economy*

Sequencing of policy changes is also of relevance In the
developed economies. Reference has already been made to the
commercialization of advisory services in the United Kingdom
This was a carefully planned and phased process that ook place
over a ten-year period, with repeated reassessments of how the
process was progressing. Some of the lessons learned in the early
days of charging have a much wider applicability as mare
countries attemnpl some degree of service charging. Initially, cost
targets were Introduced in the form of revenue targets:

Faced with revenue targets alone, there was an initial tendency for stalf
to go atter, and 1o take on, any job, however small. This meant that the
Sapyice quickly bullt up a lirge customer base each paying small
amounts {or wark which was costly o seivice. At the same time.
because of the long tradition of extension work, and the desire to be of
service to the larmer or grower, insusifhciend attention was given fo
matching the time spent on delivering the service (o the lee negotiated

" . Grace. 1996, The Establishment of the Albanian market information
service. Paper prepared for the Netwark for Agriculiural Palicy Research and
Development Meeting, sponsored by FAQ, Bucharest, 25 to 28 April 1906,

* An interesting approach to the provision of market information to lliterate or
semi-literate farmers in countries where there is high inflation or as part of the
seqquence of policy reforms for struciural adjistment programmes is based on
the Braudel measure of small-scale entreprencer purchasing power. A summary
is given in the World Bank Social Dimensionz of Adjustment Newsletter, 1(2),
Summer 1991,

s ————————




This led to consideralile sver-dellvery of services. [Because of the
revenue targets] too litle attention was given to the costing of
indivicual jobs, Nor, indeed, were the systems in place to allow sech
costings 1o be made., ., The change to targets couched in terms of cost
recovery rather than revenue alone was significant, it resubted in a
major rethink of the way in which ADAS planned its operations; costs
came undier closer scruting and the service became moch mone
discerming about the type of work undertaken.*!

Conclusions

In the final analysis, each country needs to plan for (rather than to
plan as such] the provision of the agricultural support services
needed for agricultural development. To do this adequately it needs
Information about: what services are already being provided and
whether they provide what farmers need rather than what the
praviders want to supply; the capabilities of the public and private
soctors to deliver services effectively, efficiently and equitably; the
willingreess andl ability of famers 1o pay for difierent types of
services; and the essential services the provisian of which the state
must ensure in its long-term interests, Obtaining this amount of
information (some of which must be culled from an analysis of
masses of raw data) Is a resource-intensive procedure and one for
‘which the ipternational agencies might be well placed 10 assist.

* Dancey, op. cit., footnole 28, p. 85..
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REGIONAL REVIEW
I. Developing country regions

‘SUB-SAHARAN AFRICA

REGIONAL OVERVIEW

For more than two decades sub-Saharan Africa, with its
deep-rooted development constraints, has been
experiencing:a deteriorating socio-economic
pedormance. Life expectancy is 51 years, more than ten
years lower than the world's average, ant sub-5aharan
Africa lags behind other regions on all other main
indicators of socio-economic development. Over the
past two decades, in all but a few years, the region’s
economic expansion remained well below the
population growth rate. Indeed, sub-Saharan Africa’s
reeal per caput GDP declined from LIS3630 in the early
1980s to about LISS500 in 1994,

Against this background, the vastly improved
economic perfarmances in much of Africa in 1995 were
the main positive feature of the current world ecanomic
landscape. The econemic growth rale for that year in
sub-Saharan Africa ls estimated at about 3.8 percent, up
from 2 percent-in 1994 ancd 0.5 percent in 1993, In fact,
it is the fiest time during the 19905 that the economic
expansion for sub-Saharan Africa has exceeded the
level of the yearly population growth rate of 3 percent.
GOP growth rates of 5 percent or more were recorded
in about ene-quarier (12} of the countries in
subv-Saharan Africa.

Uriderlying the region’s improved economic
performance was the dynamic behaviour of the expart
sector. The reglon’s expornts were boosted by higher
expar prices for non-oil primary commodities; the
econamic upturn, however modest, (n ceveloped
countries [especially in western Europe 1o which two-
thirds of the region’s exports were directed); and, in the
case of countries In the CFA franc zone, the devaluarion
af the CFA franc combined with remarkable success in
containing inflationary pressure in the countries
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SUB-SAHARAN AFRICA
ﬁ; concemned (sevien of the 12 countries with GDP growth
WA above 5 percent aré in the CFA franc zone = inflation

rates for the zone as a whole were -0.5 percent in 1993,
33.0 percent in 1994, 11.8 percent in 1995 and are a

¥ projected 3.5 percent in 1996). Cther coniributary
factors to the economic improvement were much-
improved weather conditions in vast areas lji-lar'-.riuusiy :
affected by drought, funher progress in economic
reform PrOgramimes in some countties and, 1o 3 certain
extent, progress in intraregional cooperation (through
both bilateral ties and the renewed emphasis an
intraregional trade agreements).

While civil unrest and armed conflicts eased in some
countries, particularly in southern Africa, new anes
emerged or worsened in others. In Sierra Leone rebel
attacks severely disrupted economic and agricultural
activities. Civil strife and political crises also affected
Burundi, Liberia, Somalia, the Sudan and Zaire. Coups
and coup antempts in the Comoros, the Miger, Sierra
Leone and 5ac Tome and Principe also highlighted the
fragile palitical situations prvaifing in large parts of the
region in 1995, Unsurprisingly, grave food shorages
and food insecurity situations emerged in many of these
couniries, requining emergency assisiance from the
miernational community (see World Review).

Agricultural performances
The agricultural sector dominates the economies of
most countries in sub-Saharan Africa, contributing
about one-third of the region’s GDP and employing
about two-thirds of the economically active population.
As was the case for other sectors, however, the
performances of agriculture have been faltering in
recent vears, following a disquieting long-term trend.
Preliminary data for 1995 suggest a less dynamic
performance of agnculiure than other economic sectors.
Aggregate agriculiural production was estimated 1o
have expanded in 1995 by about 2.3 percent compared
with 2.1 percent in 1994 and the exceptionally high 4.5
percent in 1993, However, a marked contrast was
observed hetween the performances of export crops vis-
d-vis food products. Indeed, the overall production
increase accrued mainly to cash crop production, In
particular, sub-Saharan Africa coffee production
mcreased by 9.7 percent, cocoa by 7.6 percent, tea by
6.8 percent and colton by 3.8 percent compared with
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1994, Improved market and price conditions accounted
primarily for the good performance of export crops. The
: 1994 devaluation of the CFA franc was also an
l'::} important influence, as farmers in the CFA franc zone
| responded favourably 1o higher local prices paid for

export commodities. The devaluation also contributed
to an increasingly dynamic Intrazone trade. In
particular, Céte d'lvaire and Cameroon benefited
greatly from the expanded trade in 1995 with ather CFA
franc zane members, In addition, Senegal imponed rice
from Mall in 1995 rather than from Thailand, which
had previously been its main supplier,

As regards food products, preliminary estimates
indicate that production in 1995 virtually stagnated at
the 1994 level, as the net resull of an 11 percent fall in
cereal production and expanded output of other food
preclucts. The cereal shortfall stemmed from a sharp
(16 percent) decline in coarse grain production ofiset by
increasss inrice (7 percent) and wheat (9 percent).

Ceteal production perdormances in 1995 varied
substantially among subregions. While cereal
production in western Africa declined slightly from
1994 levels, it increased by 15 percent in central Africa,
I 'eastern Africa cereal production increased by 2
percent, with above-normal harvests in both Kenya and
the United Republic of Tanzania, reduced increases in
Wganda and Ethiopia and reduced crops in other
countries. In southem Africa cereal production
decreased overall by some 38 percent, although
Botswana and Mozambique recorded cereal production
levels close to those of 1994 and in Madagascar
production actually increased. The coarse grain
harvests were aftected by the severe drought conditions
in southern Africa which were prevatent uniil late 1995,
The production of maize, the staple food, was sharply
reduced — by more than 60 percent in South Africa and
by over one-hall in Zimbabwe = compared with 1994,
In Zimbabwe 1995 was ihe fourth consecutive year of
drought.

Crop expectations for 1996 are much improved in
southern Africa, thanks to abundant rainfall in late 1995
which continued into 1996, In fact, a favourable crop
seasan is expected throughout the continent, except for
in those countries affected by civil strife. Agricultural
recovery should contribute 1o a significant revival of the
region’s economy as a whole; expectations being for
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GOP growth in 1996 ance again (o exceed population
growth by a significant margin.

Policy developments _
In 1995, palicy reforms cantinued in most countries.
Various degrees of progress in liberalizing trade, price,
oreign exchange and invesimeni regimes in the contexi
of structural adjustment were recorded in panticular in
Ethiopia, Ghana, Kenva, Tanzania, Uganda, Zambia
and Zimbabwe. Reform, however, especially in the
public sector, has been generally slow for technical and
socio-political reasons: in Zimbabwe relations with the
International Monetary Fund (IMF) became stralned
because of pressures for reform: in the Congo, Ghana
and Djibouti there was social unrest; and in Benin, the
parliament voled against a structural adjustment loan of
LIS$98 million because of opposition to a programme
of national marketing restructuring. These evenis
underlined the difficull task of pursuing necessary but
painful measures of reform in a region where the past
record of achievements in this area remains atl bes
Inconclusive, margins for fiscal restraint are slim and
large segments of the population are unemployed and/
or close 10 subsistence levels. Indeed, only a few
countries can be credited with clear progress in
“achieving stabilization and adjustment (Kenya,
Mauritius, Uganda, Zambia and Ghana), while others
still have a long way 1o go towards restoring
macroeconomic equilibrium (notably Nigeria, Zaire,
Tanzania and the Nigen.

One difficult area of reform, with major implications
for agriculture, has been the privatization of public
entetprised, Such privatization has been an impaortant
precondition for oblaining structural adjustment lending
from internaticnal financing institutions, since the
dominant rolé of public emerprises in many
sib-Saharan countries is seen as a significant factor
behind poor economic performances. Indéed, a large
proportion of lending from these instilutions has been
parmarkeel for privatization purposes, Mos! countries
are still in the early stages of their privatization
programmes, however. A major concern limiting
progress tn this area has been over the implications on
emproyment, given the fict that the state is the main
employer in many countries. It is generally assumed
thal, in the lang term, better-managed and more
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= profitable private companies may actually create jobs.
Thie short-term problems are, however, how 1o re-
employ or othenwise compensate public enterprise
employees who inflially lose their jobs as a result of
privatization. As regards the latter, policies and
procedures differ substantially from country 1o Country
— at one extreme Togo applies no compensation at all,
while at the ather extreme Guinea has an elaborate
scheme in place.

Mozambigue has the lead in sub-Saharan Africa
regarding the total number of privatizations. Since
1992, more than 550 public companies, of which 45
are large ones, have been privatized. The privatization
in Mozambigue extended 10 agricultural enterprises
such as those dealing in lea and copra. The rate al
which firms have been sold off has increased recently
and is expected to accelerate further in the near future.
Companies up for sale in the second half of 1995
Included large tea plantations of the state company
Emocha, citrus groves, the Boror Copra plantations and
processing plants, Finally, a new land policy approved
by the povernment makes il possible 1o transfer land
titles between clitizens or from a foreigner 1o a national,
While the principle that land is state-owned still
prevails, the new policy is seen as a significant move
towards privatizing land.

Other significant examples of privatization moves in
1995 include that of Cote o fvoire, where measures 10
liberalize the coffee-cocoa network were confirmed in
August 1995, This represented a radical deparure from
the previous system instituted after independence,
through which the marketing of these crops had been
managed entirely by the state. The World Bank, France
and Germany will provide financial assistance for this
purpose and the government will no longer intervene in
producer prices, which will instead be negotiated in the
market.

In Lganda the government s uming (o the private
sector 1o revive ifs colton and garment industry. Nine
state industries operating in this area were pul on sale
and measures to liberalize cotton marketing were
introduced. These are 1o be achieved with financial
assistance, particularly from the Intemational Fund for
Agricultural Development (IFAD) and the World Bank.

In Mawritania the remarkable progress achieved by
the agricultural sector in recent years has been largely
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attributed 10 a strong entry of the private sector and the
privatization of agricultural credit. These have
encouraged national authordties to aim for the difficult
objective of achieving self-sufficiency in food by 2000.
Major Hwesiment programnses are under way in
irfigated agriculture, agricultural credit and
environment projects with assistance fram international
financial institutions.

In Rwanda, after a period af paralysis following the
civil war, market liberalization and privatization
retierned to the policy agenda and a national
privalization commission has been created (odeal with
whai is consicered to be a particularly delicate issue.
Supported by the European Union (EU) and
inernational financing institutions, the state has
significantly liberalized the coffee sector and
authonzed privatesector collection, ransponation,
processing, ﬂnan-r:mg and exportation of the crop,

The Government of the Congo decided 1o privatize
the fisheries sector, a decision that will entail the
dissolution of the National Department for Continental
Fisheries and SAGAP, a state management and vessel
company, both agencies having encountered major
financial difficuliies for several years. It is hoped that
the move will reduce the fish impont needs of the
country, currently in the region of 50 000 tonnes per
year,

Finally, Senegal’s national groundnut company,
SONACOS, which after a particolarly large lwmover in
1994 hacl become the country’s largest enterprise, is
being put up for sale.

-Along with the above important moves towards
market liberalization and privanzation, examples also
abound of serlous problems faced by govemments,
which have often forced them to backtrack on previous
policy decisions in that direction. In many cases the
process has been hlndr_:-:md by dleteriorating economies
and social protest at the rising cost of living, For
instance, in Gabon price commls an essential food
products (bread, rice, flour, sugar, milk, tinned sardines]
wene enforced in order to counter the effects of inflation
and the imposition of value added tax (VATY, which fed
to hige price rises especially of rice. Similarly,
Zimbabwe's consumer council pressed for the
reinlmdu:ll'qu of food suhsidies and price controls, in
the face of sharply rising prices of maize.
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In other cases, the process of privatization was
b hindered by conflicting views on its effects. An example
\ was the announcement in late 1995 that a large number
f:; of farmers in Kenya had dropped the state-owned
i Cofiee Board, the only agency mandated to market

Kenyan coffee, and turned to private marketing agents,
raising a debate over the risks involved in dismantling
the syster. A strong body of apinion, chiefly amang
small farmers and cooperatives, believes that private
traders; who may initially offer befter purchasing.
conditions, would be free to manipulate prices once
they have a firm grip on the market. Similarly, the
ongoing debate over the privatization of the Cameroon
state agencies SODECOM (cotton), HEVECAM (natural
rubber) and SOCAPALM (palm all) centres to a large
‘extent on the implications of losing contral over,
markets (a3 in the case of cotton already plagued by
large illegal exportation) and the risks for farmers of
losing employment and social services provided by
those agencies, '
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ENVIRDONMENTAL CONCERN

Crowing swareness of the long-term
consegquences of environmenial
degradation in Africa has prompled inlense
dehate and a proliferation of pew nalional
and inlernaticnal fnitiatives to counter the
problem, The ravages caused by recurrent
droughts in recenl years have creatied a
new sense of urgency over The problems of
desertificalion, Evidence of massive areas
of forest land disappearing, and with them
Thousamds of species of faum and Mora,
have also induced nalional outhorities to
reinforce legislation bo conserve the
forests, limit timber cutting and exporting
and encourage allernative uses for forests,
such as wildlife owrism.

Recen! international action to address
these problems has included that ander the
Intermational Convention lo Combat
Desertification, drown oul on wrgent
reques! of the Airican representation at the
Linited Mations Conference on Environment
and Development (LINCED) (see section
The threat of desertification on p, 701,
Another important intraregional move in
ikis direction has been the Desert Margins
Initiative, initlally involving Botswana,
Burldna Faso, Kenya, Mali, Mamibis and
the Miger. More countries are to be

included at a later stage. Led by six
research centres with the participation of
the Cansullative Group on Inlérmational
Agriculivral Research (CGLAR), the Uniled
Mations Environment Programme (LNEP)
and oiher organizations including FAQ, the
prodect 15 intended (o cover 1.3 billion ha
ani Benefit 400 million prople threatened
by environmental degradation. Research is
to be carmed out in each of the countries
concermied on various aspects of the
prLﬂJFrm and thirt will conetitizte the hatis
for coordinated policy action.

Al the national level, recent measures Lo
prevent resource degradation included the
adoption by Cote d'lviire of an
eovironmental action plan for the period
159906-2010, The first phase (1956~ 204
aims al finding salutions 1o the rapid
disappearance of forests, The government
is also considering issuing an
environmenial code to updale curreni
inappropriate and incoherent legislation. In
Burkina Faso, under the reforesiation
programme initiated i 1994 with the
objective of planting 15 million trees in five
years, three-guarters of the b million frees
planted so far have taken rool. An
additional million trees are being planted




as part of the programme 1o combal
desertification, with the participation of
voung volunleers from France and western
Africi

The implementation of initiatives lo
preserve the environment has encountered
conspderable diffrcullies, however, These
derive from both financial constraints and
administrative weaknesses in the public
sector and from the fact that, in a region
besel by pressing economic problems,
shart-term profitability objectives tend to
prevail over long-lerm conservation
concernd. For instance, for vears the
Congolese Government has had a national
farestation programme which has enabled
30 000 ha of savannah to be replanted, but
the programmi has been heset by
enarmous financial difficulties and has

been able to limit to only & small extent the
acule problem of deforesialion, which is
estimaled o affect bebween 20 G0 and

30 000 ha yearly of & total forest area of
20 million ha. Another example illustrating
the dilemma thal often faces govemmenis
in the region is the project to develop a
large-scale titanium dioxide mine in
Madagascar. On the one hand, ihe project
would mvalve an investiment of LSS50
million, would create 500 direct and 1 500
indirect jobs and would yield up 1o $20
milllon a vear (o the government’s reasury
when fully eperational, On the other hand,
the project would mean considerable forest
destruction and, according o the Minister
of Environment, the likely disappearance of
23 species of fauna and 30 species of fora,
several of them unigque Lo that section of
the forest. This would ocour against a
background of a past record of forest
exploitation thal has already resulted in
the disappearance of 5 percent of the
forest that once grew on the island.
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" Ibid.

BURKINA FASD

General characteristics

Burkina Faso is a [andlocked country with a total land
area of 274 000 km?, The topography of the country s
characterized by its relative flatmess with altitudes
ranging from 125 to 749 m abowve sea level. The main
characteristic of the climate is |he scarce and irregular
rainfall. The total population in 1995 amounted to
10.3 million, according o UN estimates, and had been
growing atl a rale of 2.8 percent over the preceding
decade. Since colonial times labour migration,
particularly 10 other countries of western Africa, has
been a constant characteristic of the country so that
today nearly half of Burkina Fase's nationals live
abroad, making expatnate remittances a mMajor source
of foreign exchange,

With GNP per capul in 1993 estimated at US$300,"
Burkina Faso is one of the poorest countries in the
world, The poverty of the country is also reflected in the
low level of social indicators. In 1992 Burkina Faso
ranked as number 169 out of a total of 174 countries in
the United Nations Development Programme’s (UNDP)
human development index. Average life expectancy,
infant mortality, aduolt literacy and school enrolment
rates compare unfavourably with those of the least-
developed countries and sub-Saharan Africa as a
whole? The country faces major constraints to
development with a poor resource base, unfavourable
climatic conditions anel low levels of human
developmant.

Within sub-Saharan Africa the development
experience of Burkina Faso presents a number of points
of particular interest. The agricultural population still
represents a larger portion {al more than B0 percent) of
the 1otal population than it does in the majority of
African countries. Burkina Faso is also a country with a
long tradition of relatively prudent macroeconomic
management through which it has managed 1o avoid
macroeconomic imbalances of the magnitude
experienced by many other developing countries. It has
achieved steadly rates of econamic growth, above those
of Africa as a whale, even though it started a1 an
extremely low level of development at independence
in 1960,

The government, with the assistance of the
international lending organizations, is currently
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T invelved in a series of major policy reforms aimed at
creating improved conditions for growth and
development, The framewoark for current economic
[:-:} palicies is provided by the siructural adjustment
: programmes negotiated with the Wodld Bank, togéether

with sectoral adjustment programmes for the
agricultural sector, the transportation sector, public
secior management and the environmenl,

The role of the agricultural sector in the economy
Few countries ane as dependent as Burkina Faso on
agriculture. The contribution of agriculiure and
livestack 10 GDP was estimated at 27 percent in 1992,
while a further 6 percent was accounted for by lorestry,
fisheries and hunting.? At the same time, the food,
beverages and tobacco industry represented 9 percent
of GDP. Some 86 percent of the economically active
population have agriculture as their main occupation;
livestock production is the main occupation of a further
3 percent of the active populatian,

Mo less important is the role of the agricultural sector
it the external accounts. In recent years the share of
agricultural products in 1otal merchandise exports has
ascillated around 50 percent (Table 2). The main expon
crop, colton, has in recent years accounted for around
70 percent of agricultural expant reventes, with
livestock products (mainly live animals and hides and
skins) accaunting for the bulk of the rest. The main
excoption to this pattern was observable in 1994, the
year in which devaluation of the currency, the CFA
franc, provided an immediate boost to livistock exponts
while cotton exponts were slower 10 react,

On the side of Imports, in recent years foodstuffs have
accounted for a share of araund 20 percent of total
merchandise imports with cereals alone representing
from 5 to 10 percent, depending on the year (Table 3),
In years of adequate rainfall Burkina Faso Is largely self-
sufficient in cereals, the only major exception being

e rice, which is consumed maostly in the urban areas and
'institut  National de  la for which approximately three-quaners of domestic
Statistique. 1994, Anmuaire food needs are met from impons. Cereal impons in the
Statistigue du Burkina Faso, period 1990-94 have corresponded in volume terms 1o
Cuagadougou. roughly 6 ta 8 percent of domestic production and

4 Calculated on data from the between 5 and 11 percent, depending on the year, of
Ministry of the Ecanomy, Fi- food needs® Imports af rice alone, however, represent
nance and Planning, hetween one<half {in years of high cereal impon levels)
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Livestock products 95 i e
Other agricultural products 1.7 1.1

¥ Lubarnaies,
ﬁm."ﬂll'llm ull the feonpmmy, Firrange sl Flannirg.

TABLE 3

¥ 1wt et esr Tl

Total merchandise imports 1418 1384 1311 1334 2007
Of which: '

Cereals 94 134 122 99 147
Cather food products 171 115 108 182 310

' Eulimatis.,
Sprarce: Milnbay af e Eopsnmy. Finarte and Flanning.

and three-quarters (in years of lower aggregate import
levelst of 1otal cereal imports in quantum terms and
between 65 and 85 percent in value terms.

Characteristics of the agricultural sector

Agriculture is essentially rain-fed and dependent on
limited rainfall which in addition |s highly irregular in
bath time and volume. Average annual rainfall ranges
from a minimum leve| of approximately 400 mm in the
northernmost part of the Sahelian zone to about

1 200 mm in the southeast. About one-third of the total
land area is cultivable. The potential for irrigation is
estimated at 165 000 ha, of which only ane-tenth s
currently utilized.

Agriculture in Burking Faso is to a Jarge extent a
subsistence agriculture and is centred on cereal
praduction for domestic consumption. Indeed, out of a
tatal cultivated area of 3 431 000 ba, 3 014 000 ha
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! Estimates of cultivated area
come from the Divizion of
Agropasteral Statistics of the
Ministey of Agriculture and Ani-
mal Resources. 1995, Fnquite
Mationale de Statistique
Agricole, Rapport Géndral.
Duagadougou.

“ This and ihe fallowing data
are from the Pepartment of
Agropastoral Statistics of the
Ministry of Apriculiure and Ani-
mal Besources, 1995, Foquéie
Natienale de  Stafistique
Agricole, Rapport Géndral,

Duagadougon,

(88 percent) are planted to cereals as the main crop.®
The most important cereals produced are millet, which
occupics some 43 percent of the total area planted 1o
cerpale, followed by white worghum, occupying 38
percent of ceréal area, red sorghum {10 pescent) and
maize (b percent). Rice covers less than 1 percent of the
area plamted to cereals. After cerials, the largest portion
(347 000 ha) of remaining cultivated area iz occupied
by cash crops. Some 120 000 ha are planted to cotton,
but because of climatic constraints these areas are
concentrated in the western part of the country,
Groundnuts, which cover 217 000 ha, are praduced
across the country and are commercialized mostly
within the country itself, Other, less important, cash
crops are sesame and soybean, while smaller areas are
occupied by fruit, vegetables and root crops. The above
distribution of cultivated area is, however, simplified
from a somewhat more complex reality, which s that of
mixed cropping.

Livestock production is practised across the entire
country and comprises cattle, sheep, goats, donkeys,
pigs. and poultry. Livestock numbers are not known with
precision but were estimated in 1995 to be about 4.4
million head of cattle, 5.8 million sheep, 7.2 million
goats, 500 000 o 600 000 pigs and 400 000 to
500 000 donkeys, Cattle raising is 1o a large extent
transhumant, particularly in the Sahelian zones of the
cotntry.

As well as unfavourable climatic and environmental
conditions, agricultural and livestock production are
serhously constrained by archaic and low-technology
methods of praduction and the low education levels of
producers. Agriculture is based on small-scale family
farming. Some 72 percent of agricultural households are
composed of more than six persons and households of
20 or more members represent 7 percent of the total *
Mo less than 87 percent of agricultural household heads
are illiterate and only some 36 percent of howsehold
heads have links with extension services (the
percentage is even lower for female family heads).
Landholdings are extremely fragmented; each
household farms an average of 9.6 plots of land, the
average size of which is approximately 0.4 ha. Farm
equipment = very limited, less than 30 percent of
households own a plough (the total number of tractors
inuse in the country was estimated at 135 in 1993 and

= -
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ENVIRONMENTAL CONSTRAINTS
TO AGRICULTURAL PRODUCTION

The natural resource base for agriculiure in
Burkina Faso is facing increasing pressures,
Two major problems are waler scarcity and
population pressure on the land,
phenomena which present themselves in
different degrees and with somewhat
different implications in the variows regions
of the country. Since the sarly 19705 amd
the period of prolonged drought 1970-73 a
decrease in rainfall levels has been
observed. Among the consequences of this
are a diminishing potential for agricultural
production and smaller quamtities of
surface water leading to a reduction in the
recharging of grodndwater and a
consequent decline in the water table to
the order of 20 m since 1970, In addition,
the reduction in vegelative cover has led to
overgrasing in the traditional Sahelian
livestock area to the north of the country
and 1o the movement of grazing (o areas
further south.

Population pressures have reduced per
caput availahility of land, causing land to
e worked beyond its capacity. This is the
case especially for the central areas of the
country which have particularly high
population densitios. Among the
consequenies are a reduction (or
elimination| in fallow time and the
underlilization of production factors Thal
enhance sail fertilily, Other effects are
massive land clearing and conversion of
pasturclands Lo crop production as well as
emigration 1o the less densely populated
southiwestern areas of the country. In these
areas lhe natural eovironmeni has been
profoundly modified by the introduction of
cash craps, human settlements and
increasing livestock herds in ways that do
nol adeguately consider the need for
canservalion of productive resources and,
in the longer Lerm, threaten the productive
patential of the area.




 The rate of deiorestation has been rapid.
Over the last 15 years (from 1980 1o 1995)
Burkina Faso has lost more than 50 percent
of its forest cover. The government
estimates the forest area cleared for
w&uﬂmﬂmﬂmm

50 000 ha a year, while shortages of
fuelwood are increasing.

Concem for the environment led o the
adoption in 1991 of the first National Plan
of Action for the Environment, which was
subsequently revised in 1993 following
UNCED held in Rio de Janciro in 1992,

Rg:gnﬂrﬁpmlhuhﬁpul_w_lh-

strengthen its capacity for devising and
implementing environmental policies with
the institution of a new Ministry for the
Environment and Water, In late 1995 the
mmhﬂtrrﬂulnmwuﬂrnf
preparing a global strategy paper for the
environment and water, some of lhe main
elements of which would concern the
implementation of the Internatinnal
Convention on Desertification Contral,
reforestation and forest management and
‘water management, with the priority to be
given 1o the rehabilitation and
ﬂhluuﬂtduhﬂummwdm
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1,p. 108

70 percent of families own no raction animals (oxen or
donkeys), Likewise, fertilizer use is restricted, Mitrogen,
potassium and phosphate fertilizers (NPE) and urea are
applied. Total NPK use is estimated at about 26 000
tonnes, corfesponding to 7.5 kg per hectare of total
cultivated area, Use is concentrated on cash crops
imalnly cotlon), however, and otal NPR application
carresponds o 74 kg per hectare sown to cash crops,

Historic performance of the economy and the
agricultural sector
Although still at very low levels by international
comparisons, in terms of incomes and social Indicators,
Burkina Faso has nevertheless achieved steady but slow
ECOROMIC progiess since independence in 1960, GDP
growth has been consistently higher than the average
for sub-Saharan Africa, although subiject to quite
significant annual fluctuations caused by the
dependence of the maost important economic sector,
agriculture, on ematic weather conditions, Thus, GOP
increased in real terms by an average annual rate of 4.4
percent over the period 1970 to 1980 and 3.7 percent
fram 1980 to 1993, compared with rates for the two
periods of 3.8 and 1.6 percent respectively for the
whole of sub-5aharan Africa.” This means that, in spite
of a certain slow-down of growth in the 1980s relative
to the preceding decacle, Burkina Faso, unlike the
subcontinent as a whole, maintained positive rates of
per caput GDP growth, This was-achieved in a context
of moderate inflation, with-an average annual rate for
thee 1970-1980 period of 8.6 percent compared with a
weighted rate of 13.8 percent for the whole of
sub-Saharan Africa. Over the period 1980 10 1993
Burkina Faso saw the average rate of inflation decline 1o
3.3 percent, while the welghted average for the whaole
of the sub-Saharan region increased 1o 16,1 percent.
The merchandise trade performance of Burkina Faso
has also been consistently superior to that of the
subcontinent as a whole, with merchandise exports
increasing al an average annual rate of 7.2 percent
[compared with 1.0 percent for sub-Saharan Africa)
over the period 1970-1980 and 4.1 percent ([compared
with 2.5 percent) from 1980 1o 1993,

The relatively high rates of per capul growth are also
reflected in improvements in a number of social
indicators, which nevertheless tend still to compare
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PUNDP. 1995, Human, Devel-
opmeni Keporl 1995, New
Yarrke
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" World Bank, op. cil., foot-
notel, p. 108,

unfavourably with the averages for sub-Saharan Africa.
Thus, for example, life expectancy at birth increased
from 36 years in 1960 to 47 in 1992, compared with an
increase from 39 1o 51 for the whole of sub-Saharan
Africa, while the infant monality rate per 1 000 live
burths fell from 205 in 1960 10 130 in 1992 drom 165 0
97 for the whale subcontinent),” Over the period from
1970 to 1992 the adult literacy rate doubled from 8
percent to the still modest rate of 17 percent, while the
improvement madie by the whole of the subcontinem
aveer the same perlod was a doubling from 27 to 54
percent.” Quile a significant improvement has,
however, been achieved particularly in the primary
education enralment rate, which from an extremely low
level of 13 percen of the age group in 1970 was
brought up 1o 31 percent in 1992, while the whole of
the subcontinen! managed an increage from 50 1o 67
percent. Al the secondary level, education enralment
rates over thee same period were brought from 1 10 8
percent, compared with an increase from 7 to 18
percent for the whole of sub-Saharan Africa.™

The contribution of the agricultural sector 1o overal|
economic growth has not been uniform thraughout the
postindependence history of Burkina Faso. Amid major
annual Muctuations, imputable primarily to uncertain
chimatic conditions, agricultural production rose anly
1.2 percent during 1961-1984, well below population
growth. Agricultural production growth accelerated
from 1984 10 1994 lo an average annual rate of 4.8
percent, with a particularly strong expansion in 1985,
but with a certain slow-down after 1992, Per caput food
production over the same period increased annually by
an average 2.1 percent. The major factor behine the
accelerated growth was cereal production, which
increased from 1984 to 1994 by an annual rate of no
less than 6.9 percent, following the mere 1.3 percent
per annum recorded from 1961 to 1984, This rapid rise
in production was the resull of increases both in
harvested areas (1.8 percent annual expansion
compared with 0,3 percent annually from 1961 (o
1984) and in vields (2.9 percenl per annum compared
with (L9 percent during 1961-1984). In particular maize
production expanded very significantly over the decade
15841994 with an annual growth rate of 14,0 percent
{B.7 percent in vields and 4.8 percent in area
harvested), although this cereal still covers anly 10 1o
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15 percemt [according 1o the year) of total cereal
production in tonnes. Other coarse grains, millet and

] sorghum, however, contributed the bulk of the total
Increase by expanding by 5.8 and 6.4 percent per
i annum respectively, Among cereals a much more
limited expansion of 3.9 percent per annum was
recorded for rice, as area expansion was restricied to an
annual rate of only 1.6 percent,

Agriculural production growth from 1984 10 1994 has
not been restricted to cereals however, At the same lime,
production of the most important cash crops expanded,
with cotton production increasing by.an annual rate of
1.7 percent, although it peaked in 1990, and groundnut
production expanding at a rate of 6.0 percent,

The accelerated agricultural and food production
growth from the mid-1980s translated Into a significant
increase in per capul dietary energy supplies; which
through a particularly strang improvement in 1985 and
1986 shifted from an average level (although with
significant annual fluctuations) of 1 6040 ta 1 700
calories per caput per day during the decade 1975-1984
1o 2 100 to 2 200 calories in the period 1986-92.

The marked acceleration in agricultural production
growth since the mid-1980s was largely the result of
new development policies based on a strong
participatory grassroots approach, embodied initally in
the new Programme Populaire de Développement for
1983-84. These policies granted absolute priority 1o
agricultural and rural development with 44 percent of
the investments foreseen by the programme allocated to
agriculture and water development. The focus on
agriculture was continued with the Plan Quinguennal
de Développement Populaire 1986-90, under which
approximately 42 percent of the investments executed
went to-rural areas.™ The heavy investment facus on
agricullure translated, fnter alia, inlo the construction of
a large number of small- and medium-scale water
reservoirs, The investment efforts in the agriculiural
sector were accompanied by other policy measures in
suppart of the sectar in fields such as dissemination of
production technigues, strengthening of farmers”

Ysee P Zagré. 1994, Les organizations and improved producer prices,
politigues dconomigues du

Burkina Faso, une tradition Currenl economic policies: structural adjustment
o ajustement structurel, Paris. As in-many other developing countries, current
 thid. economic policies in Burkina Faso are conducted
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programmes agreed with the Bretton Woods lending
institutions. Compared with most ather African
countries, howover, Burkina Faso came relatively late (o

i “orthodox” structural adjustment. Preparations for a
Warld Bank-supported structural adjustment
programme began in 1988, with actual negotiations
wilh the Bank starting in 1989 within a context of a far
lovwor degree of economic emergency than was the
case in the majority of other countries.

Since 1984 macroecanomic policies had been
characterized by attempts at self-imposed economic
adjustment without external assistance, aimed at
resstoring fiscal discipline and reducing the budget
deficit while at the <ame tme promoting the productive
sectors of the economy (in particular agriculturé) and
improving wocial services and education.™ Owverall
performance of (he economy during the period
1984-1988 had not been unsatisfactory, with favourable
GDP growth rates accompanied by fow rates of
inflation and, in panticular, significant increases in
agncultural production. Nevertheless, In spite of an
inttial significant improvement in 1985, the budget
deficit in the following years remained persistent, while
payments armears accumulated. From the paint of view

“of the external accounts, although the current account
{excluding grants) gradually worsened during the
second half of the 19805, extemal indebtedness
remained moderate, Indeed, in 1989 the 1otal external
deht stock corresponded to 33 percent of GNP amd total
debl service to 9.6 percent of exports of goods and
sefvices,™

Structural adjustment in Burkina Faso differs from that
of most other countries not only in the overall less
critical macroeconamic situation in which il was
implemented, but also in the modalities and timing of
its preparation. Indeed, the absence of a real economic
emergency situation, in spite of the worsening intemal

g{, within the framework of structural adjustment
§

" From January 1985 to July and external imbalances, allowed a careful preparation
1988 no new loan to Burkina of the programme, in particular at the political level, For
Faso was approved by the this purpose, the government took the time (o submit
world Bank, see P, Tagré, p. the proposed structural adjustment programme

164, op. cit., foatnote 11, deliberately to open debate by the civil society and 16

“ Warld Bank. 1995, Warld provide careful information to the public prior o the
Delit Tabiies 1994-95. Washing: programmie’s finalization in order 1o ensure widespread
hon, D, support. Thus, with initial contacts with the World Bank



SUB-SAHARAMN AFRICA

" Data from the Ministry of the
Econamy, Finance amnd Flan-
ning,

dating from early 1988, the governmaent drew up its
ewil propased adjustiment programme in Seplember
198% and a final agreement with the Waorld Bank was
reached in March 1991.

The first structural adjusiment programme covered
the period 199193 with the quaniitative goals of an
annual GOP growth rate of about 5§ percent throughout
the perind, a current account deficit (excluding
transiers) nol exceeding 12 percent of GODP (compared
with the 10-11 percent prevailing ai the beginning of
the programme)®™ and a rate of inflation to be kept
within 3 percent (a rate of some 3.2 percent was
recorded in 1991). At the same time the budget deficit
was io be reduced io 1 percent of GDP by 1997 from
thie 2.4 percent estimated in 1991, Other objectivis
were the elimination of national and foreign debis and
an attack on some of the major coanstraints 1o
sustainable economic growth, such as the high rate of
demographic growth, the poor development of human
resources and environmental degradation, The stralegy
envisaged for reaching these objectives was centred on
improved management of public finances, increased
agriculiural production, stronger incentives for
investments and privale enlerprise, the promation of
human resources through better education and health
services and enhanced management capacity in 1he
public sector. The first structural adjustment programme
for 1991-93 was followed by a subsequent one for the
period 1994-96,

Within the context of structural adjusiment a number
of reforms have been underaken ar are envisaged in
various sectors and fields of economic management.
These include budget reforms — affecting. on the ane
hand, revenue collection through reforms of taxation
and customs tarniffs and, on the other hand, improved
expenditure control and management - restructuring of
the banking system and restructuring and privatization
of public enterprises, Another imponant area of reform,
whiere significant steps have been taken, concerms
liberalization of external trade and prices which,
together with a revised investment code and new
tenacied or under preparation) commercial and labour
codes as well as legislation on land security, aim al
stimulating private investment and enterprise. Within
structural adjustment, panticular emphasis has also been
put on the development of human resources with the
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réallocation of budgetary expenditures in favour of
education and health, The structural adjustment

i programme has been accompanied by a series of

EJ sectoral adjustment programmes, most notably a

‘ sectoral adjustment programmee for agriculture, a

national plan of action for the envirenment, a sectoral
adjustment programme for transport and a programme
for promaotion of the private sector.

In thé middle of the stroctural adjustment process the
devaluation of the CFA franc in January 1994, with a
change in parity with the French franc from 50 CFA
francs to 1 French franc to 100 CFA francs 1o 1 French
franc, introduced a new elemant Tnto e
macroecomamic confext and enabled Burkina Faso's
economy to improve its intermational competitiveness
significantly while contributing to restoring external
balance. Among the expected benefits were increased
production and exports of cash crops such as cotton,
fruit and vegetables, groundnuls and other oil crops as
wierll as of lvestock preducts, This should be
accompanied by reduced imports of foodstuffs,
especially rice, together with a stimulus 10 domestic
production and a shift in consumption lowards locally
procuced cereals, Other expected effects were a shift in
import composition towards Intermediate goods and
inputs and an overall improvement in the trade balance
and the balance of payments,

Current econamic policies, as spelled out in the
government’s Palicy Framéwaork Paper for 1995-97
endaorsed by the IMF, are in the direction of further
efforts towards reducing financial imbalances and a
deepening of ecanomic and structural reforms to
improve the economic competitiveness of the country,
liberalize the econramy and improve public-sector
management. Among the quantitative policy objectives
for the period are an annual real GDP growth rate of 5
percent, i cansumer price inflation rate of 3 percent
and a current account deficit not in excess of 12
percent of GOP. The deepening of the structural reforms
and of economic liberalization is hoped 1o lead 10 a
consolidation of the gains in compelitiveness resulting
from the CFA franc devaluation and accelerated growth
in exporting and import substituting sectors, The main
abjecitves of the continued reform efforts are planned
o be In the Improvement of government efficiency and
financial management, further deregulation of the
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economy, the develapment of health services and
education and the strengthening of basic infrastructures,

Recently the Gevermment of Burkina Faso,
recogmizing the insufiicient progress in improving the
living conditions of the population, has put added
emphasis on policies for human development. The new
emphasis is expriessed by the Letter of Intent on a Policy
for Sustainable Human Development 1995-2005,
presented to the donor community at the third round
table conference of Burkina Faso with its aid danors,
held in October 1995, The Letter states the
government's main objectives and sirategies for human
development, while indicating that acditional studies
will be needed 10 lay out the strategic guidelines and
formulate specific programmes and projects. It
emphasizes an appropriate macroeconomic setting as a
precandition for reducing poverty and stresses the need
for continuing curmen! macroeconomic and structural
reforms. The fairly ambitious main objectives laid out
for the year 2005 are to increase per caput GOP hy a1
least 3 percent per annum, 10 double the literacy rate
from 20 1o 40 percent of the population and to add
about ten years to life expectancy. The Letter spells out
the main elements for the development of human
resources on the hasis of sustainable economic growth:
a strategy lor containing popilation growth; palicies for
Joby creation and income generation; an enhanced rale:
for wormnen; and improved access 1o education (with the
nbjective of increasing the schoal enrolment to 60
percent by 2005), health services and drinking-water.
The gevernment estimates the financial resource
requirements ta meel the objectives at 68 billion CFA
francs per annum from 1996 to 2000 and 102 billion
CFA francs fram then to 2005.

Agricultural policies: sectoral adjustment
Refarms in the agricultural sector and in agricultural
polleies are an integral and essential component of the
ongaing econamic policy and structural reforms.
Preparatory work on a sectoral adjustment programme
for the agricultural sector began in 1989 leading 10 the
farmulation of a programme, endorsed by the Wrld
Bank in 1992, containing a series of measures 1o be
implemented over a three-year period.

The three main objectives for the 1992-95
agricultural sector adjustment programme wre:
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modernization and diversification of production;
strengthening of food security; and improved
management of natural resources, To achieve these
abjectives the programme laid out five main lines of
policy action: intensification of production and natural
resource management; liberalization of trade and prices
for agriculiural products and inputs; restructuring of the
instifutional environment; improved efficiency in public
finances, and consolidation of a food security policy.
These were translated into a series of specific actions,
to be undertaken in the course of the programme,
affecting the main agricultural subseciors, Almost all of
the proposed actions had been implemented by late
1995,

In the context of the sectoral adjustment programmis
for the agricultural sector a senes of important reforms
have already been carried through. For the purpose of
improved resource management, new framework
legislation and regulations on agrarian omganization and
cammunity land management have been introduced,
although large-scale implementation. and application of
such legislation must necessarily be a longes-term
proposition-and traditional systems for land-use rights
and land management remain the rule. Major
liberalization has taken place in trade and price sefting.
The measures adopted include the elimination of all
expon monopolies on agricullural products excepl
cotton and af all impont monopolies except for rice
{although fn late 1995 a partial opening of rice imports
1o private traders was agreed), wheat and sugar. In
addition; the state fixing of producer prices and
approval of retail prices were eliminated and trade in
agricultural inputs was liberalized. Administrative
abstatles 1o expons have been lifted and export taxes
on livestock and mear abolished.

Chther measures include the punting in place of
regulations goverming private supply of veterinary and
pharmaceutical products as well as the introduction of
market prices on behallof the parastatal Office
tational d'Approvisionnement of de Distribution des
Intrants Zootechnigques of Véldrinaires (OMNAVET), At
the sams time, work, parly preparatory, is being carried
oul to recrganize the institutional environment for the
agriculiural sector, with the disengagement of
govermmaen! and the reformulation of s activities,
focusing on research, extension and advisory services,
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agricultural training, land-use and natural resource
management and the creation of infrastructure. The
majority of ather government interventions are Lo be

[,:5 transferred 1o producers’ associations and private

i operators: This has been accompanied by efforts 1o

improve public financial management in the sector, In
addition to the sectoral programme for agriculture as
such, impartant activities for the sector are being
implemented within the context of the sectoral
programimie for the transpornt sector, with an increase in
hudgetary allocations for road malntenance and
construction.

Of particular importantance, given the crucial role of
the sector, are reforms undertaken in the cereal sector.
Lintil recently the government had an Interventionist
role in the sector, attempting to control or influence
prices. The national cereal agency, Office Mational des
Céréales (OFNACER), was responsible for distributing
food aid, managing national food securnity cereal stocks,
guarantesing prices to producers and stahilizing prices.
The interventions of OFNACER on the domestic market
were, however, generally of limited effect, as purchases
were effected at fixed official prices but with funds that
were loo scarce 1o allow any appreciable market
impact. In june 1994 OF NACER was liquidated within
the context of & complete restructuring of the cereal
market,

The cornerstones of the niw cereal market policies
are the liberalization of prices and trade in cereals and
an enhanced rale for the private sector in marketing
and stocking (both at the village level and
commercially). Up to now, the main exception to the
liberalization of trade and prices has been rice, which
occupies a-special situation in the food balance of the
country being the only major cereal the majorily of
which is imported. Rice occuples a significant place in
the consumption pattern in urban areas, and the
increasing levels of consumption, together with the
consequent increasing imparnt bill, have given rise to
concetn. Hence the caution in liberalizing this
subsector, alongside special efforts now being devoted
to expanding domestic production favoured also by the
improved compelitive position of domestically
produced rice, following the CFA franc devaluation In
1994. Thus; in 1995, domestic prices for rice continued
tor be controlled and impons 1o be subject 1o manopoly.
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Nevertheless, late in the year a partial opening of
imparts ta private traders was decided as the first step
in a gradual liberalization of impons.

Together with the liberalization of the cereals market,
a new institutional framework has been established for
canducting and monitaring cereal and food security
policies in close coordination with the donor
community-and the private sector. A commities, with a
permanent secretariat, for consultation and monitoning
of such palicies, Comité de Réflexion et de Suivie de la
Politique Céréaligre et de Sécurité Alimentaire (CRSPC),
lvas therefore been instituted with the participation of
the government, external donors and representatives of
national private agents and non-govermmental
organizations [NGOs) intervening in the cereals
subsector, A newly created company, Sociéré Nationale
de Gestion du Stock de Sécurité Alimentaine
{SONAGESS), has been charged with managing
national food securily cereal stocks of 35 000 lonnes
and financial resources allowing the purchase of a
further 25 000 1onnes. Emergency and rehabilitation
Interdentions for food security are 1o be conducted by a
national commiltee for ememgency aid and
rehabilitation, Comité National de Secours d*Urgence
et de Réhabilitation (CONASUR), which in case of
emergency fakes charge of cereals from the stocks
managed by SONAGESS. Types of inlervention
envisaged, depending on circumstances, are free
distribution and sales at subsidized or market prices. A
coordination committee for information on food
security, Comité de Coordination de I'lnformation pour
la Sécurité Alimentaire (CCT), is responsible for an
integrated information system. It manages and
coordinates the generation of information necessary for
the management of food security policies. In this
cantex] the statistical depanment of the Ministry of
Agriculture and Animal Resources prepares a monthly
hulletin an the food situation and has been warking 1o
improve s early warning system through a diagnostic
medel developed by the depantment with the assistance
of the World Bank,

Cereal and food security pollcies are supported by a
cereal development fund, Fonds de Développement
Céréalier (FODEC), which is constituted from national
budgetary allocations, counterpart funds from food aid
and financial assistance from donors and is managed by
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A committee with equal representation ol the
government and donors, FODEC funds are used to
finance emegency food distribution and the national
food security stock managed by SONAGESS, as well ac
to finance activities for the promotion of the cereal
sector. The latter include the opening of credit lines to
support the production, transformuation and distribution
of cereals, as well as contributions to the financing of
projects for cereal development.

With implementation of the firsi sectoral adjustment
programme for agriculture lagely carried through, work
has been under way for the preparation of a second
adjustment programme, 10 take effect in 1996, The
main lines of policy action will remain unchanged,
while the reforms commenced under the first sectoral
adjustment programme will be continued and
deepened. Among the areas to be emphasized in the
new programme are the restruciuring of agricultural
services - comprising both central structures within the
Ministry of Agriculture and Animal Resources and
technical support services to producers - and the
development of a rural credit system, far which studies
are currently under way and which should lead to the
formulation of concrete policy proposals. Al the same
lime thie process of privatization of parastalals and
publicly owned companies in the sector will be
continued. Other arvas subject to preparatory studies
with a view 1o pollcy formulation are the distribution of
inputs and technical equipment, the enhancement of
professional capacities in the rural areas and the levels
of Lariff protection to e applied to imported food
products (rice, wheat, sugar) and agricultural inputs
subseqient to liberalization of the impont regimes,

Following the CFA franc devaluation, particular
impartance s assumid by the strengthening of the
export sectors, which have seen their potential
enhanced. This appliesto the traditional main export
sectors; livestock and cotton, bur also 1o fruits and
viegelables, for all of which measures of promation and
strengthening are envisaged in the context of the new
agricultural adjustment programma. In addition, It is
proposed 1o undertake a study on suppon (o the
oilseeds sevtor (groundnuts, sheanuts, sesame). These
have a potential as cash crops, largely complementary
toy food crops and not as geographically limited as
cotton, that is largely underexploited as a result of




*

SUB-SAHARAMN AFRICA

ﬁ' underdeveloped production techniques and suppont
Wy and distribution services.
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Impact of policy reforms

Oiverall, the impact so far of poalicy reforms and the
devaluation in terms of reducing macroeconomic
imbalances has been positive if scomewhat shon of
expectations, In paricular, a reduction has been
recorded in the external trade deficit since (he
beginning of the decade, while the current account
deficit has been kept within the set limits of 12 percent
of GDP"™ The major danger arising from the
devaluation, that of a fuelling of inflation, appears to
have been controlled as the inflation rate was reduced
im 1995 after an initial, expacted, rise in consumer
prices in 1994 of 25 percent. The hudget deficit, on the
other hand, has been more persistent than planned and
actually increased betwesn 1990 and 1994,

The economic reform efforts have been slower than
hoped for in providing a sustained stimulus to
ecanomic growth, Indeed, the real GOP growth rate
was only 1.2 percent over the period 1992-94 following
a jurnp of close to 10 percent in 1991.17 An
acceleration in GOP growth occurred (n 1995 with the
rate of éxpansion for the year projecied at 4.3 percent,™
lower howdver than the average of 5.5 percent
estimated by IMF for the entire West African Economic
and Maonetary Union (UEMOA)L' This expansion in
1995, however, occurred in spite of a 1.6 percent drop
In cereal production, as production of other crops,
particularly cofton and groundnuts, increased
significantly and contributed 10 a 6 percent expansion
of the primary secior,

As regards the devaluation, an FAD sfudy on its
imipact conducted in 1995 concluded that some 18

* according 1o data from the months later an increase had taken place in the area
Ministry of the Ecanomy, Fi- planted to export crops {(cotton) and import compeling
nance and Planning. crops (ricel. An increase was also detected in exports of
" Il cotton, livestock, hides and skins, oil crops and frui

** Projection by the Minkstry of and vegetables, as well as a reduction in Imports of rice
the Econamy;, Finance and Plan- and dairy products, which would probably have been
ming. bigger had the govermnment not prevented the increased
" UEMOA comprises Benin, Import prices from feeding fully through into consumer
Burkina Faso, Cite d'lvaire, prices, At the same time, agricultural input prices also
Mali, the Niger, Sencgal and recarded increases. For local cereals, on the other

Togn, hand, no effect on prices or production was yel
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discernible, largely the resull of the existence of
significant stocks from previous crop years and of the
anly partial transmission of price increases for imported
cereals on o consumers. On the consumption side, in
urban areas a decrease had taken place in consumption
of meal and imported foodstuffs, while consumption of
local cereals had increased. Low-income urban
households had been forced to reduce overall food
cansumption, however, following the increase in the
overall consumer price index,

Although there are signs of a recent acceleration in
gconomic growth following economic reforms and the
currency devaluation, it must e emphasized that
economic performance and the adjustments in the
economy over the period following the devaluation are
the combined results of many other factors. [t should he
borme in mind, inter alia, that the devaluation coincided
with a strengthening of imermational commedity prices
affecting, among other products, cotton, and that this
provided an additional stimulus 1o the export seclor.
With cotton prices having peaked in the second quarter
af 1995 this additional favourable price effect for
Burkina Faso’s major expon commaodity is fading,

Inany case, it would still be too early 1o make any
conclusive judgement on the medium- 1o long-term
effects of either the devaluation or the strectural reform
efforts: Such sharp changes in relative prices in the
economy as those introduced by the devaluation
implies the need for major adjustments in production
and consumption pattémms in the economy. Thess
adjustments necessarily require time. The same would
apply 1o the impact of the structural reforms undertaken
across the economy as a whaole and within the
agricultural =ector. Particularly in the agricultural sectar,
where sectoral adjustment has been under way for a
shorter period and is-stil] being pursued, 1 is @il 100
early to expect a significant impact, In the medium
feerm, however, the structural adjustment efforts and the
currency devaluation should have a mutually
strengthening impact. Indeed, if inflationary pressures
can be kept under cantrol, Burkina Faso seems well
placed 1o consolidate the competitive gains deriving
from the devaluation.

The Government of Burkina Faso is itsell optimistic as
far as future growth prospects are concerned. This is
expressed by the GDP growth objective for 199597 of
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& ﬁ'ﬁ_ 5 percent per.annum that was spelled out in the Policy
q\\ Framework Paper for 1995-97 and even moare by the
f objective expressed in the Letter of Intent on
‘ f-:j Sustainable Human Development of increasing per
q ! caput income from the current LISS300 1o $500 by
2005 through a further gradual acceleration in GOP
growth 1o reach 8 percent per annum from the year
2000 onwards. Although GDP growth objectives
spelled out in the past structural adjustment
programmes have until now not been met, the 5 _
percent per annum medium-teem growth objective does
not seem unrealistic i the process of determined policy
refarms is carried forward. Such a growth rate is after all
not far from rates historically achieved, such as the
average annual rate of about 4.5 percent recorded from
1982 to 1987 and during the 1970s. Although the
higher growth objectives of the government for the
following years may seem excessively optimistic, the
possibility for Burkina Faco of epsuring consistent gains
in per caput income in the medium term does seem
within reach.

