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SPECIAL CHAPTER

The traditional image of rural households is that they essentially engage in farming and undertake few
other activities. Despite the persistence of this image, there is mounting evidence that rural non-farm
(RNF) activities are an important resource for rural farm and non-farm households, including the landless
poor. Promotion of RNF activities can therefore be important for rural development.

This year’s special chapter reviews RNF income and employment and their contribution to economic
development in developing countries. It underlines the fact that these two economic factors enhance food
security by improving rural people's access to food, by providing cash for farmers to use on their farms
and by creating crucial synergies between farming and RNF economies that help them both grow and
modernize.The chapter explores RNF employment and income region by region, highlighting where they
are most important and how they affect rural communities. A strong focus on households provides an
understanding of which are most likely to engage in both farming and off-farm jobs, and how this will
affect their spending patterns, income and food security situation. Special emphasis is placed on the
distributional impact of RNF activities and on the conditions needed to encourage broad participation
in them. To conclude is a discussion of policies affecting the sector's development and the lessons that
agricultural policy-makers might draw from what is today a rapidly evolving phenomenon — rural
households' participation in off-farm economic activities.
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Foreword

Two years have elapsed since the conclusion of the World Food
Summit and the pledge made 1o bring about a radical reduction in
world hunger and malnutrition, To achieve this, policy actions must
remain highly tocused on fulfilling the Summit's commitments, and
wide publicity must be given 1o the measures that have either been
taken or stll need 1o be @mken by countries and institutions in order 1o
enhance food security,

The need 1o be constantly informed and vigilant is all the more
pressing given the rapid pace of world events, which present new
situations and daily challenges directly or indirectly affecting
agriculre and food security. Even the most enlightencd and
determined effores 1o eradicate hunger can be frusirated by events that
are bevond the control of policy-makers. This has been demonstraved
recently by two featres reported in The State of Food and Agriculture
1998 the financial enses that inmially affected East and Southeast Asiag
and the El Nino phenomenon.

The financial crises are a matter for concern, as they threaten 1o
mcrease in scope and depth, While constitnting an clement of
cconcmic and political vncertainty for the coming years, these crises
and their repercussions have already cansed deeply depressed
coononmic ard foodd inﬂ-.::uri:l,}' situations in sogne counirics,. For
mstance, the Russian Federanon as well as other countnes; especially
in Latin Amenica, have been seriously affected by fimancial nrbulence.

A phenomenon of an entively different nature, El Nino, has also been
at the forefrom of our concern. Unusually severe in its current oycle, its
effects have resulied in massive losses in crop, livestock, torestry and
fisheries production, causing severe food shormages in a large number of
COLnres.

Ona more positive note, recent encouraging developmenis are also
n::|:|-r.'|1"tt'.t|- Despite the uncertainty i.tl"t!ing from the Asian crisis, the
overall economic situaton remains generally favourable for much of the
developing world. In particular, several consecutive years of overall
improved economic conditions in Africa have strengthened our hopetul
expectatons of a new rend wowards sustinable growith and
development in this region. We also welcome the robust economic
performances that many countries in Latin Amernica and the Caribhbean
and in Asia exhibited during 1997, despite the fact that short-term
srowth prospects in both regions have been lowered by the financial
crises. On the agricultural front, the cereal supply situation on the whole
appears satisfactory, with global stocks that are within the minimum
range considered 1o be safe for world food security. The weakening in
international commodity prices will have opposite effects on net
exporter and importer countries; nevertheless, lower food import prices



provide much needed rehief 1o many poor net food-importing countnes,
Indecd, this report highlights a considerably improved economic
situation and outlook in those countries with the lowest capaciy 1o
finance food imports = and this is essential for their nagonal food
security.

It s appropriate wo reiterate the importance of extending the benefits
of economic growth o the poorest countries and 1o their entire
populatons. This year's report confirms that, in a long-term perspective,
the poorest nations” populations have become increasingly poor and
food-insecure, pointing out that this unacceptable wend has continued
in recent years, The country policy reviews suggest that the promotion of
rapicl, equitable and broad-based growth remains a difficult challenge.
However, growth and equaty, far from being homs of a dilemma, are
equally essential elements of a sound development strategy, Their
achievement requires a genuine conmumitment 0 alleviating poverty
and addressing social needs, and we must welcome all effores that are
bemg made in this direction by many countries, especially those in
Alrica. At the same tme, in most countnes growth-com-equity can only
be achieved by Following a strong, rural-oriented development strategy
involving large investments in ruval infrastruciure, human capital and
social services.

Rural development and poverty alleviation are central issues of this
year's special chapter, entitled "Rural non-farm income in developing
countries”. Rural non-farm activities represent a major component of
rural housechold economics, and their erucial importance for
development and food security cannot be underestimated. Incomes
generated by such activities have a synergistic relationship with
agnculiure, as they provide Farmers with financial resources 1o invest in
productivity-cnhancing inpuis; and, vice versa, improved farm
productivity increases rural incomes and lowers urban food prices.
Furthermore, rural nonfarm emplovment and income also have
implications for the levels and distribution of overall rural incomes,
the pace of urbanization, the incidence of rural poverty and natural
resource use. [vis my hope that this chaprer will raise awsireness of the
Fundamental importance of the wopic, which is still inadequately
comprehended by policy-makers, development agencies and the
general public,

Twa other selected themes with a direct bearing on food security are
examined in Part [ of this report: the problems and issues involved in
ensuting a constant flow of food 1o satisfy the needs of cities; and the
integration of fisheries and agriculiure,

The task of feeding the world's cities adequately constitutes an
increasingly pressing challenge, requiring the coordinated interaction
of food producers, transporters, market operators and a myriad retail
sellers. It also requires constant improvements in the quality of



transport and distribution systems. Not least, it mvolves a shared
understanding among city officials and natonal and international
development agencies of the common problems and the potential
solutions faced when secking to feed cities on a sustainable basis,

As regards the integration of fisheries and agriculture, it is important
1o recogrnize the positive as well as the antagonistic interactions thay arise
from their common use of and and water resources, By maximizing
synergies, significant contmbutons can be made w the enlancement of
fisheries (coastal, inland and aquaculture) production, agricultiral
production and food security. Water use, integrated pest management
and the recychng of nutrients should be optimized while negative
interactions, such as those resulting from the excessive application of
pesticides that may be harmbul 1o acquatic organisms, must be
minmized,

In presenting The State of Food and Agriculture this year, [am
confident that a continuous Oow of informaton on progress made and
further etforts required 1o attn food security for all will heighten
awareriess of the fundamental importance of this goal, | alse hope that
it will help mobilize concerted action by all partners and enable us 1o
report more convineing evidence of durable progress made in the
Yeurs o come.

Jacques Diouf
DIRECTOR-GEMERAL
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Explanatory note

Symbols
The following symbaols are used:

- = none or negligible (in tables)
. = not ;allable ﬂ'ﬂ Ublﬁl
$ = US dollars

Dates and units

The following forims are used to denote years or groups of years:

1996/97 = a crop, marketing or fiscal year running from one calendar year to the
next

1996-97 = the average for the two calendar years

Unless otherwise indicated, the metric system is used In this publication.
“Billion”™ = | 030 million.

Statistics
Figures in statistical tables may not add up because of rounding. Annual changes and
rates of change have been calculated from unrounded figures.

Production indices
The FAQ indices of agricultural production show the refative level of the aggregate
volume of agricultural production for each year in comparison with the base period
1989-9|, They are based on the sum of price-weighted quantities of different
agricultural commodities after the quantities used a3 seed and feed (similarly
weighted) have been deducted. The resulting aggregate therefore represents
disposable production for any use except seed and feed,

All the indices, whether at the country, regional or world level, are calculated by
the Laspeyres formula. Production quantities of eadh commaodity are weighted by
|98%-21 average international commodity prices and summed for each year To

obtain the index, the aggregate for a given year is divided by the average aggregate
for the base period |989-91.

Trade indices
The Indices of trade in agriculoiral produces are also based on the base period
I'989-21. They include all the commadites and countries shown in the FAD Trode
Yearbook. Indices of total food products include those edible products generally
clazssified as “food™.

All indices represent changes in current values of exports (free on board
[(le.b.]). and Imports (cost, insurance, freight [(e.l.£]). expressed in US dollars. When

countries report Imports valued at f.ob., these are adjusted to approximate ¢.i.f,
values.



Volumes and unit 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 1989-9|
which is the base reference period used for all che index number series currently
computed by FAO. The Laspeyres formula is used to construct the index numbers.

i
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World review

WORLD REVIEW

I.RECENT DEVELOPMENTS
INWORLD FOOD SECURITY

Conumuing the approach initiated in The State of Food and
Agriculiure 1997, this section presents an overview of the
current world food security situation by region and by
country. It provides the most recent FAO estimates of the
number of undernourished people and their proportion in
the population of their region and country; the relationship
between income levels and wends, and the levels and
compostion of dietary energy supply (DES) and
undernourishment; and a number of selected indicators
reluting o undernourighment' in defined country
ciategories.

CURRENT SITUATION

The wtal number of chromically undernourished people in
developing countries is now estimated 1o be 828 million for
the 199456 period (Table 1). This figure represents a slight
decline in the proportion of undermourished since the
early 19905, but also a shght absolute increase because of
the growth in total population and the changes in age

Table |

PROPORTION AND NUMBER OF UNDERNOURISHED IN DEVELOPING
COUNTRIES, BY REGION, 1992-94 AND 1994-96

Region Percentage of population Mumber of undernourished
undernourished {milliana)
|m9-;_ 1994-%6 1 #90-22 199494 I
B = we Qe
'l i . 34 ___ i
0L A |15 287 58
2l i EI]_]' ‘15-I j
Latin Amidrica and € - il L A S
All developing regions 10 9 B8z2 B18

Mste: Oraing 15 dh ormsagion of Choaanii, nundedy & fdd sdd ul 00 ihe Eoisl
Soiica Fild
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composition which lead to changes in minimum dietary
requirements.”

Table 1 confirms that the largest absolute numbers of
undernourished people are in Asia, while the largest
proportion of the population that is undernourished is in
sub-Saharan Africa. Recent trends give no room for
complacency, as progress in some regions has been more
than offset by a deterioration in others, It has repeaterdly
been stated that these numbers are unaccepiably high and
must be drastically reduced. The World Food Summit Plan
of Action is being implemented with the aim of halving the
total number of undernourished no later than 2015,

. Per caput dietary energy supply, the most important
single indicator underlying estimates of food adequacy
levels, measures the food available to each person on



Figure |

SHARE OF FOOD GROUPS IN DIETARY EMERGY
SUPPLY BY REGIONM AND COUNTRY GROUPS

Percentage

WORLD A B © D E F G H

average in a country, 1t is measured in kilocalories (keal)
per day. Map 1 shows the average DES of each country in
the world and illustrates some of the varations within
regions that are hidden by the regional aggregation in
Table 1. Countries with an inadequate food supply - which
are generally those with a higher proportion of
undernourished people = are heavily concentrated in sub-
Saharan Africa, with a relatively high number also in South
and Scutheast Asia,

I addition to keal per caput. DES and food security are
inedsured by access 10 a healthy and balanced dier Figure |
shows geographical differences in the composition of DES in
the world. The differences are apparent from one region o
another and are even more striking when the countries are
grouped according to the level of economic development.
Such differences are due (o varying capacities 10 purchase
food — peaple i richer countries can afford mare livestock
prodfucts and fats — and to the different availability of foods
among countries. In general, the diets of ficher countries
seem 0 be more balanced nuritionally and also contain a
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roughtaffected feople
Dirought can cause [oss of
erops and food pailabding

greater proportion of protein, particularly of animal origm,
than those of the poorer countries. Developing counines
dicts are characterized by a high proportion of cereals
However, even at similar meome levels, there are significant
variations in diet among countries, reflecting ditfering
production capabilities, access to food and tastes

TRENDS IM UNDERMOURISHMENT

Figure 2 (presented in poster format in the inside back flap of
this publication} shows recent changes in undernourishinent
in individual countries compared with their ssiunion 25 vears
ago. The percentage of undernourished declined in the
maonty of countres in all regrons, while a few counmes
experienced substantial increases owing to exceptional
circumatances in the early 19590,

In the entire subregion, almost hall the countries
experienced increases in the proportion of undernourished
between INEDE and T994-26, However, In many ooiniries
with fastgrowing populatons, even a lower proporion of
undernournshed translates into higher absalite numbers

In bl Asiaoand ithe Near East and North Afnic, more
thin two-thirds of the countries achieved a decrease i
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Figure 3

CHANGES IN DIETARY ENERGY SUPPLY LEVELS AND INCIDEMNCE OF
UNDERNOURISHMENT BY INCOME" LEVEL IN DEVELOPING COUNTRIES

1969-71 to 1994-96
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The proorest group of coumtrics
has not beenr able to reduce the
number or pereentage of

inederreonrished stnce [ 9G9-F1,

undernounshment {in percentage terms) between 199052
and 199486, Only three o of 24 countries in the Latn
America and Caribbean region show increase the
proportion of undernourished during the same period.
One important aspect of undernounshment is its close
association with people’s financial capacity 1o purchase
food, Figure 5 illustrates this aspect, showing four groups
of countries, ranked by per caput income level in 19495,
and the changes in both undernounshed populations
and per caput DES [or the three periods 1969-71, 1990
92 and 199496, As expected, countries with a higher per
caput income are those with a higher DES level and a
lower proportion of undernourished in their population
More striking, however, is the fact that, contrary to the
overall iendency in the developing countries as a whole,
the poorest group of countries has not been able 1o
reduce the number or percentage of undernourished

since 1969.71.

Factors determining trends in undernourishment
Certain indicators are important in undersianding
past trends, and perhaps suggesting future wends, in
the undernourished population. As indicatois, they
can be looked 1o for insights into the presence of
undernourishment in a country or region, bui they

do not fully explain or predict it. This section discusses
the relationship between selected indicators and
undernourishment.

In ovder to highlight pateins beuer, 98 developing
countries (comprising 96 percent of the population in the
developing world) have been grouped into six categories
according o the proportion of undermonrished in the
population in 199092, The percentage of undernourished
in the population is more than 50 percent in Class | and
dechnes o less than 10 percent in Class 6. Tables 2 and 3
show eight indicators corresponding to the six country
groupings. Each indicator is discussed briefly in terms of
how it relates w the proportion of undernourished in the
country groupings.”

Table 2 shows that developing countries with a lugh
proportion of undernourished tend to have the lowes:
income levels, while those with a low proportion of
undernourished have relatively high incomes, Almost all the
countries (34 of 37) in Classes | to 8 are below the low-
income threshold of $765 per caput per annum (1995},
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Table 2

SELECTED SOCIO-ECONOMIC INDICATORS ASSOCIATED WITH
UNDERNOURISHMENT

Country Mumibar of Popolation Per capart. Share of rural Share al het Food
Eroapings countries in 1991 GMNP inl 998 populstion i agricubture in  fmporss in
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Table 3

TREND INDICATORS RELATED TO UNDERNOURISHMENT

Ciountry groupings Per caput GNP MNet agriculteral Staple food  Food price inflatioen
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Income distribtion and eose
off access fo food have a major
nifluerece on a country’s food

insecuridy sifwation.

There 1 a comples
undernourishment and the
agricultural frural character
of an econonry.

Conversely, almost all the countries (28 of 31) in Classes 5
and 6 are above the low-income threshold. The range of
income is fairly wide in each country elass, however, Class 4
{comsisting of 25 countries) is the most heterogeneous,
including several countries with a per caput GNP below
25300 and several others with a per caput GNP of moie than
£3 000 per annum. This demonstrates that other factors,
such as income distribunion, ease of access 1o food and
other indicators discussed below, have a major mfluence on
the food insecurity situation in a country regardiess of the
average level of income.

The dependence of a country’s economy on agriculture
is asignilicant factor in food security. This is shown in two
ways in Table 2: by the proporton of rural populaton® and
the share of agricultiire in GDP. Developing countries are
generally largely rural and heavily dependent an
agriculture, especially those with a high prevalence of
undernourishment. All of Classes 1 to 5 contain countries
where 70 percent or more of the population s rural. Classes
| to 4 inchude countries with a high share of agriculture in
GDP. The data demonstrate, however, that the relationship
between the prevalence of undernourishment and the
agricultural ‘rural character of an economy is complex. In
all classes, a fairly broad range of dependence on
agriculture prevails, as measured by either indicator,
although the upper and lower ends of each range do fall as
the propartion ol undernourished falls.

Food import dependence is measured as net [ood
imports in terms of keal per caput per day (see Table 2).
Only onequarter of conmiries have either a surphss or an
approximate balance. Balance is defined as a surplus or
deficit of less than 100 keal per caput per day, Le. 5 percent
or less of per caput food availability,

For the food-delicit countries, which are the lange
majority, it 1s worth observing that a greater prevalence of
high food deficits is found in classes with lower proportions
of undernourished people; indeed, large food import
volumes are generally associated with a higher per caput
GNF and greater purchasing power,

Four different indicators are presented in Table 3 in
arder o demonstrate the effects of certain economic trends
on the proportion of undernourishment in countries,

Per caput GNF growth reflects the economic conditions
over the relevant period in each country and is closely
related 1o the proportion of undernourished in the
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countries, In the group of 87, per caput GNP rose between
19585 and 1995 for 40 of these countries, declined in 21 and
remained about the same in 26. All countries in Class 1 had
& negligible or negative per caput mcome growth in the
decade considered; tworthinds of countries in Classes 2 and
3 had a negligible or negative growth; in Class 4, one-half of
the countries experienced positive growth during the
period; and Classes b and 6 contun predominantly
countries with positive growth in per caput GNP The
hypothesis that a high propoertion of undernourished can
fsell be a handicap for economic development may be
supported by this observation and deserves further
irvestigation

The net agriculiural trade surplus s mainly of
significance for countries with a higher dependence on
agriculiure. The indicator does not appear (o be closcly
relatedd o undernourishment. Table 3 shows that, overall,
twir out of five of the countries reviewed have approximately
batanced agrenltural rrade over the period 1985-85; one
country out of five had a positive surplus and two out of five
A nEgative one

Staple food production grew berween 1985 and 1995
in the majority of countries in all dasses and declined

A high propartion of
virderngnirished can be &
handicap for economic
develofment.