Conclusions

Burkina Faso has been making extremely determined
efforts al reforming its economy and laying the
foundations for sustained long-term economic growth,
Given the country’s high degree of dependence on
agriculiure, reforms in this sector are a crucial element
of the adjustment efforts, just as there can be no douln
that for many years agriculture will continue to have to
provide the main cantribution ta economic growth and
to the livelihood of the population. '

Irs spite of its extreme poverty and jts poor resource
base, Burkina Faso has a number of political and social
assets that provide reasons for optimism for the years to
come, As mentioned above, the country has a tradition
of seripus and credible economic management which,
among ather things, has prevented it from running into
persistent macroecontmic imbalances of the magnitude
experienced by many other developing Countries in
Adrica. Aspects of this are the recognized integrity in the
management of public affairs and the fact that
corruption, a pervasive phenomenon elsewhers, is
recognized as being marginal in Burkina Faso. This
tradition should only be further enhanced by the
establishment of democratic institutions in 1991, The
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country likewise has a tradition of participatory
development based on community participation from
which a strong associative movement has emerged.
This Is accompanied by a strong commitment to social
abjectives in development efforts and the similarly
strong attention traditionally paid to environmental
protection, _

The long-term development of the cauntry will
continue to depend critically on the overcoming of
some seTious constrainis, Notable among these are the
environmental constraints and the still very poor degree
of human de-reimma-nt in termns of levels of general
education and access to adequate health services. The
latter, in particular, apgears as a critical factor for
development, the progress already made since
m:lepcn:hn:e ratwithstanding. Continuous determined
efforts in economic reform and human development,
with particular emphasis on agricultural and rural
development, will hold the key to sustained economic
growth in the long term. In pursuing these efforts,
Burkina Faso needs and deserves the full support of the
international community.
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i {3 REGIONAL OVERVIEW
‘ Economic developments

In 1995, the developing countries in Asta and the
Pacific again outperdormed all other regions with an
ecanomic growth of 7.9 percent, down slightly from 8.2
percent in 1994, Economic expansion in the People's
Republic of China slowed 1o a still-high 10.2 percent,
and in India declined shightly to 6.2 percent. The newly
industrializing countries, Hong Kong, the Republic of
Korea, Singapore and Talwan Province of China,
continued 10 restructure their economies and upgrade
industrial technologies in the face of rising labour costs
and as a group achieved slightly better growth than in
1994, All countries in Southeast Asia registered
accelerated output expansion with the subregional
average rising from 7.8 percent in 1994 1o 7.9 percent
in 1995, largely an the strenpth of economic activity in
Malaysia, Viet Nam and Thailand. Overall growth in
South Asia remained steady, slowing down in
Bangladesh, India and Sel Lanka but accelerating in
Pakistan, Regional growth is expected 1o continue 1o be
strong but to slow to 7.1 percent in 1996 and then
rising 1o 7.3 perwcent in 1997

The Asian developing countries have experlenced a
rapid expansion in exports since aboul the mid-1970s.
Their export and income growth rates have consistently
exceeded global rates and those of other developing
regions. As a group, Aslan developing countries have
almaost tripled their share of wotld exponts. Since 1979,
intra-Asian trade, excluding that with fapan, has
increased more than eightiold and risen from 21
percent of developing Asia’s exports 1o mare than 35
petcent, When Japan is included, almost half of Asia’s
exports are intraregional.

Cireater market integration and trade liberalization
facilitate technology transfer, specialization based on
comparative advantage and improved resource pricing
and management. Liberalization of foreign investnient

" The economic growth rates regimes has contributed to large increases in foreign
and projections are based on direct investment flows, particularly to East Asia.

Astan Developmeni Bank. Together with domestic investment, these [iberalization
1945 Asian Development Qui- efforts and the resulting foreign investment inflows

lonk 1996 and 1997, continued to suppon sturdy export:led growth. The
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f trend towards greater trade, and in particular greater
Y intra-Asian trade, is likely to continue 1o drive
economic growth in the region.
\ \ﬁ Q Over the past 15 years the economy of China has
V’ 4 been booming, with average annual GDP growth of 9.4
percent and a declining incidence of poverty. The
economy has opened up and attracted a large amount
of foreign direct {nvestment. Merchandise exports haye
grown rapidly as a share of GDP, The gradual
deceleration of economic growil in China which began
in 1994 continued through 1995 and is expected o
persist over the comiing two years. Investment remained
high, at 39.5 percent of GDP in 1995, merchandise
exports grew by 23 percent and inflation declined
significantly but, at 14.8 percent, remains the highest
amang the major economies of the region. Reform of
the state-owned enferprise sector remains a crucial
priority,

In India, economic liberalization has been much
maori recent and performance more modest. However,
in 1995 growth continued at a substantial 6.2 percent
as favourable weather conditions led 1o increased
agnculiural production. The investment rate rose to 24
percent of GOP, rellecting both optimistic expectations
and the continuation of the liberalization programme,
and fiscal consolidation continued as well, Expon
growth remained strong at 21 percent, led by agrobased
products, textiles, clothing and electronic goods, while
economic liberalization has resulied in increasing
imports of capital goods.

Growth in the newly rnduslﬁali:_ing BCONOMIES was
slightly higher in 1995 than 1994, but = expected 1o
slow down in 1996 and 1997, On the strength of
substantial exports and massive government
expenditure on infrastructure, Hong Kong grew at 4.6
percent in 1995 and is expected to continue al roughly
the same pace in 1996 and 1997, The Republic of
Korea extended its economic rebound from 1994 10
1995 with 9.2 percent growth led by the industrial
sector, Agricultural cutput grew ar 6.1 percent In 1995,
In Singapore, growth slowed from the double-digit rates
of 1993 and 1994 10 8.9 percent in 1995,

The Southeast Asian economies share similar
macroeconomic challenges, as well as rapid growth
and high investment rates, but show a greater diversity
in living standards and levels of developmant,
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"""_'_j"" Economic growth in Indonesia increased marginally to
7.6 percent in 1995, based on rapid growth in the
imdustrial and services sectors and strong private
[. { Q investment growth supported by continued substantial

foreign direct investments. The range of indonesian
exparts has widened cansiderably in recen? years and
the share of manufactured exports in total exports has
risen from 14.8 percent in 1980 10 78.3 percent in
19495, as the shares for agriculiure and oil and gas
declined. The economy of Malaysia grew at 9.3 percent
with Improved agriculiural performance and strong
industnal growth. The recovery of the Philippines
-economy, which began in 1992, continued in 1995
with 4.8 percent growth, as political stability. prudent
macroeconomic management, the easing of some
infrastructural constraints (especially power) and
structural reforms helped to improve priviale-secion
canfidence and investment. Thailand grew by B.6
percent in 1995, only slightly less than in 1994, In Viet
Nam, GDP growth reached 9.5 percent in 1995,
following growth of 8.8 percent in 1994, which was led
Ty the industrial sector,

 The countres of South Asia continue 1o rely on the
primary seclor for econamic activity and export
generation, and share relatively lower per caput inconmse
growth. In spite of stagnation in agriculture, strong
industrial sector growth in Bangladesh kept the overall
economy growing by 4.1 percent in 1995 and the:
strong performance of small-scale private enterprises is
expected 1o continue 1o be the main engine of growth,
Real GDP growth In Pakistan remained at 4.7 percent,
primarily the result of the poor cotton crop. GDP
growth in Sri Lanka remained constant in 1995 at 5.6
percent, bul wide-ranging reforms in the trade and
industrial policy environment should provide continued
scope for exports and expansion of the industrial secior
and suppaorting senvices. The principal issues facing
Sauth Asia are whether recent accomplishments in
macrosconamic stabilization and structural reform can
be sustained and improved upon and whether further
liberalization efforts and transpon infrastructune
improvements will be undenaken.

Agricultural performance and issues

In China, the 1994 decling in agricultural oulput was
reversed 1o 4 percent growth in 1995 and output s
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expected 10 rise by 4.5 percent in 1996, primarily the
result of greater incentives provided by the government.
Even so, cereal prices continuwed to rise in the first half
of 1995 Crain coupons were reintroduced by some
large and medium-sized cities to ensure that low-
income groups would have access to foodstuffs, In
general, the lagging agriculiural sector needs further
stimulation, not anly 1o meet rising food requirements
but also 1o address the widening income gap between
rural and urban areas. The Ninth Five-Year Plan has
again highlighted the need for agricultueal Lland
consarvation, greater capital investment in agriculiure
and greater use of madern techniques for generating
higher yields.

Depaiting from the recent trend, the Government of
India raisad the 1994-95 minimum support prices for
wheat and barley by 3-4 percent and those of other
cereals by 810 percent. With grain stocks a1 record
levels, pressure to expont increased. Consequently, on
the trade front the govermment took further measures 1o
promote cereal exports, abolishing the minimum export
price for durum wheat, setting a 1994-95 export guota
of 500 000 tonnes for commaon wheat and raising that
quota for 1995-96 10 2,5 million tonnes. Rice exports
have remained free from restrictions since late 1994,
while 1994-95 export quotas of 50 000 tonnes each for
malze, sorghum and millet remained about the same as
the previows year, Efforts 1o increase exponts of value-
added and higher value agriculural products as a
maans of iransferring the benefits of the liberalization
process 1o fural areas continue to show success with
increased exports of fresh fruil and vegetables, meat
and meal preparations, processed fruit and juices, ather
processed food and flonculture products.

Agricultural output in Indonesia grew by 2.5 percent,
recovering from its flood- and droughr-induced poar
performance of 1994, Import tariffs were lowsered or
abolished on maize, sarghum and barley. Rice
production benefited from a higher paddy support price
and from the introduction of drought-resistant varieties,
while the government announced a LIS$900 million
programme 10 improve imgation for rice production on
aver 1 million ha, In order to increase rice procurement,
higher procurement prices, lower procurement quality
standards and-a higher transportation subsidy were
introduced.

—
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The agriculiural sector in Malaysia improved s
performance in 1995, largely on the strength of the oil-
palm, forestry and livestock (primarily pouliry) sectors
antl as a result of improved export prices. Land wnder
frult production cantinued 16 Increase dramatically, The
price of wheat-flour was kept frozen during 1994.95,
for the fourth year. As 1995 was the final year of the
Sixth Malaysia Plan (five-year plan), major agricultural
policy changes await the Seventh Plan in 1996,

Agricultural production in the Philippines suffered
from poor weather and typhoons in the third quarter of
1995 are likely to have an adverse effect on agriculiural
reslts in fiscal 1996. With annual population growth of
2.4 percent, limited land available for cultivation and
further economic growth and trade liberalization
expected, agricultural imports are likely to Increase
rapidly. Domestic prices for rice, maize and sugar rose
to at least double world prices in 1995, forcing the
government 1o allow major imports of these sensitive
commaodities. Changes may be significant in 1996 as
much of Philippine agricultural production (other than
rice) that was formerly protected becomes exposed 1o
waorld market forces through the implementation of the
country's Uruguay Round access commitments.

The agricultural sector in Thailand grew by abowt 1
percent in 1995 with similar growth expected in 1996,
Farm income has been rising as a result of the
combination of firm primary product prices and
increased productivity, while the continued boom in
manufacturing is boosting consumption In urban areas,
Impaort quotas have been raised for maize and rice,
while a rice exporters” marketing subsidy has been
implemented. In 1995 the govemment extended the
coverage of ifs scheme of seed subsidies to promole
increased use of high-yielding, hyhrid rice seed. The
Cabinet also approved a proposal to set up the
country’s first commaodity futures exchanges.

In Vet Mam, the agriculiural sector grew more slowly
than the industrial sector, but still mereased by 3.5
percent. Further gaing in the sector are likely to be
greatest in industifal crops where export [ncentives
continue to be exploited. New agricultural land-use tax
policies; together with recognition of land ransfer rights,
showilel have a positive impact an the effective use of
agricultural land.

In Pangladesh. bad weather conditions constrained
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agricultural output which contributes more than one-
third of total output. The government froze the 199495
minimum support prices for both paddy and wheat, A
fertilizer shortage during the dry season baovo crop,
following a disappointing main aman rice crop, resulted
in agricultural sector growth of anly 0.2 percent in
1995, well below even the relatively stagnant growth of
1.8 percent In recent years. The decline in crop
production, however, was largely offset by strong
growth of non-crop agriculture, particularly in fisheries
and livestock.

Thi Government of Nepal adopted an Agriculiural
Perspective Plan in May 1995, calling for substantial
investment in irigation, fertilizer use and rural
infrastructure,

In Pakistan, the continued failure of the cotton crop
tor the third vear in a row has kept GDP growth low
and eopld jeopardize fiscal stability.

State procurements of paddy iy Sx Lanka had been
minimal inrecent vears, as market prices have
generally exceeded the minimum support price but,
following a bumper paddy harvest in 1994 and lower
rice demand, the Packly Matketing Board stepped n 1o
procure roughly 10 percent of the harvest ang the
government implemented seasonal import tariffs.
Meanwhile, the ban on wheat-flour imports was lifted
i edrly 1995, Commaodity prices for tea, rubber and
cocanul are not expected Lo rise significantly over the
next two years, and this will have an adverse efiect on
the agriculural sector of Sri Lanka.

Issues and prospects for regional agriculture

The rapid economic growth throughout much of East
Asia has come at a high environmental cost. In urban
areas, pollution and congestion are commun. In rural
Asia delorestation or desertification, groundwater
depletion or contamination, soil salinity in irrigated
areas, loss of bioloegical diversity and erosion are same
of the prablems endangering agriculiural productivity, A
clear understanding of the extent to which these are
necessary evils of development remains elusive, and in
mas! countries an unconscious decision is being
implemented 1o delay environmental pratection or
enhancement until some future, unspecified level of
development is achieved, The fac that environmental
protection Is much cheaper and easier than
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Tﬂ;; }"' rehabilitation is often given linle consideration in the
rush for income growth.

The massive extent of poverty in Asia and the

f If_} complexity of the inleractions between povery and the
d environment make it difficult 1o predict the
environmental effects of income growth, With higher
income, there is the potential for greater mitigation of
negative environmental effects, bul there is also likely
1oy be greater consumption and waste of environmental
(E50UTCES.

The Astan envirenment sustains more than half of the
warld’s population, the majority of its poor population
who depend on the rral environment for their survival
andl a large share-of the woarld's biological diversity. In
the Asia and the Pacific region, Australia, China, India,
Indonesia, Malaysia and Myanmar have been classified
as *megadiverse” by the Parties to the Canvention on
Biological Diversity because of the range of their plant
-and amimal species. In spite of poverty and declining
rales of fenility, from 1990 to 2010 developing Asian
countiies will add almosr 1 billion new consumers 10
those alreacly straining the earth’s carrying capacity.
Even in 2010, over half.of the economically active
population of these countries will still be involved in
agriculiure, implying further intensification of land and

Swiater use, with more mineral fertilizers and pesticides,

Asia is already the region with the lowest per caput
fresh water availability in the world and the shortage is
axpected 10 worsen, At the same time the region has
experienced a high level of soil degradation, Both
domestic and international demand for agriculiural
products in Asia can be expected 1o increase pressure
on the snvironment,

Cancerns have been raised that China, in particular,
will face rapidly growing demand for grain for food and
Jeed at the same lime as the agricullural resource base
ie declining or being degraded and the potential for
yield increases is uncerain, Given the massive

—_—— population invalved, there are predictions that Chinese
* Far ane of the more alarmist demand for grain imports could overwhelm world grain
expositions of this view, see LR markets 31 Such studies are, however, ganerally based
Brown. 1994, Who will feed on |ittle confidence in the ability of production o
China? Warld Watch, Seplem- respond to policy reforms and market mechanisms.
ber/Cctaber 1994, p. 10-19, More carefully reasoned studies express greater

 See Box 15 on Prospects for optimism that world grain markets (and Chinese

China's grain trade p. 276 production) are not endangered,™
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Orver the fast two decades, as the economic and
environmental interdependence of developing
economies in the Asia and the Pacific reglon has
increased, so have their efforns towards regional and
subregional cooperation. Prominent among these are
thes Astan Pacific Economic Cooperation Council
(APEC) forum, the Association of Southeast Asian
Mations (ASEAN), the South Asian Association for
Regional Cooperation {SAARC), the South Pacific
Forum and the South Pacific Commission. Subreglonal
cooperation arrangements in Asia include the Southern
China Growth Triangle, the Singapore-Johar-Riau
Growth Triangle, the Tumen River Area Development,
the Indonesia-Malaysia-Thalland Growth Triangle, the
Brunel-Indonesia-Malaysia-Phillppines East ASEAN
Growth Area (BIMP-EAGA) and the Greater Mekong
Subregion. These cooperative efforts aim at promoling
intraregional trade and investment, as well as more
efficient resource use in order o benefit the
environment. They also provide fora for the discussion
and planning of cooperative efforts for sustainable
agriculture and use of the environment.

Most of the lager cooperative efforts have an Astan
trade liberalization focus. For example, the APEC forum
has plans for trade liberalization among developed
members by 2010 and among developing members by
2020, the ASEAN Free Trade Area (AFTA) is currently
under implementation and recently plans have been
made for a South Asian Preferential Trading
Arrangement among the members of SAARC. Most of
the efforts involve gradual iberalization, so there is
likely to be a correspondingly gradual contraction of
outpul in more protected industries and expansion in
those less protected. In the Philippines, simulation
resuliy cugeest that trade liberalization will increase
national levels of pollution from production by
reallocating output towards logging, mining and
agriculture and, within manufacturing, towards more
pollution-intensive Industries such as food processing,
beverages and wood products ™

Trade policies can have unintended environmental
consequences, even when applied for environmental
purposes. Rapid deforestation has led to bans on log
exports from Cambaodia, Indonesia, the Philippines,
Thailand and Vanuatu, Export restrictions 1o favour
lacal wood processors in Indonesia, however, have

e —— e m— s ——____ o ———— |
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- ?"‘ been found 1o promote greater use of logs in production
: by lowering the domestic timber price, resulting in even
) greater environmental degradation.® In this manner,
i ":.51

proposals from richer, tropical timber importing
countries to limit imports of tropical wood products to
“save the rain forests” can actually lead 1o increased
deforestation.

When property rights are poorly defined or when
there is a common property resource, there s often a
tendency to mismanage the resource because no proper
price is paid for its exploitation, Even ownership and
management by the government have nol sustained
healihy forest systems in much of Asia, while privaie,
community-based tenure rights might improve forest
management,

Property rights remain poorly defined in many areas
of Asia and the Pacific. Inconsistencies in the treatment
of squatters in the forests of Thailand have exacerbated
deforestation both in that country and, through trade, in
its neighbours, Land reform remains a critical issue 1o
be addressed in the development of the Philippines.

Confrontation over the Spratley Islands, arguments
over water flows 1o the Aral Sea and the 1995 seizing of
Jlapanese fishing boats in the Pacific by the United
States make clear that it is not only domestic but also
international property rights that are unsetiled, As
populations grow and the demand for scarce resources
increases, lensions over the assignment of property
rights can be expecied 1o increase.

The Imemational efforts under way in varlous Asian
and Pacific fora related 1o cross-border environmenial
Interactions cover a wide range of activities, from
capacity building and instilutional strengthening to
biological research, the control of cross-border
movement of hazardous wastes, bans on driftnet fishing
and ‘effors 10 slow global warming and protect the
ozone layer. These effons need to be intensified, given
the urgency of many of the problems, thelr imponance

— to regional and global food security and the wendency
" CAF Braga. 1992, Troplcal for international dispules to escalate if not resolved.
farests and trade policy: the

case of Indonesia and Brazil In

P, Low, ed, Internabional Trade

and the Environment. World

Bank Discussion Paper No. 159,

p 173194, Washington, DC.
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i Economic developments
Thee palitical enviranment has been a continuing major
[ {5 influence in Pakistan's economic and soclal
¥ development. Lengthy periods of manial law have been

Imterspersed with fragile elected coalitions since
Pakistan's creation in 1947 when it split off from India
The country has borne a heavy financial and political
burden fram external and internal strife that continues
today, Events which have greatly affected the ability 10
govern hclude the separation of the country in 1971
that created Bangladesh from East Pakistan, the influx of
up ta 3 milllon Afghan refugees seeking protection from
the war with the former LISSE, smuggling of drugs and
other goods across borders, comtinuing disputes with
India over Kashmiri allegiance and tensions among
political factions, most recently in and around Karachi,
Pakistan’s major city and.only port. The need (o spend
more than one-quarer of the government budget on
defence in order 1o respond to these situations plagues
Pakistan as it attemnpts 1o build much-needed public
infrastructure; comply with lenders’ demands for
macroeconomic reform and address festering social and
environmental issues.

Pakistan remains among the warld’s poorest
countries, parlicularly in the rural areas where 70
percent of the population live. Real per caput income
stancls at LIS$430 (1993) despite having expanded at a
healthy rate of 3.1 percent per year between 1980 and
18993, No official census of population has been
performed since 1980, but the population is estimated
atabout 127 million (1995), The positive growth in per
capul income has been achieved despite high
population grawth rates, but has not preveated the
absalute number of poor in Pakistan from increasing.

Combating population growth has proved 1o be mone
difficult for Pakistan than for nearby developing
countries because of the limited economic role and
educational opportunities for women. At 6.2 percent,
thes fertility rate is the highest in the developing world
autside Africa and the Near East. The female literacy
rate 15 20 percent nationwide, but much lower in some
rural areas. One-thired of girls enroll in primary school,
st only 13 percent continue into secondary schoul.
Pakistan is ranked 132 out of 173 countries in the UN
Human Development Index and is particularly low in
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durn, FY 1993, Washington, DT,

educational and health measures. Physical conditions
are also pﬁur: 20 percent of the pupul:_:llurl has access
to sanitation (10 percent in mural areas); 80 percent has
access 1o clean water (45 percent in rural areas); and
only about 10 percent of villages have electricity, in all
of these measures, Pakislan is substantially behind
ather Asian countries identified by the World Bank as
having similar circumstances ™

The social and food securify pressures created by
population growth and the slow rate of improvement in
education and health systems available to the poor and
middle-class segments of society are looming as major
issues fo be dealt with in the latter half of the 1990s,

Pakistan achjeved high economic growth rates
throughout the 19505 and early 1960s caused by an
influk of foreign aid following the separation from India,
a low base of outpul in both industry and agriculiure
and agricultural sector growth spurred by green
revolution innovations. Overall GDP growth was 6.1
percent annually during the 1960s. During the 1970s,
the government aimed al creating conditions for the
development of domestic industry and, in the process,
changing Fakistan from a primarily poor, agrarian
nation to a rapidly growing. industrial economy using
modern technology. The government intervened heavily
i the economy 1o transfer resources from agriculture o
the nascent industrial seclor, which was expected 1o
have higher overall growth potential. During this
period; agnicultural output grew by 3 percent per year,
while industrial output grew by 5 percent and averall
GODP by 4.9 percent,

The government’s emphasis was on import-
substituting procluction inan effort to achieve self-
sufficiency. Policies included nationalizing most major
industries, imposing high tariffs and other barriers to
trade to provide absolute protection from foreign
competition, controlling inpul flows, edtablishing price
contrals and subsidies on consumer goods, increasing
wages and deficit spending on a large scale for public
investment projects.

Macroeconomic conditions and trends

As in many ather developing countries, Pakistan faced
deteriorating macroeconomic condilions after the oil
price rises and global recession of the 19705, At the
start of the 1980s, the government deficil was 5 percent
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= f"‘ of GOP, the current account deficit was 1.5 percent and
; cebt as a share of GDP was 40 percent.™ A structural
) '
/ Ut o

adjustrnent plan was devised with the World Bank and
the International Monetary Fund (IMF) in 1982 10
corect these problems and begin to orient Pakistan's
econamy towards exports and more liberalized
markets. Specific progress was made in liberalizing
teadic and foreign payments, privatizing banks and
industry, relaxing restrictions on invistment (both
domestic and foreign) and strengthening the financial
syslem,

All manner of aid packages wiere provided o Pakistan
by international donors (see Box 11 for detalls) and a
political consensus developed around the economic
reforms promoted by international lenders. The
macrdeconamy grew by an average 6.3 percent ¢ach
year during the 1980s, rajsing hopes that Pakistan
would be able to imitate the “tiger” economies of
Southeast Asia. The giowth was fuelled by two factors.
not common 1o those countries. First, Pakistan exported
labaur in large numbaers to the Persian Guli-and
elsewhere; receiving in return US52-3 billion per year
in repatriated eamings. Second, the country borrowed
heavily which allowed government spending
increasingly to dominate the economy. These factors
allowed some development of physical infrastructure
and a.gradual improvement in INCoames, Secioral En;rw'lh
was especially fastin utilities, construction and mining.

In spite of progress in specific sectors, Pakistan's
overall macroeconomic picture worsened afier the
reform programme was instituted, By 1987 the
government budget deficit had reached 8.5 percent of
GDP - twice the average of Pakistan’s Asian
neighbaurs. Intemmal government debi iwtalled abou 43
percent of GOP, with a roughly equivalent amount of
extemal debt. Pakistan was saving about 13 percent of
GDF (the developing world averages 23 percent) and
inviesting ahout 18 percent. The difference botweern
domestic savings and investment must be derived from
foreign borrowing and investment. Compounding the

= Pakistan’s fiscal year i July 1o pressure on the external balance were Pakistan's

Jumae, bt oulpot and budgel fig- growing impoit needs and shrinking workers”

wres in this report are cited us- remittances,

tmy one year onby. For example, The h_urderur of Pakistan's cumbersomi planning

the 1987-88 budget i referred apparatus and s pratectionist indusirial policies were
lo as 1987 in this report., difficult to overcome. Fundamental macroeconomic



.. BOXW
AID TO PAKISTAN UNDER STRUCTURAL
AND SECTORAL ADJUSTMENT PROGRAMMES DURING THE 19805

Pakistan has availed itsell of many types of
loan packages available from muliilaieral
donors. The main thrust of the programmes
has been to achieve more markel
orieniation, develop infrastructure,
madernize and remove subsidies and trade
profection. Specific lending packages

inc luded:

* IMF Struciural Adjustmient loan of LIS 1.6
billson in T980;

« International Development Assoctation
(IDA) Sectoral Loan for Ferlilizer of LSS50
million fn T9E0;

¢ International Bank for Reconstruction and
Devedopment (IBRD) and IDA Struciural
Adjusiment Loans of USS140 million in
1962;

* |BRD Sectoral Loan for Energy of USS178
million in TH85;

= |[BRD Sectoral Loan for Expord
Development of USST0 million in 1986;

» |[BRD Sectoral Loan for Agriculiure of
USE200 million in 1984;

s |MAF Structural Adjustment Loan of
55515 million in 1988;

= Asian Development Bank (ADE) Sectoral
Loan for Industey of US%200 million in
19848;

# IRRD Secioral Loan for the Fimancial
Industry of US$150 million in 1989;

= |BRD Sectoral Loan for Energy of US$250
million in 1989;

* ADB Sectoral Loan for Agriculture of
LIS$200 million in 1989,

IBRD and 1DA are lending arms of the
Waorld Bank.

Souree: Quereshl, Pakistan Instiiule of
Disvelopment Ecomamics, 1995
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conditions for sustained growth had not yel appeared.
Bonlenecks in vital components of the economy and
wpcial deterioration began to be evident. Pakistan’s
manufacturing sector was heavily onented towards the
processing of basic commodities and the agnculral
sector lacked the infrastructure and research base to
maintain productivity growth. Both manufacturing and
agriculture were dependent on a complex system of
government-controlled inputs and inadequate
fnfrasteuciune,

Recent years have sean fast growth in maney supply,
increasing inflationary pressures-and declining .
confidence in govemment management. The inflation
rate was kepl in single digits during most of the 1980s,
but has crept into double digits, hovering around 16
percent and mare in the early 1o mid-1990s The
Pakistani rupee has steadily depreciated (by 52 percent
between 1980 .and 1992) since a managed float was
adoptec! in 1982 and was further devalved in 1993 and
1995 as a result of continuing high domestic inflation
rates,

Renewed IMFEMWorld Bank structural adjustment
programmies were instituted in 1988 and in February
1994 with the broad goals of improving the GODP
growih rate, reducing the fiscal deficit, achieving full
curtency convertibility and reducing the curren
account deficit. The World Bank has also urged further
deregulation and privatization of the economy.
including more investment in social services and
infrastructure for franspon, communications, irrigation
and energy. In addition, a Special Action Program
(SAP), providing LS$ 200 million from the World Bank
and bilateral suppont from other donors, s intended to
redress some af Pakistan’s deficiencies in the importan
social and human resource areas. SAF focuses on basic
education, primary health and nutrition needs,
popilation planmmg and rural water supply and
sanitation.

Twoethirds of the way through this programme some
success is ohvioas on major macroeconomic variables,
The budget deficit shrank to 5.5 percent of GDP in
1994, total expenditure dropped 1o 20 percent of GDF
in 1994 and the current account deficit has almast
halved to 3.6 percent of GDP. Savings and imvestment
rates have improved slightly. While progress has been
made, |1 has been slower than hoped. Interest and
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j-" defence expenditures are stll high and debl service
consumes 34 percent of foreign exchange earnings. A

higher level of urgency has been imposed in the past
[‘j} vear as the IMF threatened 1o withholl financial

assistance until further reforms were in place. As 3
result, there have besn recent price increases in
essential food jlems and electricity as the govemment
atiempts 1o reduce its deficit by cutting subsidies and
other expenditures.

—

Importance of the agriculiural sector

The agricultural sector is crucial from a social and
econamic perspective in Pakistan, It still provides one-
guarter of the couniry’s economic oulput, 50 percent of
its jobs and 13 percent of expons. Agriculture is also
the enly significant employer of women, wha constitute
16.5 percent of the paid labour force in agriculture. |t is
the main driver in the economy, as illustraled in 1993
when severe flooding and a cotton virus combined to
causea 5.3 percent decline in agricultural output and
slowed overall GDP growth 1o 1.9 percent from 7.8
percent the previous vear. Some 60 percent of
Pakistan’s manufactuting oulput comes from processing
agricultural products and 70 percent of its exports are
clothing and textiles:

Pakistan has an excellent climate and natural
resource base for agriculiure. The very warm summers
and muderatp winlers provide two growing Seasons for
many crops and the topography throughout much of the
country provides good condilions for a varely of
agricultural products. Of the 31 million ha suitable for
agriculture, 22 million are currently under cultivation.

Agricultural oulpul grew al about 3 percent per year
between 1970 and 1995, but is highly variable from
year ko yeat. The variability of Pakistan’s agricultural
outpul can be attributed to several factors, some of
which are preventable, although they have recurred
with increasing seriousness in recent years, These
factars are flooding, pests and tlisease, uncerainty of
inpt supplies and resource ﬂegraﬂanm'. Such issues
must be dealt with relatively quickly for Pakistan’s
agriculiure 1o remain viable as a source of food for the
population and a source of raw materials for the
manufacturing sector,

One of the main features of Pakistan's agriculiural
sector 1s the uneven level of development which
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exacerbates wealher-induced instahility and creates
wide gaps in productivity within the sector. Agriculture
in Pakistan is still undergoing transition from traditional
to modern methods of production. Governmen! experts
estimate that about 25 percent of farmers still use
traditional methods such as oxen or hand-ploughs,
about 55 percent use a mix of traditional and modermn
methods and the remaining 20 percent have adopted
modern lechnology and equipment. As well as having
an effect on the cost of production and, therefare, the
government's level of suppor prices, the level of
farming technology affects farmers' choice of craps,
vilnerability to pests and disease, crop and livestock
yields and, of course, income.

Pasi and recent trends in area, production and yields
of major crops are shown in Table 4,

Pakistan is nearly self-sufficient in most crops and
livestock, but is Incurring growing import demand for
wheat, edible eils, sugar and tea, Impons of major
agricultural products are shown in Table 5. The share of
GDP contributed by agriculiure has been declining
gradually fram 53 percent in 1947 to its current 24
percent. Monetheless; it (s of vital importance 1o
Pakistan’s macroeconomy as it provides raw inputs 1o
the growing manufaciuring secior and essential
eamings from expors.

I addition to the contribution agriculture makes to
the macroecanomy in Pakistan, certain agricultural
products are impartant for social and political reasons.
Wheat consumed in the form of bread is the most
impartant component of the Pakistani diet, providing
almast one-half of total calories consumed. The
governmen! continues 1o provide subsidies to maintain
low prices for wheat-flour, even when it means
importing wheal in bad crop years. During 1994, the
povernment spent about LUS514.4 million on
subsidizing the sale at low prices of imported wheat,
This represents about 40 percent of fotal wheat
subsidies. Wheat imports in 1995 wers only about
200 000 tonnes as the result of a good wheat crop, but

~structural problems in the sector still need o be
addressed if Pakistan i< to prevent rising impont
demand.

Food production per caput has grown by an average
of 1.2 percent per year since 1979, barely meeting the
needs of the increasing population. Malnutrition is still
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1R4A7-AR 1990~04  T947-00 19590-54 1546708 199R0-94

Wheal 168 062 235 124 402 063
Rice 235 LI5 432 700 297 582
Sugar cane 379 B9 433 728 074 426
Cotton 199 061 004 578 221 636
TABLES
NS L I et 1]
i:ﬁﬁrgnﬂiﬁwméuﬁmﬂwﬂﬂwmm
L T o -

Chuanlily Value

AT Ieaiirasi) |1.'_5.|.‘ ity
Edible oils 1131 491
Wiheal 1408 240
Tea i 182
Pulses 154 a4
Sugar aB 15

apparent in about 40 percent of children under five
yoars. Por caput fal consumption is rising and adult
mutrition meets minimum standards, but protein and
calorie consumption have been stagnant since 1989,
Inadequate consumption of dairy products and fruit
occurs widely, although rural populations have better
access to buffalo milk and cereals than urban dwellers,
while the later consume more meat. Milk and butter
from buffala are important in people’s diets, especially
the riral poor, and contain a higher fat content than
cow milk products so provide a substantial share of
dietary intake.

Other major agricultural products are livestock and
dairy products, rice, sugar and cottonseed, While crops
dominate the sector, livestock accounts for 33 percent
of agricultural ourput. Minor agricultural products in
Pakistan are pulses, fruits, vegetables, fish and forestry
products,
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=l i?' Cotton plays a major role In earning foreign exchange
tor Pakistan by supplylng the large 1extile producing
industry. Output peaked in 1997 at 12.8 million bales

but has suffered in recent years from flooding and then
“a serious infestation of cotton curl virus that the
government is still attempting 10 eradicate, The
govermment has hael difficulty dealing with the
problems in the sector caused by pests. It has tried and
failed 1o introduce more resistant seed varieties and
pesticides in a imely manner. Furthermore, while being
cheap on export markets, Pakistan's cotton is not high
quality and the sector faces growing competition in its
expont markets from India, China and Thailand.

Cotton manufaciures have been under serious strain
because of shortages of raw colton, The coltan crop
was B.6 million bales in 1994 and Pakistan was forced
W impart asmall amount. The combined capacity of
1 100 ginneries and 1 200 presses is about 12 million
bales per year, Domestic cotton prices are high, but
higher international prices have prevented campanies
from importing enough quantities 1o keep mills
operating. As a result; there have been many wemporary
shutdowns of manufacturing facilities as companies
have attempted 1o negotiste higher prices for theie
finished products. '

Governmenl intervention in the agricultural sector
As in other sectors of the econamy, agricullure in
Pakistan has been subject to a high degree of
government influence and intervention. A combination
of sector-specific, tradeé and macroeconomic policies
has been used inan effort 1o maintain low consumer
prices, achieve price stability for farmers and suppon
the agricultural processing industries. Agriculiural
prices in Pakistan have traditionally been set below
world prices and maintained through trade barriers,
Since 1988, the government has renewed efforts 1o
detegulate, privatize and increase expons, The
economic reforms have concentrated on removing price
and gquantity controls and ome of the rgidities caused
by government involvement in transportation and
distnibution. Progress has been made in phasing out
subsidies and directing a greater share towards
consumers rather than farmers,
* Nonetheless, the government remains an importan
force in the economy, both through its direct
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intervention and because of the lack of private-sector
capac ity to replace it for needed functions. Of all
investment In the agriculiural sector, the govemment
contributed 33 percent in 1994, while the private sector
provided the rest. The government share has increased
since the mid-1980s as a result of the private sector's
failure 10 take over some of its activities, Even with
recent reforms, many prices remain fixed and provincial
authorities often impose contrals when they perceive
commaodities to be in short supply. The price support
policy for major commaodities remains an important
instrument determining resource allocation and
production levels,

The Agricultural Price Commission recommends

suppor prices for all the major agricultural

commodities (wheat, rice, colton, sugar cane, grams,
non-traditional oilseeds, potatoes and onions) each year
before the planting seasan. The intention is 10
encourage production and protect farmers from cost
increases, In establishing recommended prices, the
Commission cansicders domestic and international
market conditions, productivity trends, the cost of
production and crap substilution polential, as well as
the production tagets sel by the Ministry of Agriculture,

For wheal price supports, the Commission also

considers the impact of any price change on consurmer
budgets amd the overall price level,

The support prices are intended to be minimum
guarantees but can end up being the market prices
faced by farmers because of the rigidities and market
power held by the government in providing inputs and
purchasing outpuis of the sector. For instance, farmers
generally have little storage capacity and will
somitimes sell their protiucts to the government al
harvest when prices are low rather than rigk losses from
spoilage. On average, the government purchases 20

spercent of wheat ourput each year and resells it to flour

mills.

In addition to the support prices available to farmers,
the government is still involved in setting some
consuner and input prices. Both wheat and edible oils
are subsidized 1o consumers. Wheat prices in particular
have remained low relative to impart prices and other

‘grains. Much of the benefit of cheap wheat is received

by foreign producers and flour millers, rather than
consumers. This Is because the price of wheat received
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by the farmer is determined by government decisions
on import quantities. It has risen far more slowly than
have the flour prices recerved by the mills,

Subsidies on pesticides and seeds have been
gradually phased out, but water, credit and electricity
are still subsidized. Subsidies were reinstated lor
fedilizer in 1995, Operation and maintenance of the
irrigation system is 1o be paid for by charges levied by
land ared, but farmers have not been responsible for the
capital costs of the lirigation system, Subsidies are
provided for tubewell installation to farmers owning at
least 5 ha of land. The government is alsa heavily
invalved in the provision of credit to the sector through
determining the allecation of credit and interest rates
and terms charged on agricullural loans.

The general level of tariffs and trade restrictions has
been reduced (the maximum tariff rate was lowerad 1o
65 percent in 1995 and s scheduled to be 35 percen
by 1997}, but specific trade price distortions are in
place to help meet domestic needs. A growing demand
for edible oiseeds has led to the imposition of an
import duty as the government hopes 10 encourage
domestic production, while the sugar processing
industry is also protected through import duties. Wheat
impons are sehsidized and, until recently, rice and
collon expons were taxed as a means of earning
revenue for the government. A special duily was
imposed on colton during 1994 because of the
domestic shartfall,

The productivity problem
Pervasive government intervention has impeded the
development af Pakistan's agricultural sector, The seclor
has achieved strong growth and kept up with demand
because of favourable natural conditions and a large
agriculural fabour force working under poor social and
economic conditions. Monetheless; productivity In most
products has lageed severely since the early 1980s.
There is potential for Pakistan’s agriculiural cutput to
increase substantially from current levels, based on
comparisons of average yields with international crop
vields and those achieved by progressive farmers within
the country. According o a study sponsored jointly by
FAD and Pakistan’s Ministry of Food, Agriculture and
Livestock, wheat yields would rise by 50 percent if the
practices of the progressive farmers were widespread ™
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Another study claims thal average farm productivity
could be improved by at least 15 to 20 percent with
proper application of inputs and Improved farm
practices. ™ Yields from most crops have become
refatively stagnant, except for rice, where new varisties:
were introduced, and sugar, which is heavily protected,
Seed cotton s Pakistan's only major crop with yields
close 1o average world levels,

Pakistan’s agriculiural sector has struggled to achieve
the needed improvements in oulpul o Assure an
adequate supply of food for the country’s growing
population, Beyond the price and trade policies that
have generally penalized agriculture, other factors are
impartant in determining the productivity of Pakistan's
agricultural sector. They include:

sfragmented landownership!

=limited irigation supplies;

sinadeqguate social and physical infrastructure;
s unavailable and low-quality inputs;

= lack of information;

=environmental degradation,

These conditions are at the root of Pakistan’s
comparatively low agricultural productivity and its poar
prospects for maimaining seli-sufficiency under
conditions of growing demand. Each Is briefly
discussed below. The aggregate effect of these problems
i a high level of on-farm and off-farm output losses,
low yields in. comparison with competing countries and
a low level of responsiveness 10 government reforms
and price changes, Total on-farm losses are estimated 10
be about 35 percent of output from a combination of
uncertain and badly timed water, electricity and
fertilizer supply and generally non-existent siorage
facilities. It is estimated that the poor quality of farm-1o-
market roads adds 30 percent to the cost of farm
products as only about 18 percent of paved roads are in
good condition,

To make matters worse, the agriculural sector faces
tightening of some of these constraints. Growth in
oulpul of 55 percent over the decade of the 1980s was
derived from a 13 percem increase in cultivated area, a
20 percent increase in water availability at the
farmgate, an 80 percent increase in ferilizer use and a
260 percent increase in the number of tractors.
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Cultivatable fand and farmgate water are constraints
that have liitle patential far further Increase, while
tertilizers and the use of tractors appear 1o be reaching
the limits of their high returns, In fact, excessive use of
these inpuits may be contributing 1o problems of soil
erpsion and degradation that could inhibil production.

Fragmented landownership. In spite of Pakistan’s
highly concentratied landownership averall,
fragmentation of landhaldings is becoming a majar
problem. Some B0 percent of farms are less than 5 ha
and 47 percent are smaller than 2 ha. The sharing out of
land to many children increases the number of fanms,
thereby. reducing the effickency and deliverability of
services. In-general, the sraller farms have less access
to credit, machinery and other productivity-enhancing
inpits, In addition, thoy are risk averse, less diversified
in crops and have less marketing flexibility. A limited
availability of land titles, high ransfer 1axes, non-
avaifability of credit for consalidation of Land and
restrictions on sulsdivision all inhibit change. Thire
have been several hall-heaned attempts at land reform
since 1958, but linle actual change. Understandably,
people place high value on landownership for food
security and because of insecurity. about future
government policies.

Limited irvigation supplies, Pakistan’s weather would
allow glose to 200 percent cropping intensity in many
areas but water limitations rechice it to an average of
116 percent. Rainfall is highly variable and seasonal, so
Pakistan relies on irrigation fed by the Indus River.
Pakistan possesses the world's largest contiguous
surface distribution system with 36 000 miles (58 000
km) of canal conveyance and mare than 1 million miles
{1.6. million kmj of water courses, channels and ditches
reaching an area of 10.4 millian ha, Some 78 percent of
cultivated land is irrigated and the rest s rain-fed
{barani lands). Al presem, 90 percent of outpul comes
from irrigated areas, but estimates are that no more than
a 10 percent expansion jn irigaled area is possible and
only at greal cost. Even lrrigation does nol prevent
seasonality: B5 percent of the system flow is in the
kharif season and 15 percent occurs during the raby
SEAMIN.

Reliance on the: lndius River basin results T lile:
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cantrol over supply, an inabllity to charge based on
usage and high losses from uncontralled flows, Water
lasses occur in three main ways; along the canal
system, in the watercourses and on the farm. The
efficiency of the system is estimated at about 35 1o 40
percent. This figure compares favourably with irrigation
systems in other countries, but degradation and lower
recyveling reduce what is available in Pakistan. Farmers
are responsible for the maintenance and operation of
the water coutses, which are being lined through
caoperative projects invalving farmers and the
govermment. About 25 percent of the walér courses
have been lined over a 20-year period.

Both water quantity and quality pressures are rising.
Agricullure cansumes mare than 90 percent of cument
waters supplies: but urban and rural residential,
commercial and industrial needs are growing, (n
addition, watet quality is degraded by agricullure, as
wiell as by other uses. About 25 percent of urban areas
are not equipped with adequate sanitation and anly
3 percent of industrial users treat their effiuent to
international standards.

Farmers are becoming more aware of conservation
and efficiency from intercropping, but many are at the
mercy of a water supply provided by the Indus River,
Muost of the area where fresh groundwater is avallable
has already been exploited with tubewells and private
investment in tubewells is al about replacoment levels,
There is growing concern as well abour infiliration from
saline aguifers into fresh groundwater supplies because
of the extent of pumping from tubeswelis, About 10
percent of cultivatableland is out of production as a
result of severe salinization, while 5 percent of
cultivated lands are in the same condition, leading to a
total loss of crops. Another 10 porcent of cultivated area
is slightly ar moderately saline with a resulting crop loss
of ane-third 1o two-thirds. Some secandary safimity is
OCCUTIng,

The topography is refatively Tat in many areas and
the irrigation system was not designed ta follow the
land contours so waier is not used in an optimal
manner and drainage is poor. As a result, walerlogging
of the sail s a serious problem. Over 20 percent of
cropped land is somewhat or very waterlogged. System
drainage construction is occurring slowly bul increasing
demand s outpacing the gains from improved drainage.
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Oither measures being taken are programmies of soil
conservation and watershed management but these are
still small-scale.

Soil erosion s causing siltation in the reservoirs at a
ratee of 60 million 1onnes per year. An astimated 11
percent of the reservoirs’ combined storage capacity is
expected 1o be lost by 2000. Storage capacity 13
impartant to the system as it is the only way to control
water flows in heavy rain systems and to deliver water
in a controlled manner.

Inadequate social and physical infrastructure. Social
and phycical infrastructure in rural areas is starkly
inadequate in Pakistan and the services available in
provinces and villages vary widely. Where education
and health care are available, they aften lack essential
materials and trained personnel. A complex division of

“duties between the provincial governments and the

national government in providing services and materials
to agriculture exacerbates an already inefficient
transporfation and distribution network. Lack of
physical infrastructure such-as roads, stores,
refrigeration units, refrigerated transpon and cargo
services at airports limits the ability of the private seclor
to modernize agriculiure and deliver benefits back to
farmaers.

Unavailable and low-quality inputs. Power, credi,
seeds, fertilizer and pesticides have been provided to
farmers al subsidized rates, bul are frequently not
available when farmers need them and are of poor
quality, Furthermore, widespread corruption, diversion
and adulteration of materials have inhibited the
development of efficiently functioning inpul markets
and have led 1o the inefficient and inequitable dellvery
of essential inputs, Subsidies have been or are being
phased out and farmers face rising prices withoul yet
receiving the benefits of improved supply.

Agricultural credit continues to be heavily subsidized
but inefficiently and inequitably. The problems include
low allocations of credit (only 30 percent of demand is
being met), improper and cumbersome disbursal
mechanisms (anly 75 percent of the funds allocated
were distributed in 1994}, carrupt banking practices,
lack of technical expertise and antiguated systems. A
combination of negative real interest rates and little
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enforcement of payment results in incentives for waste
and the use of funds in an Inefficient manner. On a
broader level, the provision of about US$300 million in
agricultural credit by the governmeni al negative
interest rates increases the money supply, worsens
inflation and discourages saving.

Oniher credit policies affect agricultural productivity
more directly. For instance, the same rates are charged
on all banking loans and have in 1he past been made
only with land as collateral, limiting availability to

landowners, Mare recently, farmers with long-term

leases are able 1o get credit on the basis of lease rights
and have incentives to increase their output, while only
b percent of sharecropping households have access to
bank credit and have less incentive to invest in
productivity-enhancing lools. Collusion between
banking officials and large farmers has allowed the bulk
of credit fo be directed towards the large landholding
families and farmers with greater political influencs,
The Agriculture Development Bank of Pakistan (ADBP)
has recently streamlined its loan-making process,
especially (or small farms, through a “one-stop
shopping” credit window and increased outreach 1o
villages.

Anather innovation 1o suppon rural development is a
programme of small loans to women for cottage
industry activities. The programme began In 1993 with
150 million rupees (LS54 million) available for loans.,
The use-of female loan officers to seek out women
interested in commercializing their handicrafts or other
activities has successfully overcame the cultural
barriers preventing women from obtaining credit and
engaging in business. As with the Grameen Bank of
Bangladesh, the repayment rate of almast 100 percent
is far higher than the 60 1o 80 percent for typical
agricultural loans made by ADBP

Lack of information. There |s-a serious information gap
throughout the séctor. Starting from a large cohont of
semi- or iliterate farmers, who have few means of
communication avatlable 1o then apart from the
extension agent ona motorbike, and ending with the
agricultural mesearch and teaching institutions that are
rigid in their structure and completely autonomaous in
their operations, there is little sharing of knowledge.
Informaticn is shared primarily when farmers
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reports. They ame eager 1o replicale successes, but lack

;: the technical expertise to find out why there are

[. 4 {:} differences in yields among themselves. One study

VJ ‘ showed that the main scurces of farmer information
about crop technology are the radio and other farmers.

The agriculture extension programme is very

bureavcratic. Subject matter specialists with training are
not mobile and generally use field days 1o convey
information, These are followed up by grassrools agents
who are underequipped and have lithe education. They
are required 10 visit large areas on matorbikes, which is
slow and difficult during the rainy seasons, Even more
of a problem is the lack of training and expertise they
have. Onesway information transfer is commaon and
women and small farmers are often ignored.

Environmental degradation. A final problem thal
derives from most of those discussed above is
environmental degradation. s 1oll on agricultural
production has not yel been quantified, but it appears
o be increasingly responsible for poor resulis in the
gCtorn

There is concern about aquifer contamination from
heavy use of nitrate fertilizers and pesticides, and 75
percent of farmgate water is brackish. Farmers have had
little training in fertilizer use, soll and crop
requirements, They aften apply whatever they receive;
fertilizer use doubled between 1980 and 1993, As a
result there is less application than is required for most
crops, but excessive fertilizer use for cash crops such as
cotton, rice, sugar cane, fruits and vegetables.
Regulations abaut application are not enforced,
Pesticide use has increasad fivedold since 1981, but the
low quality of the pesticides applivd may be causing
pest immunities.

Siltation and emmsion may he factors in the flooding
that destroved the callen crop in 1994/95. Unrestricted
grazing adds to the problem. Most farmers do not have
access o facilities for testing their soil, seeds, crops or
livestock. This gives rise to recurrence and persistence
of pests, disease and poor soil - problems that are
undermining Pakistan's efforts to increase productivity,

tn sum, slow growth in productivity is a complex
isstie requining many different types of responses. Some
experts in Pakistan are not optimisiic, pointing out that
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even i government targets are met every year, food
output may not keep pace with population growth,
They estimate that production must rise by 410 5
percent annually to provide adequate food, excluding
provision for losses, Others have pointed 1o the clear
opportunities for improving yields and the management
of farm systems,

The Govermment of Pakistan is taking measures (o
address these issues. It is focusing on infroducing new
high-yielding variaties to more aneas, bringing irrigation
10 rain-fed areas and improving the availability of
inputs. A high-level Agriculture Ministry official has
declared that self-reliance in wheat can be achieved in
three 1o four years by taking marginal lands out of
production, mare infensive cropping, efficient input use
and encouraging wheat praduction while discouraging
sugar production. The government retains primary
respansibility for the provision of inputs, while relying
increasingly on the private sector for output
distribution. A high-level National Agriculture
Coatdination Committes is being established o
accelerate current plans, such as the existing water
management programme, and implement new ones.

It is clear that Pakistan’s agricultural experts are
aware of the steps necessary to improve productivity. Al
the same time, they face declining budget allocations 1o
the sector, mandates 1o reduce government intervention
and tightening resource constraints. The govermment
recognizes that allowing prices to reflect comparative
advantage better s a necessary but not sufficient
candition for an efficient agricultural sectar, It Is also
developing non-price policies to provide appropriate
assistance in the form of increased informatian,
research and testing tools and pollution prevention
Measures,

Progress and problems

As Pakistan moves through its second decade of
economic reform, it faces significant opportunities amid
growing obstacles, Major changes in economic policies
and institutions have been accomplished and these will
lead to the rationalization of prices antl resource use, a
stranger private sector and the ability to integraie into
the global ecanomy if they are maintained. The end
result will be improved economic performance and
increased investor confidence. The challenge is for the
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lang-tenm benefils of economic reform 1o appear belore
the shon-term problems of social, political and
environmental deterioration become overwhelming,

Calls for increased social and developmen
expenditures have been getting lowder for several years
as the country's economic conditions woarsen and
poverty grows, Monetheless, many of the economic
reforms pursued under the conditions imposed by
intermational lenders have squeszed the bloated
govemnment sector. The plan has been to increase
expenditure gradually in the needed categories while
reducing expenditure on subsidies, defence and,
eventually, interest payments. Cuts in governmaenl
budgets are taking a heavy 1oll on agriculiure. The
allocation to agricullure has dropped in each of the
five-year plans and the Eighth Five-Year Plan (1993-98)
allocaties only about 1 percent of the 1otal 1o
agriculiure,

Rationalization of input prices and the wade regime
will help agriculiure survive the cuts in subsidies, but i
will be effective only if the institutions for participating
in the market economy are allowed 1o develop, The
programme to remove trade barriers and protection for
somer commodities must be matched with provision of
essentinl public goads and services. The most importan
al thee are plant research and extension (o reduce the
devastating effects of disease on the sectorn, provision of
insurance, credit and non-distonting price or income
support to reduce vulnerahility o supply-shocks and
infrastructure for marketing and delivery of inputs and
outputs. Other opportunitiés have been identified (o
develop production of fruits and vegetables, non-
traditional edible oils and other crops that can olerate
the vagaries of water and <oil conditions in certain parts
of Pakistan.

Social and environmental problems are mounting in
both rural and urban areas, They affect Pakistan’s ahility
to produce and deliver food, as well as weakening
confidence in the govermnment. The highest priorities for
the government are again in the area of basic public
ponds, such as education and health services; access to
sanitation and clean water; development and
distribution of technology and information for pollution
prevention; and population control. There is spme
concern that an urban bias is increasingly depriving
agriculture of adequate land and water resources in
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Pakistan, Regardless of the reasan, social fensions are
likely to mount as these natural resources become
sCancer,

Pervasive problems affecting agriculture and other
sectors which must be dealt with include smuggling,
incentives for corruption and diversion of goods and
bureaucractic inaction, Including the enforcement of
laws. The increasing political violence in Karachi and
elsewhere presents a serious deterrent to foreign
investiment, as well as an uncertain irading environmen!
at the por.

The government has taken action to resolve some of
these problems, but this has not yet been enough.
Spending on social programmes increased in 1994 by
33 percent to 2 percent of GDP, 72 percent of targeted
industries have been privatized and investment is now
allowed in previously closed sectors, such as banking,
transpaort and power. There is a clear intention 1o
improve the quality of public services and develop
systems of resource protection and management. These
efforts must all be continued and accelerated as
population growth, economic reform and poverty are
simultaneously addressed.
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REGIONAL OVERVIEW

Economic developments

The economic environment in Latin America and the
Caribbean in 19495-96 has been strongly influenced by the
effects of the financial crisis that ok place in late 1994 in
Mbexico and successively in Argentina. The deep recession
that followed the crisis in' these two countries was largely
mesponsible for a significant slow-down in the region’s rate
of GOP growth, The reduction of capital flows 1o the region
was not as pronounced as Initially feared, however; growth
i most other countries slowed only slightly, inflation
continued 1o decline = with the major exception of Mexico
— and expons remained buoyant, Nevertheless, there are
concerms over current account deficits which, particularly in
Brazil, have reached extremely high levels, as well as aver
the sustanability of capital inflows, competitiveness
problems linked to currency overvaluation and the
deteriorating social conditions in several countries, In this
general context, the performances of regional agriculture
have remamed disappointing despite remarkable success
staries, particularly in the agro-export sector, in some
couniries,

After a healthy 3.6 percent average annual economic
growth rate between 1991 ancl 1994 —with the 5 percent of
1994 being the highest dnce 1he late 1970s — the region’s
economic growth slowed sharply 1o less than 1 percent in
1995, The financial crisis and measures 10 reduce
macroeconomic imbalances and regain international
credit resulted in strong economic recession in Mexico
{-7 percent) and Argentina (+4.4 percent), Uruguay also
experienced a reduction in economic aclivity that was
caused mamly by the growing interdependence with the
Argentinian economy within the framework of the Southem
Comman Market (MERCOSLR), In Brazil, on the ather
hand, the remarkable success of the Real stabilization plan
favoured a substantial reactivation of the productive activity
n 1994 and 1995, Allhough lower than the previous year,
GOP growth was still a healthy 4.2 percent in 1995, ihanks
in particular o very good perdormances in the agricultural
seclor, Estimates for 1996, however, poaint 10 a significant
deceleration in Brazilian growth, to 2 percent or less, with
agriculture being again a major, this time negative, facior in
the overall pedormance. Venezaela recorded a slight
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improvement after the deep recession of 1994 which
reflected favourable results in the oil sector, Chile and Pero
achieved growth rates above 7 percent.

Growing unemployment and lower real wages weare
recorded particalarly in Argentina, Mexico and Uruguay,
The need 1o respond to the financial crisis forced Amgenting
and Mexico 1o implement painful fiscal adjustments

including substantial rises in taxes and public-secior sevice

fees and, in the case of Argentina, pulilic-sector wage cuts.
These measures had the inevitable effect of aggravating
situations of poverty and social tenslon.

From 1994 to 1995 the average regional inflation rate fell
from about 337 percent to 25 parcent, the lowest in 25
vears, Such spectacular progress reflected mainly the _
success of anti-inflationary policies in Brazil, strict monetary
management in Argentina and other successful stabilization
effons throughout the region. By February 19496 the annual
inflaticn rate in Amentina had fallen to a negligible 0.3
percent and the monthly rate in Brazil (o 0.7 percent, the
latter being the lowest in over 20 years. In Mexico, by
contrast, the financial crisis and new peso devaluation
caused an upswing in inflation to 52 percent in | 9495,
venezuela's inflation was also ardund 50 percent.

In the external sectay, a significant improvement was
achieved in the frade balance, with the region recording a
LIS$8 hillion surplus in 19495, This was the result of 213
percent increase in real exports, with those of Argentina
rising by 30 percent and eight other countties In the region
reporting rates of over 10 percent. Improvement in the
export performance was caused largely by higher
commadity prices, in particular for copper, cotton, whest
and woal, which enabled a improvement of nearly 2
percent inthe region’s terms of rade, In the case of Mexico,
the gains in compelitrveness hrouitht about by devaluation
strongly boosted exports and this, together with a
contraction in impods, contributed o a vinual balancing, by
end-1995, of the previous large deficit in current accounts.

Agricultural performances and issues

Far the region as a whale, agricultural [crop and livestock)
production was estimated 1o have increased by 1.8 percent
in 1995, a significant trop from the 4.0 percent growth
recorded the previous year and anly slightly better than the
medincre average growth of 1.4 percent during 1990-94.
This overall result stemmed from widely varying country
situations, Among the largest producers, oulput in Amentina
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"_\ri} rose by 5.5 percent in 1994-95, having stagnated since the -
early 19905, This increase was the result, in particular, of
good rice, wheat and sunflower crops. The recavery was
short-lived, however, and agricultural outpul was expected
= 1o fall in 1995-96 after the worst drought for 20 years

affected extensive agricultutal areas of the country in 1995,
Agriculture was also hit by higher credit costs in the
aftermath of the financial crisis. While the intemational
competitiveness of Argentinian agriculture continued 1o be
negatively affected by the peso overvaluation, the
elimination of export taxes provided compensation 1o
exporters. Among the main export items, the market outloak
for meat appeared especially bright in view of the progress
achieved |n eradicating foot-and-mouth disease, increased
demand for Argentinian mear in Europe following concems
over “mad cow disease” and preferential access to Brazilian
markets in the context of the MERCOSUR agreement. The
praspects for grain exports also appear favourable in view of
the current tight Intemational market situation and high
prices for these products.

In Brazil the stabilization plan seems 1o have had negative
effects on the agricultural export sector because the ensuing
currency overvaluation and credit tightness coincided with
wieak prices for some important expor products.

Agricultural production was expected 16 decline by about 5
percent in 1996, largely reflecting credit restrictions
introduced the previous year, having expanded by about 6
percent in 1995, Cereal and oilseed output were expected
to fall by 10 percent in 1995-96, while meat production was
expected to increase significantly. .

In Chile, the agricultural sector continued ta show strong
dynamism, particularly expaornt crops, led by forestry
products and pulp for paper In 1995 the sector increased by
5 percent despite a winter deought. A key factor in the
expansion of agriculture was the strong rise in prices, in
panicular of fish-meal, which rose by over 20 percent, and
woodpulp by over 60 percent relative 1o the previous year.
Far the first time, expons of forest products exceeded
traditional agricultural expons, while the area under
commaercial forest plantations continued to expand, partly at
the expense of traditional crop area. Production and trade of
fresh and processed fruit also remained dynamic.

In Mexico the-ecanomic and financial difficulties and
depressed jnternal demand, along with a severe drought in
the noathern parts of the couniry, resulted In severe
production shomtfalls, particularly for cereals and oilseeds

—=_—_...—— — —— —— |
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Restrictive monetary policies led to a 36 percent decline in

tenal agricultural financing during the first months of 1995.
Interest rates rose o exceptionally high levels betore

stabilizing at 30 10 40 percent by the end of the year. The
peso devaluation favoured exports of vegetables and fruits,

which had already besen enjoying good competitive
positions in internatlanal markets; but also resulted in
higher costs of, and reduced demand for, imported Inputs.

The agricultural sector in Peru continued 1o show
dynamism; despite 4 marked slow-down from the 14
percent growth recorded in 1994, thanks 1o good climatic
conditions, a strengthening in internal demand and an
improved environment for investment. Potaloes, sugar,
coffee and livestock products had the strangest production
perfarmances. while rice crops declined. In the case of
potatoes, good production conditions actually led 1o some
overproduction and depressed prices, damaging small
producers and emphasizing the peed for better crop
programming and management, market information and
crop diversification. _

In' Cuba, reform measures contributed to the revival of 2
number of subsectors including meat, iohacco and

vegetables, which showed booming pedormances in 1995,

The key sugar-cane sector is facing a deep-crisis, however,
with-praduction in 1995 having fallen to 33 million tonnes,
the lowest in decades, Shoages of machinery and
fertilizers, as well as labour problems during the harvest
pariod, contributed 1o the crisis.

Agricultural performances in the Central American and
Carlbbean subregions ranged from mediocre 1o poor in most

‘countries. Indeed agricultural praduction in 1995 fell from

the previous year's level in Antigua and Barbuda, Belize,

‘Cuoba, Bl Salvador, Dominica, Haiti, Panama and Trinidac

and Tobago, although in the latter country the decling 1ook

place after an exceptionally favourable crop year in 1994,

Onlya few countries; including Guyana, Guatemala,
Honduras and Micaragua, achieved agricaltural production
increases significantly above population growth, Such
generally disappointing performances occurred against the
background of already poor trends since the early 1990s.
{The experience of Central America is discussed in The State
of Food and Agriculture 1995)

The role of agricultural policies
Agricultural policies in the region have been strongly
influenced by the general economic policy environment, In
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general, the process of agncullural market liberalization and
external opening has been pursued, but with varying
degrees of policy commitment ranging from the example of
Argenting, where the process has been radically pursued, 1o
that of Venezuela where slate intervantion ln market and
pricing mechanisms has remained significant.

In the case of Argentina all forms of subsidies, market
imervention and exporn taxes were eliminated. Only minor
supporl measures to agricultural production subsisted, such
as a special credi ling inroduced in mid-1995 through the
national bank for financing ollseed and maize crops,
althaugh at conditions close 1o those of the market. Such
measures were inlended 1o ease the credit shortages and
high lending costs ansing from the rigid financtal contl
policy. The other remaining form of direct support is a
special fund for lobacco production, although its
climination is also under discussion.

I Brazil, one of the elements of the ongoing stabifization
programme has been the replacement of the ald system of
indexed interest rates by a systermn of variable interest rates,
which are also applicable to agricultural loans. Following
the dramatic abatéement of inflation, interest rates declined
by half, but many farmers still considered agriculisral credi
availahilily too lHmited and its cast too high. New lnans alt
fixex] interest rates have been created for maize production,
however, and special lines of soft lending have been
introduced for small farmers and selected products {cotton,
rice, manipe), Moreover, the government requests the banks
ler devote part of their portfolio 1o agriculture and is also
pressing lage producers 1o enter commaodity futures markets.
Support 10 the Real resulted in currency ovenvaluation
which reduced external competitiveness for exports and
created greater incentives for impors. This caused protests
from agriculiural producers, especially because
compensation from subsidized support programmes were
no longer available. Complaints were also raised about the
high taxation of primary product expons, which diminishes
according to the product’s degree of processing. The
harmimnization of phytosanitary regulations and the

-adoption of comman tariffs under the MERCOSUR
agreement have répresented enhanced opportunities but
-also challenges 1o the competitiveness of Brazilian products.
Tariffs have been reduced to an average 20 percent, although
for some products they were ratsed: in the case of rice, for
example, from 10 to 20 percent. For the first time, cocoa
will be imponed in compeltition with local production.
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Agricultural policies in Chite include support far some
products, credin for disadvantaged farmers, expont
promaotion and investrment in infrastructure and services for
agricultural production and marketing. In particular, support
measures were introduced or strengthened in respanse to
the competitive losses associsted with currency
appreciation since end-1994. Among the most significant
measures were the establishment of an export promotion
fund with an initial US$10 million capital and the
introduction of additional duties on impors of some
products, including wheat, sugar and vegetable ails, when
prices fall below predefined levels and during certain
periods of the year, A number of phytosanitary restrictions
are also applied on imports, Chile has a diversified tarifl
system thal varies according o the existing agreements with
trading partners. A recent study by agricultural
entrepreneurs concluded that the entry of Chile to the North
American Free Trade Area (NAFTA) and MERCOSUR would
reduce traditional crop production significantly.
MERCOSUR would have negative effects on Chilean
agriculture overall, while NAFTA would benefit exporters,
especially of processed products.

An issue of considerable concern in Chile is forest
management, A recent study by the central bank estimated
that, at the current rate of deforestation, only hali of the
current 7 million ha of forest land will sulssist aver the
coming 25 to 30 years. The results of the study have been
challenged by industrial organizations. Another study,
sponsored by the French forest agency, concluded that
uncler current rates of exploitation all perennial tree species
will have disappeared in 30 years, The seriousness of the
problem prompted the government to introduce new
leglslation to regulate forest exploitation.

The entry into force of NAFTA has considerably
influenced agriculture in Mexico. Trade liberalization under
the Agreement had resulted in a 17 percent increase in
agricultural imponts from, and a 7 percent increase in
expoits o, the United States in 1994, The financial crisis
and devaluation of the new peso radically changed the
picture; in 1995 agricultural exports to the United States
rose by 35 percent, and imports fell by a similar amount,
Along with the process of tariff elimination, for which a 15-
vear transition perind has been established,™ negotiations
have been pursued on the harmonization of phytosanitary
and labelling standards.

After-a probationary period, the Procampa programme of

—_— = . - —_—_E _ I I el B



LATIN AMERICA
AND THE CARIBBEAMN

N7
%

divect income support to farmers, which replaced the old
system of price support, entered a permanent phase of
implementation in 1995 It recognized a contribution per
hectare (440 pesos in 1995) and according 1o wpe of
product (grains, cotton, rice), The government also
announced a new scheme to restructure agriculiural debt in
the face of problems arising from the financial crisis,
although such a scheme may invalve public expenditure
costs and inflathonary pressure.

Following the presidential elections in April 1995, the
Ciovemment of Pere has adopted important meastices in
favour of agriculture. In July 1995 a new landawnership law
was promulgated that was expected, inter alia, 1o provide a
better climate for credit and investment, At the same 1ime,
new regulations were issued 1o protect small farmeérs and
indigenous communities wha had, ar were at risk of having,
their land occupied by atler groups. New legislation was
also being studied 1o reduce the inefficiencies and abuses
that characterize water use through the sale of wtilization
rights. A new law was also being discussed in Parliamen
that aimed at environmental protection as well as
addressing employment and investment concerns, The
introduction: of an 18 percent tax on the sale of agricullural
injaits has been the object of intense debate. The Ministry
of Agriculture s undenaking a major programme 1o
resgularize landownership tithes, which will enable
tandownership to be used as collateral for agriculiural
loans. Inadequate credit availability is, indeed, a major
limiting factor 1o agricultural development in Péru, The
government offers special credil lines for the purchase of
inputs, bul their scope is inadequate 1o meet demand. Some
agricultural associations have proposed the creation of a
rural bank 1o complement the rale of existing rural financing.
funds by offering long-term cradit, Anather govermment
ennitiative, so far little used by farmers however, has been the
establishment of a market information netwark.

Agriculiural polic ies in Menezoela differ from those in
maist ather countries in the region in that they have
maintained a strong interventionist and protectionist
character, despite various attermpts at liberalization between
the yiears 1988 and 1993, New legislation for agricultural
development is currently under discussion to provide the
legal framework for agricultural palicies in the coming ten
years. The general aim is national self-sufficiency in food, 10
be achieved through various mechanisms of state pratection
of the sector. Temporary foreign exchange contol measines,

p==——————— 0 ' s L TR
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W aimed at limiting imports, were being applied in 1995, A
L -(? : niimber of impor priorities were established, including
) some essential foods and inputs for agricultural and agro-
} inclustrial production. A price band system was adopted in
) May 1995 in line with Andean Pact (AP) provisions and

aimed at stabilizing domestic marke! prices and ensuring a
certain pratection to agricultural producers when
international prices fall below predetermined levels: Rigid
phytosanitary controls and regulations, implemented on the
basis of over 300 obligatory standards, have been
established by the compeiént agency as a means o
regzulating imports, Price:controls on over 120 consumer
iterns, including foodstuffs, have been enforced since 1994,
Attempts were made in 1995 a1 liberalizing prices within
the framework of an anti-inflatlonary pact between the
government and enterprises, but these did not reach any
concrete result, One of the most impatant programmes of
govermment support to agriculiure concems delby
refinancing at subsidized Interest rates: In addition,
subsiclies are granted for the purchase of food by poor.and
vulnerable groups (schools, children, Bctant mathers). In
Décember 1995 a new pilol programme was introduced in
five cities o enable poor population groups to purchase
pssential foods at prices befow those officially controlled.

In Cub, the government has been pursuing economic
reform slowly, within a context of major economic and
financial difficulties. An important element of the refom in
agriculiure has been the accelerating decollectivization of
the land, Less than one-third of the cultivatable land
remains under state farms (about three-quarters in the early
1990%), thee rest having been progressively allocated 1o
various forms of cooperatives and privale small farms.
While the state still provides production regquisites on
preferential lerms and establishes production quotas for
public procurement, the private sector is allowed to sell any
amount of production in excess of the guota on the free
narket,

Prospects and emerging issues

The outlook for the region’s agriculiure will be largely
determined by the ability to overcome the prolilems and
uncefainties that cloud the macroeconomic envirenment.
The severe shock represented by the Mexico crisis showed,
on the one hand, considerable resilience within the region’s
economies, insharp contrast with the events that folloveed
the crisis of the early 1980s. On the other hand, it also
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underlined the risks involved in capital flow volatility and
the importance of maintaining intermational canfidence
through unflinching commitment to economic stability and
reform. If the region's economies emerged relatively
unscathed from the ecent crisis It is 1o a large exten
hecause Argentina and Mexico, as well as some other
countries, proved such a cammitment to exist. In addition,
two major elements of the reform effort played an imporant
role: the economic opening, which enabled exports to
become central parts of the post-crisis adjustment; and the
economic liberalization and integration, notably within the
NAFTA and MERCOSUR agreements, which proved to be
major elemaents of stability.

While the need for pursuing and deepening economic
reform is bevond gquestion, thens ane, however, elements of
the process that raise concetn, natably for agricullure, The
actual or perceived consequences of the deregulation of the
agricultural and rural economy are subject to consideralle
controversy, Chre theme fuelling the debate is the
disappointing pedomance of the agricultural sector since
the early 1990« in coincidence with the accelerated
process of marke! liberalization. The 1990s have witnessed
signilicant improvements in average yields, which have
risen by 3.3 percent per year compared with 1.3 percent
during the 1980s; the cultivated area, however, faf from
expanding as it did during the 19805, has declined by 2.2
percent annually, the resull being a 1.4 percent annual
increment m productiom. This rate of growth, below even
that of the depressed 1980s (2 percent), is clearly
Insufficient 1o allow agriculture to contribute adequately o
the food security and sconomic growth of the region.
Obviously, such overall mediocre performance reflects
many factors nol necessarlly related 1o the refarm but, as
reviewed above, a number of features stermming from recent
policies — such as overvalued exchange rates, the reduction
of public support, higher credit costs, and the overall
demand-compressing effects of fiscal and monstary restraint
— have undoubtedly played an impontant role.

Another debated issue is the extent 1o which ecanomic
ltheralization has cantributed to accentuating income
Irﬁﬁualitiu, overall and [n fural areas. Economic
Commission for Latin America and the Caribbean (ECLAC)
estmates suggest that the already notoriously unequitable
ncome distribution patterns in the region have tended to
gt wor'se in many countries throughout 1980-1992. How
this phenomenon has affected the rural sector in recent
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'2'\1-{ = years has not yet been fully assessed, but evidence points
-{? - not only 1oan accentuation of income inequality, but also 1o
P cases of growing pauperization in rural areas, where over
\?f Lr:} half of the people live in absolute poverty, This is largely
: attributable 10 the deregulation of the niral economy which
favours primarily the larger producers and traders who
already enjoy conditions of competitiveness and are betier
ahle to capture the oppontunities offered by unrestricted
markets. By contrast, the progressive retreat of the state has
translated into serious problems for large segments of the
traclitional peasant sector for whom economic viability was
strongly linked to state support, The recent financial
difficulties faced by several countries further restricted the
ability o help small producers in such areas as technical
assistance, credit and debt alleviation,
These features bnderline how difficult it is 1o find a policy
blend that simultanéously, addresses the needs (o
consolidate macroeconomic stability, resume sustainable
growth and share equitably the benefits of growth among all
segments of society, Furthermore, they point to the need for
coherent policies to facilitate an orderly transition 1o a
deregulated rural economy. Such policies should
encompass festructuring of factor ownership in coniitions
that ensure equitable sharing of resources, safety of
investment, dynamism of land markets and efficient use of
resources. Experience has shown, most recently in the
example of Peru, that this form of policy action can
campensate effectively for the reduction or elimination of
preevious forms of direct support. At the same time, fiscal
policies should onent economic activity towards rural areas
with prochictive potential. Such policies are nesded in order
1o avoid a process of rural transformation that merely takes
the form of an abandonment of the lancl,
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COLOMEIA

In a region where economic volatility is the norm, Colombia
stands as an island of relative economic stability. This result
is a consequence of decades of prudent and stable fiscal,
myonetary and foreign exchange rate policles. Such policies
have kept the economy insulated irom the great booms and
recessions experenced by other Latin Amerfican countries.
Ag a result, the Colombian economy remained virtually
unaffected by the debt crisis of the 1980s displaying instead
the region’s highest growth in GDP for that decade.

Stability in economic performance has been achieved
simultaneously with substantial changes in economic
structure. After a large coffee boom in the mid-1970s,
economic growth was-led by the service sectors of the
economy until 1982 In the 1980s, the mining sector
accelerated dramatically, as a consequence of impartant
findings of coal and petreléum. In the laller half of the
decade; after a mild macroeconomic adjustment
programme, agriculture and manufacturing both outpaced
the wrvice sectors, spurred by the devaluation of the real
exchange rate. '

From 1986, a new attitude of “infernationalization® of the
economy took form in a programme of gradually increasing
exposure to world market forces, The pace of the
programme accelerated rapidly In 1990, when major
ecomomywide reforms were announced as par of the
Aperturd lm:-_enihg] of the ecunomy. Aperiura was the
Colombian version of the programmés of lrade liberalization
and increased reliance on market forces that took place
throughout the region from the mid-1980s onwards, In
Colombia, the reforms were presented as the anticote {o
slowing rates of productivity growth recorded in several
seciors during the 1980s and to the limitations stemming
from the relatively small size of the domestic market,

The economy responded well 0 the new policy regime.
Rates of growth have surpassed 5 percent per annum since
1993, Private investrment increased to record levels and
unemployment has exhibited a continuous decling since
1980 However, some of the reforms posed difficulties in
cerain seciors that had traditionally been protected from
wotld market volatility, including tradable agriculiural
cmp_s.'FarIlng profitability in these sectors was exacerbated
by the appreciation of the exchange rale caused by the
massive inflow of capital from abroad atracted by high
domestic interest rates, the discovery of large oil reserves
and increased confidance in the economy,
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'-TI? Agriculture as a whole benefited from trade liberalization,
since impon barriers for manufacturing had traditionally
g favoured the allocation of résources 1o non-agriculturl
! activities, Neverhaless, immediately after the trade and
/]

markeling reforms, many tradable crops suffered a sharp fall
in profitability as a resull of lower tanffs, falling world prices
and an appreciating exchange rate. On the other hand, nan-
tradable crops such as tubers, vegetah!es and meat products
benefited greatly from increased domestic demand and new
intraregional rade opportunities with Ecuador and
Nenezuela, albeit after suffering harvest losses during the
intense drought of 1991-92, The negative resulis of 1997-
92, however, lurned farmer opinion against the refarms and
generaled pressures for compensatory measures.

Since 1993, planted areas and production levels have
displayed unimerrupted growth, partly as a result of the
implementation of emergency government measures, beller
metearological conditions and increasing international
prices. In spite of the rapid growth of agricultural imports,
after the adjustment to lower real prices, domestic
producers are now in a better position to compete with
foreign suppliers. Public and private effons have
concentrated on carrying out the research and infrastructure
development regquired 10 guarantee long-term profitaladity,
As a result, Colombian agriculture is better prepared 1o face
1he challenges of the next century than it was hefore 1990,

Macroeconomic performance

‘Economic setting: 1985-1990. After a period of recession
and growing economic imbalances since 1981, the
Colombian economy was subjected to a mild adjustment
programme stading in 1985. Public expenditures were
reduced, the tax burden was increased and measures 1o
devalue the exchange rate were put in place in order to
cortect the overvaluation accumulated since the late 1970s.
As a result of these measures, the fiscal accounts improved
rapidly and the current account switched from a deficit in
1985 to a surplus by 1986. GDP growth strengthened to an
average 4.4 percent per anpum in the 1985-89 period, after
haying grown at only 2.5 percent per annum from 1980 to
1964.

Export growth was particularly rapid in the second half of
the 19805, generating a sizeable trade account surplus as a
resull of favourable terms of trade and devaluation of the
teal exchange rate {after {alling by 20 percent in 1985, the
real exchange rate continued to depreciate at an average
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rate of 4,5 percent annually until 1989, when it was further
devalued by 13.5 percent). As a comsequence, non-
raditional exports grew at an annual rate of over 20
percent. Expor growih was further enhanced as from 1988,
when measures were taken to implement a plan of
internationalization of the econgmy

The new policy framework: apertura policies. In Augus!
1990, the pace of liberalization was quickensd with the
announcement of structural reforms in the lrade, financial

“and foreign investment regimes. These measures wore

followed, over the following three years, by the passage of
new legislation peraining 1o, among athers, foreign
exchange, monetary and labour regimes.

O the trade front, the gradual liberalization process that
communced in the final years of the 1980s was accelerated
in 1990 In that year, import quotas and other rade
restrictions were abolished. A timetable for Ll reduction
over a three-year period was announced, although its targets
wiere miel in less than 24 months, Tariff rales were reduced
from 363 percent in 1990 10 116 percent in 1993
Additionally, an aggressive agenda of trade negotiations led
(o special agreements with Venezuela, Ecuador, the Andean
Pact, G3 (Mexico; Venezuela and Colombia) and Chile,
Colombia also benefited from the Andean Trade Preferences
Act granted by the Linited States in 1992, which allows
most Colombian goods tanfi-free access to the United States
miatket until 2001 A similar scheme was negotiated with the
Eurapean Linion (EU), with preferences lasting until 2004,

A new financial regime was approved in 1990, designed
1o stimulate competition and the entry of new participants,
including foreign investors, inta the financial services arena.
Lineler the new scheme, the segmentation of financial
markets into specialized institutions was replaced by
universal bapking provisions. Forced investments were
reduced and the povermment announced a rapid timetable
for the privatization of a nuomber of state-owned banks. Thie
ninw regime also strengthened banking supervision norms

sand wereased capital standards o mternational levels.

Pravisions limiting the presence of foreign interests in the
Colombian economy, which had been established in the
early 19705, were eliminated in 1990, Controls on foreign
vestment were lifted for most aneas of the economy and
investors from abroad were guaranteed equal tax treatment.
Controls on remittances were also relaxed.

In 1991, controls on the capital account wene abolished

_————— _—————————_—_——————a == |
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and Colombian pationals were allowed to contract debis
directly from foreign lenders. The monopoly an transactions
in foreign exchange held by the central bank was abolished
and the market for foreign currency was transferred to the
private financial system. The “crawling peg” regime of
exchange rate management was replaced at the end of 1991
by a “dirty” float and, since 1994, a pre-established band
has been in operatian in order to allow greater influence of
market forces in the determination of the price of the
currency.

Thie [abour reform of 1990 removed uncerainties about
the costs of hiring personnel and made contracting
procedures more flexible, The social security system was
changed in 1993 from a pay-as-you-go system o one of
private capitalization, The new legislation expanded
coverage of pension and bealth benefits to a greater share of
the population and allowed private pension funds to
compéete with the public agency in charge of social secunty,
In addition, a new universal health system was Introduced,
according 1o which all workers are entitled o a mandatory
health plan, 1o which they must contribute 12 percent of
thelr wages,

In 1991, a new constitution made the central bank
independent from the executive branch, The mandate of the
new monetary authority emphasizes inflabion reduction
goals, The focus of monetary policy shifted from the growth
of monetary aggregates 1o regulation of interest rates
through open market aperations. The constitution also
mandated an ambitious fiscal descentralization regime, with
Increasing shares of ceniral governmenl revenuses
transferred to local levels. To compensate for revenues lost
through these transfers and from the lowering of tariff rates,
the income, sales and gas tax regimes were modified in
1992, The government achieved a neutral fiscal stance in
the 1990-94 period, raflecting the high priority awarded to
maintaining macroecanomic stability.

Performance. In spite of fears of an economic crisis as a
result of the trade liberalization, the Colombian economy
perormed surprisingly well in the 1990-95 period. GDP
growth increased continuously from 2,0 percent in 1991 ta
5.7 percent in 1994 and 5.3 percent in 1995, After falling in
real lerms fn 1991, investment grew at an average real rate
of 19.0 percent in the 1992-94 period, spurred by the lower
costs of capital gooads brought about by tariff reductions, the
appreciation of the exchange rate and confidence fn the

—_—
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future’ of the economy. Urban employment increased at'a
fasl pace, affering job opportunities 1o the growing |abour
force and reducing the levels of unemployment anc
informality of employment,

As.a resull of thes-appreciation of the exchange rate
(discussed below], the fastest growing sectors of the
HCANDNTY were J:n::rnr_s_H'rIramd among non-tradables.
Aggregale sconomic activity was led by growth in
construction of urban housing, oil and coal production,
public and private sepvices and financial activities: In
agriculture, production levels of meats, vegetables, tubers,

~sugar and oil-palm exhibited the highest rates of growth,

In contrast with the 1985-89 period, the exchange rate

-appreciated by 13 percent between 1990 and 1994, in

response 10 the increasing inflows of foreign exchange. The

‘causes of this phenomenon have been a subject of heated
debate amang Colombian economists. Among the factors

that seem to have played an important role were an
Intreased conficence about the future of the Colombian
scanomy after the structural refarms, the difference bobween
internal and external yields on shon-term investments and
the doubling of known oil reserves, This last facior was a

result of the massive I"rbl:iln.g_r. of high-quality crude in the
‘Cusiana and Eupuugua oilfields in 1992, which Inr,.reased
known oil reserves from 118 billion 16 almost 4 billion

barrils.

The appreciation of the exchange rate was accompanfed
by a surge in imparts, which grew: at real rates of over 40
percent in 1992 and 1993, Expont performance suffered
from falling profitability and low international prices,
particularly in traditional areas such as coffee. As a result,
the current account switched from a surplis of 5.6 percent
al GDPin 1991 to a deficit of 4.5 percent in 1994,

Policies 1994-1995. In August 1994, the (ncoming
administration reaffirmed its broad commitment 1o
furthering the reforms initiated fn 1990, including the trade
liberalization; However, a new emphasis was laid on
arresting the exchange rate appreciation process and on
Using growing tax revenues from oil production 1o rafse
spending on social programmes and infrastructure.
Employment generation is also an important objective, to he
promoted by public programmes that foster the
development of small private-sector enterprises,

In spite-of growing political uncerainties. GDP growth
was 5.3 percent in 1995, the result, in great part, of lamge



*

LATIN AMERICA
AND THE CARIBREAMN

N7 #e 4
i

increases in oil production and government services. The
central bank applied a tight monetary policy in order to
nectralize inflationary expectations:in the context of a more
active fiscal policy. Strong signs of an economic slow-down
were evident in the second half of the year and growth is
expected to/decline for 1996.

Sectoral policy changes and performance

The role of agriculture in the economy. In Colombia,
agricultuee has tradlifianally accounted for a higher shane of
GOP than in most economies of the region. This share was:
aboul 19.9 percent of GOP in, 1980; a result thar is
associated with the large natural endowment of lands
sulrahle four agrlcultural cultivation and with the absence of
alternative sources of foreign exchange such ac oil or other
minerals. By 1990, the sector sull accounted for nearly 17
percent of G'EI_H-_with nearly 25 percent of the population
still Jiving in rural areas, About 20 percent of the labour
force Is employed in the agrculiural secror.

Asa result of widely differing agro-ecological conditions
antl land tenure structures, Colombian agriculture is highly
helnmgun&gus. Expartables account for aboul 30 percent of
the value of production and include a smallholder crop,
such as coffee; and several plantation crops; such as
bananas, flowen, sugar and catton, Importable crops
contribute hearly 35 percent of the value of agricultural
production and include those produced by minifundia
farmers (Barley, wheat, maize) as well as cereals and
ailseeds grown i medium- and large-sized farms (sorghum,
saybean, oil-palm), Traditional non-tradable items account
far about 45 percent of asrnculiiral GDP and include the
large-farm dominated livestock sector, as well as vegetables,
fruits; tubers and ather staples produced in small BpErations.

The share of: Gop accounted for by agriculiure has been
declining over the past three decades: The sector grew at an
average annual rate of crnhr 1.6 percent in the 1980-84
period, asa result of falling prices, An appreciaing
uxchzrnge rate, declining public-sectar investmients and
prowing rural vialence. However, sectoral growth moee than
doubled o 3.7 percent from 1985 to, 1989, a5 a resull of
higher prices, a depreciating exchange rate and policies that
protected producer prices by restricting food impons. in
particular, the séctor bensfited {rom the Plan de Ofena
Salectivadselective supply plan), implemented in 1988 and
1989 1o promote production of cereals and ﬁl|iﬂfd5 by
guaraniesing high prices 10 producers,
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The growth pattern of Colombian agriculiure has entailed
more intensive use of land and capital than labour,
Ermployment opportunities in agriculture have not grown
significantly since the 1960s, a result of policies oriented
towards fostering the subsectors of livesiock and
mechanized large-farm operations. The bias has been
implicit in the pattern of public investment in agriculiure,
the orientation of the trade regime and the allocation of
sulbysidies.

Aperfura measures, Sectoral policies changed dramatically
as part of the economywide programme of trade
liberalization implemented since mid-1990, The new
regime removed the emphasis from the need for sectoral
policies, focusing instead on establishing a neutral
macroeconomic environment that would allow sectors with
comparative advantage to flourish. It was argued that
agriculture would benefit because of the overwhelming
resource advantage and the remaval of the traditional palicy
bias in favour of manufacturing.

The largest palicy shift came in trade-related policies.
Import restrictions were eliminated, including the
government monepoly on imports of most grains and
oilseeds. Tariffs on farm goods were reducied sharply from
an average of 31 percent in 1991 1o 15 percent in 1992, I
the same period, tariffs for agricultural inputs fell from 15
percent o 2 percent. Some importable crops (rice, maize,

sorghum, sovbean, wheat, barley and milk) and gne

exportable (sugar) were granted exceptional ireatment
through a variable tariff systern linked to a price hand
system. This system was designed 1o filter out largs swings
in internalional prices, providing only medium- and long-
term market signals 1o local producers.

The direct intervention activities of the public agency in
charge of agricultural marketing, IDEMA, wire sharply
curiailed. Purchases were restricted to marginal areas where
farmers faced severe difficullies in taking their crop to
market, Public stocks of grains were drawn down,
Guaranived producer prices for grains and oflseocds were
replaced by minimum prices set according to recent wiorld
markel trends. These measures were complemented by the
elimination of all consumer price contrals.

A special programme for the modernization and
diversification of lagging sectors was designed in 1991, The
atm of the programme was to cushion the blow of extemal
competition and help accommodate required nsource shifts
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i certain crops where local farmers were especially
uncompetitive, The programme focused on four smallholder
crops {wheat, barley, dark tobacco and figue, a type of jutel.
It inclucled technical assistance, Eemporary Price supos
and the encouragement of alternative crops. [n practice,
implementation of weveral key components of the
programme was delayed and this was later blamed for some
of the difficulties faced by farmers in 1992,

Special attention was given to opening new markets for
Colambian crops through trade agreemants. Many non-
traditional agricultural exports benefited from the trade
preferences abtained from the United States and the EU.
The enhanced integration with Andean Pact nalions opened

niew possibilities for farmers because Colombia enjoyed

greater comparative advantages in agriculiure than ather
Andean panners. Some of the potential gains from greater
trade within the Andean Pact, however, were thwarted by
the lack of harmanization among member countries in their
respective systems of price bands for importable crops.

Agricultural credil refarms initiated in 1989 were aimed af
increasing the volume of resaurces available lo farmers by
creatling a new rediscounting fund, FINAGRO, and
increasing market forces in the determination of the cost
and destination of credit. FINAGRC sought 1o supplement
the hanks” own funds for medium- and long-term
investment credit. Starting in 19940, interest rates for
medium- and large-scale farmers were increased to market
levels. A four-year schedule was announced for the
liberalization of interest rates on loans to smallhalders. In
spite of these measures, credit flows to farmers were
severely disrupted from 1991, when accumulated losses of
Caja Agraria, the agricultural development bank, paralysed
the issuing of new loans,

In the 1990-94 period, a number of significant reforms
were alwo undertaken with respect 1o key aspects of sectoral
palicy, A new policy for public support for irrigation
investments was designed in 1991 to increase the role of the
private sector in building and maintaining imigation
districts. A ten-year plan was adopted to increase public
support for irfigation and drainage investments, with
emphasis on large-scale projects.

Agricultural research responsibilities were transferred
from ICA, a public agency, 1o CORPOICA, a néw
comporation created with public and private funds, The aim
was 10 increase private-seclor parlicipation in the definition
of research priorities and funding. The reform was
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HL_? complemented by the creation of many crop-specific funds,
financed by contiibutions from farm revenuss, The main
\ objectives of the funds were to sponsor research and 1o
promote better marketing practices. Responsibilities for
extension and technical assistance for small farmers was
transferred from central agencies 1o municipal governments,

Land reform policy underwent a radical change with the
approval of legislation to use state funds for direct subsidies
1o beneficiaries, who are now responsible for selecting the
plots of land that they wish 1o acquire, Panticipation of the
state agency (INCORA) |s now limited 1o selecting
beneficiaries, overseeing private negotiations and price
levels and providing some lechnical assistance 1o
beneficiaries, The design of detailed noms 1o egulate the
private negotialion process delayed the application of the
new methods until late 1995, when the first direc
acquisitions by beneficiaries were announced.

To complement the implementation of 1he sweeping
reforms. outlined above, several sectoral agencies
underwent radical reforms; these included the irrigation
agency (INAT), the research and sanitation cantrol body
(ICA), the land reform jnstitute (INCORA), the marketing
parastatal (IDEMA) and the integrated wral development
fund (DRI, In addition, the Ministry of Agriculture and ils
natural resources agency (INDERENA) transferred their
functions in the protection of natural resaurces o the newly
criated Ministry of the Environment in 1993,

Reforms and agriculiural performance. Staring in the
secand half of 1991, production levels for a number of
important subsectors of Colombian agriculture, chiefly
impon crops (cereals and oilseeds), fell precipitously,
Depressed prices for export crops also contributed 10 the
crisis, which deepened in 1992 when agricultural GDP fell
by 1.5 percent. Many farmers then lumed against
government policies and discussion about the causes of the
crisis generated a national debate, Associations of grain and
oilseed producers blamed trade liberalization and the
‘withdrawal of marketing support from IDEMA. The
government argued that the crisis was caused by the effects
of drought and the collapse of intermational prices, factors
that were out of its contral.

While still controversial, it seems that the facions behind
the reduced harvests andfor profits of 1991-92 varied
depending on the crop under guestion; For coffee and
cotton, collapses in world prices were the critical element
icoffer crops rose: mungl'y from 1989 to 1993), perhaps

— L e



LATIN AMERICA
AND THE CARIBBEAN

'-Tj_—,; e compounded by the early stages of the appreciation of the

- exchange rate, Falling producer revenues for wheat, barley,
rice, maize, soybean, oll-palm and sorghum seem to have
beet the combined result of the effect of the marketing

i reforms on producer prices and poor harvests caused by the
most intense drought in three decades, which affected most
of the country in Lite 1997 and 1992, Real praducer prices
fell in response to the combination of falling world prices,
an appreciating exchange rale and Increases in pratection
that were not sufficient to counteract the above factors. The
shartfall in production caused by the drought seems 1o have
been the determinant factor of the reduction in farmer
incame far vegetables, frults and tubers. The anly major
production line thay showed excellent conditions of
production and profitability throughout 1990-95 was sugar.
Ag 2 conseguence of the crisis, aggregate rural incomes fell
by 15 percent between 1990 and 1992,

Lising general equilibrium analysis, it has been estimated
that the decline in world prices and the relaxation of
domestic agricultural price supports explained 70 percent of
the observed deterioration in rural incomes. By contrast,
trade liberalization benefited both rural and urban
popitlations, raising farm revenues and promaoling a more
eqiitable Income distribution.

The developments of 19971 and 1992 1ook a heavy toll on
the living standards of the rural population. The share of the
rural population living in absolute poverty increased from
26.7 percent in 1991 1o.31,2 pevcent in 1992, The
difference botween rural and urban wages, which had béen
dectimng almast uninmerruptedly since the early 19705,
tncreased substantially. After growing by 4.1 percent
annually between 1988 and 1991, rural employment fell by
3.7 percent in 1992, representing a loss of some 200000
jobs, Overall unemployment rates did nor change
consicerably, because there was a decrease in participation
rates combined with an increase in migration to urban
centrés, where the construction sector offered employment
oppartunities to displaced rural workers. _

Agricullural trade patierns were greally affected by trends.
‘in the exchange rate and international prices. Exports,
excluding coffee, reduced their rapid expansion rate of the
late 1980s, growing in value by 15.7 perceni annually
between 1990 and 1992, By contrast, the removal of import
resteictions and the rapid growth of domestic demand
resulted In accelerating agricultural imports, which grew at- a
rate of nearly 30 percent per year between 1990 and 1992,
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Reactivation measures: 1993-1995. The extent and
magnitude of the deterioration of rural incomes in 1992
exacerbated tensions between same farmer groups and the
government. Producers of crops most affected by the crisis
dlemanded an end 1o all rade liberalization measures and
the provision of direct subsidies. Others supported the
reforms but called for temporary measures 1o alleviate the
effects of the crisis.

Starting 11y mid-1992, the government adopted adl hoc
ememgency measures that were consolidated into a
reactivation plan by early 1993, This plan included a
number al emergency lrade-refated meéasures, such as
modifications o the price band scheme to increase
protection levels moderately. Purchases of graing and
ailseeds by IDEMA at above-markel prices were resumed.
An emergency employmenl programme was implemented,
iocused an areas where job opporiunities had been most
dramatically reduced Regions receiving the most attention
were those infested with coffee-borer and those wherne
colton plantations had been replaced by livestock grazing
operations. Emergency credil measures were adopted (o
refinance overduie debis in crops affected by the crisis and
provide government funds to an insolvent Caja Agrana,
Public investment levels in agricultural agencies were also
increased sharply

In late 1993, tensions between the government and
farmer groups led 1o the passage of a new General
Agriculivral Development Law by a Congress sympathelic
1o the interests of producers. Arguing that rural violence
justified special treatment for agriculiural production, the
new legistation supparted more active govemment
maiketing eflons; stronger countervailing and antidumping
duties action 1o prevent the entry of subsidized food
imports; the creation of commoadity stabalizatton funds;
the provision of loans for agriculture at below-market costs;
and funding for an agriculiural insurance scheme. The law
also created a now. investment subsidy scheme to support
rural capital expendilures by the private sector A fund
(EMPREMDER) was created (o stimulate the creation of
new marketing and processing enterprises of speclal
interest to small producers, in joint venture with the private
sectorn Inspite of the law, in late 1995 only a few selecied
iiems included in its provisions had acwally been
implemeniecd. '

Application of the measures outlined in the reactivation
plan was cantinued after the change of administration in

e — — — m— — m— w— __—\__:E
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Aiust 1994 The new govermmient complemented the
measures of 1993 with implementation of the investment
subsidies created by the Agricultural Law. Subsidies were
authorized for investment in irrigation projects and
purchases of new machinery. A new programme (o
refinance and lower interest costs of overdue debits for small
producers was also implermented m 1995,

The government alsa initiated a temporary programme of
absomption agreements, in which processor industries, such
as feed manufacturers and oilseed crushers, agree to
purchase all domestically produced commodities at
specified prices. The programme was complemented by
direct subsidies to producers in the purchase of the
soviean, colton and rice hareests: In 1995, the price
supponts and the estrctions to impons implicit in the
scheme increasedl protection levels for rice by 65 percent,
for yellow maize by 25 percent, for white maize by &0
percent and for barley by 25 percent.

Production levels of most of the crops affected by the
1991-92 crisis displayed a slow recovery during the 1993-

95 period. A Ministry of Agriculture study found thar profit

marging started 10 increase in late 1993, with the fastest
rates of growth concentrated among exportable annual
:l'u;_i:s_. Prices of all crops excluding coffes grew by 36
percent in 1994 In the same year, agricultural exports
increased by 18 percent (excluding coffee), aiter falling by 4
percent in 1993, However, the value of imports continued
to grow at fast rates, reaching 38 percent in 1994, caused,
in great par, by higher prices of grains. The production of
cottan displayed a significant recovery, yielding an
exportable sumplus by 1995, as a consequence of increasing
intemational prices and govermment supports. OF all

exportable crops, only bananas have conlinued Lo display
stagnant production levels, as a result of global oversupply,

the implementation of mport guotas 1 the EU and growing
violence in'the Lirabd region, .

In 1995, agricultural production {excluding coffes)
grew by 2.9 parcent. Croswth was concentrated In perennial
crops, while annual crops fell by 0.1 percent as a resull
of the lacklustre performance of importables such as
sorghum, soybean and maize. Smallholder crops presented
high growth rates, particularly in plaintains, yuca and
fiame. For the first time since 1990, agricultural exports
grew faster than Imports, in large part the result of higher
worltd prices for Colombian expornts antd a faster rate of
devaluation. '
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Fulure prospects

The bald ecanomic reforms of 1990-93 vielded positive
resulis for the Colombian economy. In-agriculiure; hevwever,
the record has been mised. In the short term, the refoms 1o
promole grealer market origntalion were partially
accountable for the crisis of 1991-92 that was faced by most
tradable crops Trade liberalization and the removal of
import contrals exered the most damaging influences on
profitablity ool n‘npnrmhle grains and oilseeds. The Himing
of the reforms was unfartunate; however; production levels
had been buoyed by high international prices and a
devaleating exchange rate in the 1985 w0 1990 penod.
Implementation of the reforms coincided with the opset of a
pericd of extremely low international prices and with a-
‘surge i capital inflows that further depressed producer
incentives theaugh the appreciation of the exchange rate.
The effect of low producer prices was compounded jn 1992
by shartfalls in production in many areas of the cauntry (hat
wiere aftected by the most intense drought i three decades.

In spite 'of the sethacks, emergency measures were taken
and most of the sectors that suffered the effects of reduced
profitability between 1991 and 1993 have gracdually
recovered. Some of the measures have implied the
abandonment of the free market spirit of the onginal
refarms, as more pragmatic considerations have reigned.
However, broad' policy goals remain consistent with
maintaming an open trade system in agriculture and most
support measures implemented since 1993 have been
ternporry, Inispite of the initial difficulties, farmer groups
have accepted the basic principles of the new approach and
have undertaken actions o improve their competitiveness
far the future.

Afterthe remarkable recovery of 1993 to 1995,
Colombian agriculture seems. poised to pursue a more
sustainable growth pattemn in the long term. Competition
with imports has mried the level of awareness am-nrlg
farmers of the-need 10 increase productivity levels and shift
crop-mixes towards the demands-of the market, As a result,
productivity levels are increasmg and investments in
infrastructure and research are laying the foundations for
future growth.

Success for Colombian agriculiare will, however, requine
that some remamning obstacles are overcame. Colombian
farmers continue to face extremely high levels of rural
vialence, a factor that has checked the growth potential of
Colombian agriculiure for decades. According 1o 2
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annually during the 1980s as a result of kidmappings,
extortions, crop losses, theft and general lack of security.
Better growth prospects for agrculture will nequire that rural
violence be sharply reduced.

The oil bonanza that s expected to last until the first half
of the next decade may increase pressures on the
profitability of tradable agriculiure. As oil reventues ame

-absorbed into the economy, the exchange rate is likely to
appreciate even further and el ative prices will MoV in
favour of non-tradablis. Mast of the income gains of the
hoom ane expected 10 be captured by the uiban seclor. In
‘order to decrease the negative effects on production of
lmdnhles. in 195‘5 the g::l'ﬂ:rnmi:rll creatid an oil
stabilization fund to neduce negative impacts, and thisis
expected 10 Jimit the rate of appreciation. For agnculture to
reap benefits from the bananza; public investment will need
to bee raised in key areas, such as research and transporn
infrastructure; that might increase the competitiveness of
Colombian farmers,

Finally, Colombian agriculiure will not take fu'll atl-.r.mtage
of its matural nnll.'nlml until rTIE[IjI.lr'F'S are faken to improve
the pattern of resoures use. The intensity with which
agriculiural land is used continnes ta vary shamly fiom
region to region; parts.of the Andean highlands are

“overexploited whereas large areas in the Atlantic and
Ceptral Magdalena region are underoxploited. This pattern
of rosource allocation will continue to generate significant
efficiency, equity and natural resource losses until policy
biases that favour large mechanized farming unirs and
livectoek operations afe renoved. This should ‘expand
employment oppodunities in the countryside aned reduce
rural poverty as well as the reasons for violent actions

T? government (National Planning Department) study, farmers
"l{p‘ lost between 10,6 and 17 percent of agricultural GDP
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Economic developments _

The couniries of the Near East and North Africa region
continue 1o face acute macroeconomic problems arising
from fiscal deficits, inflationary pressure, deteriorating
external terms of trade and a sizeable external debs.
Furthermore, the region has been slow in adopting the
reform programnies neaded 10 provide an environment that
enables sustainable development. These factors, together
with episocles of civil war and recurrent droughts, have
translated into generally slow and unstable rates of
economic growth over the last decade and a hall, even in
those countries that introduced reform programmes more
decisively. Progress has remmned slow in such key areas of
reform as the reduction of wade barriers, the reformulation
of the regulatory framework and pravatization of the larse
public sector. In particular, accelerating the process aof
privatization regresents an arduous task in Egypt, Algeria,
the 1slamic Republic of Iran and the Syrian Arab Republic,
where public enterprises retain dominant roles in industrial
activily, There is-also much scope for trade liberalization in
these countries.

Feonomic growth in the region as a whaole reached a
madest 2.4 percent in 1995, after having stagnated the
previous year, The oll prices in 1995 remained depressed,
despite a notable spur in demand in the importing countries
which was mel primarily from pon-members of the
Organization of the Petraleum Exporting Countries (OPEC).
Although demand-contracting policies were instrumental in
mitigating inflation, weak ol prices continued to restrict
growth. Hevenl'relﬁr-. several countries such as Turkey, Iran,
Algeria and, 1o a lesser extent, Egypt, recorded significant
improvements in economic growth after the depressed vear
of 1994, Jordan's economy continued 1o grow at a sustained
pace.

Prospects for the shont term appear mixed. On the one
hand, improved regional stability may stimulate confidence
and activity throughout the region; on the other hand, large
macroeconomic imbalances and weak oil prices are
expicted to continue clouding the prospects for rapid
growth in net oil-exporting countries. Cne major area of
posilive expectation s in regional cooperation, In particular,
the process of peace among Jordan, lsrael and their
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Palestinian neighbours can pave the way for future
cooperation in a number of economic areas.
Notwithstanding past inefiectual atiempts at infra-Arab rade
(which accaunts for anly B percent of the ol trade at
_present), the emuerging regional trading group COTiprising
these countries and Including Egypt can, in the future, be
_one of the most imponant areas of regional trade and
cooperation. This will requine removal of the economic,
political and institutional impediments facing regonal
cooperation at present. In agriculture, one of the more
important areas within the-ambit of regronal cooperation s
technology ranster Israel at present is capable of producing
innovative, regianal and climate-specific technology,
especially in the area of water management, which could be
particularly useful elsewhere in the region, On the other
hand, progress in regional agricultural trade will also be
dependent on srael removing domestic support and
opening up its markets (o allow for greater imports of
agriculiural commadities from its neighbours.

Agricultural performances and issues

Agricultural production growth in the Mear East and MNorth
Africa region slowed irom an already modest 2 percent in
1994 10 1.7 percent in 1995. Overall cereal protduction, at
around 22 million tonnes in 1995, was estimated 1o be
ahout 18 percent lower than the previous year's above-
average harvest. Inspite-of the improved incentives:
provided through domestic agricultural policieés and higher
international prices, the region achieved limited success in
the production of strategic crops, the diversification of the
agricultural base and the enhancing of productivity of land
and fabour in the agricultural sector Wheat production in
Narth Africa, which depends largely on rainfall, was
estirnated tofall by 22 percent from 11.3 million tonnes in
1994 to B.9 million tonnes in 1995 as a result of poor
rainfall, especially in Morocco.

After a bumper crop in 1994, poor rainfall adversely
affected agriculiure in Morocco in 1995 Water levels in the
couniry's reservoirs were depleted as a resull of the drought
in three out of the last four years, which seriously attected
water avallability for agriculture and other uses. The area
planied 1o cereals was 37 percent less than it had been in
1994 and the production of cereals i 1995, at about 1.9
million fonnes, was estimated to be the lowest in 30 years.
Wheal production fell by 80 percent (to 1.1 million tonnes)
and that of barley by 84 percent in 1995 Conseguently,
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wheat imports in 1996 are sxpected 1o be around 3 million
tanines — an Increase of more than 150 percent over 1995,
To spur praduction, the government increased the support
price of sugar beel, sugar cane and cotton,

In Egypt, agricultural production increased by about 2.5
percent in bath 1994 and 1995, The production of wheat
was estimarted to increase by 28 percent 1o 5.7 million
tonines, mainly because of betler seed variety and a greater
incentive structure. In spite of expanded production,
increasing domestic and international prices are beginning
to have a negative effect on domestic demand. Egypt
remains the region’s largest nel importer of wheat, Boweyer.
Al the same time, both rice and colton crop ploduction ane
responding to favourable prices and market liberalization,
particularly since cotton is now being traded by the privane
SECO

Histarically, Turkey has been one of the few countries in
the region to enjoy sell-sufficiency in food. The govemment
price policy under the current structural adjustment
programme provides support to cereals, sugar beet and
tobacco with price increases of 100 percent far cereals
(barley, ryve and oats). Agricultural policies in the recent past
have led to Turkey becoming a net importer of wheat.
Wheat production in 1995, although higher than the
previous years poor cfog, was much lower than the
projected 21 million tonnes, in part because of the
damaging effects of unseasonable rainfall and pests. To mee
the domestic demand, the govermment abolished the LS$20
per topne impan lewy on wheat 1o enable the private sector
1o import high-guality wheat. In 1995 Turkey imported
significant quantilies of whear, sugar and beef; in 1996 it is
expected to Impont about 1 million tonnes of wheat.