Progress against fnger

The goal of the World Food
Sitinammit is 1o halve the numbser

of undernourished by 2015,
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The complesity of hunger in
the developing world is
illustrooted by the uede range

of comeitions prrevailing among
eountries with vimilar leoels of
undernourishment.

in fewer than one<quarter of them, Trends in staple food
production do not show a strong relationship with the
undernourishiment classes, The majority of countries in
Classes | o 5, those with the greatest prevalence of
undernourishment, have increased their staple food
production during the decade considered.

Food price inflation, measured as the differential
between food price changes and overall inflation over the
period 198595, has also been examined, It shows that there
has been no general drift in real domeste food prices, with
very lew cases af cither positive or negative real food price
trends. Itshould be noted, however, that a tend analysis
conceals short-term price [luctuations and provides no basis
for understanding the difliculties resulting from price
imstability,

CONCLUSIONMN

The conditions and vends described tell a complex and
serious story about the millions of people who experience
undernourishment in the developing world today, Their
common story is hunger, The complex part of the story is
ilustrated by the wide range of conditions prevailing among
countries with similar levels of undernourisiment. [t is
reflected in the multiplicity of factors that must contribute
to a steady increase in food supplies tor those countries
where aggregate food availability is not enough to meet the
needs of all; and to a much improved access to food by the
poor in maost countries, inchuding those where aggregate
tood availability is now sufficient but inequalities maintain a
significant level of food insecurity among parts of their
population. The evolunon in the first half of the 19905,
prior to the World Food Summit, showed a mixwre of
progress and sethacks, The Summit target of reducing by
half the number of undernourished people by 2015 calls for
continued emergency action.

In future yvears, The State of Food and Agriculiure will
canuniie o present the latest information available
regarding food security conditions and the factors that can
change those conditions, keeping in view the target set
during the World Food Summit.
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II. CURRENT AGRICULTURAL
SITUATION - FACTS AND
FIGURES

1.CROP AND LIVESTOCK PRODUCTION

® World crop and livestock production was estimated Lo
have imcreased in 1997 by only 1.2 percent over the
previcus year, the lowest yearly rate of growth since 1993,
However, the slowdown occurred after a particularly
bountiful crop year in 1996, when world output had
expanded by as much as 4.5 percent. The slowdown was
widespread across both developed and developing country

regions,

¢ For the developing countries as a whole, 1097 was a
disappointing year for crop and livestock production, The
1.8 percent increase recorded was the lowest since 1979 and
miarked the end of five years of solid and accelerating
growth, which by 1996 had reached an estimated 5.3
percent. The recorded rate in 1997 was only just in line with
population growth, Thus, for the first time since 1987, the
developing countries as a whole did not achieve any gain in
per caput crop and livestock production.

& All developing country regions shared to varving
degrees in the slowdown, The sharpest negative
wrnaround in agriculiural performance in 1997 was
tecorded in the Near East and North Africa region, where
agricultural outpur i estimated 1o have declined by close
to 4 percent following a more than 9 percent expansion in
194946, Production shortfalls in this region reflecied
unfavourable weather, particularly in some Northern
Alrican countries where drought caused sharp reductions,
mainly in eereal crops. However, praduction is also
estimated to have declined i the Islamic Republic of Iran,
Iragg and the Syrian Arab Republic.

e In sub-Saharan Africa also, agricalural production
declined by 1 percent in 1997, implying a 4 percent decline
in per caput erms and interrupting a fouryear penod of
expanston in per caput agriculiiral output. Patteri of

World review

e of utenle dfid not aoficee
any gain in per caput erop
and livestodk production
during 1997

13



‘THE STATE OF FOOD AND AGRICULTURE
il 8 e

Map2,

.-AHD LI\FESr‘I'ﬂ-L‘K PRODUCTION,
I.'H.-!‘e]ﬂ'f

(Percentage change frnm
previous year)

|-=
195 1995 1996 1997

rﬁ'.-\.—\.
g 1

Developed country
regions and growps

Cieveloping country
rogians

M



Mot I revinw
%




THE S5TATE OF FOOD AND AGRICULTURE

Altheugh the offecis of the
Far East’s fimancial crisis
may influcnce planting
lecivions in some counfries,
the effects on oulpul were
not yet nodiceable m 1997,
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production performance in 1997 varied widely across the
subregion, largely refle cting weather vagaries. Nevertheless,
a majority of 36 conmiries experienced [alls in per caput
production, with the sharpest shortfalls occurring in
southern Africu

@ In the Far East, agricultural ourput contmued expanding
but at a significantly reduced rate which estimates put ata
mere 2.6 percent — the lowest rate in the 1905 and only the
second time in the same period that outpal growth has
Eallen below 4 percent. Behind the decline are lower rates of
output expansion in a majority of the region’s larger
countries. In partcular, China's agricaltural output growth
slowed but remaincd substantial, while India's crops were
hit by unfavourable weather in large parts of the country.
Countries in Southeast Asia alsa suffered from droughis,
partly associated with the El Nino phenomenon, causing a
decline in agriculiwral production in Indonesia and a
slowdown in the rate of expansion in Myanmar, the
Phifippines and Thailand. Although the effects of the
region s Anancial erisis may influence planting decisions in
somy countries, the effects on output were not yet
moticcable i 1905,

® In the Latin America and Caribbean region, agricultural
output growth decelerated only marginally in 1997 to an
estimated 29 percent. This is still slightly above the average
of the previous five years and about 1 percent above the rate
of population growth. The increase, however, was
concentrated in a relatively small number of countnes
{including Argentina, Brazil and Peru), while several
countries in Central America and the Caribbean, as well as
Colombia and Parguay, recorded declines in per caput
production, In Latn America and the Caribbean, as in
other regions, outpat shortfalls in many cases reflected the
carly effects of the El Nifo phenomenaon,

& [nithe dm':lﬂp:d countries, growth in overall am‘i:u!mml
output slhowed to a mere (.5 percent in 1997, following an
cstmated expansion of more than 8 percent in 1996. The
most pronounced wirnaround was in the European Union
(EL), where production contracted by nearly 2 percent after
having expanded by 4 to 5 percent the previows vear, The
contraction affecoed most EU member countries and
concerned both cop and livestock production. Cereal
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production was slightly down from the record harvest of
1996, as delays cansed by rains affected wheat vields in
several countries.

® In North America, agricultural sutput in 1997 continued
cxpanding at an estimated rate of 2.6 percent. While output
contracied slightly in Canada for the first time since 1992,
the United States recorded an expansion of 3 percent.

® Following record output levels in 1996, agricultural
production in Australia declined by about 1 percent in
1997, while New Zealand's overall agricultural output
continued to expand, posting an increase of 2 1o % percent.
In Japan, agricultural output in 1997 pracucally remained at
the level of 1996, which followed two years of decline.
Overall production levels are thus still about 7 pereent
below those prevailing a decade ago.

& UContrasting with the overall negative performances of the
ather regions, 1997 marked a positive turmaround for the
transition countries, It was the first vear since the beginning
of the transition process in which overall agricultural
production expanded, albeit by a relatively modest

| percent. Cereal production expanded significantly

while livestock production continued it downward trend.
Production increased significantly in Ukraine and somewhat
less in the Russian Federmanon and Kazakhstan. In the
Central and Fastern Enropean transition couniries
production patierns were uneven among countries, with
Paland in particular experiencing a largely weatherdnduced
decline and Romania a major expansion in cereal
production.

In the transifion countries,
1997 was the first year since
the beginning of the transition
frrocess i which overall
agricalteral frroduction
exprancded, afbeit by a
relatively modest I prercend.,
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1.FOOD SHORTAGES AND EMERGEMCIES

& The pumber of countnes facing food emengencies mose
from 29 in mid-1997 1o 56 in mid-1988, mamly owing to the
effects of the El Nino weather phenomenon.

e In East Africa, food supply dilficulties stem from recent
droughis followed by floods in most countnes, coupled with
civil strife in some, In Somalia, the food supply sinuanon wall
remain extremely tght until the next harvest starting in
August 1998, after the worst floods in decades sharply
redluced the 1997 /98 secondary "Dyer” crops, The floods also
resulted in the loss of livestock and an outhbreak of animal
diseases. In eastern Kenya, food assistance continues to be
distributed o the populatnon affected by severe lloods, In
Uganda, emergency food assistance is still required for same
40 100 displaced peaple in the northern areas alfected by
continuing insurgency. In the United Republic of Tanzania,
food difficulties are being experienced in areas where the
1997 /98 secondary “Vuh" crop was reduced by heav rans
and floods. In Ethiopia, food aid is needed by more than 5
million valnerable people, including those alfected by a poor
1997 harvest. In Eritrea, lollowing two suceessive reduced
cereal harvests, the overall food supply in 1998 s tght and
food prices have increased sharply in the past months, In the
Sudan, despiie an overall sausfaciory harvest, the food
sitisation 15 critical and assistance is required for some 2.4
million people affected by civil strife and drought. However,
distribution is hampered by insecurity and poor road
canditons. In Burundi, the food situation has deterorated as
a result of a dechine m the 1998 firs-season fooderop
production and the contunuing economic embargo by
neighbouring countries. The food supply stuation is also
tght in Rwanda ewing 1o a reduced 1998 firstseason harvest
ane insecurity in western parts of the country.

® In West Africa, despite above-average 1997 harvests in
coastal countries, food supply difficulties are reported in
several countries In Liberia and Sierra Leone,
rehabilitation programmes are under way and the
agricultural sector is improving, but both countries remain
heavily dependent on international food assistance. In
Sierra Leone, the poor security situation in the east is
causing large population displicements and is disrupting all
agricultural activities, In the Sahel, several areas are facing
localized food supply difficulties following poor harvests in
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late 1997, notably in northern Senegal, Mauritania, the
Cambia and parts of Burkina Faso and the Niger

® In central Africa, as a result of flooding, shorages of
inputs and civil unrest, erop prospects are poor in eastern
parts of the Democratic Republic of the Conga.

® In southern Africa, although the impact of El Nifio on
crup production has been relanvely limited, the food supply
situation in the subregion is anticipated to be dghter during
the 19958 /99 marketing year than in the previous year, In
Zambia, cereal production is expected 1o be mach below
average as a result of incessant rainfall and extensive
Nooding in the northern areas, while the southern part of
the country expenenced near drought conditons. In
Angola and Mozambique, production ol food crops is
expecied o improve this yeas, but reliel assistance will be
required for the internally displaced, vulnerable people and
drought- or ood-alfected population.

® In Asia, grave [ood supply difficulties persist in the In Asia, a combination of
Democratic People’s Republic of Rorvea, with continwed idoerze weather conditions,
need for food aid, Severe drought in Indonesia, atributed the financial crisis,

ta El Mino, combined with the financial crisis, has seriously earthgquakes and hostilitics
undermined the food secunity of the population, resulting caused food emergencies in
in the need for considerable international assistance. In several countrics.
Afghanistan, the averall food supply in 1998 is anticipated

to be tight as a result of ongoing hostilities and the receni

earthquake damage (o the irrgation infrastructure in the

northern provinces. In Irag, despite some improvement in

the overall food supply situauon [ollowing the

implementation of the “oil for lood® deal, malnutriton still

remains a serous problem throughout the country, In the

Lao Feople's Democratic Republic, adverse weather

conditions have caused crop damage in major rice-

producing areas, exacerbating lood supply problems in the

country. In Mongaolia, declining agncoultural production and

problems ol economic transition continue 1o have an

adverse effect on the [ood sipply simation of valneable

groups. Serious food supply difficulties persist in Papua New

Guinea following reduced [oodcrop production as a result

of El Nifiorelated drough.

e In Latin America, abnormally dey weather associated with
El Nifio has delayed planting of the 1998./00 firstseason

19
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Map 3

COUNTRIES EXPERIENCING FOOD SUPPLY SHORTFALLS
AND REQUIRING EXCEPTIONAL ASSISTANCE"

* in fazrend morketing yaer

Source: FAQ, Global Informarion
and Earty Wiarning System,
Jumee 1998

cereal crop in Central American countries. Food assistance
is being provided in Nicaragua, Honduras, El Salvador,
Guatemala and Panama and will be needed until the harvest
of the 1998 firstseason crops. In the Caribbean, food
assistance distributions continue in Haid,

@ In the Commonwealth of Independent States (CIS),

some 16 percent of the population of Tajikistan is in need of
argeted food aid, following widespread damage caused by
floods and landslides. Vulnerable people in Armenia {about
13 percent of the resident population), Azerbaijan (11
percent) and Georgia {7 percent) continue to need relief
food assistance. In Eastern Europe, needy people in Bosnia-
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3. WORLD CEREAL SUPPLY SITUATION AND

ouTLOOK®

& World cereal producion in 1997 reached a record

| 904 mmallion tonnes (including rice in milled terms),

even though it increased only by a modest | pereent,

or 17 million tonnes, from 1996, Global wheat output rose

10 an all-time recard of 615 million tonnes, 4 percent, or 25 Celnbed wheal cuthul rose in
milbion tonnes, lugher than the good crop of 1996, Wheat 1997 to an alltime record of
outpit increased in nearly all regions with the exception of 615 wrillion tomnes.
North Africa where severe drought reduced production in

several countries, By contrast, world coarse grain

production in 1997 fell by about 1 percent, or 8 million

tonmes, o 911 million tennes, although it was sill above the

trend. The decline in coarse grain production was mainly

o account of reduced maize crops in Ching, North

America and Afnica, while much larger crops were

harvested in South America, Europe and the CIS. World

paddy production in 1997 remained at 571 million tonnes,

unchanged from the previouws year's above-average level.

ﬁliuhﬂ}' hiﬂhrr rnce production i Australia, China, Egype,

Pakistan, Nigeria and the United Seates almost entirely

olfset reduced output in Brazil, the Democratic Republic of

Korea, Indonesia and M',-'.;m A,

® [lobal cereal stocks tor crop years ending m 1985 are
lorecast 1 rise 1o 321 million tonnes, up by 8 percent, or
25 million wnnes, from their opening volume. Most of this
replenishment would be on account of larger wheat and
coarse grain inventories, refllecting good crops and slower
growth in feed utilization, despite weaker grain prices
during the season, By contrast, global nce stocks are
forecast to decline, especially in Indonesia, the Philippines
and Brazil where the 1997 outputs were adversely aflected
by El Nino. Total cereal carrvovers held by major exporters
would rise for the second consecutive year, approaching

39 percent of world wial, compared with 34 percent m the
beginning of the season and anly 28 percent in 1996,
However, cereal stocks held by other countries, particularly
the developing countries, are likely to remain unchanged
from the previous year. Globally, the rauo of end-of-season
stocks 1o expected utilization in 19498,/949 would approach
16.9 percent, up by more than one percentage point from
the previous season and close to the 17 1o 18 percent range
that FAO considers the minimum necessary 1o sifeguard
world food security.

21



THE STATE OF FOOD AMND AGRICULTUIRE

If coorrent forecasts become a
reality, cereal sufsplies unll be
sfficient to meel ixpecied
demand in 1998/9% and aliny
for further replenishment of
glabel cereal reserves.

The forecast inerease in cereal
food intake in the developing
coutttries would evoeed ther
Pofrdation growth by a small
margen and resull in ther per
capul food consurmpiion rising.
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® The prospects for the 1998 /99 marketing season pomnt to
further improvement in the global supply sinuation. Based on
the condition of crops as of May 1998, and assuming normal
weather [or the remainder of the 1998 crop seasons, world
cereal production in 1998 is wenutively forecast to reach

1 911 milfion tonnes. slightly higher than in 1997 and a new
record. All of the anticipated inerease in global cepeal
production would be on sccount of increased coarse grain
production which, at 925 million 1onnes, would be

1.6 percent higher than in 1997 and above the wend for the
thind consecutive year, However, wheat output 1s forecast wo
decline somewhat to 06 million tonnes, while global paddy
output is also forecast o contract slightly 1o 567 million
tonnes, following the bumper crops of the previous two years,

® I current forecasts become a reality, cereal supplies will be
sufficient o meet expected demand in 1998,/99 and allow for
further replenishment of globsal cereal reserves. Early
indications sugyest that cereal carryovers for the crop vears
ending in 1999 could rise for the third consecutive vear and
reach 328 million ronnes, 2 percent, or 6 million tonnes, more
than their estimated opening levels. Thus, for the first ime in
four years, the global stocktoutilzation mato could return o
within the 17 to 18 percent range. However, the likelihood of
this forecast becoming a reality would hinge not only on the
limal outcome of 1998 production but alss on the eventual size
of cereal wilization during the 1998 /99 season.

o World utilization of cereals in 1998,/00 i currently forecast
to grow by about 1 pereent to | 904 million tonnes, which
would be slightly above the longterm vend. Most of (his
increase is expected to be in the developing countries,
particularly as increased food consumption is likely in these
countries where most ol the increase in production is
expected. This increase in ceveal food intake in the
developing countries would exceed their population growth
by a small margin and, hence, result in their per caput food
consumption vising slightly. By contrast, the increase in global
feed use of cereals is expected 1o be less pronouncerd despite
the expected continuation ol a petiod of weak grain prices,
Most of the anticipated expansion in cereal stocks would e
in the developed countries, especially in the major grain
exporting couniries, where the prospects of good crops and
slower growth in feed use could result in a further
replenishment of cereal inventories.
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Figure 44
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Multilateral assistance
s estimated to haoe
declined shightly between
1995 and 1996

B Concessioml
U Man-concesiional

4. EXTERNAL ASSISTANCE TO AGRICULTURE

@ Total commitments to agriculiure (broadly defined)*
made by bilateral and multilateral donors as official
development assistance (ODA) in 1996 were estimated 1o be
$10 985 million in curvent prices — $297 million lest than
the amount recorded in 1995, The figures, however, are not
immediately comparable, as the estimate for 1996 does not
melude commitments in 1996 by the United Sttes, for
which data are not yet available. In 19895 commitments from
the United States amounted 1o $400 million; therefore,
excluding the United States, the figure for 1996 represents
aslight increase of abaut $100 million over 1995,

& Measured in constant 1990 prices, iotal commitments in
1996 {excluding the United States) amounted o $10 263
millian, compared with $10 446 million in 1995, Thus,
commitments in real terms o 1996 remained at more op

Figure 5

COMMITMENTS OF EXTERNAL ASSISTANCE
TO AGRICULTURE*

(At constant [990 prices)




m

less the same level as in 1995, and may even be shghtly up
when data for the United States are included. However, this
can hardly be said to represent a tarmaround in the
declining trend in external assistanee for agriculture during
the 19905, which brought total commitments measured in
constant 1990 prices from a level of $12.2 billion in 1991 1o
$10.4 billion in 1995,

® The share of concessional assistance in total
commtments has been oscillating around 70 percent
throughout the 19905, and stood at 72 percent of the total
iy 1EEHE, with the share of grants at 47 percent. Most of the
bilateral assistance (indeed more than 95 percent) is in
grant form, while for multilateral assistance the share of
grants is only 20 percent.