In the Sudlan, after an exceptionally goocd cereal harvest in
1994, the forecast for 1995 is 3.3 million tonnes — 26
percent lower than in the previous vear, Production of
sorghum and millet are expected 1o decline by 12 percent
and 46 percent, respectively, mainly as the result of a drop
in thearea devoted to these crops in both the mechanized
and the irmigatecd areas. In addition, yields for these crops
were affected by poor seasonal rains, pest damage and
weed infection, Nonetheless, the overall prospects for
wheat and coarse grain in 1996 are favourable following
good rainfall, timely control of the desert locust and an
increase T the area planted, Favourable domestic and
international prices coupled with other incentives are also
expected 1o boost production. Inadequate marketing and
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¥ F transpartation infrastructure remaing one of the main
' canstraints to the objectives of self-sufficiency in food and
L\; \ food export generation.
A’

In Algeria, cereal production returned to the average level
of 2.2 million tonnes in 1995, with wheat production
growing twolold and harley threefold. The government took
a number of steps 10 boost long-term agricultural production
in view of the increasing food impant kill which is one of
the highest in the regiom. The new strategy Is based an
higher supporn prices and low interes! rates for farmers; as
incentives for boosting domestic production of grains,
pulses and milk; enhancing production from existing land
by improving extension services; and developing dn-'lar'.d
agriculture in southern Algeria.

The sanctions on frag cantinue to affect both producers
and consumers acutely. In spite of favourable weather
conditions, cereal production decreased primarily hy 10
percent in 1995 as a result of a lack of seeds and chemical
inpuis. The availability of food continued to decline, caused
by the lack of foreign exchange, estimated al US$2.7
hillion, needed 1o mest domestic food needs. The
government’s efforls towards containing the deleriorating

“situation included an increase in the quantity of rations for
wheat-flour from 1 kg to 7 kg per caput and for vegetahle oil
from 625 g to 750 g per capul, The increased ration,
nevertheless covers less than 50 percent of the required
food enemy needs.

In Saudh Arabia, the support price of wheat has been
reduced fram n?afﬁ (SRIsy 2 000 to SRIsT 500 [LISS 4000 per
tonne to reduce the government-sponsored subsidy on
wheat. The praduction al 2.5 million tonnes in 1995 is sl
slightly above domestic requirements of 1.8 million tonnes
Government palicy aims at further reduction of subsidies on
wheat, to bring the production more in line with domestic
demand, A the same time, the production of vezetables,
high-value crops and meat is encouraged,

Cereal production inthe Syrian Arab Republic vose by 8
percent in 1995, The production of wheat was 4.0 million
tonnes, some 1.3 percent higher than in 1994, while barley
procluction increased by 15 percent.

Issues affecting regional food security

The Near East and North Africa region 15 iraditionally a large
net importer of food. The gap between food impors and
production, which stood close 1o 5 million tonnes in 1960- -
61, stands' at more than 20 million tonnres in 199596, Of
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the countries in the region, only Saudi Arabia and, mare
reecently, the Syrian Arab Republic are exponears of wheat.
Four countries = Turkey, Iran, Saudi Arabia and the Syrian
Arab Republic — maintain mast of the regional stocks of
wheat with a stocks-to-use ratio of about 25 10 30 percent
compared with-aliout 8 ta 10 percent in North Africa.

A majar increase in food calone intake took place in the
1970, except for in some countries such as Afghanistan
anc Yermuen, thus bringing the region’s daily calarie intake
well above the average of develoging countries as a whole.
Although food seli-sufficiency was histarically a strategic
uhje-rzlwe of the development plans in many countries of the
region, most of the increass in daily calorie intake was
achieved through increasing food imports. Indeed,
agnicultural growth failed 10 achieve self-sufficiency or even
keep pace willi the increase in population, The accrual of
oil earmings 1o the FEgION was- reflected in domestic
subsidies 10 the consumer and led 16 fapid increases in food
consumption during the 1970 and 1980s, Changing
patterns towards high nutritional value items also
contributed 1o a rise in food consumption, which was
increasingly met through food imports.

The ecoromic performance of most countries i the
region followed the cyclical fluctuations of ol revenue
eamings. The collapse of ol prices in the early 19808, and
their steady cecline thereafter, was an external shock which
required a revision of major policies o remove the

structural Imbalances in the economies of the region, This

was especially pertinent i the case of food security

policies, which were characterized by consumer subsicllos
entailing heavy public expenditure.in most countries of the
region, Howewver, a4 m:pansinnanr fiscal palicies (including

“unsustainablie consumes suhsldy palicies) continued,

economic strains resulted in an increasing slow-down of
economic growih, Mostof the countries of the region

“experienced a decline in per caput income, budgetary

deficits aiul olher disequilibria.
By the [ate 19805 or early 19905, many of the countries,

such as Egypt, Jordan; Turkey, Moroccn, Algeria and Yemen,

entered Info structural adjustment programmes with the
Bretton Woods institutions. In other countries of the region,
economic reform programmes are now also being adopted,
a cornerstone of which.is the removal of struciural
Imbalances in the economy 1o gear it towards more efficient
user of resources, Major objectives of the reforms in

agriculiure are increasing domestic production and
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removing the general consumer food subsidies. Although a
step in the right direction in a long-term perspective, price
litweralization and the phasing out of consumer subsidies in
the |asy few years have had a bad effect on the pupulahun.
eapecially thee low-incame groups, contributing to poveny

“and precarious food security in many countries of the

region. This has created the need for special programmes

“and measures to protect poor farmess, consumers and

vulnetable populations, and these have imposed further
butlgetary burdens:
A substantial propartion of the population of the MNear

‘East.and North Africa region live in the rural aeas and

diepend on agriculiune for their livelihond. Increasing
agricultural production therefore remains important not anly
for increasing food. security bul for poverty alleviation,

‘Within this cantet, the lack of avmlﬁhlllry of adequate

supplies of water in the region is a major limiting facior on
the greowth of agriculiure and, consequenily, has.
mphcalmni toe food security, Over 50 percent of the
region’s agricultural pracuction is realized from irrigated
apriculiure With rapid g,fﬂw:h in population and greater
urbanization and Industrialization, the pressure on the
agricultual sector 15 bound fo increase further. In the long
run, land leful_'m and water policies will determine the
perdormance of the agricultural sector in the region,
Demand management reform in the water sector is the key
toa mose efficient performance of agriculture in the region
and, therefore, 10 greater food securily.

In general, agriculturne is bound 1o rernain the key factor
determining economic and food security prospects for many
countries in the region; Especially for the 14 low-income

{ood-deficit countries in the region, it is through agric ultural
du-,rdnmr«enq that the issues of food impon dependence,
meeting the growing food needs of urban populations and
improving incomes and food secunty, particularly of poor
vural populations, will be mare effectively 1ackled.
Exploiling the region’s untapped potential and sustaining the
guantity and guality of productive resources, however,
represent formidable challenges in several countries
constrained by harsh natural and climatic conditions, whers
soil erosion, desertification, waterlogging and salinity have
alreddy reached alarming proportions.
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PALESTINIAN TERRITORIES

Economic review

The curremt transitional phase in the Palestinian Territories
(PT}, fram occupation to self-rule, comes ar a time of slow
growth of the ecaonomy caused by various structural and
political problems which evolved over the last 30 vears.
Income growth has stagnated, infrastrocture and. social
services are heavily taxed and, although the agricultural
sector produces a marketable sumplus, trade remaing
constrained by limitations on market access for Palestinian
proctucers: At the same time, the natural resource base is
deteriorating al a rapld pace and the economic plight is
hurther affected by the frequent closure of the borders with
Israel. The visible economic gains brought about by the
peace process are stll uncertain because political and
economic issoes remain 10 be settled and this, it seems, will
take time,

A mixture of asymametric integration in the region and a
weak regulatory frameworl explains much of the uneven
pattern’ of development in PT over the past three decades,
The economy has seen periods of growth and decline which
were the resull of its atvpical political circumatances in the
Arab world and Israel.

With restrictions on trade and production, much of the
pattern of econamic growth after 1967 in the Palestinian
economy can be explained by the rise and fall of labour
export from PT. Economic growth in PT became closely tied
to the cyclical economic fluctuations related to oil earnings,
much as in the other Arab countries of the region, and the
pattern of development in lsrael.

The major cause of the rapid economic growth after 1967
in the Palestinian economy was the increased economic
inmtegration of the newly occupied territories with lsrael, in
terms of the availability of employment In, and a surge of
imports from, {srael, although experts, especially of
competitive products remained restricted by lsrael, The
number of Palestinians working in lsrael increased from
virtually none to 75 000 in 1979, The ecanomic upswing in
the Arab region, caused by the rise in oil earnings in the first
hali of the 19705, led to further labour export which became
the major foreign exchange eamer to PT through the
remittances of expatriate labour. A boom in investment,
although primarily in the construction sector, led to an

average annual GOP growth rate of 8.5 percent from 1970

to 1979, During this period, the per capul income surpassed
that of lordan and Egypt.
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The 19805 ushered in an era of lower oil amings 10 the
region as a whole and, consequently, an overall economic
glow.down. The decline in demand for Palestinuan [abouor
anl lower growth in the rade and services sectors,
comhbined with the decline in remittances, led 1o recession
i the PT sconomy as well, From 1980 1o 1987, apnual
GOP growth averaged 3.6 percent in the West Bank and
around 1.6 percent in the Gaza Stp, The development of
Infrastructure, institutions and social services, which was
already restricted because of the occupation, suffered
furthisr as a resull of the economic recession, Al the same
time, high inflation in {srael hadl a spill-over effect on the
Palestinian economy, affecting the low-|ncome groups in
particular, The start of the intifada movement towards the
late 1980 led 10 frequent strikes and closure of the borders
with fsrael, contributing 1o stricter restrictions on'Palestinian
labour movements and economic controls on PT. In 1991,
the crisis in thie Persian Gulf firther exacerbated the
situation as a result of the drastic reduction in the
Palestinian expatriate labour employed in the Persian Gulf
countries, especially in Kuwait, and the closure of the
border by Israel for labour movement.

The peace process brings both challenges and
opportunities for FT. With full autonomy already in place,
Paleginian developmen efforts are entering a new phase, as
a consequence of hoth the historic Interim Agreement on
the West Bank and the Gaza Strip in 1993 and the progress.
made after the Cairo Agreemeent tn 1994, Since then, an
agreement for a joint effort towards economic development
las been concluded betwieen the Palestinian Authorily, the
Government of lsrael, the donors suppored by the Worid
Bank and UN. Considetable financial assistance Is expected
te flow in from the international donors in the coming years.
The major challenge faced by the authorities is how o use
the expected financial capital inflow as a vehicle to remove
the structural imbalances in the economy and lay the
faundation for sustainable development in the long term.

More specifically, key policy fssues to be addressed
include a reduction in the traditional dependence on
outside sources of employment for the PT labour force by
hamedsing domastic production opportunities. The trade
regime, characterized by a large trade gap, remains heavily
dependent on employment opportunities.in |srael. What is
required is to broaden the production base, diversify
markets ancl libéralize trade with bath the Arab countries
and lsrael to establish an enabling environment consistient

- ]
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with an export-oriented growth strategy that is conducive
10 greater economic integration, At the same time, the
provision of public infrastructure and services is required
nat only to improve living conditians but also 1o support
privatessector investment activities and to-avaid further
environmental degradation.

Role of agriculture
Historically, agriculture has played a more daminant role in
the averall economy af PT than in the economies of is
neighbours, Jordan or lsrael. During the period of economic
growth from 1968 101974, the share of GDP averaged 37
percent in the West Bank and 32 percent in the Gaza Strip,
declining to around 27 and 23 percent, respectively, during
the 1975-1986 period as a resull of stringent restrictions on
trade, control aver access to land and water by 1scaeli
authorities and the shifis of labour from low-tetum
agriculture 1o high-return: sectors, especially services,

During the last few years of the 1980s, the agricultural
sector regained some of jis importance, as is evident from
the increase in its share in the overall economy ta its
histarical levels. A good olive crop in Hwe West Bank and
A citrus crop in the Gaza Steip remained the major
contributors to the growth of GDP This resurgence was
insteumental not anly in providing employment
ppportunities for workers teturning from abroad and thase
previously employed in {stael (which, together, represented
a high 40 percent of the labour force in the peak year of
1987) but also in cantributing to the Palestinian economy
during the recessionary economic climate within the region
over this period.

The agncultural sector continues 1o be an important

source of employment fo the PT population of 1.7 milljon.

Rural areas contain 70 percent of the averal| pupulnl]un
The share of em]:lcr':.-!mem in agriculiure is 26 percent of the
labour force in the West Bank and 19 percent in the Gaza
Slﬂp A distinctive characieristic of this structure is that
women are, by far, the major source of labous because male
labour has migrated to the cities, lsrael of elsewhere.

Agricultural resource use

Agriculture in the West Bank is primarily rain-fed,
encompassing 95 percent of the cultivated areas; the
remaining 5 percent is devoted to permanent irigation. Out
of about 156 000 ha, about 7 800 ha are under irrigated
agriculture, The areas within the Jordan Valley (3 500 ha
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anel Tulkarem (2600 ha) are by far the leading districts in

s irrigated agriculture, In the rain-fed areas, most of the

Ij Vi traditional crops are grown within a low-risk; low-input and

low-technology environment. Olives, grapes and almonds:
constitute 60 percent and wheat and barley 35 percent of
the total cultivated area. Of the irrigated areas, 60 percent
I5 used for vegetables and fruits, 25 percent for citrus and
12 percent for bananas: Compared with the practices
prevalent in the areas of rain-fed agriculiure, those used in
irrigated agriculural areas are more advanced in terms of
adopling modem lechnology, especially in the case of
profected crops, which are produced under greenhouses
with high ane [ow tunnels and using the diip irmgation
system.

In the Gaza Strip; the total area devoted to agriculture
reached a peak in 1968 (18 200 ha), In'the last ten years i
diropped 10 16500 ha primarily because of urban
encroachments.

Al present, 65 percent of the area is irigated, Fistorically,
citrus has been the dominant crop in the Gaza Strip. anc
consurmies about half of the water used for agriculiure, The
remaining i:r'rgaled area is-devoted to vegetables and
multiple cropping, The non-irmgated areais used lo grow
fruit-trees, grapaes and almonds. Almost half of the farms are
less than 1 haand only 11 percent are more than 4,6 ha,

“|n the Wast Bank, there are marketable surpluses in
viegetaliles (11.4 percent), citrus (35 percent); grapes {B1
percent) ant pickled olives (84 percent), Agricultural
pm:lu:tqm. howewer, has been either stagnant or declining.
in the West Bank during the last five years. In the Gaza
Strip, a shift in'the cropping pattern has contributed 1o an
increase in the production of vegetahles from 138 000
tonnes in 1989-90 10 201 000 tonnes in 1991-92: although
¢|tru5 production has declined from 197 000 to 110 000
tonnes over the same period, Increasing salinity,
overpumping of water and lack of market access have
lowered the rates of retum on citrus fruit and Jed 1o a
suhsl:ltulmﬂ frmn citrus plants o vogotable production,

Water and agriculture

Water i crucial for-the future of agriculture in the West
Bank and the Gaza Strip. The annual renewable water
sources, which are mainly groundwater from aquifers
shared with Israel, are about 850 milllon m® in the West
Bank. and 80 million m! in the Gaza Strip, Pemand for
waler excends the availalile supply. In the Gaza Strip.
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groundwater sources are being depleted ar an alarming rate,
With the current rate of extraction exceeding the maximum
sustainable yield, increasing the supply of water in the Gaza
Strip is @ major issue. Inappropriate cropping patterns and
free access 10 water in the past have contributed 10 a
lowering of the water-table beyond the minimum
sustainable level. In many cases this has made further
pumping uneconomic. In the West Bank, avallability of
additional water s constramed by limits set by [sraeli
authorities and the overall scarcity which leads ta
Increasing economic opportunity costs assod iated with
pumping additional units of water.

Water is underpriced in the agricultural sector and
overpriced for damestic use. In the long term, this pricing
paltern is expectsd 1o pul pressure-on agriculiure (o release
some water for the domestic sector where it fetches a higher
price.

The lack of an appropriate pricing structure for water is
the major factor limiting the productivity of the agricultural
sector in PT, The price of water varies within farming zones:
i the West Bank. The farmer with ownership rights for
spring water in the jordan Valley and rhe Nablus area, pays:
only LUS30.045 per cubic metre, while the cost (rent) 1o the
farmer without ownership rights 1o water is $0.080 per
cubic metre.

In the jardan Valley irrigation water from a well costs on
average LSS0.076 per cubic metre, which is almost equal
to the price for spring water for the farmer with ownership
rights in the same area. On the other hand, water pumped
from a deep well costs $0.18 per cubic metre in the Nahlis
area, As the costs of pumping have increased (0 the Nablus
area, the responsiveness of the farmers 1o switching to
modermn irmgation technology has increased, This is in
contrast ta the Jericho area where the cost of water is low
and there is no incentive to adopt the more cosily drip
irmgation system.

According to.a recent study, the marginal value of water
In the production of different crops in the jordan Valley
ranges from LISS0.33 per cubic metre for citrws 1004 high
$1.87 10 52.90 per cubic metre for potaloes, tomatoes and
peppers grown under greenhouses. In general, the returns
on water are higher for vegetables raised under
greenhouses. The differential between the marginal value aof
water in the Jordan Valley and the price currently charged,
m general, indicates a hidden gain or rent assoctated with
the current price of water, This rent or gain' s more evident
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for farmers with ownership rights, In particular for spring
water (although water extraction volumes are limited by
policies enforced by lsrael),

The current water palicies in PT depict a clear case of
economic, institutional and environmental fallure: The
economic failure is evident in thal the average price of
water is very low compared with the marginal value of
water for crops such as tomatoes, cucumbers and other very
high value crops, sending misleading signals to farmers as
to the rue scarcity value of water and leading (o incentives
for rent seeking. The resulis are overuse of watier, a decling
in the water-table and a corresponding increase in pumping
costs. Over the years this has eroded the profitability of
many farming activities while a1 the same nme undermining
the sustainability of agriculture:

tnstitutional failure results when property rights are not
well defined and enforced. In the West Bank, restrictions
from Israel on the extraction of water that are well below its
sustainable limits have limited the potential growth of the
agricultural sector. The most impartant factor in the
relaxation of past policies, however, will be that it Is
concomitant with a pricing structure that reflects the
opportunity cost of water n the area to ensure efficient and
sustainable use This is particularly impartant since the
remaval of similar resirictions on well-digging in the Gaza
Strip with the advent of self-rule has already led to the
number of wells increasing rapidly in the last two years,
which has resulted in approximately 40 million m' of
pumping over the maximum sustainable limits every year.
Although the availability of additional water has resulted in
an increase in the production of high-value crops in the
short term, the rapid depletion of groundwater resources is
not sustainable in the long term. There is an urgent need to
revise the pricing structure in the Gaza Strip to reflect the
economic cost of use and the long-term or intragenerational
depletion cost,

As regards the environmental implications of water
policies, the need remains o tax (or enact a wser charge on)
water polluters to ensure minimal eavironmental
degradation and long-term sustainable development. Wates
guality in the Gaza Strip has already deteriorated as a result
of the decling in the water-table and the corresponding sea
water intrusion; increased salinization; excessive use of
fertilizers ancl pesticides; and uncontrolled discharge of
sewape water into the soil and the natural drainage system.
These factors have affected the productivity of the
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agricultural sector and, if they are not cormected soon,
irreversible damage to the natural resources; such as land
and water, will lead to an immeasurably high cost to
s0C BTy,

The corperstone ol a fulure environmental stralegy is a
combination of supply enhancement and demand
management policies. The supply of waler can be
asgmented through water harvesting, reatment of
wastewater; desalinization, cloud seeding, artificial recharge
of aguifers and rehabilitation of the wells. However, in view
of thie averall scarcity of water in the region, these need to
be complemented by policies that rationalize water demandd
and improve water-use efficiency. The most imponant of the
demand management policies is appropriate pricing of
water which so that it covers af least the operation and
maintenance costs in the short term while moving towards
full cost ;:_ri::u’ryg-in the long term. This will lead 1o water
conservalion technologies that are technically feasible,
econamically viable, soclally acceptable and
environmentally benign.

Trade and market access
Agricultural trach. asmmed a 5rgn|flcanl rale in the
Palestinian economy during the period of economic baom.
Agricultural exportsfrom the YWest Bank (US$82 million}
and the Gaza Sirip (US555 million) comprised 40 percent
and 28 percent, respﬂﬂtweh.r of overall expors in 1981,
This share declined in successive years, however. In 1990
the combined exports accounted for only $58 million,
representing only 30 percent of the otal, Commodity
imponts in agriculture were (and arel entirely from lseael,
including these of wheat, sugar, rice and a host of other
commodities. All inputs used in agriculiure fseeds, fortilizer,
pesticide and water equipment, etc,) were imported from
Israel, A slow: restrueturing of the domestic production
pattern (both within the sector and between the: seclons), a
sweak-dnstitutional framework governing trade in PT and
restrictions: on marketing during the occupation reduced the
competitiveness af PT agricullural exports over the years,
Accompanying this was a shift in the demand for Palestinian
agriculture exports caused by the changing domestic
economic and palitical situation in srael, lordan and other
Arab countries.
Among the major constralnts currently facing PT are the
limited range and quality of products available for export,
the lack of information about external market opportunities,
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pramaotion. Frequent border closures, resulting in lmitations
on the free movement of agricultural produce, also
adversely affect agriculiural trade with [srael.

With surplus production of many agricultural crops, the
extent of economic integration with Israel remains a foremost
issie. Following the Cairo Agreement of 1994, the Israceli
market could be a very lucrative one for PT agrnicultural
produce. The restrictions on exports of agricultural products
from PT to lsrael are now being relaxed, The Caiio
Agreement provides for free movement of agricultural
produce hetween PT and Israel except for five products
(lomatoes, eggplants, cucumbers, eggs and white chicken
meath, which will remain subject 1o quotas until 1997,

The basis of a future economic growth strategy for the
West Bank and the Gaza Strip remains markel access and
the development of agricultural trade. These will require
increasing productivity to compete in both the regional and
the global markets:and a trade regime supponed by
appropriate tariffs (low and uniform) together with an
effective institutional and regulatory frameweork,

Institutional framework

The Palestinian economy is constrained by ineffective -
public policy structures, Including an inadequate taxing
systemn and weak legal and administrative frameworks with
poor implementation capacity. This represents a major
abstacle for the formulation and implementation of sound
developmental policies and for addressing the pressing
problems faced by FT in the areas of land and water
management, agricultural and rural development, trade and
marketing, In-addition, in the absence of an effective
financial services secior, especially of medium-term credit
institutions, the privale secior relies mostly on informal
credit sources. Indeed, the instiiutional support provided 1o
the sector is limited and fragmentary.

Official respansibility for support and development of the
apricultural sector rests with the departments of agriculiure
which operate out of Nablus, Jericho and Gaza, The
budaets of the depariments have been cuf drastically in
recent years and all are grossly understaffed. in addition,
with no domedic research programme for suppon, the
extension services are |imited. A number of NGOs have
taken over 1o fill the gap. While their efforts have definitely
heen helpful they have been limited by lack of resounces.

= ——— . ——— |
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Assistance programmes

The agricultiral sector of the West Bank and the Gaza Sirip,
as well as various water management proposals, have
attracted considerable support from the international donor
community and NGOs during the past two decades or so,

The United Natlons Development Programme (LNDP)
has provided support to agriculiure through about eight
separate projects, most of them involving some Kind of
training of farmers. The largest praject has been the
construction of a citrus processing plant in the Gaza Strip in
cooperation with the Government of ltaly a1 a cost of about
LIS%12 million. Assistance for the development of a
vegetable packing and grading plant has been pravided to
the Beit Lahia Cooperative in the Gaza Strip. Numerous
domestic water supply projects throughou! the Waest Bank
and the Gaza Strip have also been supported by UNDP as a
high priofity over the past 15 years,

LINDP also plans 1o focus its futlure assistance 1o
agriculture by again- combining upstream support aimed at
providing start-up cost and technical advice 1o the newly
ereated Ministry of Agriculiure with downstream
intervention, specifically direct support to the farmers 1o
meet their urgen! needs.

The World Bank-led Emergency Assistance Programme
(EAP) for PT identifiedd areas of priority investments and
technical assistance o PT over the three years 1994 o
1996, A total budget of US$1.2 billion, of which 41 percent
is earmarked for the development of the Gaza Strip,
fncludies a programme of public trviestment ($600 million),
private sector suppaort (5300 million), stant-up expenditure
(5225 million} and technical assistance ($75 million).

A USS26-million programme of assistance for the
agricultural sectar includes support 1o the Palestinian
Authority, programmes for shifts in the production pattern,
maintainance of essential suppont services and building the
market infrastructure, In addition, $25 million is earmarked
for NGOs and private-sectar ipitiatives to maintain existing
suppot services and o promaote on-fam investment. A sum
of §1.3 million is envisaged for technical assistance in the
area of capacily building, water, fishing and agricoliural
statistics.

FACQY is providing technical assistance in developing and
supporting the Agricultural Planning and Policy Depanment
of the Ministry of Agniculture within the Palestinian
Authority, in the area of agrcultural planning and policy
analysis, Support has been requested to formulate an
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analytical framework for decision-making supporiing the
econtmic policy framework in areas such as agricultural
price policy, natural resource management, trade policy,

rural finance and credit policies, input distribution, the role
af government and the privite sector and capacity building
in agricultural planning, policy analysis and statistics.




® For ihe purposes of this suli-
regional swerview, the Central
and Eastern Furogsean cotniriss
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REGIONAL REVIEW

II. Developed country regions

CENTRAL AND EASTERN ELROPE: SUBREGIONAL
OVERVIEW .
Improving economic trends and agricultural
performance
Market-oriented progress further strengthened in the
Central and Eastern Europe subregion in 1995 with some
of the countries approathing a post-transition stage in
their general economic and agricieliural modernization,
Measured by real GDP growth, Central and Eastern
Evrope™ stood out as the area with the most rapid
economic development (ovier 5 percent] in Europe in
19895 showing an acceleration over the preceding vear
(4 percent); The average still covered wide variations
within the subregion, ranging from falling outputs in
Croatia ard The Former Yugoslay Republic of
Macedonia (where GDP fel]l by 1.5 and 3 percent,
respectively) (o rapid growth in Albania and Poland fat
13 and 7 percent, respectively). Stabilization policies
were rewarded with sharply declining intlation rates
fexcept in Hungary) and by a remarkable mripling of net
capital inflows (1o LIS$31 billion) into the subregion
compared with the previous yvear. In five small
economies (among others Croatia, the Czech Republic
and Slovenia), inflation rates could be measured in
single digits, between 4 and 9 percent. Unemployment
levels, a field of general concern in CEEC, increased at
A slover average rate. [ndeed, employment started 1o
expand in five countries including Albania and Paland.
Such developments created good general prospects
far a further improvement in 1996 even if the positive
economic performance did not seem 1o be evenly
distributed among countries of the subregion. There
were still countries struggling with very high
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" CEFTA imcludes the Crech
Republic, Hungary, Foland,
Slovakia and Slovensa.

unemployment rates. Moreowver, nearly 90 percent of
the capital inflow benefited just three countries, the
Czech Republic, Hungary and Poland. Overall, It was
the more developed member countries of the Central
Eutopean Free Trade Agreement (CEFTAY" which
formed a core group of economies with rapid economic
growth of 5 to 7 percent {except for Hungary with
2 percent) and dynamic structural development. There
was also accelerated growth in Romania (6 percent) and
Bulgaria, at a slower rate (3 percent), in 1995,

While the recovery in CEEC was based mainly on the
revival of industry (and, 1o a far lesser degree, on the

_sppyice sector), the agmfmd sector also did better than

in the previous year. Very probably, 1995 marked the
first year In the transition period In which the aggregate
agricultural output of CEEC achieved positive growth,
This relied on two principal components: first, the grain
autput of the subregion attained growth of around

3 percent, caused mainly by a good wheat harvest in
1995; and, secand, in livestock production the
subregion as a whole succeeded in halting the
declining wend and, in a few countries, outpul In some

of the livestock branthes bigan to regain previous

levels.

The upswing in total grain production of the
subregion was, above all, based on considerably
improved harvests in Poland and Romania with
increases of about 15 and 6 percent, respectively, and
there were slight increases also in the Czech Republic
and Siovakia: This easily compensated for decreases in
a few countries, such as Hungary and Bulgaria. The
state of livestock production offered an improving,
although still strongly varying, picture, In most
couniries, the pig and pouliry sectors led the recovery
with Increasing stock numbers and growing output, In
Hungary and Poland, cattle siocks were also rebuilding,
although the dairy sector seemed 10 continue the
declining trend throughout mosr of the subregion
fexcept for the Crech Repubilic).

Provisional figures suggedt that the increase of
agricultural output relied n part on productivity
improvements, In Poland, the significant upswing in
cereal production was attained through improved yields
on a decreased harvested area for the principal cereal
tvpes In Romania also, higher yields boosted wheat
outpul while maize production expanded mainly

I ——_——————— ——— =
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because of an extension of the area sown to this crop.
Nevertheless, vields recorded in the main grain-
producer countries in 1995 were still lagging behind
their prerefom resalis. As compared to 1987-89, wheat
yields per hectare in 1995 were still 2 and 17 percent
lower in Poland and Hungary, respectively. Maize
yields were 10, 25 and 35 percent lower in Poland,
Bulgaria and Hungary, respectively, than in 1987-89, By
the mid-1990s, corresponding produciivily levels in the
Eurcpean Union (EL) were superior with maize vields
being twice as high and wheat yields about one-third
higher than the CEEC average. With reduced Inputs and
still weak investment activities in CEEC agriculturne,
major improvements could not vet be expected in mdoss
subsectors in 1995,

Producer prices in most cases improved more slowly
than the general price rise, In the Czech Republic, for
instance; farm prices increased by over 7 percent and
overall consumer prices by more than % percent in
1995 (in the preceding year they increased by 5 and 10
percent, respectively). In Hungary in 1995, agriculiural
producer: prices rose by just 15 percent compared with
an increase of 28 percent in consumer prices. The
gEr'rEHIIy t}upreﬁa-ed state of domestic food markets
certainly. continued to play a role in this. However, the
wrak negotiating position of agricultural producers,
relying on their new, in part fragmentec), fanm structures
and having only a small share in processing and
marketing activities, might have played a greater rols.
Such conditions twith Poland as an exception) stll lef
farmeers at a disadvantage in the price formation process
wis-d-vis the superior market power of highly
concentrated procurement and processing enterprises.

MNevertheless, after the severe but inevitable
adjustrments of the preceding years within the
agricultural price system, producer prices fluctuated
less dramatically in several countries. Trends in the
development of terms of trade for agricullural producers
were still mostly negative, even though some positive
madifications started 1o emerge in a few countries at a
mone advanced stage of economic restructuring. This,
for example, (he terms of trade index for Polish farmers
impraved by 4 percent in 1995 over 1994, Obviously,
this fess unfavourable trend in price relations for
producers was in part a result of their more flexible
oulpul response. Furthermare, the more active policy of
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price stabilization pursued by governments {including
the intraduction of guaranteed minimum prices for a
varying number of products from country to country)
also played an impartant role.

Domestic food demand continued 1o be slack
throughout the subregion with livestock products being
in weak ar even further decreasing demand. Compared
with prereform levels; food expenditure still took a
greatly increased share of total household expenditure.
In 1994 this share averaged about 31 percent for the
CEFTA countries {with Hungary showing a further
Increase in 1995) as compared to 22 percent in the ELL
Moreover, in Bulgaria and Romania, the shates were
substantially higher, a1 48 and 60 percent, respectively,

It several countries, shifts in demand patterns were
characterized by a further weakening of interest in
proclucts in the medium price range and an Increasing
demand for cheap (mainly non-livestack) products,
Some increase in demand far (often imported)
processed products in the high price range could also
be observed, however, with these products accounting
for just a small portian of overall food consumption,
Aftet the introduction of a severe stabilization scheme
affecting real incomes, iood retail sales fell by about

one-fifth in Hungary in 1995, In some countrics,

including the Czech Republic and Hungary, food retail
prices showed a more rapid increase than the general
price rise in 1995

Led by Poland and Hungary, the principal agricultural
exporters of the subregion, rends of expanding
agricultural trade continued in 1995, Agricultural and
faod exports from Poland and Hungary rose by 20 and
25 percent, respectively. Romania succeeded in
feu:lur,tnn its agricultural tracke deficit, while a few
nations increased their net exports. [n Hungary, this was
achigved on the hasis of a fourfold growth of wheat
exports supparted by an & percent import tariff
surcharge on all imports and by a strong devaluation of
thee national curréncy. The Czech Republic, Poland and
Slovakia; however, showed continuing deficits in their
agricultural and food rade,

In 1994-95, the sulwegion of CEEC as a whole seems
to have returned 1o-an exparsionary path in its
agricultural trade, particularly in expons. Countries with
important production and export potential appeared to
b ready to use the oppartunities given to them by the

= ————————
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World Trade Organization (WTO) agreement. In addition
to new WITO tariff rates, tanff surcharges appeared in
several countries including Bulgaria, Romania and
Slovakia: In/Hungary and Slovakia, however, they were
Intended only for short-term application. Slavenia
abolished its impon surchage on agrofood products
simultaneously with the tarifi-adjustments required by
the WD agreement for 1995, 1n order 10 safeguard

“domestic market stability, same countries introduced

export restrictions andfor even expon bans for grain in
the face of rapidly increasing prices on international
markets. Overall, the level of state intervention in
international trade in agricultural and food products did
not seem to be declining in the subregion in 1995,
 Aremarkable development of the year was, however,
the renewed expansion of intraregional trade and of
trade between the CEEC and Commonwealth of
Independent States (CISH regions in agricultural and
food products: Poland more than doubled its agrefood
trade (ip LIS dallar terms) with the other CEFTA
courltries, mainly as.a result of threefold imports fram
these countries. Hungary expanded i ExXpors to this
CEFTA area by almost one-half. Both Poland and

Hungary stepped up thiir agrofood deliveries 1o the CIS

region by more than onethiced with Paland being the
nrain supplier o that area. The two countries’
combined exports of agricultural and food products to
CIS countries amounted 1o more than LSS 1.5 billion in
1995, marking an expansion of 37 percent over 1994,
Within tetal agml’nud exports from Hungary, the
comhined Eastern European share was already slightly
higher than the EL share as a resuli of this most recent
rearentation of trade in 1995,

Such chap nges: app&amd to shift regional patterns of
agrofood trade towards a new balance in the whole of
Eastern Europe, marking the beginning of a process
whereby iraditional intraregional trade could regain its
importance ynder markel-oriented conditions, The pew
CEFTA agricultural agreement was expected 1o render a
further positive impact as from 1996,

Continuing lack of harmony in the process of
structural reforms

Privatization of la nd, including state farms, progressed
furthier in the subregion in 1935, with the exception of
Sliwakia (where several policy changes led to a show-
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down in the privatization of state enlerprises and a new
law reversed the system of land privatization by
vouchers started in 1993), Neverheless, this key
process within the transition strategy ‘seemed 1o be
drawing towards an end in most countnes. As a resuli; a.
highly varying farm structure was emerging, with
pnvatFre:l Falgeﬂ.r,ale farms retaining an imponant
position in some countries, including the Czech
Republic and Hungary. The extent of privatizalion in
the up- and downstream settors varied greatly, with
atteactive food industry and retall trade companies
taking the lead in being privatized.

Neverheless; in most CEEC countries, the structural
state of agriculture and that of the up- and downstream
septars were rarely the same, Monopolistic positions, of
state-owned of privatized companies, still prevailed in
many downstream branches; This continued to have a
negative effect an both the bargaining position of
agricultural producers and on consumers’ economic
interest, and the 1995 changes in price relations
seemed to exacerbate the effect. With economic
activities H:'f:m-t'nnﬂ fr several ::nunlm-s.. producer
prices were increasing less and food consumer prices
more rapicly than the average price rise (with the
exceplion of Paland)) For instance, in Hungar:.-', whare
ther general price rise amounted 10 28 percent, pmﬁucer
prices increased by 15 percent and food consumes
prices by 29 percent in 1995, Thus (with the exception
of Poland), highly concentrated downstream companies
seemed to benefit most from the recent changes in price
relations. Weak competition on the retail market ane
the lack of organic connections among segments of the
domestic market were becoming more obvious in'the
separated national markets of CEEC. The negotlating
weakness of emerging professional organizations of
agricultural prodicers was clearly also contributing to
this situation. _

The new privatized and, in some countries,
fragmented farm struchire, should have been given
more flexibility by an operational land market and
leasing schemes which would be essential for more
factor mobility and for financing aﬂﬂcuhuul operations.
Progress was, however, siill limited in all CEEC countries
in 19195, Positive developments, such as the increasing
numberof leasing arrangements in Some Cases, have
not yet brought dramatic improvements. The main
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difficulties included dolayved sharing out of land ttles,
an incomplete legal framework for the transfer and
lease of land property and various restrictions imposed
on the emening national land markets.

Even though the fragmentanon of agricultural
operations was mitigated by the use of leasing
amangements in Hungary, no legal provisions coyered
leasing or the legal positton of partners; In the same
country, reinstated land propery was subject to a sales
ban for five years and legislation prevented
cooperatives and other legal entities and individuals
from owning land. In Albania, the sale of farmland was

‘bound 1o & prerogative option in favour of specifically

defined groups of buyers. It some countries, a
considerable proponian of the new owners of reinstated
land property were urban residents (e.g. 43 and BO
percent in Bomania and Bulgaria, respectively). This
emphaﬁ!a_ml the need for operational land markets 1o be
ustablished, Land propeny was accepted by banks as
collateral in very few cases.

The capital scarcity and financing problem of
agriculture, thus, could not receive much help from the
land market. In line with privatization and the
restructuring of national banking sectors, some progress
was made in creating specialized banking and credit
institions for the agrofood sector in a few countries.
Subsidized credit was available (but not sufficient) in
several countries; including Poland, Slovenia and
Hungary, Such credits were allocated 10 farmers in

exchange for delivery commitments in Romanta, In

Hungary, the cooperative rural banking network
expanded and channelled state development funds 10
farmers and small rural enterprises, In the Czech
Republic, a state support and guarantee fund
contributed much 1o the flow of subsidized and
guaranteed credit to agriculture. A similar institution
financially assisted small and medium-sized enterprises
i food processing.

In spite of this progress, a comprehensive and sound
financing systermn for agricultural and related operations
has not yet been created in any of the CEEC countries.
Many factors contributed to this situation, including the
poor profitability and low internal accumulation in
agriculiure as well as debt problemis within the sector.
The restricting effect of macroeconomic stahilization
and forelgn capital favouring primardly retail and
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> S processing branches was not helpful in this respect
either, As a sign of some relief, however, incountries
; with the highest increase in agricultural output and/or
A

sxpoits, the financial situation of farming organizations
showed an improvement for the first time in 1995

Having been at the centre of interest ever since the
(ransition process began, the creation of market
institutions made further considerable progress in
several countries during 1994.95. In the Czech
Republic, a good example was the establishment of 15
regional cooperatives for the marketing of milk 1o
processors, resulting in improved milk producer prices.
In the grain and pork sectors of Poland the new
diversity af marketing channels allowed individual
bargaining for farmers. In Hungary, the 1995
amendment of the law concerning market regulation
provided for considerably mare participation by
commodity boards (called product councilsyin the
development ard implementation of official market
palicy. In various CEEC countries both producers and
cansumers have by now had their first positive (ar
sometimes difficult) experiences of the available (or
lacking) market institutions. This has resulted in a more
flexible approach to entrepreneurial decisions and an
improved awareness of market conditions throughout
the whale vertical chain.

The main lesson of agneultural market developments
in 1995 appeared 1o be the recognition of the need for
mare market transparency and more markel integration
bath domestically and internationally. In Albania,
where there is a somewhat fragmented farm structure, a
iree and simple system of weekly price information was
established throughout the country in 1994, Durning the
following year this was recognized as an accelerator of
agriculiural develapment. On the other hand, lack or
non-use of export market information could cost higher
profit losses for a subsector than the 1otal amount of
state subsidies paid 10 its producers during a whole
vear. Such a situation arose for grain producers in
Hungary, a major grain-exparting country in the
subregion, in 1995,

Develapment of private small-scale farming

By the mid-1990s, the progress of private family or
peasant farming offered a rather unbalanced picture as
a result of agricultural restructuring in most countries of

e _———— L B B
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the subregion. As 4 nesult of the enormaous efiarts of
farmers, however, private small-scale farming had
developed nto a significant economic and social factor

of the agrofood sector. In terms of its share in land and

labour use, local food supply, commercial production
and agricultural GOP, this sector acquired an important
place in most CEEC countries. In Slovenia and Poland,

‘where private farming remained important throughout

the communist period, small-scale private farming used
four-fifths of agricultural land and contributed 80 and
8% percent, respectively, of gross agricultural output in
1994. The corresponding figures in Bulgaria and
Hungary reached about 40 percent for land use and 81
and 49 percent, respectively, for agricultural outpul.
According 1o national sources, in Poland, Bulgaria-and
Hungary, 90, 79 and 33 percent, respectively, of total
agricultural labour was engaged in small-scale
agricultural activities in 1994-95.

Alfter six years of transition; however, private small-
scale farmers continued to face many insufficiencies in
their own resources and in their economic and
institutional framework; sometimes, for example, they
had to operate in a eantroversial political and social
climatee. In spite of varying national conditions, the
principal difficulties of private farming remained very
similar across the subregion and included fand
fragmentation (particularly in Albania Bulgara and
Romania with farm sizes of 1 ta 2 hal, inadequate lanc
legiskation, unclear property rights, scarce capital and
credit supplies, underdeveloped and often manopolized
up= and downstream relations and scarce market
information, Behind the farmgate, farmers still had 1o
face a deficit in knowledge of management, marketing
and small-scale sustainable production techniques.
They also indicated unwillingness to cooperate among
thermselves. an extension services, however, gained
increasing apareciation from private farmers,
particularly in Slovenia, Poland and Hungary.

By the mid-1990s, the concept of private family or
peasant farming seemed to be more accepted in
countries such as Poland, Slovenia and Romania than
i Hungary ar Slavakial In a few countries with
important traditions i this type of farming, including
Poland and Slovenia, the development of such
enterprises and their institutional framework appeared
16 be more dynamic and complete. Even in these

A
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N e countries, however, farmers were strugghng with severs
structural problems stemming in part from small farm
size, of an average 8 ha In Slovenia and Poland. In
F

addition, an increasing share of small-scale farms wiero
operated part-lime and were thus economically more
stable, while a significant number operated at the
subsistence level (paticularly in Albania and Romania)
andfor in the infarmal economy.

Fundamentally, many of the problems faced by
private farmers. in most countries stemmed from the
lack of a clear and commitied long-term policy concept
for private family or peasant farming, particularly for
yoiing farmers, In some cases inconsistent palicy
TSI Fes Ir.rw&l"dﬁ small-scale farmers lfor example, the
withdrawal of some forms of support in Hungary)
further complicated the situation.

The persistence of many of the problems of ransition
In this sector was also related to the absence or law
level of genuing cooperation among individual farmers.
Many of them could not overcome the psychological
barrier 1o voluntary cooperation and asseciation in the
related up- and downstream activities, which were
essential in times of scarce (financial, lechnalogical,
managerial and often moral) resources in order 10 pave
thie way for the structural adjustment that was inevitable
for small farms in arder to improve their
competitiveness, Nevertheless, relying on their modest
resources and on ample experience gained from western
‘Europe, emerging organizations:of privale farmers were
already making increasing efforts in this direction. They
were attaining some success in arranging for more
producers’ cooperation in marketing in a few countries
tncluding Albania, Bulgana and the Czech Republic,
For a better international coordination of their activities,
several national small farmers” associations establiched
the Central European Council of Farmers in 1995,

Development of human resources, e adult raining
in modern, environmentally sound techniques and
business aspects, appeared to be an urgent task for
development policies aimed a the small-scale sector,
As-experience from westemn Europe has shown, the
I'ng-lurm solution is the establishment of national
wﬂems for the vocational training and installation of
young farmers with the necessary expertise lo manage
their family-type enterprises. Special atemion should
be paid 1o establishing young farmers” associations,
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Increasing orienlation of agricullural policies towards
the EU policy model

The declared objective of most CEEC countries to join
the EU (five CEEC countries had expressed such 3
dhesire by lanuary 1996) dominated the modifications
introduced 1o their agriculiural and rade policies in
1995, This was the case even for the WTO member
countries among them, which also had o proceed 1o
the first stage of Implementation of the Uruguay Round
agreement on agriculture. Several of these countries
actually increased tanlf protection, Stale support to
agricullural producers and 1o the domestic markiet
seemid 1o be stabilizing in Hungary, Paland and
Romania, bur the already modest budgetary provisions
for this purpose could not be increased i real terms. In
fime with (s different policy priorities, the Ceech
Republic reduced its 1995 budgel for agricultural
markel regulation, Nevertheless, the general trend for
the more advanced CEEC countries became 1o align
their agricultural policies, policy instilutions and
mechanisms more closely with those of the EL.

Policy-makers attempted to strike a balance between
market arientation and minimum protection for
domestic markets, while the nesd for the two principal
groups of agricultural policy mechanisms, Le. market
regulation and structural palicies, 1o lollow harmonized
nbjectives and to be complementary became #ven more
evident. Both types of policies need 1o be active
simullaneously and consistently. Mimimum market
protection must be provisional, targeted and predictable
in arcer that transitory market protection operates anly
lang enough for structural measures 10 become active,
The effect of the latter, In m, is expected o reduce the
necossity of providing renewed marke! protection in the
future.

Part of the 1995 palicy experignce was thus the
continuation of state intervention in the agricaltural
markets of the subregion, Apart from refining further the
mechanisms for market support, credil facilitation,
expon dtimulation and import pratection, expornt
restrictions and bans also appeared in several countries,
In Croatia, price policies applied floor prices in onder (o
protect the producer prices of key agricultuval products.
As a conzequence, domestic agricultural prices were
pratected by tariffs and special levies in 1995 and a
1 percent surcharge was imposed on all imports. While
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state expendiure on market regulation was reduced by
over 50 percent in the Ceech Republic, ad hoc
application of licences (panticularly for export)
appeared in 1995. In Romania, inpul subsidization
increased and minimum price guarantees prevailed for
whieal and milk. For the latter, and for bread, consumer
prices were also regulated by the state, The
carresponding trade policy was characterized by a high
level of import protection with sharply increased tariffs
ot wheat and dairy products in 1995, In Hungary's
three-stage market regulation system, the number of
directly controlled product markets had increased hy
1995 to include wheat, maize, milk, pork and beef,
Export subsidies amounted to about 50 percent of all
agriculiural support in 1995,

In the same vear, the Czech Republic and Hungary
subjected grain exports to licensing and to a virntual
export ban in the latter country later in the year in order
o maintain domestic market stability.

In the meantime, however, additional agreements
concluded under CEFTA in 1995 aimed at eliminating
seme of the existing trade barriers as from 1996, Palicy-
makers” recognition of the long-term damages of
permanent market protection strengthened slowly. The
use of scarce budgetary resources for price guaraniees
and export subsidies can be rational only to the extent
that it helps to implement structural development
measures for the improved viability of a certain
subsector, Likewise, import protechion measures can
only be justifiable if simultaneous efforts are undertaken
I improve the international competitiveness of the
protected subsector and its products. In the long term,
however, protectionism decreases compelitiveness
rather than improving if, hecause it acts as a
disincentive to the export of production from the
protected subsector, increases food prices and resulis in
the misallocation of resources.

The unfavourable agricultural trade balance of CEEC
countries as-a whole with the EL and developmenis on
their domestic ratail markets for food emphasized the
urgent need for specilic policies o improve the
international competitiveness of the agrofood sector in
CEEC countries. This was seen as a major prerequisite
for their successful accession and operation within an
enlarged EL market at the beginning of the next
century,
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The necessity for improving competitiveness in the
CEEC agrofood sector

By the mid-199(s some CEEC countries had successfully
reariented (their agrofood exports 1o western European
markets. This was regarded as a necessary and posilive
stepy on the adjustment path towards establishing
international market conditions. Nevertheless, the new
trade orientation made the eastern agrofond eciors
mare dependent on bath general economic trends and
on specific requirements of markets in westem Europe
and this produced a special challenge in terms of
international competitivienes for the CEEC nations,

The principal expornter countries of the subregion
were irying to benefit further from their earlier
comparative advantage in agrofood exports. There
seemed 10 be little recognition of the fact, however, that
the meaning and content of camparativie advantage in
agrofood production-and rrade had undemgone
substantive changes in Europe during recent decades,
It the past, agrofood production and trade were related
primarily 1o natural (geographic, climalic, soil, eic,)
conditions and-national production raditions. By the
19905, camparative advantage within the agrofood
sector had largely become a knowledge- and
technology specific factor of competitiveness, [1 was
related more strongly to the adaptation of modern
production technigues and knowledge fincluding high-
level technical, ecological, management and marketing
skills throughow the food chaind and less to natural
cconditions:

This explains why some western European countries
with less favourable physical conditions for agriculiure
were showing a more successiul oulput and market
perormance than CEEC countries with better natural
mnd:huns and Iung traditions of food production and
trade. In recent years, repeated underuse of EU fmpart
quodas for CEEC countries was a case in point. Long
years of weak investment activity and panicularly the
lack of high-technalogy investments left CEEC
agriculture al a greal disadvantage in the competition
wilh western suppliers. This manifested itsell In the
continuing high share of unprocessed products in their
exports and in ' the expanding share of western value
added food products in CEEC domestic markets, In CEEC
agrafood expons to the EL, grain, livestock, meat, fruits
and vegetables occupied a share of well over 50 percent
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2 in 1994-95, In Hungary, for instance, the export share of
%,
=

thiste products increased (o 67 percent, while the import
share of value added food products amounted o 72
percent in 1995, Such proportions demonstrated well
the structural weakness of CEEC agrofood trade.

Toy improve their competitiveness (on both domestic
and external markets), agrofood enterprises of the
subregion require primarily gualitative upgrading of
their operations rather than a development in terms of
increasing outpul. The enlarged EU market is bound 1o
b competitive regarding the qualitative attribules of
products and services: Moreover, the interpretation of
produce and food quality is uncdergoing rapid changes
on thie European market particularly because of an
Increasing inclusion of consumer health and
sustainability aspects into the concept of quality (eg.
concern about healthy nutrition practices, chemical
resicluals; the sthics 'of animal husbandry, erganic
production and environmental protection.

Being closely related 10 the quality aspect of
competitiveness, the problem of human capital and
resource development appears 1o be a factor of key
importance for the subregion. A further substantial
reduction of the agriculiural labour force is seen as
necessary for CEEC as.a whole if it is-to arrive at levels
of labour productivity camparable with those af the EL.
The remalning labour force within a rather varied farm
structure would require substantial retraining in
sustainable production techniques, farm management,
marketing and general business subjects. This will
involve the implementation of specific training
programmes with the cooperation of relevant national
and international Institutions and organizations,

A special feature of post-fransition agricultural
development is expected to be the continuing presence
of a great number of large-scale farms in some
countries, ar least ih the shon to mediom term (for
example, in Hungary there are more than 2 000
enterprises with an average land area of between 1 100
and 1 700 haj. This raises the special challenge of
developing and improving fam management systems.
for large agricultural enterprises under the canditions of
a market-oriented economy. In the meantime; e ssue
of long-term viability of such enterprises seems o
FEFIAIN an apen question, related to the specific
technical nature of each subsector,




Obviously, the improved inemational 1
competitiveness of the CEEC agrofood sector depents
on new investments. tn its-present transitional state and
given its scarce resources, however, the agrofood sector
of the subregion wauld benefit more from investment in
qualitative improvement and the substantive
development of human fesources than from investments:
far rapid output growth and expon expansion.
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T The CIS comprises all the
countries of the former LISSE;
excepl the Baltic states, i.e. Ar-
mienta, Arerbaljan, Belarus,
Ceorgia, Kazakstan, Kyr-
gyzstan, the Republic of
Muoddova, the Russian Focdera-
tion, Tajikistan, Turkmenistan,
Ukraine and Uzbekistan,

COMMONWEALTH OF INDEPENDENT STATES:
SUBREGIONAL OVERVIEW

Economic performance and policies

Most Commonwealth of Independent States (C15)
couniries™ have experienced negative growth rates of
real GDP since the beginning of the transition process
in the early 19905, and the average yearly decline
renrined above 10 percent between 1991 and 1994,
The downfall staned 1o decelerate in 1995, when the
weighted average GDP declined by 5 percent in real
terms and, according to European Bank of
Reconstruction and Development [EBRD) projections,
1996 should be the first year of positive growth for the
subregion as a whole, Real output is expected to
increase far the first time since 1990 in the Russian
Federation, Georgia, Razakstan and Kyrgyazstan, while
positive growth had already been recorded in 1995 in
Armenia and the Republic of Maldova. However,
further sutpul contraction {albeit al a considerably
slower pace than i recent years) is still expected in
sarime counties, including Belaris and Ukraine. Real
GOPin the CIS countries as a whaole in 1995 was just
53 percent of its 1959 level, and the projected 1995
recovery, would only bring if to 54 percent. 1t must be
stressed, honvever, that official figures overstate the
decrease in outpul, since they do not cover the growth
of activity in the informal sector, which has been
substantial in the CI5.

Progress in macroeconomic stabilization has been
mofe significant than output recovery, In 1992
registensd consumer price inflation was at four-digil
levels in virdually all 12 countries of the subregion. This
number had shrunk to seven in 1994 and to two
countries (Tajikistan and Turkmenmistan) in 1995,
although Belarus, the Russian Federation, Ukraine and
Uzbekistan still retained inflation levels above 100
percent. Projections for 1996 show further progress,
since inflation is expecied to be contralled at under 100
percent n-all countries except Tajikistan and
Turkmenmistan. A key role in the drep in inflation has
been played by tight fiscal and monetary policies
endoraeel by the Intemational Monoetary Fund (IMF), as
the |arge fiscal deficits associated with the deep
recession have been cut down through expenditure
reduction, in pan linked 1o the reform process
reductions of enlerprise and consumes subsidies), In
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addition, price |iberalization was for the most part
undertaken in the early slages of transition and fis
inflationary effect is fading.

Price liberalization is the area ol reform where
progress has besn most uniform and substantial
throughout the CIS, Vinually all countries have
liberalized most prices, although, in general, control
has been retained on energy and utility prices, and have
largely phased aut statie procurement at non-market
prices. Progiess in other areas of the transition process
has been less oniform, The private-sector share of GDP
i mid-1995 ranged from 15 percent in Belams,
Tajikistan and Turkmenistan 1o 55 percent in the
Russian Federation. Between thess extremes were
Armenia (45 percent), Kyreyzstan and Ukraine (35
percent), Georgia and Uzbekistan (30 percent) and
Azerbaijan and Kazakstan (25 percent). The
privatization of small-scale enterprises has been
comprehensive in the Russian Federation and
Kyreyzstan, and substantial numbers of small-scale
enterprises have been privatized in most other
countries, while privatization of large- and medium-
sCale enterprises is generally less advanced. Almost all
countries have achieved some liberalization of rade,
the exchange rate regime and interest rales. Progress
has been slow in other areas of banking reform,
however, and in the development of non-banking
financial institutions, as well as in the areas of
compalition policy and the establishment of an
adequate et of legal rules on investment,

Riecent developments include the implementation of
the government mass privalization programme, based
ot vouchers, in Ukraine; further progress of government
privatization programmes in the Russian Federation and
Kymyvzstan; and progress towards cost-recovery levels
of energy prices in the Russian Federation, Uzbekistan
and Ukraine. The 1992 agreement on the creation of a
free trade zone among CIS countries hasso far made
only limited progress in' the creation of a custom union
among the Russian Federation, Belarus and Kazaksian.

Recent performance of the agricultural sector
The decline of agricultural output, which has affected
the subregion since the beginnimg of fransition,

ccontinued in 1994 and 1995, The sectar has beenhit

by the demise of former support policies, demand
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- decline linked to real income reduction; the difficulties
of the farm-restructuring and enterprize-privatization
procisses and the dissuption of rade among the
répuhlic's of the former LISSR. In 1994, according to
official statistics, only Ammenia and Turkmenistan
avoided lower agricultural output, {01995 the only two
countries 10 experience output growth were Armenia
and'Moldova, In the Russian Federation agriculiural
GOP declined between 19971 and 1995, albeit generally
al a slower pace than the rest of the economy

As for sectaral trends in the major food-producing
countries® hoth total cereal and toal wheal production
declined in the Russian Federation between 1993 and
14995 hecause of yield and, toa lesser extent, area
reclsctions, Similar trends, although more marked, were
recorded in Kazakstan, while in Ukraine output has
recovered in' 1995 after a sharp contraction in 1994
Given normal growing conditions, projected 1996
output is expected 1o exceed 1995 levels in all three
countries, with significant recoveriesin Kazakstan and
the Russian Federation, largely because of yield
increases. The three countries have experienced
virtually continuous decling in all aggregates of animal
hushandry between 1991 and 1995, The cumulative
1991-95 drop of inventones has varied between 21 and
45 percent for swine, sheep and goats and pouliry, but
has been more moderate for catile, especially cows.
These trends have been amplified by productivity
declines and have resulted in cumulative cutput
reduchions generally about 20 10 30 percent for milk,
30 10 55 percent for epgs and 40 percent for meal,

The sévere crisis of the livestock sector has been a
common feature of the transition process in all Cls
countries; the sector had benefited, more than crops
I —— have, from significant state support and the impact of
™ These are the Russian Federa- the elimination of praducer and consumer subsidies has:
tion, Kazakstan, Ukraine and therefore been senous, Furthermore, income changes
Belarus. haye had negative effects on demand. Inthe four major
W OECD, 1996, Agricultural food-producing couniries, annual per caput food
policies, markets and trade in consumption in 1995 was generally one-third [ower
the Central and Fastern Furo- than its 1990 level for livestock producis and between
pean couniries [(CEECS), se- 49 and 64 percent lower for sugar: the consumption of
hected New lndependent States cereals and potdtoes was, conversely, generally close to
(NIS) of the former Soviet or above 1990 levels.

Unien, Mongolia and China, According 1o the Crgamsation for Economic Co-
1994 and 1995, Paris. operation for Development (OECTN™ rrade in bulk
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" The reduction in trade hae
been associated with the gen-
eral downiiern af activily, al-
though in the inftial stages of
transilion expor] resiriclions,
the loss of confidence in the
roulle and ihe deterioration
it roishile paymienl mechanism
have also played a role, The Lat-
fer twio factors have alse led (o
ihe creation of an exlenshe
aelwork of bilateral jrade
igreemenis reganding infergov-
ermmantal or inlerenterprise
barter. See Warkd Bank. 1992,
Trade and paymenis arrange-
rends for states of the former
LS5R. Siwdies of Economies in
Transformation, Paper No, L.
Washington, DC.

agricultural commocdities among the CIS countries has
cantinued (s declining mrend in 1995, following a
géneral pattern of trade decline among the sepulblics of
the former LISSR. Most official trade still occurs through
hilateral agreements,™ although there is a continuous
decline in the quantities established by such
agreements and in their fullilment, and an increasing
imporance of Individual, unofficial wade flows and of
direct food supply agreements among single provinces.

Political pressure to restrict imports because of
CoONCerm over increasmg food impors in the Russian
Federation — about one-third of all imports in 1995
were foodstufis and processed food products - resulted
in higher impant taxes on foodstuffs, with a maximum
tariff of 30 percént an most items.

Farm restrucluring

The present structure of farms in the CIS is the result of
a histarical evolution of the land-tenure system, in
which there was virtually no private property, and of a
pracess of reform thal, as a consequence, in most cases
has hesn centred on the distribution of formal
ownership fights to farm workets, rather than on the
restitution of land 1o previous owners, In the Russian
Federation the process of farm restructuring has
occurred in two major initlal stages: a distribution of
underused state and collective farmiand, on the basis of
heritable litetime tenure, was implemented in 1990;
arsl @ general digtribution of entitlements to farm and
non-farm assets of state and collective farms to their
workers was undertaken In 1991, Such assels werne
claimed as shares in the large farms reorganized as
foint-stock farms. ar callective enterprises or they could
be withdrawn for independent farming, leassd or sald
10 other farmers.

A vartety of approaches have been followed in farm
restructuring throughout the subregion, from Armenia’s
comprehensive lapd relonm programme, which
allocated land according 1o family. size and resulted in a
pattern of agnculiural ownership and farming hased on
very small holdings, to Tajikistan”s complete lack of
reform ta date. The Russian Federation approach has
been adopted in most countries, although in Belaris a
1993 Supreme Soviet decision nallified the 19971 Jaw
on reorganization, while Kazakstan restricted reform to
state farms,

-]
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At present there are four types of fams in the major
lood-producing €IS countries: farge farms, most of
which are reorganized farms in the Russian Federalion
and Ukraine, occupied between 88 and 96 percent of
land in the four countries in 1995; individual farms;
resulting aither from the distribution of underused land
or from withdrawal from large farms, held betwieen
1 and 5 percent of land; garden plots owned by urban
residents have increasingly been devoted 1o food
production; and household plois; o which all workers

“and employees of large farms were already entitled
under the Soviet system, occupy about 10 percent of
land in Belarus and Ukraine and far smaller percentages
in Kazakstan and the Russian Federation. The share of
household plots in production is however much larger
and has increased virtually constantly in all four
counlries, representing in 1995 the bulk of production
of potatoes, fruits and vegetables and between 30 and
70 percent of production of main livestock products,
parily as a result of the increasing use of payment in
kind or through unofficial transfers from the large farms.
Although they are private, hausehold plots are closely
linked to the structure of limge farms, on which they
depend for inputs and suppart services, and their
increasing importance can be interpreted partly as a

“shift to subsistence production within such ranms.

A number of factors have contributed to otient the
farming system towards the maintenance of large
enterprises (albeit recrganized) rather than towards the
‘development of individual medium-sized farms. Legal
abstacles have played a croecial part, for instance, in the
Russian Federation, Ukraine and Kazakstan, land shares
are still not linked o physically identified plots and,
throughout the CIS, the definition of rules regarding
hath freedom of withdrawal and land transactions has
heen extremely controversial and uncertain in many
countries. The legal framework has generally provided
security of land use and hentability to cultivators, but
transferability, which is an essential feature of private
propery, is limited 10 various degrees. As for miles of
withdrawal, in some cases there have been attempts to
introdluce a requirement of unanimity of consent from
all shareholders.

There are however also economic reasons for the
perpetuation of a farm structure based on kige farms,
The near absence of private agricultural credit markets,
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¥ which isin fum partly linked 16 the incomplete

W definition of individual property rights 1o land, creates a
: capital consteaint on the establishment of individual
J
4

farms; the lack of a private andfor public supply of
agricultural support services; which have iraditionally
heen provided by lamge farms, further discourages
individual farming; and the recessive and unstable
economic environment makes individual farming risky,
In addition, the large farms have traditionally dispensid
a range of social services, such as medical care and
schoaling, and farmers may have chosen not 1o
withdraw their land shares in order 1o avaid the risk of
loasing such sepvices.

The extent jo which the issue of property rights on
land s unresolved and controversial is revealed by
recent legislative developments in the Russian
Federation and Ukraine (as well as in Belarus and
Moldoval, Although the new Russian Constitution,
adopted in December 1993, removed the constitutional
bar 10 the purchase and sale of agriculiueal fand, and
although a new Civil Code providing enlarged freedom
in land transactions was adopted in 1994, the complete
legal framework needed to implement the theoretical
rights o purchase and sale has not yet been develpped.
The Civil Code was 1o go'into force anly after the
approval of a new Russian Federation Land Code. A
draft Land Code has been discussed since 1994 and a
1996 version passed by the State Duma and opposed
by President Yeltsin would introduce severe limitations
to land transactions. In the meantime, many provinecial
governments adopted their own legislation and,
although a 1995 Presidential Decree established some
provisional norms along the non-restrictive lines of the
newy Civil Code, it appeared that this would not
evetrule regional laws, In Ukraine 4 draft law,
establishing that the allocation of land shares in lage
farms should be completed by the end of 1995 and
lifting restrictions an land leasing and-sales, was
rejected by the Supreme Rada in November 1995, %

Upstream and downstream sectors

The sharp deterioration of the terms of rade botween
— agriculiural producers and input suppliers which has
" See OECD, op. cil., footnate taken place since transition began has caused dramatic
34, p. 221; Agra Europe. 1996, decreases in usage, sales and production of inputs
East Furope. London, Between 1997 and 1995 tractor production decreased
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by a factor of 18 in' Kazakstan and by a factor of 8109
in the Russian Federation and Ukraine, while the
reduction of mineral ferilizer and compound feedl
production has gencrally been less dramatic: between
1994 and 1995 machinery. production declined in the
three countries, while mineral fentilizer production has
since-recovered in Kazakstan and the Russian
Fuederation.

I the Russian Federation the government resisted
farmers’ requests to reiniroduce state contrals on input
prices, but in 19494 it created a machinery leasing
PrOgrammie — in' practice 4 lime-regayment plan —
intendiad 1o support the agricultural machinery
producers aswell as farmers, A large share of the inputs
acquired by farms in 19495 were supplied through such
plans, for which allocations were established by the
federal Ministry of Agriculiure, the regional authorities
and-a former government agency, recrganized as a
ioint-stock company, which acted as the sole distributor
tofarmers, who could pay in cash or through delivery
of grains 1o the state. Agricaliural input provision, thus,
seems 10 have occurred in 1995 along lines which bear
many similarities with pretransition methods; including
the link Betwisen input supply ane stale procurement. In
Ukraire the state’also sl disteibuted Inputs-as pan of
advance payments for procurement in 1995. Indeed,

state provision of inputs remains tied 10 state

procurament in mnsl CIS countries, Enu.'rglng
alternative arrangements are still based on'input-for-

crop barter, with international agribusiness companies

fin Ukraine and the Russian Federation) or with local
machinery rental stations.

Iy the agroproc essing sector, the CIS countries have
inherited a structure characterized by the existence of
local monopolies, because under central planning each
elistrict was to have only one or two processing firms
and the transportation Infrastrocture was buill
accordingly. Such monopolistic positions are renforced
by other factors, such as, in the case of the Russian
Federation, legal restrictions on movements of prochce,
intended (o ensure local food procurement, and the
poor state of 1he transport infrastrecture and is
insecurnty caused by criminality. This hasrendered the
privatization of food processing enlerprises a
comentious issue; as farmers’ requiests 10 have saome
control over the privatized enterprises was frustrated in
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> both the Russian-and Ukrainian privatizalion
programmes since farms did not have the resources 1o
) compete with other bidders. In the Russian Federation
rup complaints aboul the privatization of the food
i

processing industry induced President Yelisin 10 issue a
decree 10 1994 requiring the State Committee on
Managemen! of State Propeny 1o re-examine
privatization. In Ukraine, in 1995 the Rada adoped a
law establishing that agrofood processing enterprises
should reorganize as apen joinl-stock companies with
51 percent of their shares 1o be given free of chage 1o
their suppliers and failure 1o comply implying a returm
ta state ownership. The law was vetoed by the
president, represented in a slightly modified version in
1996 and vetoed again.

Stale procurement
The share of total produce bought up by the iraditional
procurement agencies, including payments in kind for
workers and baner of produce for inputs, fell in recem
years throughoot the CIS af the expense of private
marketing channels. The share of produce that bypasses
the state channels varies greatly from state to state and
tishids 10 be groatest in those countries where reforms
are relatively more advanced or in countries where
central management has been eroded by civil strife
(Georgia and Tajikistan] and least in countries where
centralized contral continues to be important.
Procurement tends to absorb the bulk of production
which requires indusirial processing or specialized
storage. because there tends to be a considerable
degree of state control on such downstream activities,
and o have a very limited role for produce which can
be marketed chrecthy

A a percentage of production, state procurement of
‘grains, vegetables, potatoes and livestock declined
sharply between 1991 and 1995 In Kazakstan, the
‘Russian Federation and Ukraine. in 1995 state
purchases absarbed virtually all production of fibre flax
in all four major food-producing countries and a high
proportion of sugar beet in Ukraine and Belarus, Al the

= FACL. 1995, Preliminary as- apposite end of the spectrum, the ale of procurement
sessment of 1995 foodcrop pro- is generally minimal for potatoes and vegetables. Siate
diection and 1995/96 cereal procurement of grains was still around 30 percent of
impart requiirements in the CIS, officially reported production in Belarus in 1995, 17
Rome, FAC, percent in the Russian Federation, 15 percent in

=S —————— —————wa——a —— = = e |
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Ukraine and 8 percent 1n Kazakstan. For livestock
i procucts, the state still absorbs 35 o 54 percent of
% production in the Russian Federation and lower
percentages in Ukraine and, especially, Kazakstan,
The decline of the role of state purchases is caused
by several factors. Low prices and long delays in
payments because of the agencies” lack of funding are
at the ongin of farmers’ unwillingness to deliver their
product 1o the state agencies. As a result, most of the
statie procurement agencies are unable o meer their
purchasing targets; this was the case in 1995 in both the
Russian Federation and Ukraine, where a presidential
decree has abolished the system for all agriculiural
produdts except grain.

Subsidies, price and credit policy

In the former USSR, state support to agriculture was
based easentially on the price and subsidies mechanism
and on credit policy, Procurement prices consisted of a
base price plus bonuses based on quantity, quality and
the financial needs of farms. Weak state and collective
farms received price bonuses in an effor 1o improve
their financial position; stch differential price bonuses
were the most significant category of agriculiu ral
subssidies in the 1980s, Farm inputs were subsidized,
and consumied subsidies, usually paic 1o the processing
industries, kept consumer prices down. Credil was
allocated 10 statecowned enterprises by the government
banking system, Concessional interest rates and
periodic loan ﬁmm[wnﬁs eﬂ’ecllwlv tranaferred income
to selacted groups and enterprises and state-allocated
credit was widely used to bail out inefficient and high-
cost producers. As state and collective farms rapidly
accumulated debt in the 1970s and 19805, debt
rescheduling and debt forgiveness became freguent
practices,

With transition, producer and consumer subsidies
were mostly cot of eliminated and farmers faced rising
production costs and depressed output prices because:
of low demand. Monopaoly positions in the inputs
supplying industry and widespread cantrol of hasic
food prices in the early stages of ransition exacerbalecd
the price-cost squeeze.

Governmen! attempts 1o introduce new suppon
mechanisms for agriculture are at the basis of the
establishment of agencies which are supposed 1o offer
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contracts al guaranteed prices (o support producers in
the Russian Federation, Kazakstan and Ukraine,
Howewver, the Russian Federal Foodstuffs Corporation
and the Kazak Commodity Credit Corporation differ
fundamentally from similar agencies in the west in that
thiey are also entrusted with state procurement,
Furthermore, production credit is generally tied 10
guaranteed deliverics.

In the context of a continuing crists in the agricultural
sector, the old suppont mechanism through credit has
nol been entirely abandoned: in 1995 the Russian
Federation resorted to agrofood sector debt
rescheduling and delt write-off, the latter amaunting 1o
more than all the explicit support for agriculture
provicled in the same year's budget. In Ukraine the
main subsidies to agricullure ook the form of negative
intetest rates and non-enforcement of repayment tems.
Heowever, the sector was taxed by a combination of low
procurement prices and delayed payments coupled
‘with high inflation and restriction of imparts, which
actually offset subsidies.

The development of a private agricultural credit
markel which may reduce agricaltiral sector
dependence on state credit and its demands on stae
budgets i a very. imporan and unresolved issue in the
C1S. Credit supply is rationed economywide hecause of
accurnulated debts, general economic decline and
insufficient international financing. In the case of
agriculture, thee incomplete definition of private
property rights on land hampers the development of a
land market and of arural credit market based on the
use of land as collateral. In addition there are complex
problems of reform of the financial institutions since, for
instance, the heritage of the former LISSR is a systern
where deposit mobilization In rural areas through the
sayings:bark and lending 1o agriculture through
Agroprombank wene in practice separaled and interests
paid on deposits were low and inflexible, so that the
banking system did: not-fulfil a role of financial
resources reallocation in rural areas.
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AGRICULTURAL AND ECONOMIC REFORMS IN
BELARUS AND THE REPUBLIC OF MOLDOVA
The Republic of Moldova and Belarus are new
countries, formed in 1997 from the splintered Union of
Saviet Socialist Republics (LISSR). Economic refarm in
Moldova, although troubled, has generally been more
resolute than in Belarus: While Maoldova continues Lo
receive support from the intemational financing
agencies (the Intermational Monetary Fund [IMF], the
Waorld Bank and the European Bank for Reconstruction
and Development [EBRDY), loan disbursements to
Belarus from these agencies were suspencled darly in
1896, Both countries have faced the demise of the
Soviet rouble and old planning relations with Russia
and the shock of greally increased prices of raw
materials purchased from the Russian Federation and
ather republics.

Macroeconomic setting
Muoldova adopted a stabilization programme refatively
early among the counlries of the former USSR, In 1995
GDP was at only 40 percent of its 1990 level but in the
same year moderate positive growth was recanded for
the first time (af 2 p_{-rclan't according 1o EEBR[).
Agricultural prﬁ_dunihn also wrew, by 5 percent. Since
mick-1994 monthly inflation has been in the low single
digits and in 1995 it was the lowest in tha
Commonwealth of Indendent States (C15). The national
currency introduced [n November 1993, the leu,
became convertibles on cument account transactions in
july 1995, The money supply 1s extremely ight,
however, antd batter so prevalent that much of the
wconomy has been referred 1o as "demonitized”

Bedarus was one of the last countries of the former
USSR to introduce reforms and adopt a stabilization
programme, and inflation has been among the highest
in the CiS. Not until October 1994 did Belarus make
the Belarussian rouble its sale currency. Delay in
initiating a reform: programme allowed Belarus to delay
contraction, but real GDP dropped by 20 percent in
1994 and by 14 parcent in 1995, The prospects for
positive economic growth are further away in the future
than for Moldova.

By December 1995, prices in Belarus had increased
B.1 timies over the previous year, compared with a CIS
average of 3.5 times. [n late 1995 and early 1996

——e———— e ———————————u=—x
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manthly mflation was officially low, bur imernational
economics agencles questioned the methodology of s
measurement, They also considered the fiscal policy in
Blarus tn be unsustainable, since it matched revenue
shortfalls with temporary freezes and the accumulation
of arrears. Most central bank credit continues 1o be
directed and subsidized, perpetuating the expectatlon
of continual credit bailoats,

IMF stopped granting credits 1o Belarus in Seprember
1995, The reasons for this invalved the central bank’s
reimposition of exchange contiols and Its reluctance o
let the rouble depreciate (a “crawling peg” has since
been adopted) or to create excessive crecit for
agriculiure. I early 1996, the World Bank suspended
payment of a US$37 million lean because of
inadeguate progress in privatization,

The human costs of austerily

I bsth Maldeva and Belarus the costs of austerity in
teyms of human seifering have been significant, As in
many other transition economies, unemployment in
both Moldova and Belarus s officially low, but official
statistics probably underestimate actual unemployment,
in Moldova, where official unemployment was only

2 percent in 1995, asurvey using hroader criteria se
Ihe figure ar 11 percent {excluding Transdnestrial. For
those working, arrears in wage payments are a
perennial problem. Statistics showing the average
dechne in consumption (discussed below) do not reflect
the larger decline among the growing segment of the
population who are officially poor,

Soviet agricultural subsidies and Moldova’s and
Belarus specialization and trade within the former
USSR

Adjustments in Belarus and Maldova to the break-up of
the former USSR have 1o be examined within the
comext of the comples pattem of subsidies 10
agricultural production and consumption which
characterized Soviet intérrepublic trade. These
subsidies emanated from Moscow and were largely
eliminated in 1992 For the former LISSR as a whole,
budget subsidies for agriculure in the late 19808 were
roughly 10 percent of COP. Exact measures of the
benefit of Soviet-ere subsidies to agriculture in Moldova
and Belarus are not available, bur those paid to Belars

.S — - —— - ———_ —— —
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BOX 12
BELARUS

With a territory of 280 000 km', Belanns is
the sixth largest of the 15 former LISSR
republics,

Some B0 percent of Belarus” population
of 10 million ks by mationality Belarussian
and most of e rest are Russian or
Ukrainian. Over 80 percent of the
population speaks Russian fluently, Excepl
fior the wisstern region, which was annesed
from Poland after the Secopd World War,
the collectivization of agriculiure was
completed in the early 1930s, Belarus® per
capul gross social product (GSP) was
among the highest of the 15 Soviet
repulilics. OF the former USSR republics, it
has been the most active in seeking
economic inbegralion wilh the Bussian
Federation, and in May 1996 Belarus
ratified an agreement with the Russian
Federation bo form a new economic and
political unton, the Community of
Sovereign Republics (CSR).

Relarus has few nalural ressurces excepd
for peat, potash and its sirategic location
which allows it o contain the rail, road
and pipeline roules connecting the Russian
Fiederation fo central and western Europe.
The population is one-third rural and two-
thirds wrban. The country's industry
depends heavily on imported raw materials
and semi-manufactured goods; 90 percent
of energy needs are imported from the
Russian Federalion.

Before the breakup of the former USSR,
agriculture accounted for 21 percent of the
republic’s GSP, against an average of 16
percent for the USSR, Some 30 percent of
the labour force was directly employed in
agricullure.

Winters in Belarus are fairly shorl and
summers long, moist and cool. The
vegelative period lasts from 175 days in the
northeast to 205 days in the southwest, and
average yearly rainfall varies from 700 mm
in the north to 500 mm in the south. Three-
guariers of the territory of the country is
classified as agricultural land and two-
thirds of thal is arable, The remainder is
evenly divided between meadow land and
pasture,

Historically, Belams has specialized in
flax and potato production, Although
feeding efficiency was inferior to that of
westem Furope, Belarus was known in the
former USSR for relatively high-
performance dairy cattle and pigs. Most
grain is spring grain, with only a small
gjueantity of winter wheat and maize, Rye is
particularly suited 1o Belarus, A relatively
high, but diminishing. share (40 percent) of
sown land is devoled to fodder crops,
including maize for silage.




BOX 3

THE REPUBLIC OF MOLDOVA

With a terrilory of 33 700 km, Moldova is
the second smallest of the former USSR
republics and its 4 miflien inhabitants make
it also the most deasely populated.
Muoldova shares a common culture and
language with Romania o the west;
approximately 65 percent of the population
are ethnic Romanian, one-half of whom do
nol speak Russian fuently. Slavs, abawui
ane-guarier of the population, are
concentrated in the capital city, Chisinau
{formery Kishinev, and Transdnesiria,
which is a ¢liver of Land between Ukraine
and the Daicster river containing one-
guarier of Moldovas territory, Since 1992,
Transdnesiria has sought unsuccessfully 1o
secede from Maoldova, As part of
Bessarabia, present-day Moldova was parl
ol the Russian Empire from Y812 until
1918, bt (except for Transdnestnia) was
independent or parl of Romanka until
annexed by the LISSR after the Seconmd
World War. Collectivization of agriculture
wars pol completed until 1950, and many
people still remember the small frechalis
which previously characterized agriculture
in Moldova,

Sails are predominantly rich chernezem
and chestnul. Rainfall varies from an
average 550 mim annually in the north to
375 mm in the south, and the country is
subject to frequent drought. OF 2.1 million
ha of arahle land, 100 000 ha are irdgated.
Conditions are suilable for a diverse
variely of long-season crops and about one-
fifth of the arable land is in permanent
orchards and vineyards - Moldova's most
netable specialization is fruit, including
table and wine grapes, Aboul throe-

— L

guarters of arahle land is sown 1o grains,
including equal areas to winter wheal and
maize and about 10 percent each to pulses
and winter barley, Oither crops include
sugar beet, sunflower and lobacco, Only 12
percent of Moldova®s agricultural land =
meadowland or pasture. Moldova's
northern region had some of the besi dairy
yields in the former USSR, Pigs are
important throughout Moldova as are
sheep, especially in the south,

Moldova's per caput GSP was the lowest
of the former USSR Europesan republics,
Including labouress in private plots, 47
percent of the population was directly
engaged in agricultural produciion, the
highest such share in the European USSR,
The share of agricullure in GSP was the
highest in the former USSR (27 percent
against an average of 16 percent), One-half
of industry is involved with the processing
of livestock products, vegetahles, fruils and
wine, Moldova was and is totally
dependent on the Russian Federation for
ENETEY relBUrces,
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appear to have been larger than those 1o Moidova
because of the greater capital intensity of production
and the greater relative specialization in highly
subsichzed livestock in Belarus. Moldova®s agriculture is
less capital-intensive and its exports were concentraled
more in unsubsidized honicultural products, sugar and
nilseets.

Both Belarus and Moldova participated in the LISSR
intemepublic grain and livestock trade complex as net
exporters of subsidized livestock products and net
imponters of subsidized grain, During 1986-1990,
‘Belarus imported one-third of its average annual grain
consumption of over 10 million tonnes. OF this, aboul
2.2 million 1onnes was foreign grain imported with
foreign exchange centrally allocated by Moscow,
Moldova was dependent an impors from other former
USSR repulilics for approsimately 20 percent of s grain
consumption. In 1990, Belarus exported 19 percent of
its meat, 25 percent of its milk and 4 percent of its egg
production 1o the ather former LISSR republics. For
Moldova the figures were 25, 8 and 16 percent,
respectively,

Consumption of livestock products sold at controlled
state retail prices was highly subsidized by Moscow.
Far example, price specialists calculated that the
average budgot subsidy for beef in 1989 was
approximately 250 percent and, for milk, 100 percent.
(That is, the retail price of beef, which was nearly
uniform acrss the entire former USSR, was 3.5 limes
the averape cost 1o/ the Soviet state of production and
rade) For pork It was about 100 percent. On this basis,
subsidies for retal prices of {oods produced from crops
(e, wheat bread, sunflower and sugar) were generally
negative, The latten which are exported by Moldova,
wene laxed al the rates of 5 and 35 percent. For Belarus,
excepl for milk, the budget subsidies expressed in this
manner wire somewhat larger than in Moldova; the
Besef subsidy was 264 percent compared with 234
percent in-Moldova, milk was 67 percen! compared
with 70 percent and pork, 120 percent compared with
91 percent.

Consumption of domestically produced feed grains
was subsidized by the monopolistic Soviel state grain
procurement system, This system acquired grain at
differentiatied zonal prices which extracted fand rent
from low-cost grain producers.
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Among crops, Belarug delivered mainly flax and
potatoes to other republics, while importing from them
significant quantities of vegetables, fruit, sugar and
vegetable oil, as well as milling wheat and feeel grains.
Amang major agricultural commadities, Moldova
imported feed grains and milling wheat. In 1990,
Moldova exported (almost entirely 10 the former LSSR)
2010 25 percent.of its fresh and processed vegetables
and fruit, including approximately 80 percent of both
canned vegetables and fruit. Moldova also exponed 1o
the former USSR-about one-third of its sugar production
and one-half of its vegetable ol production. Tobacen
was another impartant export.

The structure of inpul use suggests that since 199
increases in energy and other agricultural inputs
imported from the Russian Federation have hun
Belarus’ agriculture more than Moldova’s, |n the late
19805, the share of capital per-agncultural worker in
Belarus was one-third higher than in Moldova. The
expenditure on electricily per farm worker was two-
thirds higher and the rate of application of mineral
ferilizer per sown heclare (266 kg in 1986-90) was
approsimately double the Moldovan level,

Food price liberalization and budget support

Both Moldova and Belarus inherited the
macroeconomic imbalance and repressed inflation
which plaved a large role in the demise of the former
LISSR..

The Russian Federation’s price liberalization in early
1992 forced Maldova to liberalize most prices in 1992
The republic delayed completely freeing food prices
until June 1994, however, when the last budgetary
subsidies for milk and the cheapest types of bread were
aliminatad. This was accompanied by increases in
direct assistance 1o the poor,

A comparison of prices for a number of food items in
Chisinau’s retail stores and collective farm markets a1
the-end of December 1995 and beginning of 1996
indicates that retail prices were the same in both, Le.
that prices In retail stores mostly cleared demand.

Asof [ate 1995, the international economics agencies
questioned whether Belarus had really freed retail food
prices. There had been several administrative increases
of both farm and retail prices, including substantial
increases (hy factors of 10 to 20) in August 1994, The




= The World Health Organiza-
tan has obderved thal nomms
for lvestock consumgdian in ihe
former LISSK and Eastern Eu-
rape were bn excess of recom-
mismlations for westemn Europe
andl not justified by differences
in climate, See United Mations
Children’s Fund (UMICEFLUM.,
1994, Crisis in martalify, health
and puirition. Economics in
Transition Studies, Regional
Mondtoring Report No, 2. Flo-
remce, laly,

™ According to household bud-
geld data, Russian per capul veg-
etalde oil, fruil and vegetable
consumplion increased on av-
erage in 1995 over 1994, espe-
cinlly ior higher-income people,
conslituling & movemen! o-
warnds westorn-type divts.

latlier accurred only affer it was increasingly apparent
that subsidized food products were being exported
through shutthe trade 1o the Russian Federalion.
Officially, all retail food prices were freed by December
1994, but in the same month the cenfral governmment
issued Decree No. 249 which urged regional
governments 1o regulate rade and food processing
margins. Pressure from IMF led to a formal repeal but
the practice is thought to cantinue 10 be widespread.

A survey of reported prices in Mensk retail stores and
collective farm markets in December 1995 indicated a
congruency of prices in both channels for most goods,
Eggs were an exceplion; thelr price was 80 percent
higher in the market than in City stores.

Post-reform adjustments in consumption, agricullural
production and trade

Domestic livestock consumpltion and frade. Prior 1o
reform, average per capul meat consumption in the
LISSR, at mare than 60 kg an a comparalile basis, was
higher than in some countries in westem Europe where
Income levels wens siveral times higher™ With price
liberalization, incomer decline and the reduction or
elimination of subsidies throughout the economies in
transition, consumers have substituted other foods,
Including potatoes and bread products, for livestock
products; Moldova's 1995 per capul consumption of all
livestock products as officially measured) declined to
approximately half the 1990 levels. The decline in
cansumption in Belarus was less; 27 percent for meat,
17 percent for milk products amd 7 percent for eggs.

Livestock production and trade. Maldova's and
Belamus' livestock exports-want mainly tothe Russian
Federation, where per capul consumplion of meat and
dairy products each dropped by approximately one-
third betwéen 1990 and 1995.%

I 1994, Moldoava's afiicial meal exports 1o the CIS
imainly the Russian Federation and Azerbaijan) were
anly 38 percent of 1990 exports, while Belarus’ exparts
were down to only 26 percent of the 1990 level. In
clairy products, Maldova exported 4 pércent of the 1990
level and Belarus only 17 percent,

Reflecting the drop in domestic and expon demant,
Maldova's 1995 meat, milk and egg production were
mspectively 53, 51 and 60 percent lower than in | 9%,
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“*Estimates of USDA, Eco-
nomic Research Service.

" Belarussian caleulations indi-
cate that the farm price parity
ratio fell each year to a level
eggual 1o two-thirds of the 1986
rat, hast rose in 1995 o a level
eqiaal to 70 percent of the 1946
relation. Organisation for Eco-
nomic Co-operation and Devel-
opment (OECD). 1995, Review
of agricoltural policy and trade
developments in Belarus. AGR/
EWSEG (953 40 Paris.

In Belarus the decline in meat production was similar
(46 percent) with milk and ege production falling
somewhat less (32 and 7 percent, respectively),

The actual decline in value added in livestock
production is not as high because, previously, large
amounts of feed were imported by both countries. From
average annual imports of over 2 million oones in the
secontd half of the 19805, Belarus’ net grain imporis
dropped to an average of 1.5 million tonnes in the two
miarketing years 1992-93 and 1993-94, and 10 |ess than
BO0.000 1onnes in 1994-95 and 1995-96. Moldova's
net grain imports dropped from just under GO0 000
Lonnes per year 1o an average of less than 500 000
tonnes from 1992-93 10 1994-95; most of these imports
wire on concessionary terms connected with the 1992
artd 1994 droughis, Moldova had estimated net grain
exports from jts 1995 grain crop of 110000 1o 230 000
tonnes.

There are indications in Moldova and Belarus, as in
othér former LISSE countries, that the cumulative
contraction of livesiock supply and better grain haryests
in 1995 and 1996 are finally improving the prafitability
of livestock raising. ! In lanuary 1996 swine and pouliry
numbets {n Maldova rose compared with the previous
year, Egg production rose by 14 percent in Moldova
and stahilized in Belarus, compared with 1995, In both
countries (as elsewhere in the CIS) there has been a
recent rise {n egs prnducl_,in n, reflecting poultry’s more
efficient conversion of feed.

Input adjustment and grain production. Crop
production in most of the former USSR has proved to be
more profitable during the transition than has livestock
production. This is in spite of the increase in prices of
energy, fertifizer, other chemicals and equipment used
in production, and fs in large part caused by farms’
ability to got by with fewer purchased inputs, which, in
turn, reflects the wastage and inefficient use of many
inpuls that used 10 pccur, particularly in grain
production, The reduction s especially apparent in the
use of mineral fertilizer, In Moldova, for example. in
1995 the mineral fenilizer application (active
ingredient) was 9 kg per hectare of sown area, only &
percent of the level for 1989-91. Fertilizer use per sown
hectare has also fallen significantly in Belarus; 1o 39 ke
of nitrogen, 52 kg of potash (both less than half thefr
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1990 levels) and 12 kg of phosphate (less than one-fifth
of the previous fevel),

Changes in crop area and production. Given
Moldova’s reduced fmports of wheal from the former

LISSR, the area planted to winter wheat have increased
since 1989, from 287 000 ha in 1990 to approximately
400 000 ha for the 1996 harvest. The areas planted to
vegetables and sugar beet have remained
approximately stable, while sunflower areas have
increasied and the areas under fruit orchards and
vineyards have continued an upward trend that started
in the carly 1980s. Officially reponted production of all
these crops has fallen 10 between two-thirds and three-
quarters of 1986-90 levels, reflecting drought, possibly
reduced fedilizer use-and possibly changes in reporting
methods related to privatization,

In Belarus total sown area declined by 4 percent
during 1991-95 compared with the previous five yvears,
The area sown to feed crops declined by 5 percent and
grain area has shifted towards wheat. The area sown 10
viegetables and potatoes has increased somewhal and
shifted drastically to private production, Sugar-beet area
had declined during the late 1980s and early 1990s, but
it began increasing in 1992 rape area doubled in 1994,
Labour-intensive flax area{al its peak of 340 000 ha in
1956) fell- 50 percent from 149 000 ha in 1990 to 96
000 ha in 1994, byt increased to an estimated 102 000
hain 1995,

Agricultural trade. Moldova has continued to export
vegetable oil and sugar io the CI5, although at lower
lewels than before. These are products for which €15
prices had been lower than world prices; some of them,
including sunflower seeds, are now being exported Lo
non-CIS countries. Moldova has retained much of its
export ko the CIS of canned and fresh fruits, including
grapes, and of quality wines. Belarus continued ta.
export flax and small quantities of potatoes to the CI5.
In 1994, both Moldova and Belarus were small-scale
net exporters of livestock products to, and net importers
of plant products-from, the non-CIS countries. For
Moldova, nel exparts of livestock products were about
L5512 million and crop imports, $11 million. Belarus
had net exports of livestock products to the non-Cis of
about 59 million and netimports of crop products of
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“ World Bank, 1996, Agricul-
fural frade and frade policy:
4 mulii-country amalvsis,
Moldova Technical Report,
Waorld Bank, 1995, Agricultural
Fracle amil frade policy: a molfi-
courriry analysis, Belas Tech-
nical Repord, Washington, DC,

511 million. Both countries have received western grain
through the use of commadily credits.

The Warld Bank has-commissioned a study of the
changing costs of production of various agriculiural
products in Moldova and Belarus with a view 1o seeing
how unsubsidized agriculture can compete in export
markets. ¥ According 1o this study, in Belarus the only
Lo wil:h urﬁlisputl.-.ﬂ l'ligh pqtn-rﬂia| for expor 1s flax,
followed possibly by rapeseed. Beef and perhaps dainy
products have the polential 10 become major efficient
expons if leeding efficiency is improved, On the other
hand, Belarus-appears 1o be a relatively high-cost
producer of grain, sugar beet, pork and pouliry
products.

Moldova’s expor possibilities are considered more
diverse. Sugar-beet production costs are low, as an
those for wintier wheat and maize. In 1995 Moldova
exported grain and, given jis low costs, is seen as being
a future regular exporter of grain. Moldova’s costs of
sunflower seed and oil are also a fraction of the world
price, Expors of horicultural products, including wine,
depend in part on investiment 10 improve varieties and
processing and packaging 1o waorld levels, The same s
trues of Moldova's livestock products.

The prospects for fultre trade in both countries also
depend on the trade regimes they establish, Moldova
has applied to join the World Trade Organization
(WTO, and sought 1o keep tariffs below 20 percent,
Belarus recemly raised iarifis on some products 1o bring
thiem into line with those of the Russian Federation,
which has a customs union with Belarus.

Procurement price and credit. Marketing through state
channale has been reduced for many commodities, 1o a
greater extent in Moldova than in Belarus, whisre in
1995 30 percent of grain, nearly 90 percent of sugar
heet, 70 percent of meat and almost 60 percent of milk
production were still sold 1o/ s1ate organs: The degree (o
which state purchases still dominate agriculiural
transactions is an impotant indicator of reform, The
Soviet-era date procurement system from which
Moldova and Belarus are evolving invalved compliex
direct subsidy and cross-price subsidization which
discouraged the development of altermative
unsubsidized private business and marketing channaels,
Subsidized inputs were available as quid pro quo for
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marketing through slate procurement arganizations
Traditionally, even when {arms could legally sell
praducts produced “above plan®, retall subsidies were
anly available to products marketed within state
channels. '

In Belarus the procurement system has contimued to
Laee used 1o implement subsidies, including soft credit.
Core to slate imervention is the idea of farm price
parity, according to which farm prices should increase
by the same percentage as farm input prices, Adherence
to this idea, however, impedes restructuring.”® Belarus”
formal policy commitment 1o this idea was so strong
that during 1994, the government linked procurement
prices to an index of inputs and increased them almos
woeekly,

The mechanisms-used 1o try 1o obtain parity have
ranged from preferential allocation of imparied Russian
fuel 1o budget subsidies for agriculiure amaunting 1o 22
percent of budget expenditures in 1992 and 7.2 percent
in 1995. An extrabudgetary agricultural support fund
with s own extrabudget share of valie added 1ax (VAT)
revenues was created in 1995: Recent interventions in
agriculture have maostly invalved directed low-intenest
saft credits, Typically, these funds have been tied to
participation in seasonal input purchase and state
procurement, Subsidized credits continued into 1995
and (despite IMF proscriptions) inta the 1996 planting
5240,

By contrast, in Moldova directed credit for 1996
seasonal inputs originated in auction (3l nominal rates
of abour 20 percent annually) from the central bank and
was made available 1o farm mppl'p argans and farms an
commaercial terms, where nominal rates were
approximately 3.5 percent monthly in March 1996, The
inlation rate was then approximately 2 percent
monthly. In lale 1995, the Government of Moldova
relented under domestic pressure and also made some
direct loans to agriculture,

Transformation and privatization in agriculture

4 %ee the criticism of applica- Of the CI5 countries Belarus has the highest share of
tion of the idea of price parily employment in state enterprises (agricultural and other)
i Russian agriculiural policy in at 64,1 percent while Moldova has ane of the lowest af
FAQ. 1993, The State of Food 38.9 percent, In most Belarus joint-stock companies the
and Agriculture 1993, p. 193- majority of stock is owned by the stare. Belarus drew up
195. Rome, plans in 1995 for converting agriculiural processing:
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enterprises into joint-stock compames, to be awned by
state and collective farms. Although Moldova's progress
in privatization has been slower than Ils pragress in
stabilization, It is faster than it is In Belarus ® Among all
enterprises, the percenlage of private or “mixed”
(*transformed enterprises” in which the state continues
1oy own part of the stock) increased from 34 percent in
1994 ta 62 percent in 1995 Moldova accelerated ils
privatization processin 1995 along the lines of the
Crech model, using patrimomal bonds or vouchers
distrilutiee] 4o the population, Thess were used to
purchase over 2 200 large, small and medium-sized
anterprises; most of them being purchased in 1995,
There have been some cash sales and the nest stage

of privatization is expected to rely more on this type

of transaction.

In 1989, Balarus had approximately 900 state and
1 600 collective farms; each with about 450 workers
and an average cullivated area of 2100 ha. As of mid-
1995, 14 percent of stale farms and 31 percent of
collective farms had gone through a preliminary
valuation of assets and nominal share division among
workers and members acconding (o their past work
contribution. Belarus had 3 000 individual private farms
on 1 January 1996, the same number as the previous
year, The average size 15 21 ha, their total area of
62 100 ha is 0.6 percent of otal agricultural land ares.
The number of farms is forecast o increase to only
5 100 by the year 2000. _

In 1990 Moldova had between about 1 (00 and
1100 state and collective farms and other “interfarm®
crop or livestock enlerprices. By early 1996, stale and
collective farms in the process of reformulating their
legal structure had created 160 joint-stock compames
(80 of them in 1995), 194 agricultural production
S — cooperatives (63 in 1995) and 146 associations of
¥ L i difficull for various rea- individual peazant farms (79 new in 1995), Shares in
soms, ncluding the practice of b60 state enterprises, which ape to be privatized free of
“privatizing by merely chang- charge, wens distribuled to approximately B50 000
ing the signs”, 1o measure and people {including pensioners and service workess), As
compare privadization through of 1 December 1995, individuals on 422 (64 percent) of
statistical measures. Much these farms had received (undivided) property shanes
must b fudged by attitude as, and 28 percent of these shareholders have received
for inslance, by the fact that actual certificates. Undier Moldovan law, individuals or
Belarus has retained the names individuals with family members are free to apply (o the
state and collective farm. farm and local authorities to receive actual land plats
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and; as of 1 lanuary 1996, 48 000 applicants. (hall of
those wha had applied) had received acival physical
land plots.

Maldova was slower initially than a number of former
LISSR republics in starting peasant farms; It had only
five at the end of 1991.* although in 1995 the number
of individual peasant farms registered in the republic
grew by 2 100, 10 16 100: Moldova's individual farms
average only 1.6 ha. Together, registered and
unregistered (of which there are appraximately 30 000)
individual fanms cover a reported 58 000 ha of land;
three-quarters of which is ploughed land, with the
remaining one-guarter shared almost equally between
fruit orchards and vineyards, The area covered by
peasant farms is equal to 2 percent of the total
agricultural area.

Private plot agriculture in Moldova and Belarus
Crwners of “subsidiary” plots retain their membership or
employment in the collective or state farm or its
successar, Even before current mdorms, both Moldova
and Belarus had substantial areas covered by the
private plots of rural people. Together with the far more
numerous but smaller suburhan gardens and *orchards®
of city dwaellers, Moldova had about 200 DOO ha in
such arrangements — about 11.5 percent of tatal arable
land lor 7:8 percent of all agriculiural land). Belarus
had approximately 609 000 ha in such holdings,
accounting for some 10 percent of arable land, These
wene relatively high percentages, comparned with 3.5
percent for the Russian Federation, 7.5 percent for
Uikraine and only 2.6 percent for the former USSR as

i whaole.

In Belarus, the area of agriculural land used privately
in "subsidiary activities of the population” has more
than doubled in recent years. Moldova's first stage of
agrarian reform raised the limit on family holdings from
(1.2 ha ta 0.3 ha, and up 10 0.75 ha for very large

® By comparkon, Belarus had families. The area covered by such plots increased 1o
over 700 peasant farms and the 325 000 ha in 1995. This, together with the area of
Russian Federation had 50 000, individual farms, was approximately 18 percent of
Armenia, whose policy was 1o Moldova's arable land.

decallectivize early, created Private crop and livestock production is increasing in
165 00 individial farms by the Belarus, particularly as a share of total agriculture, but
end of 1991, each averaging a i= still concentrated in expanded, traditional

fitthe over 1 ha “subsidiary™ plots.
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Lessons and long-term objectives from Moldova's and
Belarus® comparative experiences

Stabilization, Recent economic performances in the
region seem o confirm the importance of stabilization
as a prerequisite for recovery, By 1995, 15 transitional
economies which had successfully reduced inflation to
less than 50 percent per year experienced positive
ecanomic growth.® The reform experences of
Moldova, where a stabilization programme has proved
suctessful, and Belarus, where success is questioned,
show some of the factors that determine the political
ability to bear the hardships of austerity:

* Austerity has proved easier to undertake in countries
such as Moldova or the Baltic republics which have
fewer cultural and historical ties with the Russian
Federation and the Soviet economit svstem and
want o move away from them,

*Rural people accepl mare readily the reduction of
state economic support for agriculture i there
appears o be no altemative, because the state s
weak, the level of development low or the share of
agriculiure too large for the rest of the economy o
suppoel. (This situation arises In Moldova, Geongia,
Armenia and Albania.)

» Austerity programmes have also proved easier
where agriculture has a varied range of labour-
intensive commodities and where urban people
have close family lies with the countryside. In
Moldova, this has helped provide a food and
employment safety net, reducing the urban lobby for
intervention 1o promole food and job security.

* The same applies where there is less need for credit
from outside. Belarus® capital -to-labour ratio is one-
third higher than Moldova's, the Russian
Federation’s is one-quarter higher than Belarus'.
Indeed, agricultaral input industries can create
another lobby for soft credit and other subsidies
which limit restructuring.

Agricultural finance. This rerains perhaps the most
critical problem for agriculture in stabilized economies
in transition, Evidence suggests that in the transitional
economies, hard budget constraints curtail the abuises

of soft credit and promote needed adjustments in

resource allocation, even-among fifms that remain state
owned ™ Still, without the develapment of a finance
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system, long-term growth is not possible, In Maoldova,
for example, theere s no long-term credit for investmen
in new grape plantings suitable for quality wine
production. In spite of the reduction in inflation, the risk
of credit default was reflected in a spread between the
central hank rediscount rate and commercial bank
shor-term lending rates approaching 100 percent.

The inadequacy of agriculiural financing reflects o a
large extent the absence of property rights that afford
sufficient collateral, as well as the absence of
bankruptcy laws. Establishment of these may help, but
there is-the danger that legislation does not suffice and
austerity will end, its benefits wasted, unless other steps
are taken, Observers of Central and Eastermn Europe note
that, after a long experience of mass credil default and
forgiveness, it takes a long “drought” of credit o cause
borrowers (o invest valuwmarily in reputations for credil
worthiness.® Altarmatives to traditional agricultural
hanks need (o be investigated, such as the revalving
funcls managed by small groups of borrowers whicl
relnforce repayment among themselves;

Privatization. Propeny “transiormation” has consisted
simply in “changing the signs™ on enterprises which
continue a codependent relationship with the state. On
the other hand, evidence from several Central and
Eastern European countries indicates that hard budge
consiraints fofce even state-owned firms to respand 1o
markel incentives** These facts suggest that
privatization may be-considered the ultimate goal of the
transition process rather than an immediate objective,
Moldova, a5 a country with relatively favourable
condilions, presents some of the surviving complexities
of privatization of {arming. As in other former USSR
countries, including Belars, rural workers in Moldova
have a formal right to withdraw from the state or
collective farm with a share of land and capital assets.
Much attention has been focused on the legal
prohibition of land markets as a reason for not
implementing this right more fully, Land markets could
facilitate farm restructuring by allowing the assimilation
of land tracis, collateral for loans and reduction of risk
thraugh the ability ta sell the land if the farmer’s
attempl 10 establish a private farm does not succeed,
However, in Moldova palls show declining support for
private ownership of land and in spring 1996 the
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parliament rejécted a proposal 1o shonen the present
moratorium (until 1 January 2001) on the sale and
mangage of Land.

There are various reasons for the less than full
support of private property in agriculture and these will
probably diminish as prospects for agricultural profits
increase and the present evolutionary developments
canlinue. A very apparent fear of rural people is that
they have few options for the disposal of their land
shares and might be forced 1o surrender them with little
benefit. The remarkable expansion of the size of family
subsidiary plots and livestock inventories among fam
workers occurs within a traditional set of rights and
responsibillties between workers and the farm, which
provides machinery services, feed, marketing and
credits In time, and with economic growth and
improved profitability-of agricultural production, small
farm entrepreneurship develaped within this framework
will increase the market for the asset shares of those
who opt out. Development of full property, registration
and markets for garden plots may gradually re-establish
social expectations with regard 10 the security of
property in farmland.

Economic relations with the Russian Federation, in
1992 and 1993 the Russian Federation’s programme of
price liberalization and stabilization forced an end to
thi prior economic relationships with Belarus, Moldova
and other former USSR republics, This in tum forced
first Maldova and then Belarus to liberalize prices and
adopt stabilization programmes: The Russian Federation
I5 now pursuing new economic relations with former
LISSR countries within several frameworks: a revised
C15; a customs union with Belarus (and also with
Kazakstan and Kyrgystan); and a special Community of
Soversgn States with Belarus, formed in May 1996. For
successful reform throughout the former USSR, the most
promising oulcome would be for reforms in the Russian
Federation to continue and to be transmitted 1o the
olher republics: Macroeconomic discipline would
continue and there could be mutual agreements for
stale institulions (o guaraniee sconomic rights and
establish market infrastructure to ease customs
procedures or eliminate tariffs, establish common
commuerclal codes, reduce transportation bottlenecks
and provide market information systems,

T ey
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A significant backward step would be the

reintoduction of orders and bilateral clearing as an
attempt to create markets for goods in various Industries
that have not yet fully restructured and are not yet
competitive at world prices. The attractiveness of
bilateral clearing with state orders to support it grows
out of the collapsed demand for inferior production. It
alun stems from the absence of normal financing for
supportable production, and restricted access to
altemative Western markets, For example, Belarus
exported 4 million tonnes of mineral fertilizer, worth
approximately L1S$260 million in 1994 (only potash
exports from Canada and the United States pxcesded
this amount), but encountered chirges of dumping in
western Europe. Western cooperation, tutelage and
guidance leading to full World Trade Organization
status are needed.