® In terms of bilsteral commitments w agriculwre, Japan
remmains the major donor and alone accounted for about
half of the bilateral commitmenis of the Developmem
Assistance Commitiee (DAC) countries in 1996, Among
other DAC members, significantly increased contributions
were made by Australia, Canada and Denmark: Australia,
committed $500 million (in current prices) for the
development ol fisheries policies in developing countries.

® Multilateral assistance was estimated (o have declined
slighitly {(fromn $10 446 million in 1995 w0 $10 363 milkon in
1996), Among the mulalareral donors, commitments in
1996 from the World Bank were down some $1.2 bilion (27
percent in constant 1990 prices). The International Fund
for Agriculmral Development (IFAD) expanded its
commitments fpom $276 million in 1995 o $405 million m
1996 (an mcrease of M percent in real terms), bringing s
levels back to approximately those of 1994, following the
sharp reduction of 1995, The regional development banks®
commitments also increased by $869 million 10 §1 987
million, almost the same level in real terms as in 1994 after
a sharp decline in 1995 similar to that recorded by TFAL.

® Provisional data For commitments by the World Bank
group in 1997 indicate that contributions from the
International Bank for Reconstruction and Development
(IBRD) should be higher than in 1996 by about 31 billion,
while those of the Internavonal Development Association
(DA} would remain at the same level,

Frgure &

COMMITMENTS BY
MAIN PURPOSE

(At constant | 990 prices)
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Figure 7

COMMITMENTS BY
MAIN RECIPIENT
REGIOMNS

(At canstant 1990 prices)
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@ In terms of the sectoral destination of assistance
channelled to agriculture (narrowly defined),’
commitments increased by 24 percent (o §8 121 million in
19H} prices, bul remained well below the peak level of 1992,
The increase affected agriculiure, fisheries, forestry and
laned and water development, the largest percentage
increase being in the fishenes sector, Among the broadly
defined subseciors, commitments increased only towards
agro-industries, while contractions were recorded for
environmental protection, rural development and, most
sharply, regional and river development.

& With regard to the geogrmphical distribution of flows, the
share of the transition countries continued 10 increase and
reached almost 7 percent in 1996, compared with 5 percent
in 1995, Among the developing countries, no major
changes in the shares were recorded with only a minor
ncrease in that of Asia and a small decline for Latn
Amenca and the Canbbean, The share of Asia is sdll the
largest, stightly above 40 percent, followed by Africa at 23 w
24 percent, and Latin America and the Caribbean at just
below 20 percent. The share of nationally unallocated
assistance, not destined to a specific country, had been
increasing and reached 16 percent i 1996,
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5.FOOD AID FLOWS®
® Total cereal food aid shipments under programme,

project and emergeney food aid in 1997/98 (July/June) are
estimated 1o have reached ar beast 5.5 million tonnes. This Totel cereal food aid

represents an increase of some 3 percent from 1996,/97, shipments m 1997/98 are
mainly on account of sightly larger shipments to low- estimated fo have increesed by
income food-deficit countries (LIFDCs) pesnlting from about 3 prercent from the

more food emergencies, compared with the previous year, Previous year:
anl additional food aid provisions in respanse to the Asian

financial crisis. Ceveal food aid shipments w LIFDCs in

1997 /98 are estimated to have risen by 8 percent from

1996,/97 1o about 4.6 million tonnes, Food aid shipments of

wheat in 1997 /98 are estimated to reach 3.5 million tonnes,

coarse graims (o increase w 1.5 million tonnes and rice

shipments 1o reach almost 700 000 tonnes, all three eereals

together increasing by 3 percent over 1996,/97.

= Estimates of shipments of non-cereal food aid, i.e. largely
Pulses and vegetable ails, show a further decline of abaut

Frgure B

RECIPIENTS OF SHIPMENTS
OF FOOD AID IN CEREALS

(In grain equivalent)

Hillion tonnes
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30 percent in 1997 (january-December) to about 646 000
ECROUTEES, -l:,-::mp.-a.rrrl with an estmate for 1996 of 948 (W)
vonnes.” This reducton alfects most regions and also the
LIFDCs. While the decline in 1997 is mostly reflected in
veduced shipments of the two largest non-cereal food aid
categories mentioned above, shipments of all other food
products are also estimated 10 be down from the previous
year.

& As of December 1997, contributions of cereals to the
International Emergency Food Reserve (IEFR),
administered by the World Food Programme (WFP),
expanded by almost 12 percent in 1997 {Jamuary-
December) 1o 995 000 ronnes, from 887 000 onnes in 199,
These contributions are substantially above the minimum
annual target ol 500 0040 onnes set by the World Food
Conference in 1974, For non-cereals, the contributions fell
friom 225 000 wnnes in 1996 wo 167 000 tonnes in 1997,
Furthérmore, cereal contributions to the Protracted
Relugee Operatons (PROs), also administered by WFP, ax
520 (MM wnnes, were marginally higher in 1997 than in
1996, The PROs contribution for non-cereals fell by about
20 (W) ronnes to 70 000 tonnes in 1997,
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6, INTERNATIONAL AGRICULTURAL PRICES*

® Bumper grain crops in the 1997 /98 season and the
continuing increase in stocks kept grain prices significantly
below the previous year's levels for most of the 1997 /98
season. In the absence of any major fundamental change in
wternational wheat markets and given the fvourable crop
prospects and the seasonal harvest pressure, wheat prices
continued o decline during the second half of the 1997 /98
season and by late May 1998 they were some 20 1o 25
percent below the corresponding period the previous vear.
Maize, barley and sorghum prices have also dropped
further, falling by the end of May by some 10 to 15 percent
from the corresponding period in 1997, The decline in
coarse grain prices is partly explained by larger supplies and
weaker import demand, especially from Asia, while
favourable crop prospects in all regions, with the exception
of southern Africa, have put even more downward pressure
on prices since April 1998, Looking ahead 1o the 1998,/99
marketing season, and given the good crop prospects and a
likely decline in import demand especially for wheat, prices
for nearly all types of grains are expected 1o remain under
pressure at least through the Arst hall of the next season,
Price development during the second half of the 1995 ,99
season will depend, as usoal, on plantings and prospects for
the 1999 crops, while the economic situation in Asia may
also continue o affect international grain prices untl the
end af the season.

® In contrast to receni
developments in grain markets,

international nee prices from

most orgins continged on an
upwared trend during the
months up to May 1998, As a
result, the FAD export price
index for rice (1982-84)

which has been nsing since
December 1997, averaged 128

points in May, up from 125

points in March, The increase

in prices is atiributable partly o

the strengthening of the Thai

baht against the US dollar and partly

1o concerns about the availability of
expartable supplies, especially in Viet Nam -
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Oitseed production appears fo
have maintained s economic
viability sver ather
agricultural products.
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and Pakistan, following large purchases by Indonesia and
the Philippines,

® The decline in international prices of oils since the
199495 seazon came 1o an end during 1997 /98, The FAQ
price index of edible and soap [nts and oils rose L'I:l-' about 14
percent compared with the 1996/97 season, [rom 135 w0
154 (199692 = 100). The monthly average increase in the
we.-igh!-r.d Fr.il:t'.'i. af all types of oils and fats between August
1997 and May 1998 was about 2.5 percent, veflecting the
tight marketr conditions for the commodities concerned,
bt especially tor saft cils, for which the price mcrease was
EVED Meeper.

& At the same time, the rise in international prices of
oilmeals since the 199495 season also terminated during
1997 /98, and the FAO price index of ailcakes and oilmeals
fell by about 7 percent in 1997 ,/98 compared with the
previous season, triggered by abundant supplies of the
commodities concerned entering the market.

® The divergent movement af prices, Le. the increase in
international prices of oils and the decrease in mernatonal
prices of meals, coupled with other changes in market
fundamentals, resulted in a 2.5 percent decline in
international prices of oilseeds, as reflected by the FAQ
price index of oilseeds, over the same period. Despite this,
oilseeds appear to have maintained their economic viability
in production over other agricultural products and early
insdicaions are that global oilseed production will expand
again in 1998,/99. As a resuly, the downward pressure on the
prices of oilseeds, vilcakes and oilmeals could continue well

into the next season, while the upsurge in the prices of oils
and fats could level off,

® World cocoa prices steadily increased during 1997, with
an International Cocoa Organization (ICCO) average
monthly price reaching 78 US cents per pound in
December 1997, 11 US cents higher than in December
1996. In January 1997, the average monthly 1CCO price was
65 US cents per pound, This corresponded with the end of
a cycle of downward price movements from 1996 as large
shipments from Cote d'lvoire kept pressure on prices
despite general expectations of a global deficit in supply. In
March 1997, an upward trend in prices began as concerns
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over a connuing siruciural deficic in the global cocoa
market resurfaced and weather-related concerns over crops
in Indonesia emerged. In September 1997, the average
ICCO price peaked at a tensyear high of 80 US cents per
pound, and this was also underpinned by increased
purchases by market speculaors and grinders as a reaction
to the El Nino phenomenon. In the last quarter of 1997,
when an analysis of the El Nifio impact became available
and market concerns dissipated, prices began to siabilize. In
December 1997, the average monthly 1CCO price closed the
yeat w78 US cents. In the first quaner of 1998, prices
Huctuated within the 75 to 80 US cents per pound range.
The average 1997 1CCO monthly price was 73 US cents per
pound, compared with the ICCO 1996 average of 66 US
cents, representing an annual average increase of 8 US cenis
per pound, or 12 percent.

® World coffee prices rose dramatically during 1997, with
the International Coffee Agreement (ICA) composite
price increasing from 100 US cents per pound in January
1997 1o 130 US cents per pound by December 1997, an
imcrease of 30 percent. The peak of the market was
reached in May 1997 when the ICA composite price
reached 180 US cents per pound, its highest level since
1986, Unlike previous dramatic price increases in 1956 and
1995, which were caused by frosts in Brazil, the price
increase of 1997 was driven by strong demand and

tightness ol supply of arabica coffee, particularly The peak of the market for
Colombnan and other milds. Reflecting this tighuness, the coffee was veached in May
price of arabica coffee beans rose by over 100 percen: 1997 when the ICA composite
between January 1997 and May 1997, compared with only price reached 180 US cents
A9 percent for robusta. As a vesolt, the price differential prer pound, ils highest fevel
between the arabica and raobusin varieties incyeased by sinee {986,

more than three times during this period. From s May
1997 peak, the composite price began 1o fall as production
and exports were able to satisfy consumption needs. By
December 1997, the price had fallen 10 130 US cents per
pound and remained near this level in the Grst quarter of
1998, It has since begun to fll again as crop prospects for
the 1998 season appear favourable, particularly in Bragil
where a very large crop is antcipated.

& Woarld cotton prices, as indicated by Catlook A-Index,

have trended downwards since July 1997, from 81.3 US
cents per pound in July 1997 ro 63.9 US cenis per pound in
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The Asten financial crisis amd
reduced imports fiom several
major intporfing countrics
such as China haze weakened
the cotton markel.

Fpgurs 9

May 1998 (average for the first three weeks). The weaker
market has been largely due to the Asian financial crisis and
the reducton in imports Fom several major importing
countries such as China. World production in 1997/98 (the
marketing year begins on 1 August) is expected to be at the
same level as that in 1996,/%7. Consumption, however, is
expected to be lower than last year largely owing to a
significant decline in consumption in several Southeast
Asian countries. Thus, by the end of 1997 /98, world stocks
are expected to be slightly higher than at the same tme the
previous year, World trade is expected to contract by about
6 percent in 1997 /98, Imports by China, Southeast Asia and
the Republic of Korea are expected to decrease by 45,

20 and 21 percent, respectively, [rom their 1996/97 levels.
Consequently, most exporting countries could expect o see
their exports slightly lower than in 1996,/97, Cotton prices
are likely to continue to be under downward pressure in the

EXPORT PRICE INDEX FOR FOODSTUFFS

1990-22=100
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near future because of the ongoing competition from
synthetic fibres and weaker import demand owing to the
financial crisis in Southeast Asia,

® World sugar prices were relatively stable in 1997, The
1997 International Sugar Agreement (15A) average price
wits 1137 US cents per pound, compared with the 1996 154
average price of 11.96 US cents per pound. The 1SA price
rose marginally throughout 1997 to reach 12,38 US cents
per pound in the last quarter. The revised FAOQ estimate of
world sugar production for 1997,/98 1= 123.6 million

tonnes raw value, representing a marginal increase of about
100 000 tonnes over the previous year's output. The share
of cane sugar remained substantially unchanged at about
70 percent of the wotal, or 835.6 million tonnes, compared
with an output of 38 mllion wnnes of sugar from beet.
Waorld sugar consumption in 1998 is forecast by FAO 1o
reach 128, 1 million wonnes raw value, an increase of

L6 percent compared with 1997, This represents a decline Warld sugar frade s expected
from the average growth e in recent years of 2.5 percent, te decline by nearly 3 frercent
mainly owing 10 the economic downurn in Asia, World it {997 M08,
sugar trade is expected to decline by nearly 3 percent in
1907 /98 with gross import demand amounting to

5.5 million wnnes compared with $4.5 million tonnes the
previous year. World sugar stocks are expected (o remain
ample at more than 45 million wonnes, or 36 percent of
consumption. In the Grst quirter of 19495, warld sugar
prices again began to decline, weakening o 9.77 US cents
per pound in April 1998, This was attributed in part
lower global import requirements, in particular from
Southeast Asia owing o the financial mrmoil, from the
Russian Federation owing to stock carryover in 1997, from
China owing to increased internal production, and from
India owing to increased internal ]:l.m-dm.'rjun and the
drawdown of stocks. Considering that sugar from the new
crop in the Southern Hemisphere will soon be on the
market, a substantial recovery in prices is not likely to take
place in the short term.

& World market prices of tea continued their upward trend
in 1997, averaging $2 215 per tonne on the London market,

25 percent higher than in 1996, mainly owing to a further World mearket frrices of lea
improvement in demand in the Russian Federation and G5 contimued their wfrard trend
countries, and drought-reduced output in Kenya. Prices m 1997, averaging 23 percent
continued 1o be strong st the beginning of 1998, reaching e Hhan in 1996,
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Figure |0
EXPORT PRICES OF SELECTED COMMODITES, 1994-1998
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35 118 per tonne in January. After initial 1998 reports
indicated that production in major exporting countries
such as Sri Lanka, Kenya and India was significantly above
the previons year's level, tea prices declined rapidly 1o

$2 049 and 81 760 per tanne in April and May 1998,
respectively, and rose slightly in June. There is a strong
midication that for the remainder of 1998 the downward
pressure on prices might continue given the slow growth in
demand and the strong supply available in exportdng
Eounties,



7. FISHERIES: PRODUCTION, DISPOSITION
ANDTRADE

& Production of fish, shelllish and other aguatic animals
reached a record level al 121 million tonnes in 1996, an
imcrease of 3.2 percent over 1995, Capture Osheries, at
94.6 million tonnes, increased by 1.7 percent and
contributed 78 percent of the total volume, The
remaining 22 percent wis contributed by aquaculiure
production, which at 26,4 million tonnes recorded an
increase of 8.2 percent over 1995, In addition, 9 million
tontes of aguatic plants (wet weight) were harvested,
nearly 90 percent of which came from aguaculiure
production.

o Inland caprure fisheries mereased globally by 2.3 percemt
to 7.6 million wnnes; the Increase occurred entively in Asia
while decreases were recorded in Africa, South America and

Europe.

& (lobal catiches from marine waters increased by

1.7 percent in volume for an estimated value of some
S50 billion. This was as a result of higher landings
from the Northwest Pacific = which accounts for

nearly 30 percent of total marine capture fisheries
—and, 1o a lesser extent, from the Eastern ,
Central Atlantic and the Indian Ocean, These s
increases more than compensated for the =0 |
lower landings reported for fisheries . -
from some other marine areas, such i Y \
as the Mediterranean and the N
Black Sea (where landings
declined by 11 percent), the
Western Central Pacific (a
decline of 2 percent) and the
Naortheast Pacific (a decline

of & percent). Small pelagic
species, which represent

40 percent of the volume of
specified captures, increased

by nearly 3 percent to 38 million
tonnes. Demersal fish, at 18
million tonnes, remained at the
same level as in 1995, while salmons
and tunas decreased by 10 percent and -
2 percent, respectively. Increases relative to Y

Wiarld peview
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Figure 11
WORLD FISH CATCH AND SUPPLY

B Marine capture
B Marine agyisculore
e ndand Eiﬁ-lr'l
W ntsnd aquaculrire

Source: FAD

1996 were also recorded for captures of shrimps and
prawns 13 pereent), crabs (4 percent) and cephalopods.
(6 percent), while production of molluses decreased by
13 percent.