THE 1996 UNITED STATES FARM ACT INCREASES
MARKET ORIENTATION

The Federal Agriculture Improvement and Reform (FAIR)
Act of 1996, which was made law In April 1996, is a
sea change in United States agricultural policy, After 63
years, it ends the United States” agriculiural suppont
policy orientation established during the “New [eal”
era by the Agricultural Adjustrment Act of 1933, Aflér a
seven-year declining phase-out of gavernment income
support payments that will continue until 2002, direct
support payments to United States farmers are
scheduled woend. If this radical shift in farm policy is
fully implemented and maintained, it will have major
implications an United States farmers and, through
them, on the waorld at larpe,

The new law completes the decoupling of production
decisions from programme payments. Decoupling
began in the 1985 famy law with the freezing of
inclividual farm payment yields used to calculate
deficiency payments; and continued in the 1990 farm
faw with the introduction of the so-called normal flex
acres, which reduced the land area on which paymenm
was 1o be made by 15 percent and allowed planting
flexibility on these non-payment acres. Decoupling
gives the FAIR Act the potential 1o affect the structure
and performance of Uniled States agriculiune,

The FAIR Act departs from past policies by abolishing
target prices and deficiency payments, thereby
removing the link between income support payments
and farm prices and eliminating the income-stabilizing
feature of farm programmes implemented in the 19705,
Federal payments to crop producers and farm
landowners under the new law will be somewhat lower
than over the last decade. With the acreage reduction
programmes (ARPs) eliminated, farmers will have far
greater flexibility in making production decisions and
the freedom o plam any crop, except for fruits and
vegetables, on base acres. As a result, producers will
become more reliant on the markel as a guiche for
production decisions. Praducers and landowners are
also likely to experience greater farm income variability
hecause FAIR Act payments are fixed amounts and not
related to the level of market prices,
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Pressure for reform

Developmenls Trom within the agricultural sector and
forces from the general economy had both gensrated
pressures for fundamental change in United States
agriculural policy. Many farmers and policy-makers felt
that the planting restrictions implemented during the
1980 were particularly limiting, Indeed, programme
plantings were based on historical plantings dating
back to the 1970s. Production technology and markets
have changed in the meantimie. The fact that the area
eligible for programme payments was decided on 1he
basis of the lesser of current plantings and a moving
average of historical plantings had created an incentive
for farmers to maintain historical production patterns.
Farmers wanted increased planting flexibility, although
farm legislation in 1990 had begun 1o adidress these
concerns. In addition, many-argued that the annual
acreage reduction programmes, which put United
States farmland owt of production, provided an
incentive for foreign competitors to expand production,
thus reducing United States agricultural exports.

Apart fram agriculture, increased concern for
reducing the federal budget deficit strengthened
pressures for reform. Farm programme cosls were high
and benetits were concentrated both geographically
andd among large-scale producers. Federal commodity
programme outlays were highly variable = ranging from
IS8T hillion in fiscal vear 1995 1o a record $26 billion
in fiscal year 1986.

The 19495-96 markel selting also cantributed to the
reformy efforl. High commaodity prices weakened the
case for price and income support programmes and
there were calls for reduced government intervention io
free producers from government regulations and allow
them to produce to meet the demands of the
marketplace.

United States farm programmes allered

United States agricultural law encompasses a wide
range of issues related to agriculture, Only the major
changes related to production agricullure are discussed
here® The FAIR Act fundamentally changed United
States agricultural programmes for the so-called
“contract crops” (wheatl, maize, grain, sorghum, barley,
gals, rice and upland colton), Support to dairy
procluction was phased down, while suppost {or
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D X peanuts was reduced and the authority for sening
marketing allotments (producer marketing quotas above
which penalties apply) for sugar was repealed. Trade
and food aid programmes were reoriented towards
greater market development, with increased emphasis
on high-value and value-added products for exporn, The
FAIR Act extends many conservation and environmental
programmes; in particular, the Conservation Reserve
Programme |s reauthorized.

Deficiency payments replaced by decoupled contract
payments. The FAIR Act replaces the deficiency
payment programme that was in place since the early
19705 with a new programme of decoupled payments
for ceven years. To receive payments and be eligible for
loans on contract commedities, a producer must enfer
ima a production flexibility contract for the period
1996-2002. The contract requires that the panticipating
producer complies with existing conservation, wetland
and planting flexibility provisions and keeps the land in
agricultural uses. Cumulativie outlays for FAIR Act
contract payments for fiscal 1996-2002 are fixed at
slightly aver LSS 36 billion (Figure 11). Payment Jevels
are allocated among contract commodities according o
parcentages specified [nthe FAIR Act (e.g. maize 46.2
percent, wheat 26,1 percent, upland cotton 11.6
percent, rice .5 percent, other feed grains 7.4 percent).

Al the same time, planting flexibility increases. Linder
previous legislation, a producer’s payments werne
reduced if more than 15 percent of the farm's base area
for a crop was planted to other crops or if more than the
total permitted area was planted. Farmers were often
required 10 leave a partion of their crapland
uncultivated under ARP as a condition for receipt of
deficiency payments. Under the FAIR Act, ARPs are
eliminated and participating producers are permitied jo
plant all of their contract area plus additional aea to
any crop (with limitations on fruits and vegetablies) with
no Jass in payments, as long as they do not vielate
conservation and wetland provisions.

The FAIR Act retaing a modified form of non-recourse
commaodity loans, the major government price support
instrument. Farmers may receive a loan from the
governmentat a designated rate per unit of production
(loan rate) by pledging and storing a quantity of a
cammodity as callateral. The loan rates for mast crops
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confinue 10 be based on 85 percent of the preceding
five-year average of farm prices, éxcluding high- and
low-price vears, However, maximum loan rates are
specified in the new law at the 1995 level for most
crops. Marketing loan provisions, which allow
repayment of loans al the lower of the loan rate or
markel prices, are retained, thus continuing some
ncome protection for the contract commodities and
ensuring that no government-owned stocks accumilate
as aresult of fodeited loans.

Dairy price support phased out. |n the United States,
prices support for dairy production is provided through
government purchases of butter, non-fat dry milk and
cheege to maintain luid milk prices v designated price
support levels, Producers pay for part of the cost of the
programme through a marketing assessment of US$0.10
per hundredweight (about 45.4 kgl Under the FAIR Act,
markeling assessments ane ¢liminated; dairy price
supports are phased down from US$10.35 per
hundredweight in 1996 10 $9.90 per hundredweight in
1999 and the programme ends on 1 January 2000, In
2000 a recourse loan programme starts, in which loans
for butter, non-fat dry milk and ¢heese must be repaid
with inlerest at loan rates equivalent 1o $9.90 per
hundredweight of milk, 10 assist processars in the
management of dairy product inventories.

The United States has @ systemn of federal milk
marketing arders, which are regulations issued by the
Secretary of Agriculture specifying minimum prices and
conditions under which milk can be bought and sold
within & specified area. The orders classily and fix
minimum prices according 1o the products in which
milk fs psed. The 1996 FAIR Act.consolidates the 33
federal milk marketing orders into bitween ten and 14
orders.

The Dairy Export Incentive Pragram {DEIP) is
extended until 2002 and expanded to include market
development activities. The Secretary of Agriculture is
directed to use DEIF 1o the maximum extent permitted
under this GATT Uruguay Round agreement.

Sugar programme modiffed. The sugar programme

-operates without net cost to the federal government.

Sugar prices are si pparted lh[nugh'nﬁﬁ-fet;ﬂuﬁe loans
offered 1o sugar processors: The raw cane sugar loan
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rate s still frozen. Linder the FAIR Act, the refined heet
sugar loan rate is also frozen at s 1995 level. Non-
recourse loans™ are available only when the tarifi-rate
guota on sugar imporls is al or exceeds 1.5 million
short tons (i.e. stightly less than 1.4 million wonnes). The
lnans become recaurse, that fs the horower must repay
with cash and cannot choose to repay with the
commadity, when the tariff-rate quota is less than 15
million short tons. Markeling assessments are pawd on
all processed sugar. The assessments were increased by
25 percent under the FAIR Act. Under previous
fegislation, LISDA had authority o implement domestic
sugar marketing allotments, but this authority has been
repealed.

Major Irade provisions made more specific. Trade and
food aid programmes are reoriented towares greater
market development with increased empthasis on
expanding high-value and valve-added product exports.,
Annual Export Enhancement Program (EEP)
expenditures are capped (Figure 12). In addition, total
EEP funding during fiscal 1996-99 is mare than LIS$1.6
billion below the maximum levels permitted under the
Uriguay Round agreement. During the 1995/9% crop
vear, however, the United States made only limited use
of EEP because warld prices were high and spending
was well below the levels allowed under the Uruguay
Round agreement. As long as markets remain tight, the
Linited States is likely 1o continue to make limited use
of EEP.

The Market Promation Program® is renamed the
Market Access Program and its funding authority is
capped at an annual USS90 million for fiscal 1996-
2002. The hill authorizes PL (public law) 480, Title |
{long-term concessional sales) agreements with private
entities in addition to foreign governments, Other major
changes to PL 480 broaden the range of commaxdiries
avallable for PL 480 programming, provide greater
programme flexibility and improve the operational and
administrative aspects of the Market Promation
Program. The Food Security Commadity Reserve, which
was formerly know as the Food Security Wheat
Reserve, Is expanded 1o include 2 total of 4 millkan
tonnes of rice, maize and sorghum, in addition to
wheat, all of which can be used to meet humanitarian
food @id needs,
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T Major conservation provisions. The FAIR Act addresses
a wide range of environmental and conservation
programmes. Many of these programmes were
simplified 1o make them more consistent and workable,
The primary conservation programme is the voluntary
Conservation Reserve Program (CRP), under which
producers submit bids 1o retire environmentally
sensitive cropland from production for ten to 15 years.
Producers receive annual rental payments for reliring
the land and maintaining specified conservation
practices, Under the FAIR Act, the maximum CRP area
is capped at 36.4 million acres (14.7 million hal, the
current level of enralment. Farmers can remove less
environmentally sensitive land from the programme.
prior to expiry of the contract if it has been enralled for
al least five years. Programme land ih expiring contracts
or in contracts lerminated prior o expiry is eligible to
be enrolled in production (lexibility contracts on
leaving CRP. New land can be enrolled in CRP to
replace the land in expired contracts or early
termination or current fand can be re-enrolled at
contract expiry,

General impacts of the new legislation

The FAIR Act accelerates trends of the previous two
major farm acts towards greater market orientation and
reduced government influence in United States
agriculture, The trend lowards fewer but larger farms is
expected 1o continue. The sectar will remain highly
competitive, with successiul producers requiring strong
technical and managerial skills. The reduced role of
govemnmment programmes will make farmers mone
vulnerable o supply and demand shocks, so such
alternative marketing arrangements as marketing
contracts and integrated ownership are likely to be used
more o manage price and production risks. The
following focuses on four areas of potential impacts and
concludes with a disgussion of the effects on net farm
income,

CRP. The amount of crapland enrolled in CRP will play
a significant role in determining the impacts of the FAIR
Act on United States agriculture. In 1995 almost 100
million ha of cropland were planted to contract crops
and sovbeans, About 2 million ha were left uncultivated
under ARP, compared with about 14.7 million ha left
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uncultivated under CRE. CRP thus represents a
significant source of potential crapland in the United
States,

LISDA has authority under the FAIR Act to estahlish
targets tor the Jevel of CRP enrolment and the
compaosition of the land enrolled. Farmers will decide
whether they want to keep land in CRP or to farm it and
receive FAIR Act contract payvments on eligible land.
There is, therefore, considerable uncertainty regarding
future CRP enrolment. Prior 1o the énactment of the
FAIR Act, many analysis expected enrolment 1o decline
from 1995% 14.7 million ha to between 10 and 12
million ha by 2002, The provisions of the FAIR Act
suggest similar levels of total enrolment, but the
composition by crop of the enrolled area could change
depending on the environmental criteria selected for
enrolling new land and extending previous coniracts,

Contract commodities and soybeans. With the removal
of ARPs and planting constrainis, the FAIR Act increases
farmess’ planting flexibility. Production patterns are
likely 10 shift at the farm level and reglonally 1o take
advantage of regional differences in the comparaiive
benefits of producting specific crops. The impacts of the
programme will vary from region to region reflecting
the mix of agricultural products produced, the degree of
diversification and the production alternatives used, In
the past, programme constraints may have inhibited
such shifis.

Iy aggregate, however, under the FAIR Act the
national level of cropland planted to most of the major
field crops will be simifar to the levels that would have
accurred under previous legislation, with planted area
increasing by 2 1o 4 million ha over the next 1en years
from 994 million ha in 1995, Under previous
legislation, the role of government programmes was
alreacly declining and government payments were
largely decoupled from producer planiing decisions at
the margin. The 15 percent normal planting flexibility
was sufficient in aggregate to attain crop and
commaodity supply response equilibrium, Aggregate
planting levels for wheat, feed grains and soybeans are
therefore expected to be similar under the FAIR Act to
what they were before — changes in plantings for these
crops will largely be related 1o overall changes in the
size of CRP.



Plantings for rice and cotton, however, will change
under the FAIR Act. Rice production is expecied to
decline in regions such as southwestern Loulsiana and
Texas where production costs are high, primarily
reflecting the elimination of the 50 percent planting
requirement lo receive payments under previous
legislation and increased planting flexibility. The upland
colton area could become dightly higher. If previous
legislation lad continued; upland cotton would have
been the only crop expected to be required to leave
land uncultivated under ARP. The elimination of ARPs
would free additional land for production. Furthermare,
cotton has been the only crop over the past five vears 1o
have seen a net gain in area planted caused by the
planting flexibility provision of the 1990 Farm Act,
which suggedts favourable market returns compared
with other crops. Some colton area could, however,
move 1o ather crops, thus offsetting much of the
potential for increased cotton plantings, as producers
use the additional planting flexibility under the FAIR Act
to guard against production and income variability,

Dairy. The FAIR Act modified the dairy price support
anel federal orders programmes by phasing out price
suppon and consolidating milk marketing orders. The
rate of growth in milk production is expected to slow in
response to the lower prices and reduced nel retums o
dairy farming. The consolidation of milk marketing
orders may have regional price implications. Impacts
on other parts of the livestock sector are expected to be
minimal as feed costs under the FAIR Act are expeched
10 be similar 1o those under previous legislation.

Suvgar. Elimination of the authority for sugar marketing
allotments may create oppartunities for more efficien:
sugar producers to Increase production. Any expansion,
however, is likely 10 be constrained by the possibility of
recourse joans being triggered if the tariff-rate quota on
sugar imports falls below 1.5 million short 1ons. The
most likely scenario is for the United States to remain a
sugar imponter with total production at similar levels 1o
those expected under previous legislation. The
expansion of sugar-beet production in certain regions |5
likely 10 be offset by declines in sugar-cane production.
Again this is primarily a continuation of trends that
were occurring under past legislation,
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Export markets. The FAIR Act should make United
States agriculture more competitive in world markeis,
Even i prices drop 1o support levels, marketing loan
provisions, whereby borrowers are allowed 1o repay
non-recourse loans on the basis of the world market
price when that prce is below the loan rate, will help
ensure thal there |s marketing rather than accumulation
of government-owned stocks. Against a backdrop of
strong global economic growth and liberalized trade
under the Uruguay Round agreement, the FAIR Act will
allow producers to respond 1o market signals. Expornt
Enhancement Pragram (EEP) expenditures add finle 1o
exporte when prices are high, so reduced EEP spending
under the FAIR Act will mean only minimal reductions
in Uinited States exports of wheat and barley while
prices remain high. Elimination of authority for ARPs
and suspension of the Farmer Owned Reserve moan
that the United States will not restrict supplies available
to the marketplace 1o support marke! prices, Greater
planting flexibility will permit faster adjustments in
United States production in response to changing world
miarket conditions. Reorienting trade programmes
towards markel development may also enhance their
effectiveness.

Farm income implications. Farm incomes are expected
to be somewhat higher under the FAIR Act than under a
continuation of previous agricultural legislation, This
largely reflects higher government payments 10 farmers
under the act, as production flexibility contract
payments exceed projected deficiency payments that
held under previous farm legislation. Furthermore,
changes in the timing of payments to farmers provide
an additional boost to farm income in the first year of
the programme — pushing 1996 pet incomes up by over
LI5S 4 billion. Dairy sector receipts should be lower
under the FAIR Act after 1996 as a result of reduced
support, with the elimination of the dairy assessment
partly offsetting the lower suppaor, Net rents ta non-
operator landlords shauld be higher under the FAIR Aot
as higher governmen) payments increase land values.
The effects of market risk on net farm income will
increase, with Incomes becoming maore variablie as
farmers place greater reliance on the market for
revenue, Net farm income is more variable under the
FAIR Act because government payments are no longer

s —— e —e - ———-— -y
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linked 1o market prices. Loan rates, which remain but at
relatively low levels, continue to provide some income
protection. _

Farmers will continue to face the pressures of moving
16 a markel economy under the new farm legislation.
They will need improved skills 10 operate in this arena
of greater income volatility with less government
support to mitigate downturns in incame, When making
production, marketing and financial decisions, farmers
will need to pay increased attention to risk management
in order to deal effectively with vear-to-year fluctuistions
in income. Many farmers will need 1o refine or develop
new skills in the use of savings and investments, the use
of futures and options markets, forward contracting and
other markeling arrangements.

Conclusions

The Federal Agriculture Reform and improvement Act of
1996 furthers the market orientation of the United
States agricultural sector in a number of ways. First, il
completés the decoupling of farmers’ production
decisions for major crops from government payments
by wicening planting flexibility to cover the entire fam
(except for i mitations on planting fruits and
vegetables). Second, it eliminates annual supply cantrol
programmes by ending the acreage redoction
programmes. Third, govermment payment rates are no
longer inversely related to the level of prices that
farmers recelve.

Aggregate crop production is expected w0 increase
over fime in response 1o growing domestic and
intermational market conditions and trends. The FAIR
Act should improve United States agriculture’s ability to
compete in world markets. Under the act, United States
market prices should reach levels at which expons will
adjust 1o prevent stock buildups.

While the Act will end direct suppon 1o United States
farmers by 2002, it still remains 10 be seen whether the
government will lave the political will to implement
the new policy even during periods of adverse
production or marketing conditions.




7

,- N NN
S H Y _. LR

.

/

\/

1
ARSI |

o ¥
LN,
—

—— N d .~_.r: ;:rh...,”.. Sl Yy . | i
(IR S\ r_ SN (@SN
TR




FOOD SECURITY: SOME
MACROECONOMIC DIMENSIONS!

INTRODUCTION

The vear is 1996, The subject is food
securily, which is defined as the
access for all people at all times o
enough food for an active, healthy
[ife.? FACY has plannied and prepared a
Warld Food Summil for 1310 17
November 1996 in Rome with the
slogan “Food for All". The
International Food Paolicy Research
Institute (IFPRI) organized a ministaral
conference on the same subject in
June 1995; over the past few years, the
world's attention has been focused on

! This chapter was commissioned by FAO
from exlernal authars 1o explore some
macroeconemic issues related 1o food
seCurity from an alternative persgeciive in
order to broaden, deepen and enrich the
debate on this very Important subject. This
was done 0 the awareness thal professional
economists have strong and honesd
differences b thelr interprelations and
assessments of facis and information related
io many issues, including those relating io
food security, FAQ welcomes the
comtribartion to The debate withiil taking any
eificial posifion on ils contenl.

T FALY 1983, Repor! of the Coummittes o
Waorld Food Securiy. 8th Session, Documend
CLEX 10, Bome, The definition was endorsed
af the International Conference on Malrition
in 1992 and, with minor variations of
warding, it is now in widespread use among
those deallng with poverty and food secarity
EET



the myriad issues surrounding {ood
securily in its many dimensions. A
plethora of papers, monographs,
reports and anticles have explored,
described and analysed the multiple
facets of food security,

Indeed, FAQ in preparing for the
World Food Summit has published
thiee volumes containing 15 papers
on subjects refated to food security
ranging from the ethics of food
securily o investment for food security
(B 14), In addition, a policy statement
and plan of action for adoption by
heads of state and governments ar
their representalives at the Summil
have been drafted, taking into account
the views of governmental and non-
governmental participants in the
preparalony process,

Much of this work on food security
has in fact been concemed mainly
with food insecurity and has until
relatively recently focused on the
adequacy (or inadequacy) of food
production to meet the nutritional
needs of a growing population at the
global or regional level, While
production is of course important, and
efforts to increase 1f need to continue
with renewed vigour, it ks only part of
the picture) farmers do not grow lood
for altruistic reasons, but to feed
themselves and thair families through
either production or sales, and in most
developing countries the majority of
the population is directly or Indirectly
dependent on agricullure.
Furthermore, consumers fincluding
miany farmers) purchaswe food and in
the absence of sufficient purchasing
power they are unable 1o exerl
effective demand for iood. In this
special chapter, the guestion of food
securily is examined from a
MACTGECOnOmMIC perspechive,

The story starts rather
unconventionally with a look at the
economic development of Europe over
the last five to six decades in order to
understand what constitutes food
security and provide a basis for
understanding the problems of food
insecurity (much as the medical
profession studies health as a means
of understanding disease). After 4 brief
review of the conditions, mainly in
Eutope, in the aftermath of the Second
Waorld War, from which postwar
thinking aboul food security ovolved
in the developed and developing
countries as well as in the transition
economies of Central and Eastern
Europe and the former USSR, the
chapter goes on to compare the food
supply projections of FAQ, IFPRI and
the World Bank and concludes that,
while there is no room for
complacency and investment and
technological progress must continue,
sustainable food production, even for
A growing population, is nol the major
issue. The guestion of effective
demand for food s In other waords,
the issue at stake is can people afford
ta huy the food that is available, and
fo purchase enough to ensure an
adequate diet!

The chapter then moves on o a
discussion of the critical role ol
governments in choosing the
appropriate combinations of monetary,
fiscal, tracle, investment and social
policies o create an economic
environment that is conducive 1o the
attainment of food security. Although
ity individual govermment can control
international economic conditions and
the economies of many countries are
too small 1o be able even o influence
those conditions, each govemmen is
responsible for detesmining its



Synihesis of the Technical Background Documents

Food, agriculture and food security: developments since
thie World Food Conference and prospects
Success stories in food securily
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14, Assessement of feasible progress in food security
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domestic policies in the light of those
conditions. The various policy
responses of governmient and the
international community required (o
deal with short-term fluctuations and
lgng-term trends are then explored.
The chapter examines a range of
fssued that affect a country’s ability to
achieve food security, including: the
domestic macroeconomic and trade
policies; food reserve stocking: the
domestic generation of foreign
exchange; foreign exchange and
halance of payments support for foad
security from intemational agencies;

the role and use of futures markets for
stabillzation: and the importance of
debt reduction for the weverely
indebted low-income Countries,
Factors and policies affecting overall
economic growth and their differential
effects on the urban and rural
economies are explored in order to
examing (ood insecurity in both urban
and rural areas, and what can be done
in policy terms o increase food
SOCUrIEY.

Although sound economic policies
aré necessary for the achisvement of
food security, they are not easy 1o




mplement in the absence of real
palitical consensus. In the final
analysis, food security in any country
i5 the responsibility, and must be
under the authority, of the national
government in conjunction with local
authorities working with concemed
groups and individuals within society.
The International community and
international agencies can assist, hut
cannol substitute for the actions and
political will twhich refllects both the
scope and the limits of political
action) to achieve food security within
the country isalf,

WHAT IS FOOD SECURITY?

The desite o achieve wome level of
food securily is as old as humankind
itself, Until the lasi decade or so, the
debate in most countries worldwide
focused largely on the adequacy of
fond production to meet domestic
needs, with a concomitant national
policy emphasis on selbsufficiency n
the supply of agricultural products.
This focus, especially in the developed
countries, has to be seen in the contexi
of the Second Warld War and its
aftermath, which had a profound effect
an the minds of governments and
societies. Throughout western, Central
and Eastern Europe, for example, the
vears of the Second World War saw
real food shortages caused not anly by
the disruption of agricultural
production, but also (and for same
countries this was much more
impoant) by supply requisitioning
and disruption of international trade
and intermal marketing amangements,
The early post-war years were
characterized by economic
reconstruction and tight exchange
contrils o conserve scarce foreign
exchange reserves and these restrictod
the ability to feed the population
through agricultural and food fmports,
although the existence of “cumrency
rones” such as the sterling area and
the rouble zone) and the Marshall
Plan enlarged the trading possibilities
beyvond national boundaries. Food
rationing and price contrals for bath
urban and rural consumers were used
fo ensure an equitable allocation of
the food available during the war, and
these wemn phased oul over several
years alter the war's end. At the same
time, policy measures 10 encourage
the expansion of agricultural
production on a long-term basis rather



than 1o meet the immediate crisis
needs were introduced and the
emerging welfare states cast wide
safety nets io protect the vulnerable
sections of the population, including
the poor, the sick, the elderly, the
unemploved, the mentally and
physically disabled and children,

The circumstances that produced
these agricultural and food policy
responses were Characterized by a
period of recanstruction ancd
rehabilitalion for countries that were
already industrially advanced with
relatively small and declining
agricultural sectors and low
population growth rates. While special
incentives were provided 1o
agricullure, this was nol done at the
expense of industng. In westem
Europe, for the 15 countries that now
constitute the European Union (EU),
the annual growth rates of agricultural
and industrial production for the years
1948 to 1958 were 3.5 percenl and
7.3 percent respectively, while
average population growth was
0.7 percent per annum, Exports grew
at aboul 9 percenl per annum
compared with 6 percent far imports.

After the period of reconstruction,
industrial and agricultural output
growth rates slowed, but the volume
of trade, including agricultural and
foad products, soared, with imports
and exports growing, and continuing
to grow, at an annual rate of about
11 percent.? The relative decline of the
importance af the agricullural sector in

' An overview of the development of world
and regional trade can be fome in FACH
1995, Agriculiural trade: entering a new eraf
i The Stale of Food and Ageiceliare 1995,
Rume.

terms of thee economy as a whaole
rant that although the budgetary
costs of agricultural suppon remained
high in absolute terms, they decreased
as a proportion of national

ex penditure.

The outcoma of the post-war
agriculiural policies (and not just in
the countries covered by the Common
Agricullural Policy JCAP] of the EU
because all countries made similar
efforts o increase agricultural
production) has been high levels of
sell-sufficiency in agricultural
production = of well over T00 percent
in many temperate-zone products,
although this does not mean that each
country i more than 100 percent self.
sufficient in every product. The EL iz a
substantial importer and exporter of
agricultural and food products with
the rest of the world, even though a
large praporlion of its trade is-imtra-
EU, and it has made an important
cantribution 1o increasing world food
supplies,

Given this record, it might seem
inappropriate to guestion whether the
EU can be caid W have achieved food
security and in what sense it may ar
may not have done so. These
guestions are important, however,
becavse the mindset that laid so much
striss o agricultural self-sufficiancy in
the light of the warlime experiences
las only recently begun to change in
western Eurape, and the transition
economies of Central and Eastern
Europe now have 1o face similar
guestions a5 they reorient their
agricultural and food policies, So it s
important that food security be defined
clearly,

Food security has been defined as
the acciss for all people at all thmes o
enough food lfor an active, healthy |ife,




The three key ideas underlying this
definition are: the adequacy of food
availability (effective supplyl; the
adequacy of food access, | e the
ahility of the individual to acquine
sufficient food (effective demand); and
the reliablity of both, Food insecurity
can, therefore, be a failure of
availahillty, access, reliability or some
combination of these factors.

Inherent in this modern concept of
food security s an understanding of
iood producers and consumers as
economic agents. Food availability is
the supply of food, which depends,
inter alia, on relative input and output
prices as well as on the technological
production possibilities. Food access
is concerned with the demand for
food, which s a function of several
variables: the price of the food itém in
question; the prices of complementary
and substitutable items; income;
demographic variahles; and tastes ar
preferences.® According o
Barraclough. 1o ensure food security, a
food system should be characterized
by:

sthe capacity 1o produce, store and
import sufficient food to meel
basic needs for all population
groups;

srnaximum autonomy and self-
determination (without implying
self-sufficiency), which reduces
vulnerability to international
roarket fluctuations and political
Pressures;

* For a fuller discussion of the demand fisr
food and ihe distinction between demand and
comsurmplion, see FACK 1995, Palicy reform
and the consumer. In The State of Food and
Agriculture 1995, Rome.

sreliability, such that seasonal,
cyclical and other variations in
access o food are minimal;

ssustainability, cuch that the
ecological system is protected and |
improved over time;

»2uily, meaning, as a minimum,
dependable access o adequate
tood for all social groups.*

It is worth adding explicitly that a
secure food wwstem must be able to
deliver inputs and outputs (bath those
produced and consumed domestically
and those traded internationally)
where and when they are required,

Within this understanding, is the EL,
tor example. food securet

(It} canmot really be claimed thar the
bhigh leveels of selisifficiency
experenced in most branghes of EC i
|Evropesn Community } agriiculfure
miitke a-positive contribution 1o the
level of food scurity enjoyed by the
EC citizens. It |5 helpiul o draw a
distinciion between seli-sulliciency in
procuction. and o sell-suflicient larming
syubern, The ECs high levels of seli.
sulficiency in production are aiten
dependent upon heavy use of imported
of exporabile ammal feeds and fuels
which are just o susceptible 1o
economic of military blockade as are
the foods they produce; and prosvide no
reliel for focal harvest failure,®

5o it cannot be agricultural self-

' 5.1, Barraclough. 1991. An end fo hunger?
The social origing of food strileghes. A reporl
prepared for the Uniled Nations Research
Institute for Social Development (UNRISH
and the South Commisiion based on UNRISD
rescarch on food systems and sociely, London
and Atlantic Highlands, M), USA, Fed Books
Ltel in association with UNRISD,



sufficiency thal makes the EU food
secure, yet food secure it undoubtedly
Is at the level of the EL) itself and of
each member state in Circumstances
short of the cataclysmic. The high
post-war levels of economic growth,
together with low population growth
rates, have rosulted in high and
growing levels of matenal prosperity
for the majority and the provigion of
safely nets for the vulnerable, The
increasing levels of agricultural
productivity and total output, new
technologies for food procesing and
storage, good distribution
infrastructure and, critically, an
ecanomic system that supplies the
goods that comsumens wish 1o
purchase have resulted in the
availability of o wide range of high-
quality and safe foods for domestic
consumplion and exporl. In gpite of
the fact that the policy measures used
10 implement CAP led to higher
consumer prices than would
alternative measures, nsing consumer
Incomes and declining réal prices of
agricultural produce mean that the
share of food expenditure in the
heusehold budge! continues 1o
decline. For all practical purposes, the
EL participates in a liberal trading
environment on the basis of fully
convertible currencies, which,
ogether with strong and stable links
with {ts main trading pariners, ensures
its ability to impaort at will. It s this
bundle of characteristics that
undearpins food security in the EL and
alea in the rest of western Europe as
well as such countries as Japan,

* A Swinbank. 1992, The EEC's policies and
i3 food. Food Policy, February 1992, p. 53-
bed,

Canada, New Fealand, Australia, the
Republic of Korea, Taiwan Pravince of
China, Hong Kong and Singapore. In
practice, this is also true of the United
States, although the size and nature of
its resource base and infrastructure are
such that of all the developed
countries, it is perhaps the least
vulnerable o external events,
Meverhelew, there are pockets of
food insecurity in even the rdchest
counfries because food security at the
national level does not mean that
every household in the country is food
secyume. The meshes of the safety net
may be too large to prevent some
individuals and specific groups of
indivichials from falling through and
government policies in several
industrialized countries have tended
recently to increase the mesh size, A
propodtion of the population can be
living in absolute, not just relative,
poverty, Within countries, the food-
insecure poor comprise different sub-
groups, differentiated by location,
occupational pattems, asset
ownership, race, ethnicity, age and
gender. Thus, at the household or
individual level there may be
praoblems of food Insecurity caused by
inadequate access 1o food, The
relationship between national and
househald food security i one af the
mosl impartant and difficalt issues
confronting govermments in all
countries at all levels of wealth and
development. It s further complicated
by thes fact that “having adequate
household access o food s necessary
but not sufficient for ensuring that all
househald members consume an
adequate diet,,. and consuming an
adequate diet is necessary but nol
suffictent for maintaining a healthy
nutritional status™." A distinction has




sometimes been made between
chronic and transitory food insecurity
at the househald level.® Chronie food
insecurity invelves a continuously
inadequate diet caused by the
persistent inability 1o acguine food.
Transitary ood InseCurily s a
temporary lack of adequate food
access for a household, arising from
adversie changes in food prices, food
production or household Incomes.
With this perspective, the policy
options for reducing food insecurity
are seen. as depending on whether the
case s chronic o transilony. Measures
o address chronic food insecurity
would include increasing the food
supply, fotusing on development
assistance of income transfers for the
poor and helping the poor o abtain
knonwledge about nutrition and health
practices. Transitory food insecurity
could be ameliorated by stabilizing

T Diskin. 1994, Uneerstanding linkages
among food availabilily, access. conswmpiion
and murfeition fn Africa; empirical Bnelings and
issues from e fleraiure. Michigan State
Uiniversily Infemational Development
Working Paper Mo, 46. Department of
Agriculinral Economics/Department of
Economics, Michigan Siale Universily,
"Waorld Bank. 1986, Poverty amd hunger.
World Bank Policy Study. Washinglon, C,
World Bank, The World Bank seems o have
largely dropped this datinetion in ifs recent
strategy paper: UL, Binswanger and P.
Lamadell-pdills. 1995, The Workd Bank's
sleategy for reducing poverty and hunger: a
repor fo the Development Community,
Washinglon, DL, World Bank, The emphasis
i roivw e short=term and medivm-term
pedicy meagures for addressing both Ivpes of
food insecurity, However, some aulhors have
iried to maintain the carlier distinclion.

supplies and prices and assisting
vilnerable groups with emegency
employment programmes, income
transters or food, How usetul this
distinction is in making policy ¢hoices
is open b guestion. For instance, how
temparary is “temporary”? Are the
unwanted food insecurity effects of
structural adjustment and fransition
programimes temparary or chronic? Do
wir have to know belore we decide
how to deal with them?

The amswer s “no’ . The need 15 for
podicy measures that address all
aspects of food insecurity with a view
to providing the vulnerable with safety
niets (which can vary over an
individual®s lifetime and In recponse Lo
external emergencies) and o crealing
the conditions that can lead 1o an
eradication of endemic hunger. This
requires ecanomic growth, Countries
that have seen negative [or stagnant)
growth rates of agricultural production
and GOF with a growing population
have everdiminishing resources
(which were often very small to stan
with) 1o share among an increasing
number of people. Improving the
equitableness of income distribiution
can anly achieve limited results in
these circumstances and, as has
frequently been seen, will be strongly
resisted by the potential losers. So
growth is necessary and, against a
background of economic growth,
experience shovws that it is less
difficult {although still never easy) to
implenent measures that increase
equity, particularly if the growth is
broadly based to include the
agricultural sector, Indeed, many I not
all of the countries that are now
regarded as being food insecure are
charactenzed by an agricultural sector
on which a large proportion of the



population still depends directly or
indirectly for a livelihood, and this
was not true of post-war Europe.
Increasing agricultural productivity
and incames in such countries
therefore increases the effective
demand for food and sa is at the heart
of improving food security. One of the

lessons that can be leamt from Europe,

honwever, 15 the importance of
economic palicies that at least dao not
discriminate against agricultural
development and growth,

It 15 clear from the foregoing
discussion that the subject of food
security in jts most complete sense
touches on many différent technical
disciplines, each of which provides a
partial Mumination of some of the
complex issues at stake. This chapter
is written from a political economy
perspective and focuses on some of
the major economic and trade policies
that bear an the achievement of food
security.

WHAT ARE THE PROSPECTS FOR
WORLD FOOD SECURITY?
O a global level, food security for all
requires that the supply of food be
adeguate to meet the 1otal demand for
food, While this is a necessary
condition for the achievement of food
securnty, it is by no means sufficient.
Although currently enough food is
supplied globally, it is estimated that
In 1990-92 same 839 million peaple
in the developing countries had
inadequale access 1o food,
fundamentally because they lacked
the ability 10 purchase or procure
enaugh. that is, they lacked the means
to exert effective demand, This figure,
unacceptably high though it s, reflects
a substantial degres of progress since
the beginning of the 1970s; the
number has declined in absolute terms
from abaut 917 million and in relative
terms from 35 percent of the
population of developing countries o
21 percent. mainly as a result of
progress in East Asia (including China)
and parts of South Asia, such as India
and Pakistan, The situation is most
serious. in Africa where the number of
chronically undemourished people in
the sub-Saharan countries more than
doubiled over the period according to
FAQ estimates.® Figure 13 shows the
past and projected changes in the
number ol undemourished people |n
the developing countries,

What are the medium-term
prospedcts for food supply and
demmand? FAD, IFPRI and the Waorld

Y FACL 190G, Food, agriculture and food
securily: developments since the World Food
Conference and prospects for the fufure.
World Food Summit technical background
dogymént Na, 1, Rome,



Bank have all attempted 1o make
projections to the vear 20010.'°
Although there ane some problems
with comparability because af such
factors as the differences In base year
data, country and commodily. coverage
and regional detinition, indicative
comparisons of production, total use
and net trade in cereals are podsible,
The results of the three models are
presented in Tables 6 to 9.

It can be seen that there s broad
apgreement regarding projected annual
percentage rates of change in
production and total use at the global
level and for all developing countries
taken as a whole, as well as for some
of the developing country regional
groupings. The greatest divergences in
apinion centré on the farmer centrally
planned economies (CPEs), whb-
Saharan Africa, the Near East and
MNorth Africa and China (see Box 15 on
p. 276 for an altermative view of
Chinese trace prospects), as well as on
todal tse (essentially consumption) in
Latin America and the Caribbean, The
FAQ) and IFPRI projections for net
tracle at the level of aggregation of
"lotal developed™ and “total
developing”™ countries ane very close
and substantially lower than those of
the Woarld Bank, which foresees a far
mare rapid growth in world grain trade
largely as a result of expanded wheat
imparts into the Asian countries 1o
meel changing consumer preferences
away from rice, The FAD and IFPRI

" The main lindings of each are presented
and discussed in IFFRI, 1995, Popalalion and
food in the early tweniy-fiest confury;
meeling fufure food demand of an increasing
population. Edited by N, Islam. IFPRI
Oceasional Papers. Washinglon, DO

net trade projections are more variahle
far the regional groupings, most
notably for sub-Saharan Africa, the
CPEs and Latin America and the
Caribbean "

Asin all exercises of this type, the
outcomes are critically dependent on
the validity of the assumptions macde
about the exogenous environment,
rates of changes in the individual
variables, the interaction among the
different variables and the accuracy of
the baseline data.™ Nevertheless, all
thiree studies conclude thal the growih
in global supply will be suificient 1o
miset the growth in global demand,
and all highlight sub-Saharan Africa as
an area that should cause particular
concern, whatever the deficiencies of
the model might be! Although real
world grain prices are expected o
continue thelr long-tenm decline
(despite the recent price spike),™ the
rate of increase in the demand for food

™ In subsequent made] revions for
projections (o 2020, FPRI results for 2010
have been revised most notably for the former
CPEs iproduction and consumpiion) and for
subi-Saharan Afnica inel imports), which ane
now mach closer (o the FAD projections.

" An extensive discussion of methodological
issues, population projections and the
fmdings for the main regional groapings can
b found in IFPRI, op. cit., footnote 14,
Further consideration of the regional issues s
availalile in varssus nimibers af the IFPRI
Food, Agriculture and the Environment
Discussion Faper Series.

"' These findings are considered by one
reviewer to bie unduly pessimistic about the
prospects for food securily in sub-Saharan
Africa. See G.1. Abalu in IFPRL, p. 121126,
ot cit,, foatnoe 14,

* This is addressed later in the chapter.



in sub-Saharan Africa is expected to
aulstrip that of supply, and the ability
to meet the increasing demand would
therefore depend on the ability of the
individual countries to pay for those
Impaorts mot covered by food aid.

The conclusion that global food
supplies can increase fast enough to
meel expected demand at constant or
even declining real food prices |eaves
no room for complacency on the
supply side, Continuing increases in
agricultural output, be they through
area expansion (absolutely, through
multiple cropping or through reduced
fallow periods) or productivity
increases, require sustained effons to
Imprave agricdltural technologies and
thelr rate of adaptation and 0 aveid or
reverse environmental degradation so
that the output increases are not only
sustained but sustainable. In other
words, sufficient resources must be

committed to investment in agriculture
on a continuous basis if the projected
potential output Increases at global,
regional and country levels are 1o be
realized.

W thisre is no roam for complacency
on the supply side, there s even less
on the demane side. The projections
are not based on meating basic
nuttitional needs, bul on expected
effective demand, §Le. the ability to
pay, By the year 2010, it is expected
that the absolute numbers of
chronically undernourished people in
the developing countries will have
fallen - estimates vary depending on
the assumptions made — to perhaps
some 680 million, representing
12 percent of the population of these
countries instead of 21 percent as al
present, While it is reassuring to be
told that the world can in principle
priciuce enough foad to meet likely

Figtire 13
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Data for 1989-91 and projections comparisons for
all cereals (rice milled): developed countries
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HOX 15
PROSPECTS FOR
CHINA'S GRAIN
TRADE

Dipnions differ abouf the
role China will play in the
world grain market.
Estimades of China’s net
grain imporis over the niest
15 bo 30 years range {rom a
forecast of fundamental seli-
sufficiency fo a very
uniikely high of 200 million
tonnes depending on the
assumplions made aboul
several key paramefers, A
iumibier of seurces madntain
thal China’s grain imporis
could reach 30 0o 40 millisn
tonnes, an amount that is
less than the former LISSRE
imported in the late 1980s
amvil that would have linle
effect on the long-term real
price of grain, To economize
on transport costs and
facilities, most of these
impaorts are likely 1o go to
the large cities and coastal
region, thus assuring
adequate supplies al stable
prices.

As a resull of policy
changes made in 1994,
Beijing has delegated
responsibility for the grain
supply of each province o
each provincial governmen.
This means that Beljing has
largely lost control of the
natisnal grain supply since
provinces producing surplus
grain can {and do) restric
exports to other provinces
until they are certain their
own needs have bees mel,
This was one reason for the
volatile price situation in
1994; grain did nat readily
move from the surplus 1o
the deficit areas. Thus the

miove o a mational market,
which seemed assured by
the 1993 reforms, has now
been delayed, probably for
several years and, if China
does impart enough grain
for its large cities and the
coastal area, 1he national
market may well be delayed
for decades, In recent years,
China has procured abaul
80 million tonnes of grain
damestically, although this
figure was probably even
loswer in 1994 and 1995.
iConsequently, 40 million
lannes is a very large figure
relative to the marketed
grain in China.

Alihough 30 1o 40 million
fonnes of grain imports s a
possibility a decade or mere
into the future (wheat
imporis are some 17 million
tonnes per year), whether
the figere will in fact be
that high depends on: what
China does lo encourage
domestic grain production
in terms of price policy,
research, facilitating farm
enlargement and ensuring
adequate supplies of good-
guality fertilizer; the rate a
which the demand for
liviestock products grows;
and the country’s ahility 1o
generate foreign exchange
With regard to pricing
policy, it was announced in
March 1996 that state grain
purchasing prices were o
b raised by 20 percent fo
ENCOUrage ncreased
production, MNew
information from surveys in
China and satellite piclures



suggests that the grain area
has been seriously under-
reported, which means that
the potential for yield
increases is far greater than
was previously thought. The
survey data also suggest
strongly thal stocks have
been substantially
imrderestimated.

In assessing the demand
for livestock products there
are serious discrepancies in
the afficial data on meal
and pouliry production from
the various sources, The
output data for meat and
pouliry implied a per capul
availahilily of more than
32.5 kg In 1993, while the
household survey data put
consumplion al aboul hali
that amount. Il per capul
consumplion was in fact
32.5 kg (which has since
increased according 1o the
sami data measurement
methods to about 38 kg,
consumption growth should
start 1o slow down, although
there has not vel bieen any
indication of this happening.
What is perhaps more
disturhing is that, while
meal and poultry production
is said (o have inoreased
substantially since 1985, per
capul urban purchases only
increased from about 22 kg
in 1985 to 24.5 kgin 1993,
with rural consumpiion
increasing from 12 kg to
13,3 ky over the same
perind, according to the
household surveys. Owver the
samie period, the oulpul of
meaf and poultry almaost

doubled from 193 million
fomnes 1o 38,4 million
tonnes, while the population
inceeased by 12 percent,
Anaother data series puls per
caput consumption of pork,
bzl and mubion at 16,75 kg
in 1985 and 27.37 kg in
1993, while vel another, on
peer capat consumplion of
selectied consumer goods,
puts per capul consumplion
of meal and poultry ai

16.5 kg for 1985 and 22.6 kg
for 1992, Al of these figures
are in the Statistical
Yearbook of China,

A major faclor affecting
future demand for grain is
the consumplion of meal,
There is great uncertainty
about how much meat is
now being produced and
comsumed and how much
grain is being used to
produce meat, milk and
poultry. Mot of the
published projections of
future demand for and
supply of grain fail to
recognize the ambiguities in
the data on the production
and consumption of
livestock products.

The response of the
government 1o rising
imports is also critically
impariant.” Continud
investment in agricullure
and agriculiural research,

appropriate pricing policies

' 5. Rozells, |, Huang and M
Rosegrant. 199, Why China
il maost starve e etarlel
Chaices, First Quarter 1996

and increased use of
imported production
technology, such as seed,
are ways of boosting
domestic supply. Howewver,
given that far farger import
volumes than have hitherio
been experienced seem
probable, mvestment will
also be needed in the
markeling infrastruciure
and institutions lo cope with
the expanded grain trade.



demand, the probable inability of so
many pecple o exert sufficient
effective demane to feed themselves at
even minimally adequate levels is
deeply disturbing. Experiences in the
countries that have made and are
continuing to make good progress,
evier in the face of a difficult
imernational economic anviranment,
shoow that governments are the key
players in Implementing domestic and
trade policies which can lead to the
achievement of national food security
and that economic palicies are of
particular significance."

" There is 3 weallh of documentalion on this
subsject al all levels of technicality. FACH
produces a wide range of publications on
speciiic aspects amd the technical
background documents for the World Food
Summit 1996 (see Box 14, p, 263) provide
extensive coverage of many aspects of food
security, Useiul overviews are also provided
in: World Bank. 1995, World Development
Report 1995, New York, Oxford University
Press; B Finstrup-Andersen and R Pandya-
Lorch, 1994, Allevinting poverty, intensiiyfing
agriculture, and effectively managing nafural
reseuroes, Food, Agriculture and the
Environment Discussion Paper Mo, T,
Washington, DC, IFPRL. In addition, several
hackground papers for IFPRE's 2020 Vision
inifiative have been prepared covering a
wide range of relevant topics.

GOVERNMENTS AND FOOD
SECURITY

It Is difficult to apply the concept of
food security at the global or the
regional level where region is defined
on a geographical rather than a
palitico-econamic basis. Sub-Saharan
Alrica has been identified as a region
where food Insecurity is likely to
worser, What this actually mians is
that a high proportion of countries in
that region are expected (o have a
witmsening food security posilion,
Conversely, some of the regions that
are expected 1o improve averall, or at
least nat to warsen, include individual
countries thal might see deteroration.
The highest level of aggregation at
which the concept can reasonmably be
made operational [s that of the
national government (the only realistic
— and even then partial - exception to
this would be the EL because of s
degree of politico-ecanomic cohasion)
since the achievement of food securnity
depends on action by those who have
the power and the responsibility to
act. This does not preclude the
necessity for action by external agents,
such as donor governments,
international agencies, NGC»s and
muliitateral and bilateral lenders, o
support developing country
governments in the fulfilment of their
responsibillities.

Since the sarly 19804, policy
reforms injtiated in many countries
have been biased in favour of greater
rmarkel orientation and a more open
economy,™ There has been a

" The main pressures undedying these palicy
reformis are presented fn FAD, 1995, Policy
reform and the consumer, in The Stale of
Food and Agriculiure 1995, Rome.
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movement away from the concept of
development, including agriculural
development, as planned change by
public agencies, Indeed, this period

" has seen a senous guestioning of the

wery role of govermment = what it
should and should not propetly do in
a market economy. In this context, it is
clear that government has a vital role
to play if a functioning free-market
ecanamy, rather than ane that is
merely a free-for-all, is to emernge in
such a way that the sustained and
sustainable economic growth on
which lang-term national food security
depends can acour and thal its
henefits are distributed equitably.
What then is the role of povernment
andl whal can governments do that no
other body cani Put simply,
povernments need o govem and this
has traditionally been taken to mean
securing the borders and protecting
the population from both external and
intérmal threat, 1.e, keeping the peace
withoul which food security is
threatened, It also means ensuring the
establishment and enforcement of a
legislative and judicial system that
defines the rights and obligations of
individuals and legal entities, regulates
their activities in the public interest
and protects their agreed rights. A
strong, fair and stable legislative
framewark is necessary to guide and
regufate the individual plavers in the
market and to ensure that they all play
by the same set of rules through
enforcement of the law so that market
activity can contribute 10 food security
for all. Cnly governments can create
the favourable and stable
macroecanomic and trade
environment that can enable national
food security to be realized. For
countries in transition, be it from

centrally planned to market
econdmies, because of the
implementation of structural
adjustment policies or simply as a pan
of the normal process of economic
development, the role of govermnmen
is especially difficult. Govemments
need to invest in the infrastructure for
progress, Inherent in this must be the
recognition that investment in the
development of human resources
(building human capital of both
women and men) and action o
alleviate poverty add o, rather than
subltract from, a country's growth
patential and are essential for ensuring
food security for all sections of the
community. This type of investmen!
includes the provision of those
services and infrastructure that have a
large public good component, such as
education, health, public utilities and
mads, and that cannol therelore be
provided adequately by the private
sector. In addition, the demands of
adjustment or develapment might in
some cases require the govemment 1o
pravide temporarily some of the
services that can in principle be
supplied by the private sector once the
successful impleméntation of policy
reform has allowed i1s capacities to
develop sufficiently. In order o avoid
stifling the development of the pascent
private sector, any such activities,
whether undertaken by govemments
or other agencies, need to be carefully
planned and coordinated.

The achievement of food security on
a sustainable basis therefore requires
that governments take action on a
number of different palicy fronts,
Tracke and macroeconomic policies
that permit and foster overall
etonomic growth and increase
competitiveness in export markets are



needed; they should also correct past
distortions that favour ane sector of
the ecanomy to the detriment of
others. Agricultural sector policies
should be designed 10 promate
sustained and sustainable sector
growth in order to increase bath
domestic food supply and thoss
agricultural and food exports for
which the country has a comparative
advantage. Although economic growth
is very important for addressing the
underlying causes of food insecurity,
“sponomies cannmol be expected o
grow quickly enough to eliminate the
chronic food insecurity of some
groups in the near future, even under
the best of circumstances. Moreover,
long-run economic grawth s aften
slowed by widespread chronic food
insecurity. People who lack energy are
ill-aquipped o take advantage of
opportunities for increasing their
productivity and output™. ™
Furthermore, gross inequalities of
incame distribution may prevent the
resource-poor frem participating in the
growth process and certain policy
reforms may of themselves have
sulbstantial negative impacis on
vulnerable groups in society. Special
measures may be needed in the short
and medium terms to deal with
specific cases ol food insecurity and 10
ensure that essential lood imports can
be financed. Over the long term, some
special measures will always be
needed, although their nature may
change.

It must be re-emphasized that the
successtul implementation of
agricultural and food policies alone

" Warld Bank, 1986, Poverfy and hunger. A
Waorld Banl Palicy Study, Washington, DC.

cannol achieve a national abjective of
food security, The elimination of
absolute poverty, the oot cause of
food insecurity, requires action across
the baard to énable people 1o escape
the cycle of poverty and malnutrition
that traps successive generations, Yet
the achievement of food security does
not have 1o wail for the eradication of
poverty, It Is repeatedly stated by
intermational agencies, donor
governments, world summits and just
about everybady involved in
development that the resources and
the means to eliminate food insecurity
exist, but that the problem is the lack
of political will, If governments would
anly readjust thelr priorities
accordingly, the problem could be
solved — although discussion about the
time-frame required is studiously
avolded, “Success stories” tend 1o
cancentrate on the policies that a
particular country has implemented
withaut delving too deeply into the
socio-palitical circumstances that
snabled [t to implement these
palicies. Rarely is it asked why the
palitical will might be lacking:
Palitical will is fourmalistic shordhand
for the overcoming of the confliciing
interests; idealogical biinkers an
structural constralnts thar usually make
it impossible for govermments 1o do
what i« technigally feasible and clearly
Necessary 1o solve a seripus problem,
The term contributes 1o good
joumalism, bat poor social science.
Social scientists have 1o explain why
palitical will is lacking and what might
be done to produce i,™
The findings of research an food
systems by the United Nations

" Barraclough, op, cit., foelnole 5, p. 266,
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Research Institute for Social
Development (LINRISDY) are unusual
in that the question of political will is
raised explicitly. They cast doull an
the political possibilities, rather than
the strictly technical ones, of rapidly
improving food access for the very
poar. This applies to industrializéd
countries who have widely differing
levels of soclal and economic
deprivation as well as o countries at
ather stages of development,
Covernments are, after all, dependen
on the groups to whom they owe thelr
support, and their room for manoeuyvre
is correspondingly restricted:
If the problem is really systamic, as the
LINRISD team belleves, then it can be
dealt with efisctively only through both
(umsd amental public policy and social
change. The latter implies new powe
redationships among individuals, social
classes, gproups and nations, Social
changes do not came about sasily.
Convincing political lepders that
hunger and poverty are serious and
solvabbe social probdems does not bring
about political will, although [n some
circumstances it might help.... In
alleviating hunger, palitics matters....
How' are sulficient political pressures
penerated to {oree govermmenis to
adopt effective strategies lesding to
rapid diminution of poverty and
hurmr? Angweers are unitue lor each
timee anel place. Where social forces
have ernemged capable of bringing
about such palicies, however, theme
have been at beasl three broad and
closely imerrelated soclal processes at
wmﬂ
The three social processes referred
1o are (dentified as: modernization

" |hid.

processes — the social impact of
economic growlh and techinical
change; the rapidly increasing
availability and dissemination of
information, which contributes to
social change by changing perceptions
and ideologies; and popular
participation - the mobilization and
organization |n a real sense of those
previously excluded by lack of contral
over resources o influence over
povernment. The interactions between
political, social, economic and
ecological systens and processes as
thiry affect people’s access 1o food -
locally, nationally and internationally
— are-extremely complex and the
problems admit of no easy solutions. It
follows, and Is frequently ohserved,
that there is rarely anything as simple
as a technical solution to a complex
problem. To take a simple example,
assume crop yields can be increased
by increasing fenilizer applications,
whether fertilizer will in fact be
applied depends on many other
factors, such as are fertillzer imports
regarded as being sufficiently
important for the government o
guarantee foreign exchange
availability an a reliable basis? can the
distribution system get the fertilizer to
the right place ai the right ime? do the
farmgate prices for output justify its
wse! can farmers obtain the resources
to buy it in the first place? and are
some farmers restricted in thewr access
to fertilizer for political or other non-
eronomic reasonsf® |1 is important Lo
note that here the issue 15 not sa much

* As an example, there have been cases
where a government agency has restricted,
ior example, fertilizer supplics to those
supporting a particular political party.



the political will to establish state
interventions or subsidies 1o
encourage an otherwise uneconomical
fertilizer use, but the palitical will 1o
remove existing distortions or
privileges,

There are many technical questions
{covering a wide range of professional
disciplines) concarning lood insecurily
that require technical answers, Should
fertilizer be applied? In certain agro-
ecological circumstances, if vields are
to be increased, it should be.
However, hecause the basic prablems
of food Insecurity are not purely
technical, the solutions are niol purely
technical either, o fertilizer will be
applied oanly if the political, social and
economic configuration determines
that it shall be. The rest of this chapler
examines some of the economic
guestions of food security and the
policy implications for the
govamments concerméd,

RELIABILITY AS A COMPONENT
OF FOOD SECURITY: SHORT-
TERM FLUCTUATIONS AND
LONG-TERM TRENDS

It is an accepted legal precept that
hard cases make for bad law; it could
with equal justice also be said that
shor-lerm crises make for bad policy.
This chapter was writien against the
background of a perceived global
grain crisis, which is of its nature
short-term while nevertheless having
serigus longer-derm impacts on several
low-income food-deficit countries
(LIFDCs), While reacting 10 an urgent
situation, it is important that the
fonger-term [ssues are not ignored.

The reliability component of food
security concems hath availability and
acoess and §s often confused with
stability, although the questions of
what stability and for whom are rarely
ackdressed explicitly, Weather and
pther acts of nature affect the stability
of supply;: abrupt changes in demand
affect the stability of price; and the
interaction of macroeconomic and
sectoral palicies within and across
countries can affect bath,

Fluctuations on the supply side of
cereal production have a
disproportionate impact an prices
because of the relatively small shon-
term price elasticity of demand for
cereals in the aggregate. A major
catsse of supply instability is a
wealher-induced shock such as
occurred in the early 1970, when the
1973 cereal crop fell o 3.5 percent
below trend, and again in 1995 when
the production fall was 3 percent
below trend (the effects of this are still
being seen). Adverse weather
conditions in North America, northern
Europe and major parts of the former
LISSR, together with failure of the




mansoon in South Asia, resulted in the
1973 cereals crop being 3.5 percent
below rend, This, given that the
United States Government hacl
decided in the late 1960% o stop
halding large stocks, together with a
mumber of other factors that occumed
simultaneously (such as the first oil
price shock and its aftermath, which
cantributed to increases in the prices
of many agriculiural inputs, and the
change in Soviet policy to impaornt
cereals during domestic shortage
rather than slaughter fivestock herds)
caused a sharp and rapid escalation of
prices in international cereal markets
(Figure 14),

A similar weatherinduced
phenamenon occurred in 1995, with a
drop In global preduction to 3 percent
below trend. World grain prices rose
sharply during 1995 and further price
ncredses are passible given the
unusually low palicy-induced stocks
and problematic growing conditions in
several producing areas. From |anuary
to June 19496, United States whear
export prices were up by about
3 percent from a year before, but
imporers of United States grain wers
frequently facing price increases of
50 percent or more caused by the
reduction or elimination of the expaort
price subsicy, The United States export
price of maize, the leading coarse
grain, rose by 46 percent aver the
sami pariod, and thic is reflected in
prices paid by importers. Rice prices
have also risen markedly, desplte
significant stocks in India and China.
The grain import costs faced by many
imparting countries have increased
evenn more because key exparters have
largely suspended export price
subaidies. Exparter supplies are tight
and world grain stocks have dropped
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tix the lowest level since the early I
1970s, the stocks-to-use ratios for
cergals being only 14 percent,
Cument analysis and market
information suggest that grain prices !
are likely to ease anly after the 1996 |

output level is well defined. Serious J
drought or ather indications of a

significant production shartfall,

howewer, could lead 1© higher and II

even more volatile prices. i crop
conditions progress normally, wheat
prices are expected o ease naticeably
aiter the narthern hemisphere harvest,
perhaps in October and November
whien the expected large out<turn in
Canada is known, The coarse grain
markel Is susceptible to even greater
short-term volatility as a result of
heavy dependence on just ane
geographic region — the United States
cornbelt area.

The grain market phenomenan is
thus one of shor-term fluctuations
involving sharp price rises and less
sharp price falls (the price falls are
naturally of less concern 1o the
importing countries, although not to
the exponting countries whosea policies
have been designed 1o mitigate the
falls 1o a greater extent than the
rises) around a long-term decline In
the trend of real world grain prices,
The rate of decline appears to be
slowing down, but there is as yet no
real gvidence that it has bottamed out,
Even at its peak, the 1995/96 price
spike reflected a lower real price than
at any time between 1970 and 1985,
and has never excesdies] about
45 percent of the real price in 1974
iFigure 14). The commaodity markéts
for the major ropical agriculural
export crops also show great price
variability around even more steeply
declining long-term real prices.



The price impact of the weather-
induced supply shocks of 1973 and
1995 an intemational markets was of
langer duration in both instances than
it would have been in an open-market,
liberal trading environment because
many countries, both exporiers and
imparters, have policies that isolate
the domestic market from the
international markel. This isolation
means that price signals fram the
intemational marke! do not reach
domestic producers or COnsumers,
who therefore do not adjust 10
imtemational market conditions. In
effect, longerlived instability is
exported to the international market
by these countries. The adjustment
that occurs takes place within the few
cauntries thal have refatively open
agricultural economies and tends (o be
large because the adjustment burden

Specilic examples illustrate the
offects of policy on International
market stability, The EL, for inslance,
has long had in place a support policy
for wheat producers that maintains a
stable producer price, usually well
abowve he intemational price. This is
achieved through a variable levy
systermn that maintains a constant
threshold price, and this is the price
paid by importers of wheal in the ELI
A variable levy or tax based an the
difference between the threshald price
and the International market price is
imposed on EU imponts. To dispose of
surplus wheat production into the
export market, an export restitution |s
paid 1o exporlers based an the
difference between the domestic

support or intervention price and the

international market price.
In the cases of boath the 1973 and
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intemational price for wheat rose
above the threshold price and the EU
switched from the varable levy and
export restitutions to an export tax that
maintained the level of the threshold
price, Thus, just as EU producers wene
shielded from having to adjust to the
nomally lower and fluctuating
International price by reducing
production, they were also
discouraged (rom adjusting to the
higher International price by
increasing production because of the
export lax. The stabilization of
consumer prices also meant that
consumers had no incentive to adjust
their consumption patterns o
changing conditions in world markets.
This means that the ELI, a major
producer of wheal, did not adjust
production downwards in response 1o
low imternational prices and, in fact,
exported surpluses into the
international market, thereby
exacerbaling the low prices. In
addition, it did not adjust production
upwards in response W a higher
intermational price, instead it withheld
exports into the international market,
thereby exacerbating the international
price rise. In the first instance,
producers in adjusting exporting
countries losl and consumers oF
govemments in impording couniries
gained, while in the second mstance
producers in adjusting exponing
countries gained and consumors or
Bovernments in impoting countries
bost, The CAP reforms of the early
1990s, Including a set-aside provision,
have dampened, but nat totally
negated, the effects described above,
South Alrica also took measures to
stabilize domestic prices by halting
grain expoart contracts in mid-1995.
The United States policy reforms have

Involved a switch to partially and then
fully decoupled deficlency payments,
but at the same time there was, and
still is, the Expor Enhancement
Program (EEP) (although its use has
been suspended during the 1996 price
spike). Bath the United States and the
EU have hurther dampened producer
response to price {luctuations by the
use of land set-aside schemes.
Consumars or govemments are
referred to in the above paragraph
because a number of wheat-impaorting
countries also shield themsalves, this
time their consumers, from changes in
the intermational market price,
particularly when that price rises
precipitousiyv. Soch countries,
sometimes using a parastatal
marketing agency, purchase wheat in
the intemational market ot the
international market price and sell into
the domestic market at a higher price
(tax) if the international price is low or
al & lower price (subsidy) if the
international price is high. 5o
consumers in these importing
countries are nat forced to adjust to
international market conditions,
demand either too much ar too little
and force further adjustments into the
international market, This increases
the adjustment burden on those
countries that do the adjusting.
As Johnson put it
Much of the price variability In
Intesmational marks) prices is marns
made ~ it is the conseguence ol
policies iollowed by many
govemiments. In short, natbonal policies
that stabilize damestic prices for
consumers and producers do so at the
cost of international price variabilicy
uriless the domestic price stability
achieved by holding stocks of suffichem
size o create what is in effect a
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perectly elastic supply curve for the
ielevant food product. Bul countries
other than Canada, India and the
United States have not beld socks of
supch size; consequently almost all
rational programmes of domestic price
stability are achisved by varying
imports and exports to make supply
equal domestic demand at the
prxietermined and stable price. In this
way, all the potential price effects of
domestic demand and supply
varlations ane imposed an the world
marker.

Nevertheless, changes are occurring
in the global enviranment within
which international rade takes place;
from the point of view of global and
national food security, future strategies
need to differ from those af the past. It
is also clear that the food security
policy responses to the short-term
fluctuations and long-term trends need
to be different.

There 1s an underlying concem
about the possible disruption of world
grain markets in the sense of price
splkes caused by massive increases in
demand by some of the major
imponing countries, The countries
that are large enaugh 1o have the
potential to do this are China and
India; their size and geographical and
agricultural diversity provides some
cushioning of weatherinduced shocks
to domestic grain supply and also
gives them export possibilities in good
vears, A summary of the swuation and
policies in each s given in Boxes 15,

" DG, Jehnson, 1984, Allernative
approaches fo infernational foad reserves,
Paper prepared for the FAD Symposium an
Warld Food Security, Rome, 3 1o 7 Sepltember
T9R4. ESCFS/SYMP/84/5,
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on p. 276, and 16. Box 17, an p. 290,
pravides an overview of the changing
policies of the United States, the major
Brain exporter.

Civer the past four decades, the
Linited States has baen the major
intertemporal (imerseasonal)
stockholder of cereals, with the EU
also maintaining significant grain
reserves since the late 1970s when i
became a net cereal exporter. Canada
has at times carried far smaller grain
reserves while neither Australia nor
Argentina have had the storage
capacity 1o do so. Food reserve stocks
Iny Inclia until very recently have been
strictly domestic. The stocks held by
bath the Uinited States and the EU
were the result of agriculiural policies
that suppoarted the domestic price
above market clearing levels, requiring
the authorities to purchase and hold
stocks until a predetermined market
price trigper allowed their release into
the rnarket. In addition, the various
aréa set-aside schemes and the
CONSETVATION reserve Programimes,
which held land out of cersal
production, acted as a further
complementary stock of grain, albeit
in the form of uncultivated land rather
than physical guantities of grain,
These so-called polioy-induced wocks
will be drastically reduced or
eliminated as market and trade
liberalization ocours. This means that
the world will no longer be able to
rely an such policy-induced stocks 1o
cushion the price effects of a
production shortfall,

Two separate but related issues
arise. First, what is likely 10 be the
behaviour of the global cereals marker
in a mare liberal trade and markets
anwvironment? Waork is under way at
FALY and elsewhere on analysing this




question, but unfortunately only
prefiminary results are available at the
time of writing, Economic theory and
an empirical understanding of
markets, however, can lead to some
informed gqualitative speculation,
Consider the case of a reduction in
waorld praduction. Without the
cushion of policy-induced stocks to
buffer the price rise in response to the
production shortfall, the Intemational
price rise is likely 1o be sharper, but
with more open economies and
liberalized markets there will be
greater international market price
transmission to more producers and
consumers in more countries. This
should mean that a larger and quicker
supply and demand adjustment will
occur in response 1o the price change,
with producers increasing output and
cansumers shifling consumption in
favour of relatively cheaper foodstufis.
Future international market price
spikes are therefore likely 1o be more
violent initially, but shorter lived.
Following on from this the question
arises as to what extent the private
sector will assume the stackholding
function formerly bome by
governments with policy-induced
stocks. The private sector would not
be expected to carry stocks of a
similar magnitucde becuase such levels
would mast probably be unprofitable.
Mevertheless, the private sector will
hald stocks up to a profitable level
and to that extent those stocks would
buffer and reduce the magnitude of
market price spikes.

This discussion has focused on
upward price movements. An
examination of Figure 14, p. 284,
shows that downwand price
mivements have tended to be far less
sharp and deep, reflecting the policies

of some of the main grain-producing
countries which have been designed to
protect their fanmers from wwvere price
falls. To the extent that liberalization
and policy reform remove or reduce
the effects of such policies, the
international market would see greater
downward price variation than it has
in the past. Thus in years of good
harvosts, price falls would be more
pronounced, enabling imporling
countries to reap the benefits and
providing perhaps greater profit
incentives for privatesector stocking.

The second issue is that a number of
countries may still feel the need 10
hald some level of food security
rsserve, as distinct from any working
stocks held by private importers and
traders. (Countries that do not will
bear the full brunt of market
inslabifity.) These countries basically
have two options; they can hold a
physical stock of the commodity or
they can hold a foreign currency fund
far food security resenve purpodes, The
main advantage of this second option
is-that the country does not incur the
significant costs of holding the actual
cammadity and of stock management
and that it can earn interest on the
hard currency account. However, the
wse of such a fund during penods of
glabal supply shomfall will exacerbate
the price spike. The trade-off for the
country invalved is the additional
import cost caused by the price spike
minus what has been eamed on the
foreign exchange account as
compared with the cost of holding the
commadity reserve until it s needed.

While a foreign exchange food
sercurity fund has both ficcal and
manetary implicalions {e.g. tax
revenuies o borrowings to establish
the fund. a positive balance of

e
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FOOD SECURITY AND TRADE IN INDIA

Iodia has pul food security
very high on the national
agenda. From being 4
substantial net food
importer in the 19705, it
wirs nearly seli-suificient in
grain production from the
early 1980s, more than seli-
sufficient in the 1990 and
carries a high level of buffer
glacks, The Food
Corporation of lndia (FCI),
which was instituted in
1965, is the main agency for
the procurement, storage
and transport of grains for
distribution through the
public distribution system
and for maintaining the
buifer stocks. The
procurement and mEue
prices of food grains are

fixed by the government;
the issue price does not
cover all the economic cosls
and the difference
riEpresenls a governmeind
subidy to consumiers. The
government also subsidizes
the carrving cosis of the
buffer stocks, which amouwni
o aboui 30 percent of the
valise of the slocks.

In the past few years,
grain oulpul has increased
eonsiderably from around
180 million fonmes in 1992/
93 1o almest 192 million
tonmes in 199495, Stocks
had reached 28,7 million
toones by March 1995, bui
transport and storage
problems were slowing
procurement despite

increasetd oulpul,
Mevertheless, most of The
wheal coming ta markel in
1995 was bought by FC1 and
other public-sector agencies
under price support
aperations, with privite
traders handling only small
quantities of very high-
qualily grain at prices well
in excess of the support
prices,; By the end of the
summer harvest season,
stocks had reached belween
36 million and 37 million
fonnes, but these had been
recuced 1o 29 million lonnes
by Movember 1995, PMlans to
lower the issue prices of
wheal and rice al stale-run
refail outlets to redress the
price increases of previous

payments item and eamings on the
fund until it is needed), a physical
commodity stock reserve has mainly
fiscal implications if purchased locally,
but also monetary if acquired through
imiports, First thiere is the expense of
establishing the stock reserve either
through tax revenues or through
barmowing. Then thene are the
maintenance costs associated with the
reserve including stock administeation,
transport, storage, handling and
ratation; which need o be financed

from the same sources, Finally,
distribution and replepishment coste
are incurred when the food security
reserve 15 called upon in accordance
with the pre-existing niles governing
its usa. Ideally, the stock would be
replenished when prices are low and
depleted when high; but, as has been
seen, policy reforms that permit
substantial price falls have vet to leed
thraugh 10 the international market
The government budget for
establishment, operation and



years had 1o be postponed
for budgelary reasons,
despite the rising costs of
carrying ever-increasing
stocks. Export resirictions
were lifted to allow exports
of 2.5 million tonnes of rce
and 2 million tonnes of
wheat for the vear, and
there was pressure from the
Ministry of Agriculiure (o
have the ceilings abolished
o permit greater reliance
on exports and imports (o
manage food grain supplies.
The most imporian
constraints on increasing
exparts are inadequate
storage, transport and port
facilities. However, the
riemoval of the publicsecior
monopaly on key aspects of
infrastructure, including the
poris, i encouraging new
private-sector investment,
arud the redevelopment of

the ports is expecied to be
finished by 1997, If this is
achieved, some experts
believe that India could be
exporting 3 million fonnes
of wheat and 4 million
tonnes of rice by 2002 irice
stocks are currently running
al 1h millvan tonnes), This
would make it a major
player in the small world
rice markel, where its
prices are competifive, In
the wheal marked, however,
i i less price compelitive.

There seems to be a
strong consensus among the
difierent political parties for
continuing with the
economic liberalization
process while supporting
agricultural deyelopment
and giving high priority 1o
food securily, India
therefore seems likely to
EMEARE MDTE in

international irace in grain
miarkets in the fulure and
will perhaps at some poin
decide o reduce ils very
large and expensive buffer
stocks in favour of a greater
reliance on imports. IF so,
India might play an even
greater part in world
markets once the porl

capacity has been
modemized and expanded.

managerneént of the physical
commodity food secunty reserve has
an opportunity cost over and above
the monetary cost for either
government or the private secior. This
opporunily cost may be great or
smiall, depending on the alternative
uses that might have been made of the
funds, Given the shortage of both
capital and recurrent budgetary funds
in developing countries, the
oppartunity cost if properly calculated
Is likely to be very high.

The issue of food security stocking,
gither as a physical commaodity o
liquid reserves, nationally or
multilaterally through the various fund
facilities available, is highly complex
in economic terms. When the non-
ecanamic factors are included,
together with the country-specific
conditions for both economic and
noan-ecanamic factors, it s obvious
that each country needs to address the
question from its own perspective and
1o repeat the exercise as the important



BOX 17

FOOD AID AND FOOD TRADE:
THE 1996 UNITED STATES FARM BILL

The United Stales
Government his
traditivnally carvied a
significant quantity of grain
stocks, largely as a resull of
thie operation of ils
domestic farm programmes,
These stocks have played an
importani role in promoling
price slability in world grain
markets. The United States
also has a long history of
providing food aid (o
developing countries as well
as exporl credil
programmes for commercial
exports of grains and other
agricullural commodities.

The recent heightened
conoern about world food
securily finds the United
States with low grain stocks,
which limits its Mexibility 1o
respond, National cancern
about balancing the federal
budgel i also reducing the
Fesponke possibilites,
especially for food aid and
related expeniditures.
Therefore the United States
is emphasizing s efforks 1o
nerkase commercial grain
supplies rather than
respanding with food aid.

Il appears that the United
States is strongly committed
to ensuring that its grain
will continue 1o be available
to meel export demand,
without any of the
restrictions related to tight
grain supplies, Imporiers

have been assured thai the
Uinited States will nod
restricl exports.
Authorization has heen
provided for the release of
up 1o 1.5 million tonnes aul
of the 3.8 million tonnes
currently in the Food
Securly Wheal Reserve 1o
meel obligations for
emergency humanitarian
food assistance needs,
Domestic programmes have
been adjusted to encourage
ncreased crop oulpul in
1953,

Exporl programmes in
1996

The United States export
programmes include food
assistance under Public Law
480 (PL 480 and credil
programmes for commercial
eaports, Funding is specificd
for commadily exporis
under PL 480 Titles 1, 11 and
I

# Title 1 funding for the
United States fiscal year
(FY} 1996 (which ends an 30
September) is

LiS§316 million. The
programme ofiers long-ferm
loans at highly concessional
lerms to specified
developing counlries.

» Title 11 funding for FY 1996
is USSH21 million, This
programme provides food
aid on a grant hasis through

the World Food Programme
and various NGOs and
under bilateral agreements,
# Title U funding for FY
1996 is LSS50 milllon. This
programme offers food
commaodities on a grani
hasis In conjunction with a
specific sel of long-term
development activities by
the recipient country.

Export credil guaraniees
are provided to assisl in
financing commercial
exports of United States
agricultural commaodities.
The GSM 102 Programme
provides credil guaraniees
for financing terms af six o
6 months (LSS5 billion for
FY 1956, while the GSM
103 Programme can provide
guarantees for loans with
terms of three lo len years
(S500 million for FY 1996),

Recent agriculiural
legislation

The new legislation, the
Federal Agriculture
Improvement and Reform
Act of 1996, makes several
changes that may affect
Uinited States exports in the
future. The following ilems
appear to be the most
relevant:s’

® P img andl proelere i
flexililiry. Producers who
had participated or had



cerfified area in the wheal,
feed graims, cotton and rice
programmes for al least one
of the last five crop years
iy shitn o Production
Hexibility Contract
authorized under the new
legislation. The contract will
COVEF SEVEN CTOP Years,
from 1996 to 2002, and will
allow producers to conlinue
receiving payments, al a
declining level, with
flexibility on contract area
to grow any commodily
excepl fruil or vegetables.

® Capsgrvaliogn Reseyes
Program (CRPL CRP is re-
authorized to the year 20032,
with up 1o 14.7 million ha
enralled at any one Hme,
Except for lands that are of
high environmental value,
the Agriculture Secretary is
1o allow participants to
ferminale any conlract
entered Into prior 1o

1 Janeeary 1995 on wrillen
notice, provided thal the
contract has been in effect
for at least five years, The
Secrelary miainlaing
discretionary autharily lo
conduct fulare “early-ouls
and sign-ups of lands that
miel enrolment eligibility
crileria,

& Agricultural frade
programmes. PL 480 Tille 1
Is amended to authorze

Y For a imore detailed analysin
of the ot sep “The Linited
Stses 1996 Farm Act
increases mrarket oreation”
ar p. Jdi

agreements with private
entifies in addition to
foreign governments. The
repayment terms are
misdified Lo eliminae the
mininum repayment period
of ten years and (o reduce
the maximum grace period
from seven o five years,
Title Il changes increase the
maximum level of funding
that can be provided as
overseas adminisiralive
support for eligible
organizalions from

LI3%13.5 million 1o

28,0 million and adds
intergovernmental
organizations such as the
Waorld Food Programme to
the list of srganizalions
eligible to receive the funds.
Other changes under PL 480
include an amendment o
broaden the range of
commadities available for
inclusion under the
programme and extending
autherity fo enter inlo new
PL 480 agreements 1o the
year 2002, Up to 15 percent
of the funds available for
any PL 480 fitle can be used
o carry oul any other fitle
and up to 50 percent of Title
I funds can be used for
Title 10,

& [yt gidrrantoes
prresrammes. Avmuaal
programme levels for GSA
102 and 103 are mandated
at L1555.5 billion to 2002
and Mexibility s allowed as
to how much is available for
each programme. A new
shori-term oredil guarantoe
programme is authorized for

ecredil periods of nol mare
than T80 dayvs.

# Exor Frihancemons
Program (FEFL, The chingE!-
limit EEP 1o LISS350 million
for FY 19496, 250 million
for FY 1997, 500 million
for FY 1998, 5550 million
for FY 1999, €579 million
for FY 2000 and

5478 million each for FY
2001 and FY 2002,

= A pevw Food Secuidy
Commoelity Reserve is
estahlished to replace the
Food Security Wheat
Heserve, Commadities
authorized for the 4-million-
tonne reserve include
maize, grain sorghum and
rice in addition 1o wheal,
Authority for replenishment
ol the reserve is extended 1o
002,




variables change. In determining
government policy with regard to food
security stocking, governments need
tor take account of private-sector
activily in grain trading and storage
and to decide what the respective
roles of the public and private sectors
should be
Ma single small country is able to
do anything about the world market.
The guestion therefore 15 which policy
measures, in addition 1o the rade-
related economic policies discussed In
the next section, can governmeants in
lev-income, food-importing countries
introduce to ensure reliability of food
availahillty and access, bath in
respanse o short-term fluctuations
and over the longer term? IFFRI, for
example, has sugsested four sets of
eSS
Many developing countries have found
that strategies 1o koep grain affondable
fiy consumers, such as holding lamge
public grain stocks or setting ceiling
prices, are unsustainably expensive.
There are, howeves, things they can da;
¢ hobd smadl grafn stocks to provide
soemiE fnaurance against price spiles;
® s foreipgn exchange insurance o
special credit arangements; such as
the International Monetary Fund's
Compensatory Finance Facility [4ic),
fa finance nesded imports;
= yse workd fufures and options
markets o hidge against lutume price
InCEeasey;
® [nwiest [0 franspartation,
cormmunication, and agriculiural
research o ensure competitive rural
markets and enhance the capacity ol
farmigis fo respond o changing
prices.
The first paint, food stocks, has been
addressed in this section. The last is
covered in the next section in the

context of rade-related economic
policies. Points two and three are each
given a section of their own because
balance af payments support and the
use of fulures markets are increasingly
being suggested by some international
agencies and development experts as
having vital roles to play in the
achievermen! af food security in
developing countries; however, as the
following analysis suggests, both have
veery limited scope for assisting the
poorest food-importing countries. Of
lar greater significance for more than
0 low-income countries is the
external debt burden, While this is
primarily a long-term concem it
clearly has implications for the ability
to respond to short-term foad price
shacks and a section of this Special
Chapter is devoted ta examining the
consequences for food security of high
levels of debt.

AP, Pinstrup-Andersen and |.L Garrett, 1996,
Riwing food preices and Galllng grafn stocks;
sharf-run blips or mew fremds? 2020 Briel Mo,
30, Washington, DL, IFPRIL



TRADE-RELATED ECONOMIC
POLICIES
A country's trade-related economic
policies influence food security
indirectly through their effect on the
growth of the economy as a whaole
and of particular economic sectors.
They also have a more direct Impact
on food security and nutrition status
by affecting such factors as rural and
urban househald incomes, the ability
10 impar food o meel domestic
shortfalls and demand for food items
nol produced locally and the eaming
of foreign exchange to finance the
varying share of food imponts in total
Impdrts:
The expansion of agricultural trade has
hefped provide greater quaniily, wicker
warlely and befter quality lood o
increasing numbers ol people at lower
prices, Agnouliural trade = also a
penerator of income and wellane for
the millions of people who are directly
of indirecily mvolved in L AL the
national Tevel, for many countries, it is
a mmpor source of the foreign exchange
that 1% necessary to finance imgorts and
deveiopmernt; while for many others,
domiestic food securily s clossly
ritfated fo the country®s copaciiy to
finance food imponts.... Agnicultural
trade policy has long reflectsd the
widiely held belied that, because of its
imporfance and Yulperability, the
agricultural secior could not Tee
exponed to thee [ull ripours ol
intermational competition without
ingurring unpcceptable political, social
Aand sconomic conseguences. This
view has led 16 high and widesgpnead
protection of the sector™
it has been argued that the

B FACK, op. cil., fooinole 3, p. 265,

instability in commaodity markets that
has apparently resulted from
agricultural barder protection has in ils
tirn led to fuither pressunes for
prolection. Whether or not this is true,
many developing countries have
neverthiless implemented economic
policies that have been biased against
the production of tradable goods in
general and expodts in particular, as
well as against agricultural products,
Taxation of the agricultural sector has
been high in several countries. A
major research study by the World
Bank covering 18 countries over a 25-
vear period found that: “The indirect
tax an agriculture from industrial
pratection and macroeconomic
policies was about 22 percent on
average... nearly three times the direct
tax from agricultural pricing poalicies
(aboul § percent), The total (diregt plus
indirect] was thus 30 percent.”™ The
overall effect has been an average
income transfer out of agriculture al
46 percent of agricuitural GDP,
ranging from 2 percent for the
countries that protected agriculluie 1o
140 percent for the heaviest taxers. In
such coontries, investment in food
production has therefore been
suboptimal and agriculiural growth
hat been stifled, as has economic
growth as a whole. Trade-related
economic policy reforms and the

H The resulls of this survey are published in
five volumes in the World Bank's. The
Palitical econmy of agricultural pricing
policy. Baltimore, MD, USA and London,
lohins Hopkins Liniversity Press. A summary
of the major policy findings is given in M.
Schiff and A, Valdés. 1992, The plumndering of

agriculture in developing counfoies.
Washington, D, World Bank.



angoing structural adjustment
programmes should lead towands
corection of the long-standing anti-
agriculture bias, if the reforms are
carried out with real commitment and
consistency. “The adjustment in Alrica
displavs several weaknesses. From the
evidence of recent policy actions,
African governments have vet o
display a real commitment to palicy
reform. Macroeconomic imbalances
continge (o characterize many
economies, even those. . that have
besen engaged in adjustment for more
than a decade. Governments continae
o interfere in markets.” ® The same
authors stress the critical mle of
exchange rate policy in stimulating
growth and reducing poverty through
the correction of economic
dlisesequibria.

The maintenance of overvalusd
exchange rates is of particular
significance as they impose a tax on
expaorts and subsidize imports. This
toal has been used at high cost 10
stabiillze and hold down domestic
food prices for urban consumers at the
expense of the domestic producers of
impoan-competing and exportable
agricultural products; aften in the face
of severe domestic inflation which has
been poorly controlled or exacerbated
by economic pollcy measures, In the
long tenm, therefore, the effects are
damaging for food security as:
structural changes in the tastes and
preferences of urban consumers. that

B L. Demery and L. Squire, 19%6,
Macroeconomic adjustment and poverty in
Africa: an emerging picture. Fhe World Bank
Research Ohserver, 11073 39-5%, The auilars
review evidence {rom six African couirles
wsing data irom detailed household surveys,

do not take account of real
international prices, as will as
increasing urban inComis, Exi
pressure to maintain and increase food
imports; the ability to pay for those
imports has been reduced by
depressing the expansion of
agricultural and food exports which,
for many low-income countries, are
the main source of export eamings:
the benefits of lang-term falling real
cereal prices have not been realizable
in the face of high domestic inflation;
and greater exchange rate
overvaluation is related to lower GDP
growth, Correcting overvalued
exchange rates, which increases the
domestic price of tracdable fond iems,
and controlling inflation, which slows
down the rate of increase in domestic
food prices and reduces the cost of
stabilization measures, should
therefore be put high an the palicy
reform agenda, and kept there, Rather
than delay painful macroeconomic
adjustment, which needs to allow for
balanced sectoral growth by removing
the biases against agriculture,
governments may be better advised to
implemént compensatory
interventions aimed at the groups most
vulnerable to rises in the prices of
tradable foods.

As noted earlier, there appears 1o be
a lang-term shift in the terms of rade
away from the traditional agricultural
expart craps in favour of food crops,
Thus, aver time, a country’s
comparative advantage will change.
Trade and macroeconomic policies, as
well as sectoral pricing policies, need
o permit the agricultural sector o
respored 1o Changes in comparative
advantage patterns by reallocation of
resources. However, in anticipation of
these changes, governments need 10




tnvest In the long-erm develapment of
agriculture and the rural economy.

The Iimplementation of appropriate
trade and macroeconomic palicies is
critical for anothér important aspect of
food security; the ability w finance the
impartation of food that is not
produced demestically or ks not
produced in sufficient quantities, bath
when there are shor-term price
fluctuations and in order to meet the
ongalng impart needs reliably.

The sharp grain price rises of 1995
96 have increased the impon bills af
several countries. Many of the
countrios in Africa face significant
problems with grain imports,
especially in East Africa. Also, grain
import requirements in Morth Africa
are much higher than usual because al
short crops in Morocco and Tunisia,
although the normally high calonic
infake levels in the area probably offer
some flexibility in short-term use rates;
Only a few Asian countries appear to
be facing serious import prablems, but
the volume of grain could be
substantial. The most significant
prablems are considered to be In
Bangladesh and Afghanistan. Several
couitries in Latin America and tha
Caribbean are having difficulties with
the higher prices of grain imports as
grain output has recovered only slowly
from the previols year's ﬂrn‘ughL

While increasing food aid is often
the response (o this type of situation,
such a solution does not appear (o be
feasible al least in 199647, The
overall level of food aid has been
declining recently and was éxpected
1o be lower this year. Higher prices
can be expected to reduce further the
guantity of food aid, as most aid
allocations are planned and budgeted
in value erms, 11 is to be hoped that

the lower food aid avallabilities resull
in careful use of what funds there are
in order that the needs of the most
severely affected countries and regions
can be mel, although this would leave
a significant number of other
developing countries, which are
generally in a marginal position with
respect to financing grain [mpost
requiremenis, (o search for aliernative
moethods of (Thance in a period of
higher prices,

The long-term issue concerns thé
abllity of export earnings to keep pace
with food import bills, The relatively
rapid decline in real prices of
agricultural export commaodities has
been exacerbated by increased
supplies of such commadities in
several lowsincome countries, If one
small country increases its exports, it
will not atfect the warld price, but if a
large number do, the effect will be to
depress prices hirther and faster,
Commudity agreements have had very
little success in supporting workd
prices and are unlikely o yield
substantial beneiits to the expording
countries in the aggregate. Schifl and
Valdis suggest that for “the few export
products where developing countries
have markel power, appropriate expor
taxes or guotas should be imposed” 2
However, it might nol prove easy o
seftle the levels for such taxes o
guotat because the appropriate tax or
quotd in aone country depends on the
levels w1 by other countries exporting
the same commaodity. Furthermore, the
ability of exporting countries to et
taxes and quotas will depend an the
countervailing power by the importing
counfries or corporations,

= Sehiil and valdés, op. cit, foolnole 24,



There ark a number of palicy issues
thal governments can address to the
end of financing food imports. For
example, there are long-term measures
that can be taken o increase a
country’s export earming capability
over lime and to increase domestic
food production and reduce
production, processing and marketing
costs. To this end, governmenis can
implement non-distorting measures to
increase the expon earnings capability
of the agricultural and food sector.
This should not imply the promation
of export crops at the expense of food
crops, nor the promotion of food
exparts at the expense ol food security.
The question is one of improving
exportability, which must take account
of international market demand and is
closely linked to improving domestic
food availability, which is an
important aspect of food security. The
reason (or this ks that for potential
exportability to be realizable by large
numbers of farmers of different types
exploiting different agro-ecological
conditions, the internal domestic
markeling system must be able to
deliver inputs and oulputs whenever
andl whisrevier thay are needed to
minimize production and marketing
cosis and meet market demand on
CompEitive TEnms,

Paolicy measuies to fmprove
domestic and expont marketing should
therefore address the needs lor hard
and solt infrastructiure: an adequate
agricultural and food research and
extension base; improved processing,
preservation and storage techniques
and facilities; food standards for
domestic and imported products, as
well as quality contral and grading to
meel intermational requirements;
information on production, domestic

markets, nutrition and intermational
markets; adding value in-country to
the basic commodity ar producing
high-value commaodities, such as fruil
and flawers, Including new product
develogment; export promation;
export credit guarantees; and export
insurance.

Where available and appropriate,
governments could also take steps 10
make the maximum use of such
programmes as the EL'S STABEX
scheme and Sectoral Impaort
Programme®™ and the increased
availabifity of foreign exchange
assistance (as opposed ta balance of
payments assistance) could be
explored. There might also be
possibilitios for short-term assistance
far financing commercial imparts
under the General Agreement on
Tarifis and Trade\World Trade
Oirganization (GATTWTD) Decision
an Measures Concerning the Possible
MNegative Effects af the Reform
Programme on Least-developed and
Met Food Importing Countries,
althaugh the position is not yet clear.,

" The purpose of the ELs Sectoral Import
Programme i+ to provide foreign exchange
for the purchase of cerfain high-priority
pgpants, such as ferfilizer, agrochemicals,
machinery and spare parts for agricultural
processing and fishing equipment, The
equivalent amount in local curmency must be
forthcoming and the scheme i open 1o
private-sector agents as well a3 government

agencies.




THE USE OF FUTURES AND
OPTIONS MARKETS
Market participants in the developed
countries make extensive use of
futures markets 1o hedge against short-
termn price and revenue risk, whereas
the developing countries, perhaps
with the exception of large-scale
traders in imemational markets, have
madhe relatively little use of these
markets. Global changes in
agricultural policy, the trend towards
freer world trade in agriculiural
commaodities and the emergence of
sophisticated financial instrumants to
manage risk have led some
arganizations, such as the World Bank
and IFPRY, to believe that the use of
such instruments could play a useful
stabilization mwle in the developing
countries, thereby enhancing a
country's ability o achieve food
securily, However, as the following
investigation suggests, a very much
more cautious apgroach is in order,
nod least becawse the use of fulures
and opticns markets does not
necessarily enahle prices to be
stabilized and pever allows them 1o be
stabilized from one season to the next.
Any positive effect on food security,
therefare, is likely to be felt only
indirectly through reduced trading
and, hence, balance of payments risks.
The use of futures markets 10 reduce
risk associated with cash price
mavements in agriculiural commaodity
muarkels i< a long-established practice
dating back to 1865 in the United
States.™ Their ease of use has caused
futures markets 1o expand dramatically
ta include numerous and varied
markets throughout the world. In the
early 1970<, almost 13 million,
principally agricultural, fulures
contracks were raded in the United

States, By the eady 1990<, the number
of contracts (futures and futures
markel options) had ncreasad 10 over
421 million, of which 17 percent (over
70 million) related to agricultural
markets. This growth in trading
resulted mainly from the introduction
of futures markets for a wide range of
commaodities and financial instruments
and from the initiation in 1982 of
options contracts, including for
apriculiural commodities.

The use of futures markets 1o reduce
short-term price risk for grains and
ollseeds, livestock and meat, and food
and fibre crops such as coffee, cocoa,
sugar and cotton has become
commonplace for Linited States
processors, ood manufacturers,
commodity traders, and 1o a leser
extent producers, Although precise
data are not available, the volume of
tracling in United States agricultural
futures markets by foreign traders and
processors has increased substantially
in recent decades. Futlures markats for
agricultural commadities already exist
ar are under development in several
other countries, but none of them
approaches the size, liquidity and
range of instruments offered by the
Chicago Board of Trade (CBOIT],

= Thie function amd tse of futires markets,
including the distinction between hedging
and speculation and the different tses made
of them by producers, traders, processors
and speculators, is the subject of a large
literature. A good mitroductory explanation
of fulures markets for agricultural
commadities can be found in

D.M.G, Newbery and |LE. Stiglitz. 1987, The
theory of commuodify price stabilization: a
stundy i dhe economics of risk. Oxford, UK,
Clarendon Press.




which is consequently a reference
paint for much of the world trading in
futures markets for agricultural
cammadities, In spite of the data
deficiencies, the use of futures markets
by traders and processors in domestic
markets {as opposed o Intérnational
trading) is probably far more
proneunced in developed than in
developing countries and, in general,
producers use futures markets far les
than traders and processors do (in
developing countries praducers hardiy
use futuries markets at all). Several
suggestions have been advanced to
explain why the developing countries,
with a tew notable exceptions, have
macdhe s little use of futures and
aptions markets or hedging purposes.

The transaction costs of hedging may
be too high, Hedging may be
conducted by means of fulures
contract markets and futures options
markets. In both cases, buyers and
sellers incur a brokerage or
commission fee for execution of the
transaction. Fees vary depending on
thee type and amount of service
rendered, but in liguid, competitive
markets with a substantial volume of
trading such costs are not prohibitive.

While a futures market contract is
binding and obfigatory for buyers and
sellers, & futares aption provides the
right but not the obligation 1o buy ar
sell the underlying futures contract at
a specified price and time. Option
buyers pay optian sellers a premium
mich as insurance buyers pay a
premium o an insurance company.
The costs (intrinsic value and time
value) of options are substantial and in
developing countries that are shaort of
credit or hard cumency may be
comsidered prohibitive,

Futures conlracts may specify grades
or delivery location that make hedging
unattractive in developing countries,
Futures contracts contain specific
terms with respect o class and grade,
price and location for each
commadity traded, In the Linited
States, the integrity of these
standardized contract terms is
averseen by the relevant commadity
exchange aganization, which Isin
turn overseen by a federal government
regulatory agency, Only through
standardization of contract terms and
the underlying assurance af
performance by buyers and sellers is a
futures exchange able to perform its
functions.

Most hedging operations do not
themselves result in physical exchange
of the commuodity between buvers and
sellors. Most (utures contracts
acquired for hedging purposes are
liquidated by offsetting futures
contracts prior to their respective call
dates. Fulures are not intended 1o ac
as cash markets, but rather to provide
financial instruments to reduce
forward price risk in cash markets. In
the majority of hedging operations the
specifications of the contract are thus
decided with respect ta the physical
extchange of the commodity,

In instances where the purchase or
sale af the futures contract results in
physical acquisition ar delivery of the
commaodity, the terms of the contract
may be unattractive for traders in a
distant developing country because of
grade, quality or location, These
matiers need to be weighed when
considering the acquisition ol futures
contracts. In any case, the purpose of
hedging should be distinguished
carefully from that of speculation and
physical commaocdity trading.



Futures confract periods may be
shorfer than the developing couniry
hedging horizon, The longest futures
contracts currently traded in grains
and oilseeds at CROT are 18 maonths
{for maize), In fact, few fulures
contracts are liguld for more than nine
maonths. For developing country
importers wishing o hedge against
commadity price risk over several
years, futures markets offer limited
opportunity. Technically, it would be
possible for the developing country
Importer 1o use a succession of
averlapping short-dated contracts to
fix a price ar some future date beyand
a single crop year - a proced ure
known as “rolling over” futures
contracts. This procedure has two
limitations - the accumulated
transaction costs and the lopger-term
exposure to adverse margin change,
which sugges<t that developing
countriet will find hedging in futures
best-suited to addressing short-term
{intraseasonal) price risk or as an
adjunct to langer-erm {interseasonall
price stahilization progranimes.

There are credit and hard currency
limitations in several developing
countries. While hedging with futures
contracts provides a means of
reducing price risk, the buver or seller
of tuch contracts assumiss margin
risks, which in volatile agricultural
cammadity markets can be
substantial,

In hedging, the basis {i.e, the
difference between the spat or cash
price of the commaodity to be hedged
and the futures price of the contract
usied) i= of primary impartance.
Although cash and futures prices
move in a roughly parallel pattern
because they react 1o the same

underlying market supply and demand
factors, they are by no means perfectly
carrelated, The basis may at imes
devime substantially, depending on
buyer and seller expectations,
availability and quality of market
information on the part of buyers and
sellers, activities of speculators and
other factors. Generally, however, the
basis tends to be mare stable and
predictable than the actual cash and
futures price levels and Is therefore the
key to placing and lifting effective
hedges.

Buyers and sellers of futures
contracts are reguired to post a
perfarmance bond margin, which is a
financial guarantee o ensure that the
ahligations of the futures contract will
be fuliilled. The minimum margin
retjuirements generally range from 5 o
18 porcent of the contracts face value,
depending on the volatility of the
underlying market. Brokerage firms
may fequire a larger margin. Margin
requirements for agricultural
commodities tend o be at the upper
level of the range because of their
high price volatility.

The initial margin account ol each
buyer and seller of a fulures contract is
adiusted daily by changes in the
cantract’s basls — a practice known as
*marking to the market”, Negative
changes In basis that reduce the
margin account 1o a previously
specified maintenance level result in a
*margin call” 1o restore the account o
its initial level. Because each fulures
contract is highly leveraged by a
tactor of between ten and 20
depending on the commodity and the
margin requirement) and is avallable
anly in incremental units specified by
the commadity exchange (5 000
bushels for grains and ollseeds, for




examplel, a modest change in basis
can generate a much larger change in
cash requirements for margin calls.
The capital required aver the life of
the hedge can therefore be
substantially greater than the initial
margin requirement. For traders with
insufficient liquidity, margin calls can
pose a major problem,

As much of the trading in futures
markets Is denominated in dollars or
other hard cumency, the developing
country trader is also subject to
exchange rate risk. To reduce this type
of risk, such a trader may decide o
hedge in inancial market futures or
options, thereby assuming margin call
risks for bath commadities and
CuUrmencies.

Mare sophisticated strategies
could, however, mean prohibitively
high cous. In developing countries
that do not have an adequate and
readily accessible supply of hard
cummency, hedging may be
inadvisable or infeasible. In fact,
credit limitations and inadequate
foreign CUrmency nesenves in many
developing countries appear to be
the main constraints on such
countries’ mone extensive use of
futures for commaodity hedging.

Of course, not all changes in basis
feommadity ar financial contracts)
necessarily have a negative effect on
the financial imerest of the doveloping
country trader. For example, in an
empirical analysis of commadity and
cumency cross-hedging opportunities
in Egypt and the Republic of Karea,
when both were net grain imporiers,
in has been demanstrated that
substantial net gains are possible for
each country, although primarily from
currency rather than commadity

hedging.™

Lack of financial and management
experfise. Effective hedging requines
an Intimate knowledge of futures
markets procedures and operations
and the ability to respond promptly to
market changes. Although brokerage
OfF commission services can be
ahtained, few iraders will be prepared
tor delegate fully all major decision-
making responsibifities, Thus the
dovelopment of appropriate expenise
in the developing countries is a

prerequisite for effective hedging.

Lack of access o refiable, timely
information, Although electronic
communication makes market
information far more accessible and
transierable than was possible even a
few years ago, the developing country
trader must be preparad to invesl
substantial resources 10 develop and
maintain the timely and relevant data
systems necessary for effective trading.

Perceptions of fulures markels trading,
Futures market trading is sometimes
perceived as being inherently
speculative or excessively transparent
and subject to public scruting and
misundérstanding. Alternatively, in
some countries there may be an
unwillingnes 1o transfer authority to a
fareign agent. The financial risk
associated with margin calls and
losses from hedging operations may
be considered 1o be oo politically
risky for public traders in develaping
countries,

= KM, Gordon, 1982, Food secarity: a mean-
ariance approach. Department of
Agriculiural and Resource Economics,
Liniversity of Caltfornia, Berkeley, CA, LISA,
iPh.13, thesis)



Pubslic- amd wfv:te—ue:‘!ﬂr prablems.
The public institutions in developing
countries are often very rigid and
bureaucralic practices ane so himes
cansuming that efficient operation in
futures markets ks practically
impossible with public organizations.
The private sector may be very
underdeveloped, particularly where
there has been until recently, or sl is,
monapoly and monapsany power in
the hands of a state trading
orgartization, Furthermaore, acCess for
private-sector traders ta hard currency
on a sufficiently reliable basis may be
problematic,

This brief analysis indicates that
there are many good reasons to
explain why developing countries
have made relathvely little use of
futures markets, The conclusion 1o be
drawn is that hedging in futures
markets (contracts and options) has a
viery limited but potentially useful
fupction in the intermational trading of
agricultural commodities for some
developing countries. Conceptually,
hedging offers a means of reducing
shot-term, intraseasonal price risk for
developing country importers as wll
as for exporters of grains and oilseeds,
However, it |s nat a means of avalding
or eliminating the price instability
inherent in many agricultural markets,
nor should it be promotec
indiscriminately in clroumstances
where it is manifestly unsuitable as
this would be tamtamount 1o
encouraging countries to incur
additional debt burdens where the
outcome s likely o be economically
disappointing. Hedging does naot
necessarily improve the overall
financial vutcome of trading but, in
apprapriate circumstances and when
efiectively executed, it can reduce risk

in trading by making the outcame
more Cepain,

Whare the availability of credit and
hard currency are limiting factors,
governments could assess the
feasibility of making additional lines of
credil available to private traders or,
alternatively, underwriting loans by
private credit instilutions in instances
where it can be demonstrated that
hedging is appropriate and likely to be
conducted in an effective manner, The
security for such loans could be the
underying commodity or other assets
of the barrower. The Waorld Bank and
the Intemational Monetary Fund (IMF)
might be approached for additional
lines of hard currency credit to
iacilitate hedging, where suitable, as
part of their development assistance
PRORFAmMIMes.




BALANCE OF PAYMENTS SUPPORT
As pan of ils stalutory purposes, [MF
has funds and programmes under
which it can make resources available
1o member countries o help salve
cerain balance of payments problems
such as difficulties resulling from a rise
in international cereal prices. IMF can
provide financial assistance either
under a special facility or by
adjustrments in regular funding
arrangemenls,

The Compensaiory and Contingency
Financing Facifity (CCFF), This is a
special facility designed 1o help
countries in the case of shortfalls in
their export receipts or where there are
excess cerdal impart costs. 1t is one of
the financing tools provided as an
oplion lor uge in the seanch for an
appropriate blend of additional
financing and adjustiments 1o assis!
countties facing adverse external
shacks In maintaining the momentum
of their adjustmenl programmes.
Compensatory financing was first
established in 1963 10 provide
assistance with balance of paymenis
protlems resulting from temporary
declines in export earnings. The
facility was broadened In 1981 10
include coverage for balance of
paymenis difficulties caused by
excesses in cereal fmport costs. In
1988, a contingency financing
element was introduced and
combined with the compensatory
financing and cereal import financing
elements o create CCFF The basic
elements of the facility continue,
although there have been some
amendments affecting certain details
since then. The conditians, which are
rather complex, are given in Box 18.
For the period 1981 (o 1989, the
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lotal cereal impor drawings of the five
low-income developing countries
laking advantage of the facility
amounted 1o only special drawing
rights [SDR) 179.1 million, of which
SDR 21.7 million was accounted for
by immediate repurchases owing 1o
overcompensation. Thus the actual
amoun! was 50R 1574 million. Five
middle<income countries drew a folal
of SDR 563.2 million for cereal
imports, More recenily, purchases
under the cereal element of CCEF
have been made by Algena, Moldova
and South Africa. No cereal purchases
have been made under the facillty in
the last several manths, however, and,
as the figures above indicate, the
scheme was used 1o only a limited
extent during the 1980s.

A brief inspection of the conditians
oullined in Box 18 shows that the
scheme has several features that limit
access for cereal-imponing countries:
the calculation of the excess costs ol
the cereal imporis; constraints an toial
drawings; repurchases of drawings;
conditionalities anached 1o drawings;
and the integration ol excess impor
cosls and excess exporl eamings. The
current underuse of CCFF probably
has two maln cauzes, One is that in
sevieral country cases the prices of
export commaodities have also risen,
rilucing the balance of payments
problem and also the eligibility of the
member country (0 use CCFF, This
feature of CCFF = the integration of
excess costs of cereal impons with
ewCEsses in export earnings — has hean
criticized on.a number of grounds,
perhaps the most compelling being
that of linking two components of the
balance of payments where no real
link in fact exists, as It would do if a
particular imported iem was used 1o



produce a specific expaort item, “There
i& no justification for assuming that an
excess of one specific item on the
receipts side of the balance of
payments will always be available 1o
finance an excess of anather specific
but unrelated item on the payments
side."™ For example, high cereal
prices could coincide with high prices
of non-cereal imports. The food
security argument for giving priority 1o
financing cereal impors would
arguahly be better answered by
decoupling the balance of payments
suppor., but empirical studies indicate
that this would substantially increase
thie valume of drawings under CCFF,
putting IMFs limited resources under
seviere strain, One way of dealing with
this problem could be 1o tighten the
guota restrictions, another would be 1o
restrict the ascistance 1o a proportion
of excess cereal import costs,
Alternatively, other sources of balance
al payments suppon or foreign
exchange assistance could be
instituted.

The second reason for underusage
of CCFF is that most potential users
have access o another IMF facility
with maore favourable terms, i.e. the
Enhanced Structural Adjustment
Facility (ESAF).

Lowsincome member countries with
excess cereal import costs who need
balance af payments support have
apparently preferred to apply for

= H, Ezekiel, 1993, Integration betweon
export compensation and cereal fimancing
uneer the IMF Cereal Financing Scheme. fa P
Berck and D, Bigman, eds. 1993, Food
securily and food imventories in developing
evuniries. Wallingford, UK, Commonwealth
Agriculiural Buresis Infemmational,

L- -u

assistance under ESAF, for which IMF
has concessional lnans. Recently ESAF
has been used for cases of excess
impon costs ansing from higher than
usiial cereal prices, ESAF financing is
through concessional loans that camy
an anpual interest rate af 0.5 percent
with repayments semi-annually
beginning five and a half years and
ending ten years after each
disbursement. Recently, 81 [ow-
income countries were eligible (o use
ESAF. Of these, 27 had ESAF
arrangaments as of the end of February
1996, with a total amount approved of

SDR 3.25 billion and undrawn ml
balances of SDR 1.43 billion, l

Financing under the programme can
be ahtained thraugh inclusion of a
contingency maechanism and/or
through augmentation of access under
an existing arfangement, A
contingency mechanism may be used
where the programme, as established
under an ESAF arrangement, could
allow for automatic adjustment in
programme targets o accommaodate
some or all of the increased cenzal
import costs. This approach could be
helpiul in keeping the structural
adjustmen! programme going in the
case of an external shock such as
higher cereal prices.

The ather possibility. an
augmentation of an arrangement (o
help mest additional financing needs
caused by the adverse shack, can be
considered either at the time of a
regularly scheduled review or at the
request of the member, Such reviews
allow for an up-to-date assessment of
changed conditions, Including higher
cereal import costs and the availability
of donar assistance and food aid in
determining the need for adjustment of
ERISLNE ArFANgerments,
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IMF'S COMPENSATORY
AND CONTINGENCY
FINANCING FACILITY
{CCFF})

Short-term balance of payments

The compensatory element
for cercal fmports i
designed 1o provide
fimancing quickly, within
staled limits, 1o member
couniries experiencing
temporary excess costs of
cereal imports. An excess in
cereal import cosls s
calculated as the amount by
which the cost of coereal
imports in a given year
exceids the arithmetic
average of the cost of cereal
impors for the five years
centred on that year,

A request for
compensalory financing
st b submitted by the
member country no later
than skx months after the
end of the excess cost vear,
The specified excess cost
vear may be the latest for
which data are available or
it may be more recent to
include the current period
where some or all of the
year's data must be
estimated, as long as

complele data for the
prévious Iwe years are
available, If estimated data
are used for nine months or
more of the exoess codl
year, however, access will
be phased over two
purchases. The first
purchase may use up lo

65 percent of the amounl of
financing available and the
second purchase may be
made as soon as al least six
manths of actual data are
available for the excess
year,

To qualify for
compensatory financing, the
excess in cereal import
costs must be temporary,
largely beyond the control
of the member couniry and
st resull in a need for
balance of payments
financing. In addition,
excess coreal import cosls
can be covered under the
facility only in conjunction
wilh calculation of 1he
member country’s export

The World Bank's ralie in direct

suppor is suitable for dealing with a
shart-term price fluctuation problem
bt 15 quite unsustainable if the
underlying groblem is one of long-
term adverse price trends unless, as in
the ESAF case, the support is used 1o
enable the process of adjustment b
long-term changes 1o continue,

assistance to low-income countries in
financing food Imports is usually a
subsidiary, but complementary, one 0
that of IMF. Actions that assist a
country 1o overcome food shortages or
refated problems can, however, clearly
be considéred to be within the Bank's
mandate. This is particularly true in



earnings position and
deduction of any export
earnings excess from the
excess cereal import costs.
The amiount of funds that
can be made available
under the facility 1o a
member couniry is the
smaller of the calculated
excess cercal import costs,
after adjusiment whers
appropriate for higher than
normal export earnings, or
ihe member county’s
access [imil under the
facility.