Figure I2
TRADE IM FISHERY PRODUCTS
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& Output from aquacalture continved to expand at a faster
rate than from any other food production sector. Between
1986 and 1996, global aquaculture production increased at
an average annual rae of 10 percent in terms of bath
spuantity and value, and in 1996 the value of total workd
output from the sector reached $46.6 hillion (aguatic

plants included), Asia, and in particular China, continues Ouitfrud from agueculbore

to dominate world production, and in 1996 Asia contintied o expand af a
accounted for 91 and 83.5 percent of production in Saster vate than from amy other
terms of volume and value, respectively. In contrast, Jood froduction sector:

Alrica accounted for only 0.3 percent of volume and 0.6
percent ol value, although since 1990 output in this
continent has been increasing at an average annual mate
of 5.4 percent.

® Total Asheries exports amounted to $§52.5 hillion in 1996,
virtially the same level as in 1995, Trade volumes increased,
bitst as prices were lower for the most important Gsheries
commodities, the change in global value was insignificant.
In value terms, just below halfl of ol exports in 1996
originated from developing countries, compared with a
share of 51 percent in 1995, Within this amount 36 percent
way attributable 1o LIFDCs, compared with 39 percent the
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previous year. For many developing nations lisheries exports
constitute a significant source of foreign currency earnings,
with total net developing country receipts from fishery
rade representing L16.6 hillion in 199G, more than tliree

pumes Che total for 1986

* Twenty-two countries account for 75 percent of exparts
of fish and Asheries products in value, and the Gist 11
countries account for gs much as 51 percent of the total,
With export earnings of $4.1 billion in 1996 (9 percent of
the world total), Thailand maintamed its position, which
has held since 1993, as the leading world Bsheries exporter,
in spite af a 7.5 percent decrease compared with 1995, The
secand largest exporter, Norway, with total exports of

$3.4 billion, increased its export valise by 10 percent over
19595, while the third largest exporter, the United States, saw
its expores decline by 7 percent 1o £3.1 billion, However, the
Usilted States s also the second largest importer of seafood
products, with imports exceding exports by $4 billion,
Exports from mainland China amounted o $2.9 hillion,
showing no change compared with 1995, and those from
Luwan Provinee of China to $1.8 billion, preceded by

e
e o,
= =
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Denmark and Canada showing exports of $2.7 and
52.3 hilbion, respecavely.

® The destination of most of the lisheries exports is the

developed economies. Industrialized countries accounted

tor more than 20 percent of the value of imports, and Japan

alone (with 17 billion of impons) for nearly 30 percent of

the world total. The United States was the second largest Industrialized countries
imparter, with imporis of 37 billion, followed by France and  accounted for more than
Spain with just over 38 billion each. In 1H4, however, all the 80 percent of the value of
three largest importers recorded declining imports relative fisheries improris, and fapan
o 1995, Developing country impors grew by 7.5 percent 1o itlone for mearty 30 percent
more than 39 hillion, corresponding to 16 percent of the of thie soarld tofil,

world total, one-fourth of which was imported by the

LIFDCs, Some of these imports, however, were composed af

fishmeal for poultry, and aguaculture feed for the

producton of high-value species for export.

& The major part of world fish and shellfish production
(75 percent in 1996) is destined for direct human
consumption and reaches consumers in a vanety of end
uses, mainly as fresh or chilled producis. In recent years, in
parallel with the upsurge of world aquaculiure production,
the importance of fishery products marketed fresh has
increased in hoth absolute and relative terms. Indeed, in
1996 one-third of global production was marketed as
fresh/chilled with volumes nearly 70 percent higher than
ten years earlier. As a result of increased fishery production
and unchanged levels of its reduction 1o meal, world fish
availability for food increased from 15.2 kg per caput in
1995 1o 15.7 kg in 1996,

& Farly estimates for 1997 point to a lower level of fish
production, mainly owing to lower caiches of small pelagic
species in South America as a consequence of the El Nino
phenomenon. Since such species are largely used in the
feed industry, it is likely that the availability of fish for food
has remained unatfected.
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8. PRODUCTION AND TRADE OF FOREST
PRODUCTS
& In 1997, world roundwood production increased by
L6 percent to reach 3 410 million m". In the developing
countries, which account for about two-thirds ol the total
{64 percent in 1997), roundwood production increased by
In 1997, theve was a geveral 2.5 percent, while in the developed countries outpui
dnerease th owiped for all forest growth was limited 10 a modest 0.5 percent. Industrial
products. roundwood production (which excludes fuclwood and
accounts for 45 percent of the wotal) in its turn increased
by 1.9 percent to 1 520 million m’. The developed
countries are responsible for the larger share of imdustrial
roundwood (70 percent) and expanded production by 2.2
percent to 1 060 million m®, with developing country
production increasing by a more limited 1.5 percent to
460 million m"

® (ilobal production of solid wood PTDdI.iE!i { sawmwioind

and sleepers and wood-based panels) showed an increase in

1997, with production of sawnwood and sleepers estimated

to have increased by 2.3 percent to 439 million m’, and
thit of woad-based panels by 2-3 percent o 153
million m". The bulk of this expansion again
occurred in the developed countries, which
accoumnt for more than wo-thirds of the wial
oufpuit of these prodcts.

® There was also a significant
growth in world output of
pulp and paper products in
1997, following the small
decline experienced by
the sector in 19946,

] III Production of paper and
—— paperboard increased by
F'Eﬁ - I \ .l. 6.3 pereent. The strongest
- | b growth was recorded in the
! y — » developed countries, at 6.8
o AL ' —;ﬁ%j’\ percent, particularly in
! g i o
) Western Europe where paper
ﬁi}f{‘ JF_{'F production went up by
II'r:_.l.;_.-—* o H..ﬁ percent, followed by the
4 United States with an expansion of

&2 percent, Japan with 3.3 percent and
Canada with 3 percent. These producers
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account for some 75 percent of world paper production,
The sitnation was less favourable in the developing
countries, where the past surong growth of some major
Asian producers slowed down considerably, As with paper
products, production of wood pulp also grew considerably,
at a rate of 5.7 percent, with international prices slowly
recovering after the sharp fall experienced in 1996. Wood
pulp inventories decreased from the 1996 high of 2.5
million tonnes to LG million tonnes, which is considered
to be closer to a balanced market. Because of the Agan
financial crisis, analysts have predicied a decline in 1998 in
Asian consumption, which is likely 1o depress world
demand for pulp and paper products and lead to reduced
prices.

& Markets for other forest products were particularly
Favourable in Europe, where demand strengthened and
consumption of pearly all forest products rose. However,

because of highly compettive markets, Enropean prices of

wood products showed no inérease in 1997, In North
America, demand was favourable for most of 1997, In
Canada, housing starts, the main economic indicator for
the mechamcal wood industry, increased by some 20
percent. In the United Siates, however, because of
strongly reduced log prices caused by the diminished
demand in Asian markets, domestic prices of sawnwoord
fell sharply in the second part of the vear. Japan
experienced a serious decline in starts of wooden houses
in 1997, down by some 20 percent, reflecting the poor
performance of its economy. This resulted in a marked
reduction in it imports of processed wood products, both
tropical and temperate, which had grown steadily in
Previous years,

e Prices for most forest tropical wood products such as logs,

sawitwood and plywood decreased considerably in 1997,
reflecting the weak demand of major Asian importers. The
log exporters of Papua New Guinea and the Solomon
Islands are reported to have expenenced the worst marken
condinons in a decade, On the other hand, international
prices for wood pulp and paper products rose marginally
above the depressed levels of 1996,

® Asa resull of increased prices for pulp and paper
products, 1997 saw an estimated increase of 2.2 percent in

Warld rewize
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A predicted decline in Astan
F998 consumption is Iikely fo
depress world demand for
frelpr and praper products and
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the total value of exports of forest products. The increase
wis confined 1o the developed countries, which are the
major producers and traders in pulp and paper products.
O the other hand, the depressed prices of ropical wood
products resnlted in a 5 percent decline in developing
country forestry exports and in a diminished weight of the
developing countries in the total value of trade in forest
products, with their share declining from 18 percent in 1996
o an estimated 16.5 percent in 1997.



WORLD REVIEW

lil. OVERALL ECONOMIC
ENVIRONMENT AND
AGRICULTURE

WORLD ECONOMIC ENVIRONMENT

The sudden, severe and largely unexpected financial crisis
that erupted in mid-1997 in East apnd Southeast Asia has
since then been a dominant feature of the current world
ECONOMIC environment

The crisis first hit several of the fastestgrowing
economies in the world, more severely Indonesia, the
Republic of Korea and Thailand, and (o a lesser extent
Maliaysia and the Philippines (see Regional review, Asia
and the Pacific), Underlying the crisis were massive capital
mnflows into these economies (encouraged by their
previous impressive performances and what appeared to
be solid exchange rate guarantees), which were
inadequately allocated and supervised by the domestic
banking systems and authorities.

A re-evaluation by investors of the sustainability of
exchange rates i these countries, miggered mn particular
by mounting current account deficits in several of them,
led to a sudden withdrawal of funds and an attack on their
currencies. The ensuing crisis deepened throughout the
second half of 1997, becoming far more serous than
initially expected and spreading negative influences on
financial markets, economic activity and trade worldwide.
Such influences manifested themselves in the form of
reduced private foreign financing, falling stock market
prices and pressure on national currencies. For the
countries affected, the policy measures adopted to restore
miarket confidence and halt the foreign exchange drun -
tighter monetary and fiscal policies — translated into
reduced domestic demantd and imports, the latter also
being negatively affected by currency devaluations
Considerable uncertainty remains over the evolution of
the crisis in the countries most affected and the worldwide
repercussions it could have.

O the one hand, there are a number ol positive features
in the overall economic fundamentals. Economic activity
has remained dynamic and domestic demand conditions are
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Deownreverre repesions of IMF
Soreeasts for world economic
growth in 1998 were grealer
Sor the develofung than for ife
developed countries

very favourable in much of the developed world — Japan
being the major exception. Only moderate contractionary
and disinflationary effects are to be expected from the crisis
in the developed countries, with such effects also
contributing to a reduced sk of overheating in several of
them. In general, the developing countres also showed
considerable resilience 1o the crisis after a severe initial
shock for those whose macroeconomic imbalances made
their economics viulnerable o speculation, For the fve most
affected economies, some observers suggest that a
reasanably rapid exportled recovery may be expected,
gven the oustanding record of these countnes as succéssiul
exporters; their strong currency depreciations; their excess
capacity for exports, rn'u]l.ing from depressed domestic
demand; and the fact that, for some af these five economies,
a large share of total rade is accounted for by foreign
multinationals, implying that a large part of their wade is
shehered from the financial warmail.

On the other hand, fears remain concerning a possible
extension of the crsis and, in the longer term, the
likelthood of similar situations ocourring with increasing
frequency as a result of the growing globalization of
financial markets and the often overreactive behaviour of
investors and speculators, There is a danger that countries
threatened by such speculative behaviour might adopt
defensive policies countering previous reform elforts,
thereby exacerbating the risks of financial trbulence, loss
ol investor confidence and depressed growth. These risks
appear all the more serious for developing countries where
the process of economic stabilization and reform is not yet
fully consolidated.

Largely because of the Asian crisis, praspects for world
economic growth have weakened significanuly, The
International Monetary Fund (IMF) is forecasting world
economic growth in 1998 to be barely more than 3 percent
(@ year earlier, projections for 1998 were 4.25 percent),
compared with 4.1 percent in 1997,

Downward revisions were greater for the developing than
for the developed countries, as the former generally
suffered more from adverse terms of trade, capital outfiows
and more restrictive policy stances.

Diespite the vade-depressing effects of the financial
turmodl in Asia, according to estimates by the World Trade
Organizanon (WTO), in 1997 the valume of world
merchandise rade accelerated 10 9.5 percent, the highest
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Growth of werld trade is
Jovecast to fall from 9.4
percent in 1997 to 6.4 percent
in 1995, unth a large decline
in the develofing eountries
(from 12.1 to 5.2 pervent).

Conpergence in the areas of
inflation, public finances and
imbrrext and exchange rales
should help strengthen the
ecanomic ferformance of
prospective EMLU menbers.

rite recorded in more than two decades, with the exception
of 1994, Much of this strong increase reflected the dynamism
of economies i North and South America. Thus, in line with
a wellestablished histonical trend, merchandise exponts
expanded much Gster than world cutpat (see Figure 15).
Measured in current dollar terms, however, world trade
growth decelerated between 1996 and 1997, from 4 o

3 percent, reflecting the appreciation of the US dollar weea-vrs
the currencies of the major trading nations in Western
Europe and Asia.

The limited impact of the Asian situation on world wade in
1997 reflecied the Fact that the crisis only deepened in late
1997 and there had not been time for its effects to lilter
through o wade developments. Trade prospects for 1998
remain uncertan but a significant slowdown appears likely
IMF forecasts a decline in the grovah of warld trade (in
volume) from 9.4 percent in 1997 to 6.4 percent in 1998, with
a large deciine in the developing countries (from 12.1 10
5.2 percent), One source of uncertamry is the pace and
strength of economic recovery in Japan, a major actor in
world trade.

Far the IMF-<defined advanced economies, growth in 1997
was & percent and is projecied o slow down (o 2.4 percent
in 1998, The United States staged a very Bwvourable
economic performance in 1997, with the fastest growth in
nine years, the lowest inflation rate in three decades, the
lowest unemployment level in over two decades and virally
a federal budget balunce for the first dme since the early
1970s. Prospects for 1998 are for a deceleration in growth o
2.9 percent from 3.8 percent in 1997, Growth in the EU was
less dynamic = 2.6 percent in 1997 and a projected 2.8
percent in 1998 — with wide divergences in cyclical positions.
A group ol countries, including Denmark, Finland, Ireland,
the Netherlands, Norway, Spain and the United Kingdom,
achieved Fast growth in 1997, while economic activity
strengthened only moderately in France, Germany and Ttaly,
where unemployment problems remained serious, The
dominant economic issue in Europe is the European
Monetary Union (EMU}. In May 1998, it was decided that
11 out of the 15 EU Member States would join EMU at its
outset in 19949, Siage 3 of EMU is due 1o begin in January
[99) with the locking of exchange rates. Convergence in
the areas of inflation, public Anances, interest rates and
exchange rates will create a firmer basis for strengthening
the economic performance of prospective EMU members,



but structural rigidities in labour markets remain a major
challenge in several countries.

In Japan, the depressed economic conditions in 1997 are
expected o accentuate in 1998, current prospecis being for
rero growth this year: The signs of recovery that had been
seen in Japan in 1996, after four yeurs of stignation, proved
shortdived. A number of largely interrelated factors -
fragilities in the financing system, weakening asset prices and
budgetary cuts - contributed to this outcome. Reduced
demand trom, and competitiveness vid-uis, neighbouring
trading partners affected by the cnisis also contributed o a
weakening in Japanese exports.

For the developing countries as a whole, growth is
estimated to decelerate from a robust 5.8 percent in 1997 10
4.1 percent in 1998, the lowest rate since 1990, All the
developing country regions are expected to share in the
slowdown, with the notable and encouraging exception of
Arica. Other than the Asian economic crisis, negative
movements in commaodity prices and terms of trade, Factoss
contrbuting o the slowdown included the effecs of the E
Nifio phenomenon and strengthened measures to stabilize

Figure 15
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For the first time in vight
years, the economies i
transition as a whole showed
frositive growth in 1998,
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domestic and external balances. Merchandise uade
remained dynamic in 1997, growing in volume by nearly

11 percent on the side of exports and by 12 percent on the
side of imports. Nevertheless, exports and, more markedly,
imports are expected to be less dynamic in 1998, and 4
deterioration in terms of trade is also expected this year
alter three years of improvement. After three years of
dramatic decline, developing countries” inflation mates are
forecast (o increase from 8.5 in 1997 o fip2 prereeTit in
1998, mainly reflecting sharp price increases in the Asian
countries hit by the crisis. In both Africa and Latin America
and the Caribbean, on the other hand, the increase in
consumer prices is forecast 1o decelerate further in 19498,
Many developing countries have also achieved considerable
progress in restoring fiscal balances; for these countries as
a whole, centeal government deficits fell from more than

3 percent of GDP in the early 199905 to 2.2 percent in 1997,
although some increase in the deficits is expected in 1993
(see Regronal review),

The economies in transition also expenenced financial
miarket difficulties associated with the Asian crisis, since the
currencies of several countries came under attack and
required tightened fiscal and monetary measures. The most
affected were Estonia, the Russian Federation and Ukraine,
However, lor the group as a whole, economic activity
remmalined on an upward trend. The Russian Federation and
the aother economies in wansition showed positive growth in
1997 (1.7 percent) for the first time in eight years. Prospects
for 1994 are for an acceleration in growth, to aroand
2.9 percent, with none of these econmmies experiencing a
decline in ecopomic activity, Higher interest rates and
reduced access o foreign capital are expected 1o lower
growth in the Russian Federation and Ukraine, but growth
prospecis appear 1o have improved in Hungary and Poland,
thanks in particular o strong export graowth, Consumer
price increases are also expected to decelerate further, most
dramatically in Bulgaria and Romania, although inflation
rates in these and many other ransition economses remaim
very high.

Implications for developing countries’ agricultural
growth and trade

The above trends and features suggest a generally favourable
economic epviranment for agricultural output and trade. As
already mentioned, however, major uncertainties remmin
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regarding the conrse of events in East and Sontheast Asia
and repercussions worldwide. Developments in this region
are important w agriculture, not enly for their indirect
elfects on world economic actvity but also becase of thein
immediate implicatons for commaodity markets. Indeed, the
Republic of Rorea and ASEANA countnes (Indonesia,
Malaysia, the Philippines and Thailand) account for a
sizeable share of world cansumption of some commodities,
The general reduction in import demaned in these aned other
countries affected by the crisis, wgether with higher impon

Bax |

Ivvelopments in East and
Seutheast Avia are tmportant
to agriculiure becave of ther
wmmediate implications for
commuodity markets.