Access limits under the
facility vary acoording o
whether the member
country’s balance of
payments problems are
limated to the specific shock
and whether the membaer
country has a satisfactory
record of cooperation with
the fund. If the balance of
paymenls position is
otherwise satisfactory, basic
access under the cereal
element can be up 1o

65 percent of the quota,
Where there are more
general balance of payments
diificulties, acces & limited
1o a lower percentage of the
quota, usually between 15
and 15 percent, depending
on the membier couniry’s
record of cooperation with
the fund and the degree to
which the country’s
economic policies are
evaluated as favourable.
IMF generally provides
financial assistance to
member countries by selling
special Drawing Rights
[SDKs) ar the currencies of
other member countries in
exchange for a member
COUNTTY™S 0WnN CUrmency.
Uinder most programmaes,
therefore, the member
country makes a “purchase”
from IMF, rather than
receiving a loan, At the end
of a specified period or an
agreed schedule the account
is seltled by an opposite
transaction in which the

member country
#repurchases” s own
currency,

Financial resources
obtained through CCFF have
the same temms and costs as
those under regular IMF
credil ranches.
Repurchase/payback is due
between three and a guarter
and five years after receipt
of the funds. The cost is
equal to that of the fund®y
general resources,
someschal on the low side of
commercial rates and
recently about 5 percent per
annum. Financing resources
abtained through CCFF are
in addition to resources
available under regular fund
arrangements,

cased where a country neede o import
fond because of an unusual
combination of events and where
failure o provide the assistance would
be likely to have an adverse effect on
PrORrEss in matroeconomic
management and sectoral policies. An
important part of the World Bank's
contribution is to provide relatively

broad balance of payments support
while the affected country is in the
process of overcoming the lemporarny
food problem,

Adjustment of World Bank projedt
plans and resource use In connection
with fpod problems caused by drought
of mternational food price increases
appears to be relatively commaon. The



types of action taken may include
modification of planned project
expenditures in order 10 increase a
country’s financial flexibility in
dealing with the problem; the
provision of new loans designed 1o
help with economic recovery from
drought or other production problems;
and an increased focus on rural
development 1o strengthen food
production and rural incomes in order
ta mitigate the impacts of future
shocks,

Far modification of planned project
expenditures, the World Bank and
national government may agree on
how funds in existing projects are 1o
be reallocated in order to help with
the increased food impaornt costs, The
reallocated funds are likely o be used
to finance activities related 1o food
imports, such as ransport and storage,
rather than for direct financing of
imports. However, since the funds ane
in foreign exchange, which is
fungible, the country may be able o
use the redirected funds indirectly for
tood imports, as well as 1o provide
general support to the import activity,

Economic recovery foans. These are
generally designed to assist in
restoring farmers” capacity to increase
output following such events as
droughts or other natural disasters that
serfously affect domestic food
supplies, Such loans are not likely to
be appropriate for dealing with
temporary price spikes in the waorld
market, but could provide an indirect
form af balance of payments assistance
by reducing the medivm-term demand
for supplementary imports,

Apart from the limitations and
restrictions of the balance of payments
suppor programmes themselves,

countries making use of such facilities
face the problem of increasing their
diebt burdens. As the following section
shaws, some of the couniries most in
need of halance of payments suppon
are low-ingome countries that are
already severely indebted. Balance of
payments support in such cases there-
fore ralses important palicy questions
for both borrowers and fenders,



DEBT REDUCTION

The debt crisis of the 19800, mastly in
middle-income countries, was initially
largely concerned with commercial
debt and, as such, was percenved as
posing a threat to the stability of the
global financial system. The Brady
Mlan, among other initiatives, was a
respanse to this crisis, which now
appears o have receded, The 1990«
have seen a different type of deln
problem, which also has iis roots in
the 1980s - that of low-income
countries” debts mainly o developed
country govemments and multilateral
creditors. Much of this lending took
place to help poor countries to cope
with falling export commoxdity prices,
rising waorld interest rates and
escalating repayment schedules to
commercial banks. Figure 15 shows
the change in total external debt as a
percentage of GDP by region since
1970, Of particular concem is the
continuing sharp increase for sub-
Saharan Africa, the region least able 1o
sustain such a debt burden; the
improving overall situation for Latin
America and the Caribbean and Asia
masks the serious difficulties faced by
a small number of countries.

In fact, 32 countries are classified by
the Warld Bank as “severely indebied
low-income countries™ (SILICs),
defined as having, for 1991-93, elther
debt-service-to-GNP ratios of more
than 80 parcent or debi-service-to-
expart ratles of more than 220 percent
ieach measured at net present value).
Some 25 5ILICs are in sub-Saharan
Africa, three in Latin America and the
Caribbean, three in Asia and ane in
the Mear East.™ Debt service
repaymaents for sub-5aharan Africa
wirre afmast 20 percent of expon
earnings in 1995, up from

17.3 percent in 1994, Yet this
understates the long-term and growing
serinusness of the situation: in many
countries, the stock of debst has been
rising because actual repayments have
been lowaer than scheduled
repayments: and arrears have doubled
stnce 1991 and now 1otal three-
guarters of annual export earnings. In
1994, for example, scheduled debt
service paymients for sub-5Saharan
Africa were over LIS$20 billion, while
actual repayments amounted o

£13 billion, The total deb gock of the
SILICs was just under LISS210 billion
in 1994, four times as much as in
1980, Furthermore, whereas in 1980
the total delst as a proportion of
national income was about one-third,
in 1994 it was about 110 percent; the
region’s debl-to-fotal-export proportion
increazed 1o 389 percent (and wiis
over B00 percent for three of the
SILICs), compared with 150 percent
for all developing countries, “The
surges in interest arrears (LSS 11 billicn

" The 32 SILICs form the majority of the 41
couniries classified by the World Bank in
Waorld Debt Taldes 1994-95 as heavily
indebted poor coumtries {HIPC ), The
remainder of the HIPCs consiat of seven
countries that have received concessional
ireatment from the Paris Club and two lower-
middie-income counlries thal ave recently
hecome IDA-only conntries. See 5, Clagsens,
E. Detragiache, B. Kanbur and P, Wickham.
1996, Analviical aspects of the debt problems
ol heavily indelited proor oounteies, Policy
Research Working Paper No, 1618, The
Waorld Bank Africa Regional Office, Office of
the Chief Economist, and East Asia and
Pacific Regional Oifice, Office of the
Regiomil Vice President, and International
Monetary Fund Research Department,




Figure 15

TOTAL EXTERNAL DEBT AS A PERCENT AGE OF GDP, ALL REGIONS
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since 1990) and capital repayment
arrears ($23.5 hilllon) highlights just
how unsustainable the situation has
become. "™

The Paris Club, the comrdinating
body for negatiating the rescheduling
and restructuring of the credits of
western governments, has taken a
series of steps to reduce the
autstanding debt of some of the
poonest countries, but the conditions
for reduction have severely limited the
potential impact, Howéver, ope-
guarter of the debt stock and ane-hall
of the debt service payments for 1997.
93 are accounted for by multilateral
creditors,™ The Warld Bank, together
with its soit-loan affiliate the
International Development
Association (IDA), accaunts for just

= Fimancial Times, 20 May 1996,

over hall of the multilateral total of
deibst stock, |MF and the Adrican
Development Bank each accounting
for 14 percent. Negotiations have
started between the World Bank and
IMF 1o find ways of reducing the debt
burden of the SILICs, The support of
the G-7 governments will also be of
viltal imponance for finding a solution
to this problem. Whatever solution |s
reached should ensure that the
qualifications for debt relief, including

"' The discrepancy between debl stock and
debl service paymenis arises because ihe
mauliilateral creditors are the first 1o be paid
because of the severe penaliies incurred if a
cowntry falls into areears witls IMF or (he
Waorld Bank, For a detailed analysis of the
issuer, s Osfam. 1996, Muliilateral debi: the
hrnan costs, Dafam Infernational Position
Paper. Osford, UK,




the definition af what constitutes an
unsustainable debt burden, are not so
tough that very few countries can ever
hape 10 meet them.

The debt burden has many negative
implications for food security, not the
least of which fs the constrained
ability 1o impert food and non-food
items that could increase domestic
tood production; It is rather iranic that
14 of the SILICs have ESAF
arrangemaents that could assist in
suppaiting their balance of payiments
in the face of rising cereal prices,
thereby Increasing their longer-temm
debt burden. However, the problems
caused by high levels of external debt
go far beyond the balance of payments
issue and sesm lkely o have had a
negative impact on long-term
economic growth, including
agricultural sector growth.

I the first place, the use of hard
currency earnings for debt servicing
has led to impod compression and this
has affected industry because, as
essential imporied inputs have been
cut, the effect has been underused
industrial capacity. It has also affected
agriculture through a reduction in the
supply of agricultural inputs tha
cannot be preduced domestically, The
multiplier effects of slow-downs in
sectoral growth rates, or even an
occasion negative growth rates, must
have been substantial. Ameong these
should be numbered a thinner and
perhaps narmower Lix base, with all
that implies for government revendig
collection. In addition, the ability ta
import capital goods for investment
has been reduced. Then, there iz the
impact of external debt servicing
obligations on domestic budgets if
governments have to resort to
domestic sources at high interest rates

for financing public expenditure; this
can of iself push up interest rates and
“crowd out” Investment.

Cuts in public expenditure or
attempts at cost recovery often hit the
poarest hardest, particularly those in
rural areas, since [t may be politically
mare feasible o cut rural health
warkers than city hoapitals, for
example, or village schoolteachers
rather than university lecturers, This
amounts o a disinvestment in human
capital with very long-term
repercussions. To pul the problem into
perspective, according 1o the United
Nations Children’s Fund (UNICEF), an
additional US$9 billion pér annum
waould provide the resources necessary
for sub-Saharan Africa 1o most the
main human welfare abjectives agreed
at the 1990 Warld Summil for
Children, among which were universal
access to safe drinking-water,
sanitation and primary education ™ A
noted above, the actual (as opposed to
scheduled) debt repayments were
LIS$13 billian in 1994,

Furthermore, the development of
agriculture and domestic food supply
is hindered by the lack of finance
available for development purposes, A
substantial proportion of official
development assistance (one estimale
puts it at about one-guarten)® is
transfered to multilateral creditors for
multilateral debt financing; this is in
addition to the attempts by the World
Bank and IMF 1o refinance dabt
through softer loans which has meant,
for example, that in 1994, total IDA
dishursements amounted to
L1552.9 billion, of which just under

" slal
" bl



$2 billion were used to repay World
Bank debt and pant of the rest was
used to finance payments to IMF! Naot
only is the quantity of the effective aid
reduced, but afso its guality as
increasing amounts of aid money are
diverted to balance of payments
suppart rather than efforts to alleviate
paverty, The ability to achieve food
security is obviously compromised.

The existence of heavy external debt
burdlens has also tended to farce the
pace of structural adjustment
programmes; the costs of adjustment
are a rising lunction of the speed of
adjustment and growth usually suffers
maire with shock-treatmment
adjustment.®™ The corollary is that
more gradual adjustment requines
mare external financial support, and
hence more debt, ta bridge the gap
until the macroeconomy is balanced.

Reducing the debt burden of the
SILICs s not a panacea for the ills of
poverty and food insecurity bul, when
the lang-term impacts on the balance
of payments and growth are
considered, it is difficull to see a
single positive factor that could have a
potential effect of comparable
magnitude, as long as the resources
released are In fact used for the
purposes intended, Any discussion of
debt reduction invariably raises the
perceived problem of moral hazard. In
this context, It needs (o be recognized
that, as well as barrowers, bilateral,
multilateral and private-sector lenders
also have responsibilities, and 1o lend
Tor the wrang reasons - whether

1. Killick. 19493, The adaptive economy;
adjustment policies in small, low-income
counirics. ED1 Development Studies.
Washington, DC, World Bank.

because of political of institutional
pressure an the lenders’ side, 1o
governments that lacked popular
legitimacy and have since been
mmoved, for projects that were nal
really appropriate for the country
concerned, for consumption or for
investinents where the retumn flow
could not cover debt service costs -
arguies for a more flexible approach o
the whole guestion of indebledness.
Mistakes have been made by ail
parties and lessons can be learned, I
the averriding concem is to assist the
poorest countries 1o reduce poverty
and achleve food security then this
concem should guide attitudes 1o and
support the provision of resources for
redluction of the debt stock and not
merely far partial subsidization of debt
servicing. Perhaps the idea would be
more acceplable to the creditors if any
debt reduction were made conditional
on an agreed proportion of the
accrued benefits being used in
approved ways to alleviate poverly
and food Insecurity in the long term.



RURAL AND URBAN FOOD
SECURITY: GROWTH WITH
EQUITY

In countries with a large agricultural
sector, policles to achieve food
secutity at the national level, and
perhaps even more at the household
level, must include policies for
agriculture and the rural economy
within which il operates. This is so
self-gvident that household food
insecurity in the urban areas
sometimes tends to be overlooked. In
this section, therefore, some of the
relationships between the urban and
the rural economies and the
macroeconemic policies that affect the
two sechors are examined, n
particular, income, employmeant.
taxation and public expenditure
policies are of greal importance in
ensuring accessibility to food supplies;
understanding the economic [inkages
Between the urban and rural areas
throves a different light on the effects
thal those policies have on households
in the respective areas,

e miajor consequence of the
economic policy bias against
agriculture that has hindered [ts
growth in many developing countries
has been the extremely high incidence
of rural poverty and hence food
insecurity. A second consequence is a
rate of uthanization that is faster than
it would have been in the absence of
such a policy bias, More than three
guarters ol the poor in sub-5aharan
Africa and South Asia live in rural
areas, In spite of rapid urban growth of
almost b percent per annum in sul-
Saharan Africa since 1960, which
resulted in a population that is about
one-third urbanized, the absolute size
of the rural population continues 1o
grow.™ Southeast and South Asia have

slightly lower levels of uthanization
than sub-Saharan Africa and annual
growth rates of the urban population
of less than 4 percent. Although Latin
America arsd the Caritbbaan is far mare
highly urbanized (over 70 percent), a
substantial propartion of the poor are
rural. Achieving food security
therefore requires policies to
encoumge the development of The
rural economy. However, the
magnitude of the numbers should not
overshadow the fact that governments
alvg need o addiess 3 werious and
growing problem of food insecurity
within sections of many urban
populations — this is a problem that
has become mare serious given the
exigencies of structural reform
policies,™ [t should also be noted that
because of inconsistencies in
definition and data deficiencies, there
is insufficient information about the
real incidence of urban versus tural
poverty and food insecurity and of the
effects of progressive urbanizatlon an
urban food insecurity:
An urbizn bias in much of government
policies for food security coexists with
a tural Bias in much of the detailed
food security reseanch. 11 has long been

recognized that devidoping country
ROVEIMIMENTS are mane responsive io

T M.B. Gleave, ed. 1992, Tropical African
development. Harlow, Uinited Kingdom,
Longman Scientific and Technical; New York,
John Wiley and Sons Inc.

" Sew Demery and Squire, op. cil., footnate
25, p. 194, who note that the evidence
supgests that urban poverty appears to have
increased significantly. They alwo emphasize
the continuing data problem, despite the
recent increase in the number of househald
SUFVEYs.




the urban poar than to the less vocal
rutal poor, Urbun Has in lood policies
fas been crilicized by the research
commanity and rightly, especially it
transfers atfecting feod consumption
wiare financed by the rural poor
through the implicit and explicit
taxation of agriculbure, ™
The distinction between the urban™
economy and the rural economy is nol
ane conventionally made by
econamists, who tend to view the
syatem as comprising the
macroecanomy at the most aggregate
level with a set of sectors —
agricultural, extractive industry,
manufacturing industry and services -
at the first leved of disaggregation. Yet
analysis approached in this way
implicitly assumes a strong and
complete set of linkages amaong the
different sectors, which i manifesily

1. Von Braun. 1987, Food security policies
for the urban poor, Reprinl No. 169,
Washington, DC, IFPRI, from A. Kopp, ed,
1987, Scieniliic positfons o meel e
challenge of reral amd urban povedty
developing countries. Proceedings of 2
conference arganized by the German
Foundation for International Developmen
and the Centrie for Regional Developmnient
Resparch af the Justus-Liehig University of
Glessen, Germany, 22 to 26 June 1987,
Hamburg, Verlag Weltarchiv GMEH,

= There s ne standard definfion of weban i
lermis of size of Wown, Furthermiore,
definitions can include administrative and
commercial importance and non-agriculiural
activily ceiteria. Thus, in the dieveloping
country context, urbanization is
characterieed more by diversity of economic
hase with relatively low dependence on
agriculture than by size, see Gleave, ap, tit.,
fooinote 37,

not the case 0 many developing
countries, The urban-rural distinetion
is perhaps a more aseful subdivision
for analytical and policy purposes and
one that has meaning for countries at
all stapes of development, it is
particulary relevant in the context of
the least developed countries because
thee linkages between the urban and
rural economies as a whaole, especially
through the labour and food markets,
are often more important than those
among the main economic sectors as
traditionally defined. In other words,
the lack of development of the non-
agncultural sectors in the rural
econamy means that there are few
vertical linkages within a sector such
as manufacturing that cut through the
urban-rural divide and form cross-
linkages with the agricullural sector;
similarly, the urban services seclor
may have few such vertical linkages
with service provision in rural areas —
thie cannections between the urban
economy in general and the
agricultural sector are more often
thinugh distnbution, perhaps of
impiartisd goods.

The urban-rural distinction is also
relevant to the countries in ransition
from centeally planned o market
ecanomies whine agricultural policy
reforms have had a serious Impact on
the rural economy, The provision of
many economic and social services in
thie rural areas, such as rural road
maintenance, nursery schools and
cultural and leisure facilities, was
formerly the responsibility of the
heavily subsidized collective and
cooperative farms and the
privatization of agricultural haldings
has left a vacuum in terms of rural
services privision. Al the same fime,
the sharp reductions In agricultural



wibsidies are leading o contraction of
the industry with associated rural
unemployment and urban migration,
although in some of the transition
econamies there is strong anecdotal
evidence that some areas have seen
quite a substantial migration of the
unskilled unemplaoyed from industry to
agriculiure.

In most developing countries,
agriculiure is still the mainstay of the
rural economy anc, directly or
indirectly, the main source of rural
incomes. There has thersfore been a
wendency o siress the need for the
divelopment of agriculiure per se by
calling on the argument that, in
econamies that aré prédominantly
agriculiural, capital scarcity limits the
absorption capacity of the urban areas
foor labour migrating fram agriculiure.
Thus growth of agriculture and related
rural enterprises is the mam vehicle by
which employment and income can
be increased on a widespread basis.
Land-augmenting technological
change is the key to higher
agricultural productivity; comnsumer
tood prices fall in consequence and
national incomes rises. The decline in
food prices also has a multiplier effect
on national income as urban wages
need nol rise as much as would be
necessary without the fall in food
prices and this, in tum, results in
additional employment and greater
output for the whaole econamy.
Agricultural growth has other
multiplier effects. Increased
agricultural production generates
eliective demand for goods and
services produced by the domaostic
non-agriculural economy and, as a
result, relative prices (the terms of
tracle) shift in favour of the non-
agricultural sectors, while resouirces,

including labour and capital, are ”|

transiened from agricultural to non-

agricultural uses, which stimulates

growth in the non-agricultural sectors,

The positive impact of agriculture-led

development strategies where they are I

appropriate is well documented in fil

empirical studies.! ”
The jssue is rather more complex, J

however A sectoral development

focus on agriculture, which is more ‘l

pointed given the bias against l

agriculture in favour of ather sectors, !

obscures the fact that agriculiure as a

sector operates predominantly in the

context of the rural economy, a

complex subset of the national

economy that extends bevond any

single sectar, It also ignoves the high

anil prowing dependence of the rural

poor an non-agriculiural sources of

income; such as craftwork, services,

remittances and non-agricultural

wages, which can together equal or

even exceed the agriculiural income

share ¥ This phenomenon is not

confimed to the landless rural poor, but

also includes a large proportion of

small-scale farmers who are net food

purchasers. Tackling sural food

insecurity therefore clearly requires

the development of the rural economy

as a whole, nol just agriculture, and

will contribute to tackling urban food

A good sumimmary i given i T.L Vollraih,
1994, The role of agriculture and its
prevequisifes in economic development, Food
Policy, 19(5); 469-478.

|, Von Braun, 1989, The imporlance of pon-
agriculiiral income sourcesd for the rural
poor in Africa and implications for food and
nutrition policy. Reprint Mo, 189,
Washington, DC, IFPRI, from PEW/Comell
Lecture Series on Food and Mutrition Policy.



ingecurity through increased food
supplies at lower prices.

The other sectors of the rural
economy are related to the agricultural
sector by way of the backward and
forward linkages, as well as through
the multiplier effects on ceonsumplion
and production. Von Braun notes that
“a review of the farm/non-farm
linkages in rural sub-Saharan Africa
suggests that agricullural growth
multipliers appear to be significant
though somewhat lower than in same
Asian courdries®.* This implies that
palicy measures for sub-Saharan
Africa in particular need to be peared
towards developing the linkages in the
first place. rather than just (o
increasing thase that already exist, il
agricultural development is to lead to
broadly based growth of the rural
ecanomy and if the agricultural sector
is 1o be integrated into the natianal
and international economies (see
*Trage-related economic policies®,

p. 293, Al the same time, agricultural
development itsell reguires the
creation and continuing expansion of
these linkages within the rural
econamy and with the national
(urban) and international economies,
This offers the prospect of increasing
rural employment oppariunities and
imcomes. For example, on the input
supply side (the backwand linkages),
there will be a growing demand for
capital goods, such as tools and
agricultural machinery, as well as for
the associated service inputs, The
forward linkages include such factars
as outpul marketing and food
processing. Some of the consumplion
goods thal will be increasingly

4 fhad.

demanded as agricultuml {and Indeed
non-agricultural rural) incomes grow
can also be produced in the rural
areas.

Such a focus an the development of
the rural econdmy, with agricultural
development as jls driving force, could
have major benefits in the longer term
far the urban ecanomy. Al the
movment, the sltuation in the many
developing countries that have not
had hroadly based development is
rather difficult. The lack of growth In
the rural econamy has spurred rural.
urban migration at a rate that has
exceeded the capacity of the farmal
urban employment sector to absorb L
Food subsidies for urban consumerns
provided additional encouragement,
especlally perhaps in Latin America
and the Caribbean and some ather
regions where the bimodal agrarian
structure led o extreme rural poverty
and destitution, For example, in
loking at sub-Saharan Africa, Gleaye
argues that “present levels and rates of
urbanization and the size of major
cities in the subcontinent are not the
resultl of economic development but a
reflection of the lack of it.... The
prablems include employment [and
unemployment), housing, traffic
congestion, electricity supply, water
supply, sewemge and waste
disposal."* (This 5 in sharp contrast to
newly industrialized countries (NICs)
in Asia where urbanization has
increased In llne with employméent
opportunities.) The demand-reducing
policies that form part of many
structural adjustment programmes®
have exacerbated this already difficult
situation, especially in the urban

* Gleave, op. cit., fooinole 37, p. 311
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areas; cuts in public-sector
employment, reductions in food
subsidies, the imposition of indirect
taxes and falling real wages have a
dispraportionately negative eifect on
the urban poor with a concomitant
rise in the incidence of urban food
insecurity. The reduction in labour
apportunities and real wages in the
formal sector increases the labour
supply in the informal sector and puts
a downward pressure on the retums (o
labaur, This occurs despite the rise in
the price of food, which usually
causes a rise in wages, because labour
in the informal sector is nol arganized
0 as o articulate an effective demand
for higher wages. The linkages with
the rural sector primanly through
labour and food markets and
remiltances ensure that some of these
negative effects will be transmitted to
the nural ecanomy,

The long-term, broadly based
growth of the econamy is a
precondition for improving food
sacurily. This must necessarily invalve
the development of the rural economy
as a whole, which requires agricultural
sector growth, and greatly
sirengthened linkages within the rural
econcmy and between the rural and
the urban economy. Growth of isell,
however, while necessary, is not
sufficient. Growth needs to be
equitable for all of the populatian,
rural and urban, because, even if the
abeolute numbers of food insecure are

" A theoretical and empirical analysis of the
different components of structural adjustment
programmes and their impact on poverty can
bse foursd in F. Stewart, 1995, Adfjos vt and
poverty: options and choices. London and
Mew York, Routledge,

gréater in the rural areas, there are still
many people in urban areas whe are
malnourished and, given the linkages
between the urban and rural areas,
poverty and food insecurity in ame will
have negative effects an the other.

In the longer term, growth with
equity reguiras that the food-insecure
o0 actuire more control over
resources 50 that the benefits of
growth are shared more equitably,
which will of itseli lead to more
gronvth. More immediately. there are
policy measures that can be
implemented to improve the foad
security position of the poarest,*
taking account of the need to protect
the most vulnerable from the negative
effects of structural adjustrment
programmes while allowing the long-
tanm bonefits for econamywide growth
from those programmes to be realized,

Taxation, The poot are critically
affected by taxation policies. Changes
in the tax base thal increase
government revenues through the
imposition of [ndirect rather than
direct taxes generally have a
dispraportionate efiect on the poor.
Direct taxes tend to be progressive
whereas indirect taxes are regressive if
they aré impased on goods and
services thal are purchased by the
poot (food, public transport, fuel for
cooking) or if the inputs into such
goods and services are taxed; Indirect
taxes can be designed to be
progressive if they are levied on luxury
goods and services, Thus, whereas
reducing the dispropartionate direct
and indirec! tax burden on the

= F, Stewart, ibid, offers a more detailed
exposition of the subsequent discussion.




agricultural sector remaoves some of
the antl-agricultural and anti-rural bias
of earlier policies, its replacement by
inappropriately designed taxes can
lead o a more widespread bias

against the poor,

Public expenditure. The policies
adopled for public expenditure are as
important as those for taxation, Cuts in
public expenditure can be made so
that spending on vital sarvices such as
primary education and primary health
care in bath urban and rural areas is
maintained. It is easier of course if the
ecoHamy is growing, even though this
may still mean a temporary drop in
per caput expenditure, Negative
growth poses more intractable
difficulties, but priosity can be given to
those services most needed by the
very poar, In practice, thene is oo
often a bias in favour of the upper- and
middle-income urban population, with
expenditure on hespltals and
secandary and tertiary education
being accarded higher priority than
the provision af free access (or the
vty poar in both urban and rural
areas lo a more basic level ol service
that they otherwise cannat afford and
that is essential for the development af
their human capital ¥

Inwvestment In infrastructure and
budgetary allocations for infrastriacture
maintenance are therefore peeded for
the achievement of development goals
in thie langer term: the neglect of
maintenance invariably turns out o be
a false economy,

Public expenditure choices also
need to consider the provision of food

* See Demery and Squire, op. cil., foolnote
25, p. 294,

subsidies, an important mechanism for
transferring income to poor
households where the majority of the
income is devoted to food
expendiiures. Food subsidies have
mostly benefited urban consumers and
have in many cases been univessal,
Largely for budgetary reasons, the
tendency has boen 1o replace
universal subsidies with targeted
subsidies and much time and effort
has gone into devising targeted
schemes, That replacing universal
with targeted subsidies has reduced
costs is indisputable, but the success
of targeted subsidies in achieving full
coverage of the targel groups is far less
obwious. Stewart lists four main
risasans for this: lack of information
aboul the targeted schemes among the
target groups; costs of acquiring
entitlements to targeted schemes;
gualifications for entitlement that
extlude same ol the poor as well at
the non-poat; and soclal stigma ™
Although a narrow benefit-cost
analysis of targeted interventions may
well be posithve, such an approach
does not take Inta account the real
costs of excluding some of those in
need, which include both shon-term
and long-lerm losses In labour
productivity and intergenerational
effects arising from matemal
malnutrition and reproductive
efficiency, Another paint |s that,
although universal subsidies may in
some cases benefit the richer groups
maore in absolute terms fmuch as
agricultural price supports benefit
larger larmers more In absolute terms),
the benefits 1o poorer groups in lerms
ol income effects are greater, because

# Stewart, op. cil., fosinole 45,



of the substantially higher proportion
ol income spent on food. Furthermaore,
if the coverage of food subsidy
cehemes, whether universal (in the
sense that all buyers af, say, imported
wheat and wheat products benefit
from the subsidyl or targeted, does not
extend to the rural areas as well as o
the urban areas, the majarity of the
poor ate in any event not going to
benefit from the subsidy, The
traditional belief has been that the
rural poor, as food producers; will
better receive their benefits in the form
of higher agriculiural prices, but, as a
large proportion of the rural paor (be
they semi-subsigtence farmers or
landless labourers) are net food
purchasers in many developing
cauntries, an Increase in food prices
will aften end o outweigh the income
effects of higher farmgate prices for
agricultural produce. Thus the
provision of food subsidies and the
form they take are impaant
determinants of food security directly
and of the ability, through enhanced
labour productivity and income
effects, 1o take advantage of
opportunities to improve the food
security position of the househald.

Covernment palicies and the labour
market, The anly resource that many
poar people possess is their labour
and this is usually limited by being
unskilled or at best semi-skilled; in
addition, its productivity may be
reduced by malnutrition, ill health and
the lack af afferdable opportunities for
education and raining. Nevertheless,
employment-hased growth offers the
maost effective way of tackling poverty
andl Teod msecurity in both urban and
rural areas.®™ This requires government
policies that improve |abour

=
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productivity: enable the poor to access
labour opportunities:™ remove ar
aveid anti-labour biase< in the factor
markets; and, in the sequencing of
policy reforms, allow for the slower
adjustrment of labour markets relative
1o cagital markets, The World Bank
found that:
Many countries make imports of
capltal goods cheap (hrowugh low tariils
andl overvalued exchange rates!, offer
fax beeaks for invesiment in eapital
ecuipmient, andd subsidize credit - all of
which tend to reduce the price of
capital. Subsidized energy prices olten
exacerbate this bias and, lurthermaore,
v adverse environmental
comsequences. [ contrast, social
security taxes, labour regulations and
hilgh wapet (especially in indusires in
which competition among producers is
wepr b all bend 1o raise the cost al
labour in the formmat sector.... Labour-
markiet policies.. are usually Intended
I rafse wellare or reduce exploitation,
But they actually work to raise the cost
of labour in the formal sector and
reduci labour demand. Studies from
tive 19705 and 15805 lound that job
security regulations reduced the long-
term demand for labaur by an
estimated 18 percent in India and
25 percent in fimbabwe, There s lile
povetty, iiv amy case. in the formal

* See Demery and Squire, op. cil., fooinoie
25.p. 294,

o awWhore the poor are concentrated on the
periphery of urhan areas, is in many
developing countries, the costs and
avallahility of pulilic transport become key
factors in their ability 1o obtain
employment,” World Bank. 1994, World

Development Report 1924, New York,
Oxford University Press.




sector. Yol by trying to imprrowe the
wellare of workers there, governments
reduced formal sectof employment,
increased the supply of labowr to the
rural and wrban informal sectors, and
thus depressed [abour incomes whene
moat of the poor ane lound 3"

In most developing countries, and
increasingly so under structural
adjustment programmes, farmal
employment accounts for only a minar
proporion of available labour.
Recognizing the importance of the
infarmal sector, agencies such as the
International Labour Organisation
(ILC and the Warld Bank are
advocating policies to strengthen the
informal sector by reducing or
gliminating restrictions on its
activities, even though this has
negative features in the short to
miedium tem:

For developing countries, there i no
abternative but o accumulate sufficient
investments 1o generate a high rate ol
emplayment:ntensive growth.
Employment creation 5 o unigus
instrument for achieving such an
objective since it is a vital input in the
creation of wealth and, af the same
time, the most efficient mechanism for
income distribution. Creating the
conditians for & growth regime that
maximizes employment and restrains
unemployment and depeivation will
require a coherent sirategy lor poverty
reduction ™

Governments, sometimes in

YNorld Bank, 1990, World Developrvent
Repart 1990, New York, Oxford University
Press.

L Von Braen, ed. 1995, Faployrmeenl for
poverty reduction and foed securify,
Washington, DC, IFFRL.

partnership with international
agencies, have implemented a4 wide
range of employment-creating
programmes with a greater or lesser
degree of success.®™ At their best, such
programmes provide productive
emplovment far the very poor —
praductive in the sense that the waork
undertaken creates uselul social
infrastructure, such as roads, water
supply and sanitary facilities, or
addresses resource constraints, such
as land guality and irrigation, While
government or intermaticnal lunding
{in cash or in lood wages) may provide
the necessary resources, il is
somistimes possible to involve the
private <ector in the actual
implementation. In countries &t all
stages of development it is often easier
to build the infrastructure than 1o
ensure its maintenance when the
responsibility Is translerred 1o another
level of povermment without the
provision of additional funding.
Although most schemes seem o have
been implemented in rural areas, there
is no inherent reason why appropriate
schemes cannot be designed for urban
areas, The significance of the locality
depends In large part on the physical
and financial mobility of the labour
farce, Planning is important, for
budgetary reasons and also for the
institutional and technical support
needed for succass.

Any policies to improve food
security should be Informed by a
knowledge of who and where the

A good acoeunt of the types of
programmes thal have been attempted in
differenl countries and regions and the
lessons that can be learned is given in Yon
Braun, ibid.



food-insecura are and how the palicy
meastres succeed in addressing the
food insecurity. How and what 1o
mariitor are decisions that a
government misst make in the light of
its own national circumstances and
international agencies may be of
assistance. An interesting initiative by
FAC) and the Save the Children Fund
with regard to monitoring and
identifying emergency situations is
summarized in Box 19 and it could
ultimately be of use in more routine
situations.

 1th ]

CONCLUSIONS
This chapter has emphasized that
economic growth alone leven growth
with equity] cannot solve all of the
problems of poverly, food insecurity
and malnuirition. Without equilable
growth, howeyer, it i difficult 1o see
how there can be any solutions ar all,
For palicies for growth with equity ta
be adopted there neads 1o be the
political will for doing so, but
governmaents everywhers are brought
1o power and kept in power by various
coalitions of interests and where those
interests are very narrowly based
because of a lack of control over
resources, including political access,
for large sections of society, it will be
difficult o take action that goes
against them. Fxperience indicales
that redistribution of resources is
easier when the economy as a whaole
is growing. It is also the case that
palitical suppor for measures that
benefit the poor will be easier If the
non-poor also benelit to some extent.
Thus, for example, the replacement of
universal food subsidies with targeled
subsidies has in some instances led to
a loss of political support for the
programme, Governments have 1o
make hard decisions about the
realistic choices and compromises that
lie within their power; policy-advisers
— @ven economists — can in the final
analysis only advise aboul altermatives
and possible outcomes:
Visionaries have been preaching against
hurman selfishus=es for millennia wiihoud
spectaciilar sugcess., .. Appealing o the
longer-term selfinterest of the powerful
may occasionally be more effective
than relying on their altruisan, & healthy
wirl|-feed ] well-echucated Lvbour fonce
is mssential for future profits and
prosperity. Poverty and hunger breed
crime, disease; nols, revolutions and



war, Poor people make poor customers.
Eaviranmental destruction deprives
future generations of their birthright. All
these facts are well knawn. They have
nat been sufflcient as yet, however, 1o
praduce the political determination 1o
adopt effective stratégies 1o eliminate
poverty and hunger ar protect the
ervitonment adequately even in rich
countties, 1o say nothing of poor ones
where sconomii and rechnical
consiraints are much tighter ™

" Barraclough, op. dt., foolnete 5, p. 266,

While it seems necessary to stress
the problems that lie abead in
achieving food security for all, we
should nevertheless remember that in
many countries the achievernents 1o
date have already been substantial
Economics may be popularly known
as the dismal science, but sound
economic policies that emphasize
growth with equity have played their
part in these success stories and can
cantinue o do so in the futere.

III
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RISK MAPPING: A NEW TOOL TO ASSESS FOOD SECURITY

The Save the Children Fumnd
(SCF) is working in
conjunciinn with FAD on a
project supported by the EU
to design a computer-
assisted method for more
reliabile famine carly
warning. The uiderlying
methodology incorporates a
howsehold food economy
approach to food security
asdesment with a view o
providing information abou
changes in food access
rather than just in food
availability, By o doing, il
aims fo lake account of rural
househalds” varied sources
of income and (hidr variows
strategies for surviving
conditions that threaten 1o
increase food insecurity. The
programme is capable of
managing data from a wide
range of sources, including
expert opinion and informal
information aboul local
conditions; the latter is very
importani because formal
data sources are limifed in
their coverage, very
aggregated and take little
account of the complesities
of micralevel food systems.

According lo SCFs
baikground information on
the praject, which is still in
ihe developmental stage,
the model is composed of
three elements:

* the database with a
deseription of each foo

economy (defined by
reasonable homaogeneows
setllement, production and
market factors) being
studied in lerms of its
normal sources of food
supply, tendency o surplus
ar deficll and the location
and characteristics of the
miarkets that are used for
trade and ai which labor s
sold;

*a capacily Io vary Ihe
characteristics of the wider
conbexl, g.g. prices ang
access (o markels;

* 3 capacity 1o analyse This
information fo derive a
series of oulputs which,
taken together, indicate the
vulnerability of each area,
i.e. the probable effects of
the stated conditions on
access o food In each food
ECONOMY,

The model generales
information in the form of
maps, graphs and wrilien
reparts identifying areas in
relative need, with
estimates of the proportion
of the population in food
deficit and the degree of
that deficit. Although the
risk-mapping model has
been designed for famine
early warning and is
potentially a very useful
tonl to thal end, it seems
prohable that the approach
will have much wider

applicability; the effects of

natural disasters, such as
drought or flooding, and of
disasters caused by humans,
such as war, are susceptible
ta this type of analysis, as
are the “nommal” patterns of
food insecurity. Thus il
could in the fulure be
aclapted fo assist
governments in moniloring
food secunty in known
arcas of relatively high food
insecurily on a rouling hasis
and 1o evaluate the
oulcames of palicies akmed
al improving food security.
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TIME SERIES FOR SOFA "96 DISKETTE

Instructions for use

Asin past years, The Srae of Food and
Agricuilire 1996 includes a compuites diskette
with time series data Tor aboul 150 countries and
software, FACISTAT T3, for access 1o and display
i the fime sevjes,

FAOSTAT TS
FACISTAT T3 software provides aquick and easy
acees b structured annual time serjes databases.
Eveen inpaperisnced compulel users can use
FALCISTAT 15 Mo spreadshiset, graphics or
database program is required. FAQSTAT T5 is fully
masnu-chriven, so there are no commands o lean,
Ulsers can browse thiviugh and print graphs and
tables, plot multiple-line graphs, fit e ines
arul export data for use in other programs.
FACISTAT TS {5 trilingual (English, French and
Spanishi and uses a standard menu lonmat.
FACYSTAT T5 sodtware is in the puliic domain
and may be freely distibuted. The dara files
accompanylng the sl twars, howes, areumnder
FAC copyright and wsers must attribule FAD as
the sowrce. FACHmay provide only sery limited
support 1o users of This soitware and the
accompanying data and cannel ssisl wsers who
miadify thes sofpware or data Gles, FADK disclafms
all warrants of liness of the software of the dats
iora parficular wse.

Technical requirements

FACSTAT T5 software requires an 1BM or
compatible PC with o hard disk, DOS 3.0 or
higgher, 3000KB of availalsle RAM and graphics
capability, Graphics support is provided for all
common graphics adapters {VGA, EGA, MOGA,
COA and Hercules monochrome)

FACISTAT T5 will print graphs on Epsun det
matrix, Hewlett-Packand and compatible laser
prinders, To use FACSTAT TS5 with other priniers,
wsers can enable their own graphics printing

utility befone starting the program, Cine such
ulilify- 18 GRAPHICS.CON in DOS 2.0 or Tater
releases.

Because of 115 use of DO graphics modes, if
FADISTAT TS bs rum under MSWindows or 502, it
ahould be ot to run in a lull screen DOS weesion

Installation
Bedore running FACSTAT TS5 you s install the
software and data files on your hard disk,
Installation is automated through the
INSTALL BAT utility on the diskete.
» Teo brsdadl (roem eleive Ac to detve C:
insert the diskette in drive AL

- type A: and peess ENTER

= type INSTALL C: and press ENTER

- piress any key
ACASOFASE direciory b crmated and, afber
installation, vou will already be in this directony.

Entering FAOSTAT T5

# o shart the FAOSTAT TS software, IE vou ane net
alrgady in the CASOFASH direciory (as after
imsLalbabond, change 1o this direciory; [y
CIMSOFADE and press ENTER):

« [hen, frpem the command prompl in the
SCFASG direciary, bype SOFAZS and press
EWNTER

A graphics lile screen will be displayed,
followed Ly the main meny screen,

I FAOSTAT T5 does nod starl, graghs doonot
display correctly of the menus aoe dilficuln 1o read,
esur copule may nof be compatibie with the
default functions of EAQSTAT T5. The use of a
command-line option may help, You may try 1o
st FAOSTAT TS with the -E paramerer o disable
My use of expanded memory (type SOFASE -E). You
iy also [orge the use of a particular graphics or
Pesd mode By Bvping its name & a pammeier (eg.
« ECA wourld lorce the wse of ECA mode graphacs),



Language choices
* The Initial default language for FAQOSTAT T5 is
English. To change the default language 1o
French or Spanish:
« go 1o the FILE menu
- select LANGLIAGE using the armow key ()
and pressing ENTER
- sedect your choice of language from those
displayed and press ENTER
The language selected will remain the defil
language unill another 15 seleched. .

Mavigating the menus

The main menu bar consists af FILE, DATA,
GRAPH, TABLE snd HELP menus. Most menu
options are disabled until you open a data file
* Navigate the menus by using the arrow keys
(T des) and make a selection by highlighting an
iem and pressing ESNTER, To back out of g
soiection, press (he ESC leey.

1l you have a mouse, menu ilems can be
selecied with the mowse cursos The bl mouse
button selects an item and the right mouse button
acts as the ESC kay,

Adter you have made a menu selection, the
menu will redraw and highlight 3 possible next
choice,

#Several short-cut kevs are available throughout
the program;

Key Action

Fi « HELP: displays comnest-
~sensifive help ext

ESC = ESCAPE: backs out of the

curment menu choice or exits
the cusrent grapk or table.

» WOITES: displays ext nopes
assoclited with the current
data file, il the vext file b
availabie. This text may be
edited. Notes will not appear
while a graph {5 displayed,

= EXIT; exits FACISTAT TS
immediately, withouwt
prompting

AlTsM

ALTHX, ALTH0)

Help
* ¥ou will see context-sensitive help displayed &
the battom of each screen. Press F1 for mose
extensive holp on a highlighted option
® Sedect HELP from the main menu (o acoess the
helg infarmation. Introductory information on e
software, help topics and an “About™ summary
sereen are available from the HELP manu.
® Thee HELP menu options call up the same Help
windgws obtained by pressing the F1 key at any
of the menu screens:
= The FAOSTAT TS option displays the top-level
hetp page.
= The TOPICS option [ists the help contenis.
= The ABOUT opticn shows sumimary gragram
information.

Opening a data file
*To display a list of FADSTAT TS data fifes:

« o0t the FILE menu

= sElect OPEN,
All af the FADSTAT 75 data files in the current
directory ane displayed, Initially, anly SOFAS6
will be present. Other FADSTAT P data iiles,
werseam 3.0, can be used with FAQISTAT TS,
* Lise the armow keys to highlight the file you wish
12 view and press ENTER to select it Files are
sharwn with the date of theie last revision, You can
also highlight your choeice by typing the first
Ietters of the (ile's name. The current search
string will appaar In the [awer left cornes of the
liet.
*You can change the defaul data drive and
directory from the file list by selecting the
direciary or drive ol your choice

Il & current data lile is open, loading in 3 new
file will retum FAQSTAT T5 to its defauls (Lime
trendd, no trend line, ao userapediled units or
scalar]. Only ane file con be loaded at a lime

Oince yvou have made a fle selection, all the
menu selections are activated.

Sefecting a data series

# Llse the DATA menu 1o wlect af modify a data
series ar 1o fit a datistical trend

* Select a data senes by chaosing the name of a



country and a data glement from the sorolling
menus, The first entry displays a list of country
ey, the second entry displays a st of data
[tewrs names and the thied displays o Tt of data
element names

il youa typee the lirst letters of a name ina lis,
ihe menu selection bar will jump to the matching
namd For example:

« Tyt NEW to skip 10 New Zealand

« press EMTER to select the highlighted name

Displaying graphs and graph aptions
The GRAPH menu allows vou o view The data in
chart form., You can display time trends and table
or column profiles. Options under the GRAPH
menu change the data series shown as well as i
display

For example, to show.a plat of the data
selpcted:

« 1o 1o the GRAPH menu

« select DISPLAY
Many options 1o modify, save o print & graph are
available only while a graph is on screen,
Remembier i use the F1 help ey fora reminder
of the options:

Craph poimon kevs, You have several aptions
when a graph 4 displaved:
* Pross ESC 00 exbt the graph and retum (o the
TVEARE ITHATEL
= Press FI lor help on the graph action keyvs, The
help bax lists the choicet availabile while o graph
is o thio seisen. You must exit the help box
before making o selection
= Priess the arrow (140 and PAGEUP PAGFDOWN
keys 16 change the senes displayed,
= The plus key (#) allows vou tocadd up jo three
olther series 1o the one displayed. Press the minus
key 1-) to oo 4 senes. This s the way
multiling charts are croated

< dingplay an initial series

« paess the « key 1o add subsequent series to

the chard

® Press A to display o table of the axis data with
statistics. Press T oo show a tabie of the (ined
trenct data, the residuals and (it statistics (il a

rengd line b5 selecied, see below).

® Thu INS key permits you o nsert fext directly
on the graph, While inserting 1ext, press F1ofos
help an yvour ext options. You can type small o
large, horizontal of vertical bext

= To print a graph, press Pand select your choice
of prinser fnodm the miena. The peint outpat s only
a screen dump of the display, so the quality s
limiggsd.

* To sawe a graph for ponting o viewing later,
press 5. The graph image will beé saved in the
eamman PCX bitmap fermal. Yol can uss the
PRINTPCX peograrm o olher softwire fo view ar
print multiple images later, PRINTPCK also
peErits. youl 1o comvert ooloor POX images into
ksl and white images suitable lor inclusion in o
wird processing document.

Fitting trend lines

» Ta it a-statistical function to o data sedies, select
FIT from the DATA mcnu. The options umnder FIT
allow you 1o select the type of function, data year
Himits toinclude in the Gt and 4 (inal projection
yirar for a datistical forecast

e By fitting a trend line (selecting the apticn undee
FIT) with a projection iselecting PROIECTION
wnithier FITY, a statistical lovecast can b ploted,
Lise the + by 1o add 2 new data séries bo the
graph, which can be made with only a few ey
sirokes.

Charting profiles

= Thee oplions under the GRAPH men allow vou
tor change the year span or style of the graph
display (options LIMITS and STYLE, respectively),
o 86 switch from a time trend tooa table or
column data peofile (VIBWPCHMNT). The
YIEWPCIMNT optoon is an sy means 1o compan
lata fod a pariiculap yisar

Viewpoini

# I you want to change from a time senes display
i & eognkey o ibeny profile display for & givien
year, select VIBWPOINT fram the GRAPH menu,
Select DISPLAY fiom the GRAFH mendu, and the
profile will be drawn. The inihal profile display is



fort the last year of historical data. To changi the
year, use the arcow (T4} keys, Press F1 for

help. The initial profile displiy s for the last year
of histarical data, To change the year, use the
Arrow kisvs, Press F1 for help

#For 4 tables profile (prodile of data across
countries), you can eithier choose the tables to be
displayed ar let FAQSTAT TS select the 1op
members and array them in arder, A limit of 50
itepns can appear in one profile.

By selectingg TOP MEMBERS instead of
SELECTED MEMBERS, FADSTAT T5 will 041 the
values in ihe file and display a ranking of table of
column values

Viewing taliles
o The TABLE menu allows you to look at data in 2
tabwlar forman and to define subset lables that
miy e saved and imported into other soltwane
jrackages:

= o te the TABLE meniu

- solect BROWSE DATA to view individual data

tahles fram the curent file

TWhen viewing tables, a help bar appears at the
bttom of the screen. Press PAGELIP o
PAGEDOWN 10 change the table displayed or
press ALT+ 1 or ALT+2 1o choose ftom a list af
tables. Use the arrow keys [T L) to scroll the
rolumns amd rows.

Series data

o The | SERIES DATA option undes the TABLE
menu displays the last data series selectid,

i luding summary statistics. This is the series
wsexd 1o plat a graph. To change the series, you
st make a new choice from the DATA menu.
o The SERIES DATA screen can also be displayed
while you are m a graph by pressing the letier A.
H e than one series has been platted, only the
fst sasries {8 shown. The range of years used for
the series and statistics can be adjusted through
the LIMITS option umsder thie GRAPH menu.

* To view country of item profile lists and
statistics, select VIEWPOINT from the GRAPH,
Yo can quickly see a list of the tables with the
preatest values (lor example, couniries with the

highest caommodity consumprion) by choosing a
table profile from VIEWPCINT and selecting the
TOP MEMBERS optian. Then select SERIES DATA
Iron the TABLE menu t0 view the list, or select
DISPLAY fram the GRAPH men 1o plor a chart.

Trend data

# i the FIT opian has been selected (lrom the
DIATA men) for a time eend, then the values
compasing the trend can be displayed with the
TREND DATA aption, Summary statistics for the
original series and for the teend a5 well as
resicual values are included, The list scrolls with
the arrow keys, and you can loggle between the
axis and tend data with the A and T keys.

Expaorting data
» The EXPORT option under the FILE ment allows
val to export FACISTAT TS data into other file
formats of bo créate custom tables for viewing ar
printing. By sefecting EXPORT, you will jump into
another set of manus.
= To sishect the tables and columns you want to
view of save, go to the DATA menu. You must
mark your choice of options with the + key. To
wundo all your selections quickly, select RESET
MARKS
« Ty arranjge, view, save or print data, o to the
options under EXPORT (in the FILE menu):
- FAC) TABLE: creates a table with data from
the lasi lour available years.
- VIEW: displays a temporary [ext file of the
data selected. It is & convement way 10 view
a subset of the tables and columas it a
FACISTAT TS file and can also be used to see
ihe efiects of the CRIENTATHOM ar LAYOLIT
selections before using the SAVE or PRINT
options
+SAVE: displays a list of file fermats 1o let you
eve vour data choicesin a file. You will be
prosmpied for a file name. Il you need o
export FACSTAT T5 data far wse with other
software, use this menw item. The WK1 and
DEF {ile {ormat selections are nob alfecied by
the LAYOUT aptions {see below)
- PRINT: prints your current tabile and column



selections. Manmy printérs canool print more
than five columns of FADSTAT TS data, Selec
VIEW to check the table widih bafore
printing
= LAY O allows vou to display vears acmoss
rorek o dlovwen columns. The default s down
columns,
* To get back o the main FADSTAT TS menu or 1o
clear your selections and create mone lables. go
fo the RETUIRN opfion,

Making notes

= To readd o edit tesisal information on the
curmom data file, selact MOTES frmom the FILE
miend, oo alse can call up the notes box by
pressing ALT+MN atany of the menus. The optlon
NOTES allows you v read ar edil text associpled
with the data ile,

DS shell and exil

The DS SHELL option under the FILE menu
returnd you fo the DOS prompd temporartly bt
kimeps FADSTAT TS in memory, Thisis nol the
norma way to exil the program. It is useful if o
need 1o execute a DOS command and would |ike
tis retutn i the same data file. The data file itself
is dropped lrom memety and reloaded on retum,
5o default values will be in elfect.

Exiting FAOSTAT T5
# Toexit FADSTAT T5:
= o0 tov the FILE emenu
= selwct EXIT,
The ALT+X or ALT+C) Koy coml¥inations are shar
cults tor exil the program from almost §ny scrser,
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Diskette inside back pocket
Instructions for use: p. 326-330

TIME SERIES
FOR SOFA '96

ENGLISH/FRANCAIS/ESPANOL

Country time series
FAOSTAT TS software
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The State of Food and Agriculture is FAO's annual report on current
developments affecting world agriculture. As usual, the report presents
a series of basic facts and figures on the global agricultural situation as
well as a review of the econemic environment surrounding world agri-
culture. In addition, this year's edition of The State of Food and
Agriculture discusses four selected topics: urban agriculture; informa-
tion technology and agriculture; the threat of desertification; and agri-
cultural support services.

The regional review of the report examines trends and issues of
importance to agriculture in the developing country regions and high-

~ lights Burkina Faso, Colombia, Pakistan and the Palestinian Territories.
It also presents an overview of dével‘opr'nents and of the reform process
in the former centrally planned economies of Central and Eastern
Europe and the former USSR together with a special focus on Belarus
and the Republic of Moldova. Finally, the regional review contains a
presentation and discussion of the new United States farm legislation.

- This year’s special chapter examines some of the macroeconomic
aspects of the problem of achieving food security. In addition to
exploring the policies that form the macroeconomic environment that
affects food security, the factors and policies contributing to overall
economic growth and food security are discussed and their differing
implications for the urban and rural economies are drawn.

A set of time series data is presented on diskette in English, French
and Spanish: Time Series for SOFA’96 includes agricultural, fisheries
and forestry data for about 150 countries, country groups and regions.
The FAOSTAT TS software offers easy display and analysis.
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