EXTERNAL DEBT AND FINANCIAL FLOWS
TO DEVELOPING COUNTRIES

Agcording to preliminary
estimates, the external debe
stock of developing countries
totalled an estimated $2 17|
billion at the end of 1997, a

3 percent increase in nominal
value from 32 095 billion in
1996, Ourstanding debr stock
fncreased in all regicns
except sub-Saharan Africa,
where debt decreased from
$227 billion in 1996 1o

5223 billion in 1997 as
interest arrears on long-term
debt dropped by $5 billion,
Toml private long-term debe
reached $46 billionin 1997,
a rise of 4 percent over | 996,
while official debr totalled
5133 billlon, down by

%2 billion from 1996 Total
short=term debt stock (with
a maturity of one year or

less) of developing countries
went up from $286 billion at
the end of 1994 1o $34
billion I mid-1997 More
than 50 percent of the rise
wis accounted for by Eace
Asiaand the Pacific

The ato of debr to axpore
earnings of all developing
countries fell from
137 percent in 1996 1o
|34 percent in 1997, mainly
oWiNg Lo improved export
performances. The ratic
declined inall reglons except
the Mear East and Marth
Africa where, because of the
sharp rise m private
borrowingin 1997, ic
increased to: 1 1.5 percent
against || | percent in 1996
The debt-service ratio (the
rano of total debt servica 1o

thevalue of export of goods:
and services, including
workers' remittances)
declined marginally for all
developlng countries, to
I7 percent in | 997.To service
all their long=term and shore-
term external labilities, the
developing countries pakd
$269 billlon n 1997, which
was 37 billion more dhanin
1996

In 1996, IMF and the World
Bank jaintly developed a
programme of action to
provide exceptional assistance
to heavily indebted poor
eountries (HIPCs) that follow
sound policies designed o
help them reduce thair
external debt burden This
exceptional assistance will
entail a reduction in the net
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present value of the future
claims on the Indebred
country and will help provide
incentves for invesoment and
broaden domestic suppart for
policy reforms. In 1997, seven
countries that had established
the required record of good
Boonoanic F&I’fﬂl"l‘l"ﬁﬂ.l’lt& A i
considered for-additional debr
reliafl under the initagive,
Agresmentt were reached
with Bolivia, Burkina Faso,
Chte d'lvoire, Goyana and
Uganda, and prelimimary
discussions were started with
Guinea-Bissau and Mali The
programme should reduce the
debt of these countries by a
roml of 31 5 billlon in present
value terms.

Since 1989 the debr o
commarcial banks has mainly
been rearrangéd through
buybacks supported by the
IDA's Diebr Reduction Facility
for low-income countries and
through officially supported
debt and debt-tarvice
reducdon programmes {Brady
operations) for middle-
Incame countries bn 1997,
nime debe-reduction
agreements with commercial
bank creditars wers
concluded, restructuring
£ 1% billion in debrt and
reducing outstanding debe by
$7 billion,

AZEregate net resource

flows 1o developing countries

rose o an estimaced $300
Billion in 1937, up from

$182 billion in 1996 For the
twakfth year in'a row, net
long-term flows from private
sources reached a new
record, tomlling $256 billion
against 3247 billion I 1996,
Private capital flows 1o
developing countries, which
represent BS percent af toeal
net flows;: continued to
outpace by far affickl lows. In
the last quarter of 1997
however, private flows fell
sharply, reflecting the growing
dimension.of the crisis in Asia
and a general retreat from
New INVESEMENtS i emerging
markets.

The kargest form of net
private flows in developing
countries continue to be
foreign direct investment
(FD). estimated to be $120
billizn in | 997, fallawed by
bonds at $54 billion,
commercial bank lending at
$41 billion and pordolic
equity ar $32 billion Met
flows of FDI, five cmes their
1990 fevel, again wouched a
record bevel in 1997 but
growth rates were markedly
lower than kn prévious years.
The ratio of FDI ta GDP in
developing countries
increased from 0.8 percent in:
19%| 1o 2 percent in 1997,
Mare than 70 percent of net
FDI lows have been

concentraced in cen countries,
Most of the recipients are
middlesincome countries
{with the exception of China
and Indiain 1997), reflactdng
their large markets and rapid
growth in recent years.
Deapening financial
problems in Asia had severe
repercussions on FDI ficws
during the last quarter of
1997, The decline in FDI
flows to the owo largest East
Asianreciplents, China and
Indonesia, were compensated
by increased flows to Latin
America in response to
PrivATIZALION Cransacuons
(primarily with Brazil) and
improved economic
performance. While FDI flows
o Exst Azia and the Pacific
doclined by ¥ percenc in 1997,
rotalling to 353 billion, flows
ta Latin America and the
Caribbean rose by 10 percent,
reaching $42 billion Large
privatization projects in
infrastruscrure as well asa
better economic performance
and serong flows inte and
within the Southern Common
Markec (MERCCSUR) all
contributed to' Lagn America’s
mcreased FDI in [997.
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costs resuiting from devaluations and reduced credi for
financing imports, were important factors contributing 1o
the decline in commaodity prices during much of 1997 /08
{see Current agricultural situation = facts and figures, 6,
International agricultural pricesh. Export incentives arising
from currency depreciations, along with larger expon
supplies arising from reduced domestic demand, also
affected the supply of certamn commaodities, exerting
dovmward pressure on prices. The crnsis reduced Asian
demand in particular for maize, bovine meat. soybean meal,
temperate fruits, cotton and hides and skins, while boosting
the region's exports of tropical fruits and rubber {see
Regronal review, Asia and the Facific).

Other current features determining the agriculiural
outlook are the unusual weather conditions that have
prevailed during much of 1997798, Targely as a consequence
al the El Nino phenomenon, and an agriculiral siuation
characterized by ample supplies in relation to demand for
many commaodities, The El Nifio phenomenon has atiracted
much media coverage and raised general concern about its
immediate and prospective impact on food and agriculiural
supplies. However, while the phenomenon has cansed
considerable losses in crop and livestock production and
created food emergency situations in various parts of the
world, its overall impact on commaodity supplies and
miternational prices has been limited. On the contrary,
impaortant crops such as grain have benefited from
favourable weather conditions in 1997,/98 and prospects for
1998,/99 also appear favourable, suggesting downward
pressure on prices as seen above.

Ohverall, prices of major foodstutfs and raw materials are
likely vo be weak throughout 1998, followed by a gradual
stabilization of markets and resumption of moderate price
increases at a later stage. Prices of coffee are expected to be
substantially below the peak levels of 1997 owing o
expectations of lager cropsin 19498,/99; sugar prices could
remain relatively low because of an expected increase in
production in 1995,/99 and dower growth in import demand
in some leading Asian markets affected by the financial crisis
as wiell as in major importing countries such as China and
the Russian Federation, However, over the long term, impont
demand is expected (o be stiimulated by the lower price levels
Cotan prices, which declined in 1997 /98, are expected 10
stabilize in 1998 /99 while natural rubber prices are expectedl
10 be depressed in dollar terms, at least in the shott term. On



the other hand, prices of jute may be expected o rise from
the exceptionally low levels of 1997/98 and market
conditions should remain generally tdght for cocoa.

COwer the medium term, the expectations are for a
general pattern of economic stability and resumed
economic and trade growth.”

Project LINK prajections” for agricultural growth and
trace for 1998-2002 in the developing country regions
suggest the following:

® Alter a temporary slump in the course of 1998,
agriculwral output in the developing countries as a whaole
s expected to regain dynamiasm in the coming years.
Owerall, the average growth rate of agricultural output
during the period 19952002 is forecast (o be about
3.9 percent, close to that of 199197 and above longes-
term trends (5 percent during the 1970s and 3.5 percent
during the 1930x),

& All the dnﬂ:lnp&ng country regions except Asia and the
Pacific are forecast 1o rase average growth rates above
those of the 1990, The improvement would be more
pronounced for Latin Amernca and the Caribbean, where
agriculiural output would rise by an average yearly rate of
nearly 4 percent annually, up from the mediocre
2.8 peocent recorded during the period 19904875, For sub-
Saharan Africa, following two bad crop years in 1997 and
1998, producton fs expected 10 rebound 0 rates
comparable with those of 199596, a period of relatively
high growih for the vegion’s agriculiure. Forecasts for the
Near East and North Afvica region also suggest somewhat
better average performances than during 199097, For Asia
and the Pacific, the projected slowdown 1o 5.8 percen
{from about 4.6 percent during 1991-97) would Lagely
stem from depressed performances in East and Southeast
Asia, particularty in 1998 and 1999,

& Afier having expanded at a vigorous 9 percent yearly rate
during the first hall of the 1990, developing countries’
agricultural export earnings are estimated 1o lose
momentiom in 1997 and 1998, mainly reflecting weak
internatdonal commodity prices. Barring unloreseeable
economic and marker events, agriculiural trade is
expected Lo recover to growth rates of about b percent
vearly over 1999-2002. Nevertheless, pgriculioral rade
growth would continue to lag, by two to three percentage
poinis, behind that of merchandise ade as a whole.

After a temporary slump in
19958, agrcultwral aubfel m
the develaping countries is

expected to regain dynamism
in the coming years
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Erouomic estimales for the
LIFDCs unth the lowest
capucity fo finence food
imfproris indicale a mapor
imprrozement i their econonic
sifualion i recent years which
15 expected lo confinue in the
sfrart term,

® Prospects for agriculiual export growth over 1999-2002
appear particularly favournble for Latn America and the
Caribbean, alihough Asia and the Pacific - especially China
= une 1o @ lesser extent Afnica would also share in the
improved outlook, With agriculiural exporis apd imports
following similar trends, no major changes are expected in
developing countries’ agriculiural trade balances overall.
Notably, however, sub-Saharan Alrica is expected 1o
strengthen it surplus position samewhat, continuing a
trend imitiatesd in 1993 (in 1992 the subregion had acoally
become a pet agriculiural wporier),

® According to [MF forecasts, developing countries’ total
terms of trade may be expected 10 deteriorate by a
cumulative r. 2 percent over 1997 and 1995 and improve
samewhat in 1999, LINK forecasts suggest a similar
pattern for agricultural terms of trade, which would
deteriorate markedly in 1998 and broadly siabilize in
the following years up o 2002,

LIFDCs with the lowest eapacity to finance food
imports"

The economic situation and prospects of this group of poor
countries, for which food imports represent a particularly
high share ol ol export earnings and ol imports, is
periodically reviewed in The State ﬂff'm‘l and Agriculire
Economic estimates and short-term { 1998-99) forecasts [or
these countries, as prepared foi FAD by IMF, indicaie a
major improvement in their economic situation in recent
years which is expecied 10 continue in the short term at
beast. Taking as a relerence the periods 199195 and 1995
99, the forecasts point in particular o the following
developments:

® An acceleranon in GDP groweh, from an annual average
3.2 percent in 1991895 o about 5.5 percent in 1998 and
1999. Such an acceleration would be sustained by a
significant increase in gross capital formation, from an
equivalent of 17.8 percent of GDP 10 more than
20 percent during the same period.

® A two-thirds reduction in inflation mtes, from 18 w0
6 percent

® Major progress in fiscal seabilization, with deficits in
central governments' fscal balances falling from an

equivalent of 6 percent of GDP to slightly above
3 percent.
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e A reduced debt burden, with debtservice PAYIMENLS a5 a
share of wotal goods and services exponts falling from
around 29 10 13 percent. This would result bath from
mmprovements in export purchasing capacity and from
the extension of special debt-reliel initiatives, such as that
agreed in May 1998 by the Group of Eight (G8)
industrialized economies in favour of the world's poorest
countnes - several of which are in this group,

However, the picture appears less bright with regard 1o
external balances, These countries are expected to face
increasingly large rade defics (from $20 hillion o
$30 billion), which would be only partially compensated by
increased aggregate net uansfers (largely in the form of net
official development finance in favour of African countnes
in the group). The overall current account balances, which
are in chronic deficit in these countries as a whole, would
see such deficits rise from an average $6 billion w nearly
515 billion. Nevertheless, they would see their terms of
trade stabiliee after a long penod of unfavourable trends
(From 1957 to 1993), while the purchasing power ol their
exports would continue to expand significantly, thanks to
targer export volumes, after the large gains recorded
in 1995 and 1997,

After a long p-t!:liﬂd of depressed performances, the
improved economic situaton and outlook = and therefore
food security — of these countries in recent years is most
encouraging. That such improvement was achieved, despite
the depressing effects of the Asian economic crisis
worldwide and less than fvourable movements in external
accounts, sugrests that domestic factors had a strong
offsetting impact.” These included determined efforts
aimed at macroeconomic stabilization and reform - namely
in Egypt and the seven CEA countries in the group, where
the initial shock of currency devaluation and accompanying
measures gave way (0 a period of rapid growth —and the
end of wars and cwil strife in countnes such as
Mozambique, Nicaragua and Rwanda - although the recent
armed confrontation between Ethiopia and Exitrea was a
warniing that conflict may lie latent in countries of this
group, which is still afflicted by political tensions,
unresolved collective and ethnie identities and economic
and social frustration,

The weakening of commaodity prices in the wake of the
Asian crisis and Expemtiuns of continued depressed prices

Measures ained at
o stabilisation

and veform i some counirres
arrd the end of war and ceolf

sirife in others hove
eomifriluted to the smproved
ontlook for these LIFIDNCs.
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for some commadities will have asvimmetric effects on these
cconomies. On the one hand, lower food prices in
internadonal markets will have an immediate positive effect
on economies heavily dependent on food imports. On the
ather hand, somewhat paradoxically, the export sector in
these countres is also agriculture-based in many cases. For
mstance, for countries such as Ethiopia, Rwanda and Sierra
Leone, where coffee 15 a major export item, depressed
prices af this commaodity mean significant losses in export
earnings and uncertainties over growth prospects in the
short werm,
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IV.SELECTED ISSUES

Feeding the cities

INTRODUCTION

Peaple by the millions move to cities in order w improve
their lives, find better jobs and have access to goods and
services that are not available in rural areas. As they auract
more people, cities assemble and provide the goods and
amenities that these people need and want. Foremost
amony these is food. A common sight throughout cities of
the developing world are carts piled high with food — maize
cobs, heads of letiuce, crates of potatoes, baskets of frult,
etc. = which has been brought in from the countryside or
periphery to keep the urban population fed.

It 15 a huge sk o feed a city of several million people, or
even of several hundred thousand, who require many
tennes of food each day. For instance, a city of 10 million
people - for example Manila, Cairo or Rio de Janeiro - may
need to import at least & 000 tonnes of food per day. This
requires much coordination among producers, ransporters,
market managers and retailers inostores, on the street and in
open-air markets. ity officials and private operators must
act together to achieve that coordination and provision
cities adequately,

As cities grow in population and space, ihey require more
extensive and more developed tansportation and
distnbuton systems tor bringing food 1o consumers,
including roads, vehicles and marketplaces that are
accessible o all segments of the population. Similarly, as
Cities grow, the task of phnulng anel mmmg:'nl.; the land area
and infrasiructure becomes more complicated and
expensive. Frequently, city administrators in the developing
world find themselves struggling to cope with burgeoning
populations in a physical envirenment that is veally only
adequate for a fraction of the inhabiants. A shared
understanding among city officials of commaon problems
and potential solutions for feeding the cites, along with
appropriate technical assistance and resource support from
national and international agencies, can help pave the road
towards sustainable cities in the twentyv-first century.

A caty of 10 nllion peafle
may need fo import al leasi

6 000 tonnes of food per day,
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Map 4

CITIESWITH POPULATIONS OF MORE THAN 10 MILLION
(MEGACITIES)







THE STATE OF FOOD AMD AGRICULTURE

Dver the next 20 years,
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As the world's population
grous, the less urbanized
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64

CITIES AND FOOD

Urban demographic trends

At one stage in history, the world's entire population was
“rural”, living a nomadic or pastoral life and providing far
their own food needs. Over time, this way of life gave way to
trade-onented, spectalized economic and social patterns in
which people gain certain benefies from gathering together
to live in towns and cities. The waorld's current population of
5.4 billion™ 15 split more or less equally berween cities and
rural areas, with urban areas expected to surpass rural areas
in population around the year 2005." Al present,

70 percent of the developed countries” population is urban
compared with 38 percent in the case of developing
countries {(see Map 4).*

A majority of the population in North America and
Eurape has lived in cities since the middle of this century,
while a majority of the population in Latin America and the
Near East has done so since the [960s and since 1980,
rﬁg:n-ectiwl}r. Asig and Alrica have remamned pmdﬂm inantly
rural: today their respective urban populations account for
35 and 36 percent of their total. Figure 17 shows the roral-
urban distribution of people within countries, by region
since 1950,

It is morve difficult (o make projections on o more
reduced scale, such as that of a city, than for an entire
country. Many factors can change the trends that are
causing cities o grow. However, the general tendencies will
remain the same, as it is anly the rates of change that are
uncertain. Over the next 20 years, 93 percent aof urban
growth will occur in the cities of the developing world,
Some of these cities are already huge: the world now has
more than X megacities with a population of more than
10 million each, while 50 years ago only New York City could
claim that distinction. Some of the lagest cities are also
growing very quickly. For example, Dhaka in Bangladesh
has a population of 9 million and is growing atan annual
rate of 5 percent, which means an additional 1 300 people
per day. "

As the world's population grows, the less urbanized
regions, Asia and Africa, are growing the fastest, and the
fastest-growing areas both in these regions and within theii
countries are the cities and penpheral zones. Asian cities
are currently growing at a rate of 3 percent per year
compared with an overall growth rate in Asia of 1.4 percent
per year, while African cities are growing at a rate of



Figure 17

RURAL / URBAN DISTRIBUTION OF POPULATION,
1950, 1975, 2000

Millions




THE STATE OF FOQD AN%GF!CUL‘IUHE

Poar urban fanilies can sperd

as meuch ax 60 fo 80 percend of
thetr income on food.

As Africa and parts of Asia
urberized, food msecurity
unll bovonme more of an
urban froblem.
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{4 percent per year compared with an overall growth of 2.6
percent per year, At the same time, smaller cities and towns
are also expanding relatively rapidly - in same countries
faster than the largest urban centres. Figure 18 shows
regional population projections to 2020 for urban and rural

pl::pulatiun-

Factors determining food demand in cities
Population growth is an important element in the growth of
demand for food in a city. A larger resident population
naturally implies more food demand. The other
demographic factors determining food demand in acity are
related o the age struciure of the populaton and the
fertility rate. In addition te demographic aspects, econome
trends and conditons greatly alfect how much lood peaple
consume as well as how much theve is available. The most
important factor is incame level: as incomes rise, people
consume greater amounts and a greater variety of food.
Poor urban dwellers usually have ronble purchasing
atlequate amounts of food 10 meet their needs and
preferences. Most of the food consumed in cites must be
purchased, and poor families can spend as much as G to 80
percent of their income on lood. One study showed that
consumers in cities spend an average of 3 percent more for
food than rural consumers, despite there being a lower
average caloric intake in cities.™ Poor urban consumers
sometimes have access o food cutside market channels, for
instance through home production, bartering or food
ASSISIANCE PEOZTAMMES.

Trends in urban food security

Food insecurity occurs when people do pot have access 1o an
the means to obtain adequate food supplies for thei
nutritional needs. Statistics on food insecurity are often
sketchy, even at the national level. Thus, it is not possible to
tell clearly where urban food insecarity is most severe or
how it compares with rural food insecurity. One way o
assess the degree of food insecurity in a city is o examine
changes in poverty among the population.

In some cases, the proporuon of poor living in urban
areas hias surpassed that in the rural areas and, in the
countries that are already highly urbanized, an increasing
absolute mumber of poor live in cities. The World Bank has
estimated that the number of urban poor will rise from 400
million o 1 billion during the 19905 A study of eight Asian
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Figure 18

PROJECTED POPULATION, 2000, 2010, 2020
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Struetral adjustment policies
have reduced job
afportunities, removed food
subsidies and led to currency

and four Latin Amencan countries also shows that a nsang
proportion of the poor are living in cities. For instance,

18 percent of the Republic of Korea's poor lived in cities in
1970, while 80 percent did so in 1), At the same time, the
cotntry's urban population share rose from 54 to 60
percent. In Brazil, while the urban population shave rose
from 55 to 75 percent, the proportion of the country’s poor
living in cities rose from 39 percent in 1970 10 54 percent in
1990." Thus, cities at present may be home 10 more or les
than a proportionate share of the wial number of poor i a
country, but as Africa and parts of Asia become increasingly
urbanized, food msecurity will become more of an urban
problem.

Factors affecting urban food insecurity

A number of factors affect the degree of food security in
countries and cities, including low income levels, a lack of
physical access 1o food, agh relative prices of food and
unfavourable weather patterns that reduce the food
production in a country or region for a period. Such factors
affect people living i rural areas as well as in gties.

Other factors afTect city dwellers more severely or are
divectly related to the economic and physical conditions of
urban life isell. In recent years, structural adjostment
policies have reduced job apportunities, removed food
subsidies and led w0 currency devaluations (which cause
imported food to become more expensive). These changes
have harmed the urban poor in particular. Because maost of
the food consumet in cities is purchased, household access
to lood is highly sensitive 1o prices. During the period of
economic change witnessed in the 19808 and 1990, urban
food prices rose more than the general cost of living and
more than incomes in a wide range of case siudies.™

Physical conditions also pose unique problems for urban
food consumers. For instance, poor urban consumets can
be disadvantaged by: a lack of ransport and/or having 1o
travel long distances to and from markets; poor hygiene and
food contamination resulting from crowded conditions; and
having to rely more than the rural population on purchased
food and supplies. Food supplies entering a ity do not
always reach the consumer. Food Josses between the
production and retail stages are estimated 0 range from
10 to 30 percent and are caused by a combination of on-
farm, transport, distribution and spoilage problems which
ave greates in urban than rural areas.
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The built-up urban areas in developing countries are The builtup urban areas in
expected o double in size over the next 10 w 15 years, with developing countries are
major implications for the environment, social relationships  expected to double in size over
anid commercial activity.™ The physical expansion of cities is the next 10 to 15 years, with

driven by economic growth and greater numbers of merjor inflications for the
residents, which in most developing countries nowadiys ERrenment, social

arise more from internal increases than from rural-urban relationships and commercial
migration. In many locations, the physical availability of actimity.

urban land is relatively constrained, but good planning and
appropriate policies can mitigate conflicts and congestion
in most circumstances,

It may seem paradoxical that the dismal urban conditions
apparent in many developing countries have not stemmoeed
the How of migyvants from rural areas, but urban consumers
do benefit from city life in vanous ways, One of the main
attractions is the expectation of an improved life compared
with the opportunities offered in rural areas. While the
improvement may not come immediately, perhaps not even
for a genemtion or more, itis a strong motivaor of rural-
urban muIgTaton. In addition, throughout the developing
world, urban dwellers have greater access to such necessities
as piped water, sanitation and health care services than
people living in rural arcas.,

In city planning and design, attention must be paid o
essentials such as the location of wholesale and retail
miarkets; modes and efficiency of ranspori, both for goods
and people; parking space for trucks and cars around
markets; access 1o utilities and waste disposal services; and
accurate information — destined for buvers and sellers alike
- on the prices, quantites and quality of food. Planners will
also have o recognize where and how much urban food
insecurity exists and address the problem with specifically
lormubated programmes. These are some of the issues faced
by local and national anthorities oday as their cites head
towards the twenty-first century,

FOOD SUPPLY AND DISTRIBUTION CONDITIONS
IN URBAM AREAS

In order to reach urban consumers, food passes through a
variety of marketing, negotiation and organizational
systems. A nseful distinction can be made between the
traditional steps involved in bringing food o consumers
and the delivery systems developed more recently, The two
differ both in the level of technological and financial
capital required and in who has access to L

&9
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Box 2

BUYING FOOD IN CITIES
Fictional story of a poor urban consumer -
issues at stake

MNow that | am living in town, | have to buy my food With my
small income, | have lictle choice but to buy the cheapest food
| can find — once 2 day, Meat! The only chance | get to eat
meat is whaen it has been used to make a sauce, which It ance
a week ar the most.

At times, | have so lictle money that | simply cannot feed my
family. They. have to fend for themselves, while | buy street
foods or visit my cousin who has a job and who can go
home for dinner. He will not deny me food.

I hear from many pecple that my children should eat salad
and vegetables, but | cannot afford them

It | had enough cash to buy a refrigerator | could buy larger
quantides of food and save money by making bulk purchases
and storing fresh or cookied faod — plus we would not have
to eat everything immediately The problem js that all my
refatives and friends whio visit me frequently would help
themselves to my food stores

When | want ta buy fish, meat. vegetables or frult, | must go
o the market very early in the morning before the heat rulns
the food and thousands of flies land on ic.
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Consumption
limited by low
incomes

Street foods asa
low=-cost food source
- extended family
obligations leading to
high-cost individual
consumption

Poor access to
micronutrients,

especially for
children

Poor people forced
to buy food at higher
prices - economies
of scale are out of
reach

Markets as a source
of consumer health
problems
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I don't mind going to the central market because | mest
people there and the food is often cheaper. But the market
looks like a mud puddle, there are flies everywhere and the
vogetables and fruit are sometimes rotten. | wish | could buy
food for my family frem a cleaner place, but there Is no other

| nearly had a fight recently with a market wrader who tried to
cheat me on the weight of the rce | was buying | know they
will try, but this time |t was really too much. Only the other
day, | bought a packet of biscuits but | fele sick as soon as | put
ane in my mouth. Checking the expiry date, | saw that it was
two years ago! The problem is that consumers can da nothing
agamnst these frauds:no.one listens.

The market is ahways full of people Yyhen they need to go to
the toilet. they hide behind a wall ar a heap of boxes | have
o do the same as well because there are no toilers o be
found. and | very much doube that people wash their hands
before touching the food again

When | want better guality or more choice, | go 1o the
abattoir or fish market and to the special vegetable smll near
the market gardens. If | had 3 market or a shop with cold
storage next to my house, | could save on the cost of
ransport

Our local marker burne down last week and | now have to
wialk to another one on the other _ilde of town Mot only has
this markee put jts prices up since the fire at ours but just
gerting there also means more money and time spent.

Inadequate market
malftenanes

Commereial frauds
and little consumer

power

Poor hygienic
conditions

Inadequate retail-
level availabilicy
leading to higher
CONSUMEr prices

Poor market

operating practices
leading to accidents

= POOr CONSUIMEers
particularly affected

Ti
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There used o be an old lady at che market who was very
knowledgeable about ways of preserving and cooking foods
that do not keep long: She also knew when foods were good
and safe to cat. As one of her many customers, | learned to
experiment with new dishes and vary my childrens diet, while
-abso saving a lot of money. Unfortunately, she is no fonger
there.

On certain oceasions we like to prepare the dishes we used
1o et in our villaga. It is important for us not to lose this part
of our rradition but becawse these dishes require specific
ingredients that are not easily found in the city. | have to visit
saveral markets in the town

Sinven Progromme es Feod Sopehy anil Disiribios, ta Chiah, BAD Markmimg and Rumal

71

Private traders
offering a useful
service and advice to
CONSUMTErs

Limited food
avallability impeding
traditional, often
healthier,
consumption
patterns
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The vaditional sector comprises wholesale merchants
{wholesalers, transporiers, dealers) and recail operaiors

{aitiall H-hl}ph:rprra, market retailers, street sellers). The
modern sector consists of Lirge, vertically integrated
distributors and agro-industrial supply networks (which deal
especially with animal products) and national or
mternational rading companies.

Most of those involved in transporting, markering and
distributing food in cities are private businesses and
individuals. They bring food supplies into cities, conduct
wholesale to retail ransactions, negotiate prices and assure
adequate quantities to meet demand. The role of the
public sector in supply and distnbution operations varies
from country to country, but (s generally declining across
regions of the world becanse of prvatization. The
involvement of the public sector tends (o be the provision
ol infrastructure: roads, storage facilities and public
markets — both wholesale and retml. Sometimes the public
sector provides credit for specific acnvities,

Shortages of [ood occur in a city for many reasons, the
most cammon being agricultural supply shocks and
emergency conditions of civil unrest or war which
interrupt food production and /o disrupt the channels
for gerting food o marker. Under normal conditions, the

Trenrusportingg food fo wrben
iirkefs

A S Lankan man tramsports
coconuts by bicvele o sell in
the cine Farmaers use many
mvethods o ke food o urban
wholesile and repl markes

Muost eperaios in the
mrrketing and distribution of
food i cilies are private
businesses and individualy,
The role of the public sector is
penerally declinmng because of
freioatization.
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A lack of elean water and
wakhing facilities creates
urEmiary conditions for

strectfood vendors in urban
1y ril
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marketing and distribution system in a city can supply
tood m a tmely and regular manner 1o meet the needs.
of the population, However, inefficiencies and service
breakdowns do occur with great frequency in many cities
of the developing world. When they oceur, even though
the effects may be localized or temparary, it is the poor
who sulfer as they must spend more time or money to
acquire the food they need.

Problems of food distribution at the wholesale level
The problems affecting urban food supply were identified
years ago.™ Much of the food bought by urban consumers
passes through wholesalers, who purchase food from
praducers and traders and deliver it to retailers. In many
cities i developing countries, wholesale markets are not
well maintained or managed, and are often oo old and
oo small to meet the needs of the growing community.
The problems range from lack of coordination among
wholesale traders, to prices that vary widely across the city
with little systematic information available, to very
congested - and sometimes unsanitary — locations for
conducting husiness,

The situation is parucularly alasming in cities where
there is inadequate infrastructure, as is the caze for many
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Alrican cities.™ Wholesale markets in this vegion are often
spontaneously formed groups of wholesalers dispersed
across the city and lacking physical facilities, One can find
concentrations of wholesalers close to, or even within, large
central retail markets, at the discharge points of roads
entering the urban fringe, or grouped within urban open
spaces used as storage areas. In Dakar, the two main
“wholesale markets™ tor fruits, vegetables and roots and
bers — Thiaraye Gare and Syndicat markets - are located
in places where retail products of various kinds are being
sold. About 400 (00 ronnes of food are handled annually in
these areas, mostly directly an the roads around the
markews. Sionilar situations are found in Abidjan, Lagos and
Accra,

I many Asian and Latin American countries, the
creation and expansion of wholesale markets has lagged
behind the growth in urban populations and merchandise
flows, resulting in overuse of the existing markets. As a
result, the storage facilities are not large enough o
handle all the tood brought in, the refrigeration systems
are overtaxed and food cannot be conserved properly,
there are far too many vehicles for the parking and
loading spaces, and hygiene and safety problems ensue,
The combination of all these conditdons causes high food
losses, the costs of which are imposed on consumers. The
wholesale markets are still often located at the very centre
of cities where they originated when the city was smaller.
The heavy vehicle and foot waific around them causes

traffic jams, while the waste production and water use lead

to environmental damage.

Following marketing liberalization in a number of
countries, notably in Africa, former singlechannel grain
marketing outleis have been replaced by a multitude of
smiall traders at both the wholesale and the retil level,
Markets, which were already overcrowded handling only
horoculiural products, are now handling increasing
quantities of grains without having the necessary space or
facilities to handle them effectively, with the result that
losses cansed by exposure 1o the elements are at
unacceptable levels.

New wholesale markets were constructed in many
growing cities during the 1980s in response to the
problems described above, In Mexico City and Buenos
Alres improvements were made in food marketing (betier
physical conditions and quality of products, more

Wholesale markets in Afriea
growgps of wholesalers who lach
dispersed across the city
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It is wod uncensmmon for a few
lavge wholesalers to have
eligopolistic power in pricing
Jooud b vetenilors.
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accurate information on prices, etc.) and in the irafhc
flow. However, new markets, at both the wholesale and the
retail level, sometimes fail owing 10 inadequate
cansideration of wholesalers” needs, and lack of
coordination berween the public sector and wholesale
operators, Curously, they may remain empty as merchants
refuse o move ta them: One reason is that they may be
focated in areas of wown which are out of the mainstream,
In Buenos Aires, for example, a new wholesale market for
fruits and vegetables located far from the urban centre
has created a new layer of transport intermediaries
beiween wholesalers and traditional small shops, The
retailers can il afford the transport costs to the market,
nor do they have the finances to buy in bulk 1o save on
the number of trips needed.

In addition, the larger wholesalers may resist moving
because they bear losing their dominant poesition established
over years in the existing marker configuration; and the
rents charged in the new markets can be set too high for the
saller operators.

Even well-planned and welldocated new markets da not
resolye all the existing problems of wholesale tood markes
i cities, It i not uncommaon for a few large wholesalers 1o
have oligopolistic power in pricing [ood (o retailers. Since
the wholesalers often act as creditors 1o their retail
custoners who lack sufficient working capital, they can
make ditterent deals with each. The result s lack of
ARsparency i transactions, often exploitative relationships
and inefficiencies.

The management of wholesale markets, generally the
tomain of local authorities and public organizations,
can be a particular problem: The market authorities
lack professional training and may not have good
communication with counterparts in other areas of
the city, nor with supply channels from the peri-urban
and rural areas. They generally fail o achieve the
standards of efficiency obtained in the modern
commercial sector,

Problems of food distribution at the retail level

Retail food distribution is highly adapted to serving the
needs of different customers. The primary activity involves
providing a convenient location where customers can go
and select food with a variety of choices, where they have
canfidence in the mailability and guality of food, and where
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they have the means of purchasing their food either
through cash or credit. The poor generally purchase their
food at local shops or marketplaces near their homes. Such
shops consist of small family enterprises with very linited
capital {generally self-financing) whose owners and
mianagers have lule qualification and taining. Middle- and
high-income consumers are shopping increasingly at
modern supermarket facilities, identical to any that would
be found in Xarth Amencan or lirge European oities,
employing modern technology and having access (o credit
from banks and suppliers,

The dichotomy between small shops and large
supermarkets is most olwious in Latin America, where food
distribution evolved during the 19705 in response 1o the
urbanizaiion thai occurred during the 19605 By the early
1990s, large supermarkets accounted for about 30 percent
of the reiall siles af food in most Latin American cities
Because of their locaton in the cenual and residential
areas, as well as the extensive vanety of products offered,
these swores offer high levels of service o middle- and high-
income groups. The traditional retail sale systems have
remained in the poorer zones and have responded w their
constantly expanding needs. This polarization is typical of

The dichotomy between smell
shiofrs mnd large supermarkets
ix anposd oborowy i Lol
America, where food
distribiction evolved durmg the
19705 it response o the
nrivanization of the 96,

Lirbinr Fﬁu”‘ﬁiﬂi irrrdel

Chrgandoed, well-functsming
retadl fond markes provide
jeeroed jorbs Bor urban dwellers
Al aeciess T foodd s
rexuonihle |H'C|I.'I|Zi.
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The sivong refinnee on sireel
foods is driven by changes in
the wrbran way of life as well
as urban poverdy.
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Latin American cities, but is found muoch less in other parts
al the developing world.

I many cities, new retail markets have not been built fast
enough to meet the needs of growing urban populations,
nar has the capacity of existing markets kept pace with the
increase in the number of vendors. These two factors
together account for significant congestion, disorganization
and unhealthy situations in the existing facilities. As a result,
both new and existng markets are not often well equipped
with basic infrastructure (water, electncity, dramnage) and,
when present, such facilities work inefliciently. Storage and
refrigerated rental areas are rare, As with the wholesale
markets, retail market management is often poor, and it is
not uncommon for shopowners 1o face illegal taxation and
callusion between market auhorities and the larger
buasi pesses.

One recourse of market vendors to compensate for
lack of space has been o create “spontanecus markeis”
whierever pnuihh: near consumers. In Dakar, three-quarters
of the retail markets are spontanecus markets, while in New
Dielhi this type of market accounts for 60 percent of all fruit
afitl vegetable markets. In Lima, out of 306 markets
surveyed, only 72 operate in established municipal market
tacilities, while the rest have arisen spontaneously, often
near slums where there are scarce public facilities.

A strong reliance on street foods is another characterisiic
of urban food distribution systems, driven by changes in the
urban way of life (the need o commute 10 a distant working
place, the development of women’s work outside the home)
aswell as urban poverty. Thus, the importance of sireet
foods vares according 1o social and economic patterns in
the aies. For instance, street foods represent 20
25 percent of household food expenditure in Bogota and
Caracas, but only 6 percent in Buenos Aires.™ In Africa,
where there are fewer large restaurants or public Facilities

for eating, consumption of street foods is widespread and
Erowing,

Higher costs and inefficiencies increase consumer prices
Several factors which add 1o the coss of detivering food
commonly exist in developing country cities, thus raising
consumer prices. These mnclude market farlures that can be
corrected and actaal increases in costs owing 1o the difficuls
conditions of urban food systems. Among the causes of
additional costs are:
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® an absence of market ransparency combined with an
aligopolistic control by a small number of wholesalers;

® alack of scale economies along the distribution system, in
particular limited financial capacity;

® higher ransport costs compared with locally produced
food m rural areas;

® high physical losses at all levels of distribution:

® the common occurrence of corruption and biribes
imposed on market sellers;

® compensation for the risks incurred by wholesalers as
creditors w many retail operations

The general economic condinons within a city also
alfect the efficient functioning of wholesale and retail
markets. Public authorities often claim that the multiplicity
of intermediaries in urban food distribution is the main
reason for the high prices of products, Yet. authorities are
olten reluctant w promote modernization of the
distribution channels, since traditional systems are
impartant sources of employment. As cities develop,
modernization of this sector brings greater specialization
among the markel intermediaries. as well as the
introducnon of new technologies (refrigerated
transportation and storage, information systems thar wack
inventories, etc. ). This evolution is most apparent in Latin
America, where food marketing is olten done by a more
limited number of commercial enterpriscs.

IMPROYING FOOD SUPPLY AMD DISTRIBUTION
EFFICIENCY INTHE CITIES

Ceneral improvement of the supply and distribution systems
has rarely been seen as a policy priority in most developing
countries, Policies have focused instead on subsidizing basic
foodstulfs, and on direct food distribonon programmes for
poor populations. Specific steps can be taken to address the
efficiency and equity of food distribution in the cties. They
include:

building facilines and physical infrastructure;
establishing partnerships between the public and the
privale secion

improving credit availability and access;
strengthening relationships with producers:
mmpraving the mstitutional environment;

changing perceptions i the public sector.

As e develap, modernized
Sood distribution chammels
and bring greater

Gereral wiprovene of food
supply and distribution
systerns s rarely been seen as
a policy priority in most
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Creating facilities for wholesale and retail markets
Improving food supply and distribution systems requires
infrastructure for both retail and wholesale markets. New
markets should be carefully planned o detenmine the
location preferred, the products and operators invalved, the
types of insmllation and services required, etc. These aspects
must take into account the linancial cipacity of the users in
order 1o artive at a realistic bevel of charges that will enable
repayment and maintenance of the market facilices. Other
key issues are the organizational rules, the management of
the market and the eriteria for allocating spaces. At the
central level, urban planners must examine food supply Hows.
This information is crucial for asessing the amount and
allocation aof the financial resources required for building or
improving large infrastructures (daughterhouses, wholesale
markets, truck stations, tunk roads, et ),

Local food traders and their organizations have their own
role to play in planning for growing urban areas, They must
establish new retail markets especially in poorly served
rones, modernize those already existing, increase their
capacity, improve structures and services, reformulate the
management rules, and reserve areas for the different
commercial and transport activities involved in urban food
distribution. Planning and urgmﬂzulimu] elfors are
inellective when their implementation is hindered by a lack
of training and information, as well as the uncertainty of
acquiring space for a specific function such as a commercial
activity. Consumers and their representatives should be
tnvalved in developing imaginative solutions to distnbution
and access problems,

Involving the private sector and developing new
partnerships

In most developing couniry cities, local rraders'
organizations have assumed the role of building facilities
and organizing markets which had formerly been
perlormed by the public sector. However, large
infrastructures such as wholesale markets o1
slaughterhouses can rarely be financed by private funds,
given the very limited resources anel conflicting priovities
tor the market. Thetelore, other private secior actors and
public agencies must be encouriged 1o participate in the
financing and management of the facilities. Such support is
often available 1o create facilities for export activities
{storage, warehousing, transport equipment), and should



similarly be extended o investment in infrastructure and
services for urban food supply.

One of the most important aspects is harnessing the
cooperation of all the relevant actors, including users, the
public sector {authorities responsible for imfrastructure and
utilities) and the private sector (food colleciives, trade
associations. banks, traders, etc. ).

Government involvement should be well defined. One
mistake 1o be avoided 1s the former tendency 1o overbuild
elaborate and expensive facilities instead ol more usable
and appropriate ones. The public sector role should assure
the viability of markets {providing for transport networks,
water, electric power, drainage) and should encourage
participation of users (wholesalers) in the financing of
siperstractures (outhouses, storage faciioes). One way 10
develop needed support struciures might be 1o finance
them with bonds that could be paid off over a long period
through moderate charges (o users. Similar measures can be
applied to retal markets, in cooperation with rader
AssOCIALONS,

Improving credit access

Lack ol access to credit is a major constraint for all those
invalved in food supply and distribation. Bank credit is
generally imited o the commercial sector invalved in
impaort and export actvities. Greater hiquidity and finandial
support must be made available [or the commercial ood
sector through private bank participation. This will require
giving attention to the special problems of agrculiral
markees (instability, nsk) and adapting normal credic and
collateral practices to them.

The lood supply systems of urban areas need o adopt
modern technology as it becomes available. This can be
done while retaining the small shopkeeper orientation of
the mraditional sector. Sustained action is needed in the
areas of credit and technical assistance with the
participation of local chambers of commerce and business
organizations. Among the potential approaches would be
for public authorities 1o support private sector credit
provision by guaranteeing loans for modernization in the
sector, or by performing inital screening of loans or
offering guidelines for applicants and thereby reducing the
administrative costs of processing loan applications.

These experiences must be analysed and implemented
through careful undersianding of the local context and

Urban food supply systems
need to adopl modern
technology as it becomes

avatlable, and this can be

done while retoteing the small
shopkecper orientahion of the

tredittoned seclor
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One of the maor roles for
government in food supply and
distribution is monitoring e
enforcing food safety and
quality requirements
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needs. An example is the new commeraal centre opened m
Nouakchott, Mauritania, in late 1997 by a women's
enterprise. lis creation was supported by a government
effort to increase female access wo credit for
c;lutprcunrumhip."'

Reinforcing upstream producer organizations
Competitiveness in the wholesale food trade is an important
factor in achieving an efficient pricing system. One way 10
increase competitiveness is for producers’ organizations o
use their negotiating capacity effectively in marketing their
products w wholesalers, When they maintun a presence in
the wholesale markets, they obtain marker price and supply
mfarmation efficienty and reliably ™ This helps them have
same market power in dealing with wholesalers, as well as
helping them adjust their planting, harvesting and pricing
decisions appropriately to respond to the market
requiremenis,

A favourable Institutional environment

While local naders” organizations can play a major role in
the organization of food supply in their cities, the action of
governmenis is decisive in creatng an institutional
environment conducive to the efficient marketing of food
products. The sound organization and modermization of
supply and distribution channels reguires a coherent aned
transparent legal framework that clearly defines the rights
and obligations of the various contractors.

Regulatory authority for food supply and distribution is
often scatered among different agencies which do not
coordinate their efforts. These efforts need 1o he
harmonized and reinforced. One of the major roles for
government is monitoring and enforcing food safety and
quality requirements.

Raising consciousness and changing perceptions in

the public sector

Local authorities are still inadequately aware that improving
food supply and distribution systems, from the physical,
organizational and financial viewpoints, has an impact on
the whole functioning of the cities and on the living
conditions of their populations. Resources are scarce and
the pace of urban growth increases the wgency of the wsk.
Difficult policy choices and considerations confront local
muthorities: establishing priorities, justilying expenditures



that may benefit a group of citizens in the name of the
interests of all and assessing the political benefits of a given
choice. Priorities are necessarily different from one ity 10
anather and one country to another, depending on the
general level of development and the existing structures
and facilities. Nevertheless, it is widely apparent that both
public and private actors need increased awareness of the
conditions and problems of food supply and distribution
systems in these cities. Thus, they need both the
mtormanon and the tools for decision-making,

Opportunities for greater coordination exist among
national and municipal agencies. Agriculture ministries are
not invalved in urban activities and are inclined (o see farm
producers as their primary consttuency. Yet, they should be
aware that urban demand cannot act as an engine in
agricultural mansformation without adequate supply and
distribution channels. They can play a fundamental part in
organizing agricultural supply channels and improving
marketing of the products through the provision of
information and the assumance of an adequate basic
infrasiructure. Improved supply lines will also improve
returns 1o farmers, National agriculiural marketing services
generally ignore the functoning of food markets as they are
more mterested in the modern impornt/export and
distribunion sectors. The converse is true of municipal
authorities who are inclined 1o see food as an economic
issiie for rural intevests and orient their planning efforts
towards modernization and upper<iass needs,

Itis therefore necessary o make these different actors
more aware of the importance of what is at stake in feeding
the cities, o involve them in a global strategy and o
determine the responsibilities of each of them. It is
important o install or reinforce institutions for cooperition
that involve politicians, administrators, traders, merchanis
and echmcians at different levels (state. region,
mumcipality) .

Implementing a global strategy to address urhan food
stipply and distribation problems requires an important
public investment in information and reinforcement of
technical competences at all levels. Donors and
international organizations can assist this effort in several
ways, For instance, improving information available to, and
the competence of, urban managers can be a major field of
intervention in suppon of decentralized development.
Another example is support to improved policy

Warld reviaw
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formulation, strategy and programme development to
improve urban food supply and disiribution systems, such as
that provided by the FAO subregional programme Food
Supply and Distribution in Fraucophone Africa and that
eivisaged under the imerregional Food Supply and
Distribution to Cities programme.
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Integrating fisheries and agriculture
to enhance fish production and
food security

INTRODUCTION

There are manifold interactions between fisheries and
agriculture through the common use of land and water
resources and concurrent production activities to support
rural village communities and supply urban areas with the
needed quantity and vanery of food. Such interactions
extend to the institutional sphere, as fisheries and
agriculture often fall within one government ministry,
Improved integration between the two sectors is therefore
an important means for enhancing fish production and
food security. The term “Aslieries” is hroadly defined here to
nclude the capture of wild fish stocks frorm inland and
marine waters, the capture of fish stocks that have been
enhanced through socking and other measures and various
types of aquaculiure. The most direct interactions between
agriculture and fisheries occur where these two sectors
compete for the same kinds of resource, especially land and
water, and where measures mmed at higher agriculiural
production can alter natral fish hahitans,

At present, the reported capture fisheries production
from freshwater ecosystems, including rivers and lakes, is
about 7.5 million tonnes. Actual catches, however, are
believed 1o be significanty higher and could be as much
as double the reported statistics.™ Em::pl for some
indlustrial commercial fisheries in the great lakes of Africa
and North America, most inland capture fsheries are
small-scale by nature and much of the catch is destined
for local consumption. Inland fisheries activities are often
undertaken by farmers during the agricultural lean season
when they provide needed food and income. Thus, the
significance of freshwater catches for food security far
exceeds what recorded production figures alone might
suggest. The importance of fish, particularly in the diet of
rural communities, can be judged by its conmribution 1o
total animal protein intake. In many Asian countries, over
cnie-hall of amimal protein intake comes from fish, while
in Africa the propordon is 17.5 percent. Moreover,
recreational fisheries in inland waters are gaining more
economic importance i Asia, Europe and North and
South America, where they serve as valued tourisi
attractions

Imfsroved integration befueen
Jisheries and agriculture is an
i proriant means for

Jood security,

In sy Asian counbries, coer
ome-hall of animal frotein
tntake comes from fish. In
Africa the profortion is

17.5 prereent,
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Aguarnliure 15 owe of the
world s foxtest-growing food
fprroduction sectors, froviding
an anproriant substitile for
stagnating yields from wild
Jfish slocks.
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In spite of their nuiritional and economic importance
and their significant luture development potential, inland
fisheries Lindings relative 10 outpuis from other fishery
production systems have been waning over the past few
decades.” The diminished role of inlind Asheries has o
some extent resulied from physical and chemical changes in
the aquatic environment, brought about by agricultural
practices such as damming, wetland reclamation, drainage
and water abstraction and transfer for irvigation, Recent
expenence has shown that these environmental changes are
often reversible, in which case fisheries habitats can be
restored without compromising agricultural prmim:t.inn- In
ather cases, changes can be anticipated and planned for in
a way that enhances fishenes potental beyond natural
productvity, The full range of fisheries enhancememn
technigues — including stocking, the modification of water
bodies, fertilization and the introduction of genetically
improved species = can only be realized when human-
incluced changes are planned and implemented inan
mtegrated manner that prevents harmiul effects on Gsheries
resources and their habitats,

Aguaculiure is one of the world’s Fastest-growing food-
producing sectors, providing an important supplement 1o
and substitute for stagnating yields from wild fish stocks,
The importance of aquaculture for future food security was
acknowledged by the 1996 World Food Summit, which
agreed "o promote the development of environmentally
sound and sustainable aquaculivre well integrated into
rural, agriculiural and coastal development™ Over the last
decade, aquaculiure production increased atan average
compounded growth rate of nearly 11 percent per annum.
By 1996, total anmial production of cultured fish, mollases,
crustaceans and aguatic plants reached a record
H. 12 million wnmes, valoed at $46.5 billion. Of special
importance is the fact that more than 85 percent of total
aquaculture food preduction came from developing
countries, and in partcular from LIFDCs. Production within
this group is concentrated in Asian countries, with China
being by far the largest producer.

Annual aquaculture production is projected o exceed 40
million tonnes by 2010, Much of this increéase is expected 1o
come from the farming of fish and erustaceans in ponds,
enhanced production in small and medinm-sized water
bodies and integrated fish and crustacean tarming,
primarily with rice but also with vegetables and other Crops
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as well as livestock. Efficiency in the use of water The efficient use of water and
(particularly freshwater) and land resources is becoming a fand resources 15 a crucial
crucial factor in sustaining high growth rates. n many areas  factor in sustaimteng fugh
where aquaculture has rapidly expanded over the last growth rates in production.

decade, there is growing pressure on limited land and wates
resources, and planning for integrated fisheries and
agricultural development is therefore of the utmost
impr:rl,;mn;g-.

THE BENEFITS OF INTEGRATION
The overall objective of integrating fishenes and agrcuiwre
is to maximize the synergistic and minimize the anfagonistc
Interactions between the two sectors. The former are mainly
derived from the recycling of nutrients arising in the course
of agricultural, livestock and fish production processes,
from integrated pest management IPM and from the
‘optimal use of water resources,

Antagonistic interactions anse from: the apphication of Synergism between fisheries
pesticides and herbicides that harm aguatic living and agriculture mainly derives
organisms; the eutrophication of inland water bodies and [froan the recycling of nutrients
near-shore coastal waters caused by nutrient runoff (afier arising duwring production
excessive or inappropriate chemical ferulizer application); frrocesses, fram IPM and from
il erosion, which increases the sediment load of natural the aptimal use of water.

watercourses] alterations to the hydmological regimes of
rivers, lakes and other natural water bodies; drainage
of wetlands and swamps: and the obstruction of fish
migration routes,

The benefiis to be gained from maxamizing and
minimizing synergisic and antagonistic interactions,
respectively, are examined in the next section. Following
this is a discussion on how instinutional constraints can be
overcome at various levels to achieve a better integration of
the v sectors.

Optimal nutrient use through by-product recycling
Agricultural by-products; such as manure from livestock and
crop residues, can serve as fertilizer and feed inputs for
smallscale and commercial aquaculture. After availability of
freshwater, the existence of livestock and agricultural crop
production systems is the princpal factor influencing
aguaculiire potential in countries and regions.”

Resource scarcity is commonly the overriding incentive
directing technical and institntional change wwards higher
levels of efficiency. Sophisticated wechnigques and
institutional arrangements for Managig nesonince use cGin
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Integrated fish, hrestock
dates back fo more than
2 400 years age.

In India, integrated ricefish
systemes combimed coith
wegetable or fruit craps haee
bewn reported to improve
econoirie beneftls tuelvefold
over fraditional rice farning.

B3

be found m areas of both high and low populauon
densites, depending on the abundance of resources. Tn arid
areas with a low population density, for example, complex
swstems for the allocation of scarce freshwialer resources are
known o have existed for centuries.”

Integrated farming in China dates back 1o more than
2 400 years ago, when it involved a complex complementary

system mmhiniug fish palyculture wath poultry, livestock

anel crop production and the integrated use of manure,
wrass and other crops as feed and fertilizer” While the
scientific foundatnons of these systems, as well as thewr
regional diversity, have yet to be fully understood, there is
no doubt abourt their high level of efficiency, parncularly
regarding the use of natural resources.

Rotational Farming of rce and shrimps has a long
history in the intertidal zones of Bangladesh, India,
Indonesia, Thailand, Viet Nam and other Asian countries
In the vaditional system, natural stocking occurs as tidal
water 15 let into the Aelds. Over the past 15 years, shrimp
culture yields have been increased through stocking, the
control of predatory species and limited feeding and
fertilization. In wellmanaged systems, the rotational
cultivation of rice prevents the accumulation of excess
nutrients in pond soils while also increasing yields and
reducing fertilizer costs. The simultaneous culture of fish
and crustaceans with rice often increases rice yields,
particularly on poorer soils and in unfertilized crops,
probably because the fertilization effect of fish is greatest
under these conditions,

Clobally, integrated farming systems are receiving
increasing atention. In Argentine, Brazil, Haiti, Panama
and Peru, the technical feasibilivy of rice-fish farming is
being studied. Concurrent and rotational cultivation of fish
and crustaceans with nce are also attracting interest in
cconomically advanced countries: in Louisiana in the
United States, about 50 000 tonnes of highaalue ceayfish are
produced concurrently with rice; in Spain, current crayfish
production in rice-fields is in the order of 5 000 tonnes and
the potential of tilapia-rice cultivation is being explored;
and in ltaly, the University of Bologna is examining the
revival af fish-rice cultivation tor ecological and economic
reasons after it had been discontinued during the Second
Waorld War

The extent of potential efficiency gains from integrated
tarming systems may be gauged by a report of the Indian
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Figure |9

RICE-FISH AREA AND FISH PRODUCTION IN CHINA

Thousand hectares 10 000 tonnes
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& FRice-fish nrea
S Heh production
in rice-fields

Council of Agricultural Research citing a twelvefold
increase in economic benefits from integrated rice-fish
systems combined with vegetable or fruit cops grown on
the bunds, as compared with traditional rice farming.*™
Globally, the arez of irrigated rice-fields is estimated 10 be
81 million ha, 90 percent of which are in Asia. At present.
only a fraction of this area is being utilized for ricefish and
rice-crustacean farming, especially in China (1.2 million
ha), Egypt (173 000 ha), Indonesia (138 000 ha),
Madagascar (15 400 ha), Thailand (25 000 ha) and Viet
Nam (40 000 ha in the Mekong delta only). Particularly
noteworthy is the case of China, where rice-fish area and
fish production have moved from very low levels in the early
1980s to over 1.2 million ha in recent years (Figure 19).
Precise area data are not available for a number of other
countries where rice-fish /crustacean furming is known to be
practised, such as Bangladesh, Cambodia, India and the Lao
People's Democratic Republic (see Box 3). In addition 1o
the stocking of hatchery-reared seed, the capture of wild
species is common in many countries where seed is supplied

Source: FAD
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BANGLADESH:
PRAWN FARMING
IN MODIFIED
RICE-FIELDS

0

Had= s

niaturally with water intake. In Thailand, for example, vald

fish capture is carried out on nearly 5 million ha of rice

Felds, "

Integrated pest management

Generally, integrated pest management (IPM) practices are
recommended for nce-fish farming. The use of pest- and

The cultivaton of freshwater
prawns in modified rice-fields,
referred to as ghers, is a recent
development in Bangladesh and
one which was genuinely
originated by farmers. Ghers
are often constructed in besks,
the |ocal term for seasonal,
open water bodies which often
encompass low-lying
agricultural land They are also
formed by adapting existing
rice-Relds. The fields are
stocked around May with post-
larval pravwns, and these are
usually harvested from
Movember to January. Rice is
generally cultivated in the
central plateaus of the ghers
during the dry seasan from
February until May. Fish are
usually farmed with the prawns
but are harvested throughout
the year.

Prawmns are a highly valued
product on the international
market and thelr production
therefore has the potential to
Increase subsistence farmers’
incames considerably
However, there are certain
consoraints that need to be

overcome, including a lack of
basic knowledge regarding
prawn and fsh culthvation
methods in gher environments;
an insufficient knowledge of
[P and rice culovation
techniques compatible with
prawn and fish cultivation; the
need for the development of
lower-cost prawn feed 1o
reduce the current, heavy
dependence on natural,
decreasing supplies of snalls
whhich have been the smndard
feed since the inception of
prawn culthvation in gher
SYSUETIS: ACCess T lower-cost
and high-quality post larvae
from prawn hatcheries to
reduce what is almost a totl
réllance on wild post larvae at
present; the development of
mathods to maximize use and
income from dykes; and
improved financial planning and
management silis

Thess wnd cabar ssuss will be gaplorml by
& CARE-funded project entitled Grautar

Oiptiand for Local Developesent from
Apasridnee (GOLDW)
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diseasevesistant rice vaneties 1s encouraged 1o minimize the

use of pesticide. In rice monoculture, the chance of pests
reaching a population level that economically justifies
definite contral action is usually low, and the potential
meome 1o be gained by integratng Osh production shifis
the economic threshold o a level that is even less likely wo
Justify pest conwrol. From the point of view of IPM, fish

Baox 4

THE LAO PEOPLE'S
DEMOCRATIC
REPUBLIC:
RICE-FISH FARMING

The Lao Peoples Democratic
Republic has extensive water
resources in the form of
rivers, lakes and wetlands.
Fisheries and the collection of
aquatic animals during the
FAINY SE3SON Ire Mmajor
activities and fish s an
important part of the natdonal
dier. Rice cultivation is
widespread in rainfed,
irrigated and terraced fields,
Usually one crop is culdvated
per year alchough, in Irrigaced
Areas, two Crops are possible.
In upland rainfed fields,
bunds are often raised to
mcrease water depth for fish
culture. In some cases, a small
channel is constructed 1o
facilitate capeure. I the
Mekong River plain, rice-fish
farming is practsed in ramfed
rice-fields where 30l are
relatvely impermeable and In
irrigated rice-fields that offer
ldeal conditions for fish
culture. As is the case
elsewhere, there are fow
relable data avallable
concerning production levels
from rice-fish farming bue

annual production volumes of
125 1o 240 kg per ha have
been reported for upland
rice-fish systems, Carp, tlapla
and other species cultured in
this system are mainly
produced for home
CONsUMpLion.

While rice-fish farming is
popular with farmers, certain
constraints need to be
addressed; pesticide use nesds
to be reduced through IPM
practices and the availability of
fingerlings should be
improved, a5 must armers’
access to credit

7l
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From the point of view of
IPM, fish culture and rice
achivities beeause fish reduce
frext frofrila i,

¥ 4

culture and rice farming are complementary activities
because it has been shown that fish redoce pest populations.
In Indonesia, evidence from the Intercountry Programme
for Integrated Pest Contral in Rice in South and Southeas
Asizn shows that the number of pesticide applications in rce-
fields can be drastically reduced through IPM. Such a
reduction not only lowers costs but also eluminares an
important constraint w0 the adoption of fish farming. With
savings on pesticides and additional earnings from fish sales,
increases in net income on nce-fish farms are reported w be
signilicantly higher than on rice monoculture farms - by
widely varying margans of 7 1o 65 percent,”™

In Viet Nam, recent experiments have demonstrated the
elfectiveness of carp as a means of hiological contral ol
siails, both in rice-fields and communal water reservoirs, In
the Republic of Korea, researchers are focusing on the
impact that indigenous fish species have on malaria vectors
m rice-fields. ™

Efficient use of water resolirces

In economic terms, water use efficiency may be measured
by the net economic benefits attained per unit of water.
Fish and crustaceans are grown in artficial water bodies
such as village tanks, reservoirs and channels whose
primary purpose is water abstracton, storage and
transport for use in agriculiure and/or power generation
and as drinking-water, Engineering details of construction
as well as seasonal water abstraction and wse schedules can
influence the potential of these structures for fish
production, For example, rapid drawdowns in reservoirs
may cause the loss of vital spawning habita, thereby
limiting fish production,

Under irngated conditions, water losses assoctated with
cvaporation and seepage can be minimized by applying drip
irrigation and by storing and tansporting water in covered
or underground struciures. Since such measures impede
fish production, however, the advantages of preventing
water evaporation need w be compared with the economic
and nutritional benefits dertved from fish, Except for in arid
and semi-arid areas, water scarcity and evaporation rates
may be oo low to justify the cost of installing closed systems
and forgoing the opportunities offered by fish production.

Apart from the production of fish, the benefits gained
through enhanced fish culture in reservoirs and channels
often derive also from the maintenance of water quality snd
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the physical functions of these bodies. Stocking with grass
carp, for example, controls aquatic weeds in irrigation
channels, thereby facilitating water Nlow and reducing
evaporation rates doring water transport. Stocking and fish
culture can also reduce human health hazards cansed by
mosquitoes and other nsecis. Moreover, fish can be used o
harvest certain plankton species and aquatic weeds, and
thus indirectly reduce nutrient levels, thereby minimizing
the harmbul effects of estrophication.

Use of biocides

The extent o which fish are able (o wlerate pesticides and The extent to which fish are
herbicides. including their residues, is an acknowledged able to tolerale pesticides amnd
mdicatar of the potential human health hazards associated herbicides is an indicator of
with the use of these products in agriculture. Significant the potential fuman health

advancemenis have been made in recent decades in limiting  hasards associated wth the
undlesived harmibul effects of chemicals applied for pest and  wse of these products.
weed control. In fact, the negative impact of biocides on

fisheries is often cavsed not so much by their use but rather

by ther inapproprate application, which may have wide-

ranging effects on [ish and other aquatic organisms,

Muortality 1s not the only negative effect; equally serious

consequences of biocide misuse include changes in an

organism’s reproduction system, metabolism and growih

patterns, in food availability and in population size and

numbers, etc. IF bocides are applied according o

prescription, the risks for fish and fisheries can be

minimized. Many governments have established lists of

recommended pesticides and herbicides and have laid down

regulations on imports and domestic production, while

extension programmes and training of farmers in their

correct use have expanded. All these measures help to

reduce the risks of pest and weed control for fisheries and

bisman health,

Eutrophication

Nutrient runoff from Fertilized agriculiural fields and wrban
and industrial sewage discharge are the two main causes of
nutrient enrchment of inland waters, near-shore marine
waters and semi-enclosed witer bodies such as the
Mediterranean and Black Seas, The lisheries potential of
mutrient-poor water bodies may initially increase owing o
the enhanced availability of nutrients associated with
agricultural runoff and other effluent, as has most likely
happened in the Mediterranean Sea, which historically has
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Artificial dams, reservorrs,
embantmenis and dhannels
have generaled eonsiderable
econmuic benefits, yet
modifications in hydrological
systemns have alvo redeuced
matural fish populations amd
hewee catches and incomes
from fisfusg.

been a nutrieni-poor water body. Overloading or excessive
nutrient endichment, however, can result in eutrophication,
which may severely affect the reproduction, growth and
stirvival of fish and other aguatic organisms by creating
anaerobic conditions and by causing physical damage and
intoxication associated with the occurrence of harmful algal
blooms. Increasingly frequent occurrences and larger sizes
of harmful, sometimes toxic, algal blooms in coastal manne
waters have caused substantial losses 10 coastal fisheries and
aguaculiure over the last two decades.

Compared with human and industrial sewage discharges,
the contribution of agriculture to nutrient loading may
often be relatively small, but it is not insignificant. This
seems to be illusirated by the experience with Lake
Constance; the imroducnon of sewage water treatment
systerms in the Austrian, German and Swiss communities and
towns amind this lake over the past 20 years has led o a
significant reduction in the lake's nutrient loading. Over the
same period, no significant reductoon i agriculral runoff
has occurred.

Alterations in hydrological systems

Many of the world's large and small rver basins have
undergone major human-induced changes in then
hydrological regimes over the past 40 to 50 years. In some
European river systems, such as the Rhine, control measures
were taken as far back as 100 years ago or more, The
construction of dams, reservoirs, embankments, barrages
and channels for purposes of water abstraction and storage,
fload control, power generton and irvigation have
produced large economic benefits. In some cases, these
changes have also yielded luge gains for lsheries in
reservoirs, such as in Lake Karviba in Africa, as well a8 in
irngated ncefields whose full fisheries potential sall
remains (o be realized in many parts of the world.

In many other instances, modifications in hydrological
svitems have caused drastic declines in natural fish
populations and dramatically reduced fish carches and
mcomes from fishing. In some cases where lish migration
rotes and spawning and nursery areas have been lost,
species have become extinet, In many rivers of Ewrope, for
example, wild stocks of salmon, sturgeon and Allis shad no
longer exist.

Past experiences have greatdy improved scientific
knowledge regarding the short-term and long-term
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consequences of ditferent designs and features of strucoural  Agricultural ecosystens such
alterations to river basin hydrology. This expertise can now as seasonal flosdplains and
bear fruit by preserving the essential ecological features that coastal wellawds provids
sustain wild fish stocks and/or create optimal condivdons for  essential habitat for fish and
lish production in new reservoirs and channels. According serve as reposilories of aquatic
to current ideas in the field of integrated warer resources bindiversity.

management (IWRM), agricultural ecosystems such as

seasonal floodplains, coastal wetlands and estuaries provide

essential permanent or seasonal habitat for fish and serve as

repositories of aguanc biodiversity.” Wetlands are also

important fish nurseries.

Soll and groundwater salination

In general, most culture-based fisheries and aquaculture
acitivities have no or few significant negative environmental
effects and are highly complementary o agricultore.
However, shrimp culmare praciices have been associated with
reduced agricultural yields in certain localites where soil

conditions allowed saline water to seep through Local children fiching from a
embankments and pond bowoms into adjacent felds. In oo hel . Mekpsbenr
addition, excessive abstraction of groundwater for various m Hu-ﬁeﬁ:ﬂﬂ
purposes such as agriculture, domestic water supply, fior bntegrated tee and fish
indlustrial activities and, in some cases, shnmp coluare, is producton.
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Shermp culiure has been
asyocdted unth reduced
agricultnral yields where sodl
conelitrons allow saline weater
fo seep into adiacent fields,
elthough there hiove been
mtteronws expertences of the

heneficinl corxistence of constal

aguaciliure and agriciliure,
eercluding rice-shrimf systems.

Extension and trammyg are
crucial for informed decision-
mukeng; if fermers have the
right skills and access to the
necessary inputs, they will
adafi the farming aml
aquacllure system that is
masi suitahle and
advaniageous for their
specific case.

causing seawster intrusion into coastal aquifers. Appropriate
planming and allocation of land and water resources in
coastal areas can help minimize the degradation of
groundwater and soil quality resulting from salination,
Furthermore, there have been numerous experiences of the
beneficial coexastence of coastal aquaculiure and
agnculiure; for example, the romonal systems of nce-fish
or riceshrimp culture, where advantage is taken of
saltwaterresistant paddy, an abundant freshwater influx in
the rainy season and the opporumnity 1o cultivate
brackishwater aquaculture species.

APPROACHESTO BETTER INTEGRATION

Human resource development and mstitutional
strengthening are widely held 1o be the principal
reduirements for improving integration at the level of
melividual farms and communities, in river basin and
coustal area management and ax the level of sectoral and
macroeconamic policies. At the farm level, attention needs
to focus first on resource use efficiency and the economic
incentives that influence farmers when they decide on
cropping patterns and the use of water, tertilizer, pesticides
and herbicides and other inputs. Next, the emphasis
should be on farmers’ knowledge of available production
and pest management options as well as on their ability 1o
apply these. Agriculiure and aquaculiure offer a large
variety of cropping patterns under different elimatic and
soil conditions. If they have the right skills, together with
access 10 the necessary inputs, farmers will adope the
farming or agquaculiure system that is most suitable and
econmmically advantageous for their specific situation,
Extension and training are crucial for informed decision-
making, and physical infrastructure, efficient input
markets and credit facilivies are indispensable for the
optimal development and integration of farming and
aquactliure systems.

Markets for certain important natural resource inputs,
such as water, and the environment's capacity to assimilate
cifluent are often entirely non-existent or distorted because
of their common property or open-access nature. The
levying of use fees and /or the introduction of radable
rights have been suggested 1o achieve a higher level of
efficiency in the use of water and other patural resources
such as wild fish stocks. Resource management through
such market-based instruments can entail high



administrative costs because of the need o monitor
individual Farmers” resource use and (o instiote well-
defined and enforceable individual user righis. Where
radable rights are applicable, they may reinforce an
mequitible distribution of incomes and assets, especially
where other services (e for credit) are inefficient

The alternative approaches of comanagement and
community-based management of common property
resources have recewved increasing attention in recent years
because of their assumed greater efficiency and prevention
of undesived distributional implications. Factors that users
themselves have identified as being important for successful
resource management include: small group size, which
facilitates the formulation, observance and monitoring of a
callective agreement; social cohesion; resotrce
characteristics that facilitate the exclusion of ousiders; and
visthle signs of successful collective management.” These
factors could well apply to a number of fisheries in
reservoirs and other small water badies, where the potential
for sell-management, however, is not utilized becanse
respansibility iz not delegated w the local level and
callective rights are not sufficiently protecied. Similar
favourable conditions exist in many other situations, for
example for resources such as water and mangrove [orests
where, again, the potential for elfective management has yet
10 be realized, In additon to the recogniton of commaon
rights, community-based and joint management need
support through extension and training services aned
scientific assessments of resource abundance.

Al the level ol river basins and coastal areas, integration is
aimed at managing sectoral components as parts of a
functional whole, explicitdy recognizing that management
needs to focus on human behaviour, not physical stocks of
natural resources such as fish, land or water. Integrated river
hasin and coastal area management emplovs a multisectoral
strategic approach to the efflicient allocation of scarce
resources among competing uses and the mummization of
unintended natural resouree and environmental etfects ™
Land use planning and zoning, together with
envirommental impact asessment procedures, are vital wools
for preventing the occurrence of antagonistic intersecioral
interactions and for fostering synergistic and harmonious
development while preserving ecosystem tunetionalities.
The involvement of fisheries agencies in these activities
therefore Is absoluiely esential,

Wirld revieas

At the level of river basins amd
consial areas, managemnenl
needs io focus on homan
beteasriaier, wot plysical stocks
of notural resources such as
fish, land or waler.
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The participation of all
resorce users and offver
stakeholders at an carly stoge
of land use planmmng is
indispernsable, not least
brecanse of their knowledge of
local socto-veonomic condibions
and natural resources.

The parucipation of all resource users and other
stakeholders at an early stage s indispensable for effective
land use planning and roning, not least because of their
mtimate knowledge of local socio-economic conditions and
the state of natural resources. Al the government level, the
functions of the vanous agencies with regulatory and
development mandates need to be well coordinated. Two
broad distinctions can be made in the wide range of
possible institutional arrangements for miegrated river
basin and coastal area managemeni:

o Mutisectoral integration. This invalves coordinating the
vanaous agencies responsible for nver basin and coastal
management on the basis of a common policy and
bringing together the vanous government agencies
concerned as well as other stakeholders so that they can
work towards common goals by following mutually agreed
strabegies.

& Structural integration. Here, an entirely new, integrated
institutional structure is created by placing management,
development and policy initiatives within a single
TS Lo,

Multisectoral coordination tends 1o be preferred, since
line ministries are typically highly protective of their core
responsibilities which relate directly 1o their power base and
funding. The establishment of an organization with broad
admimstrative responsibilities overdapping the waditional
jurisdictions of line ministries = as would be the case if
management, palicy and development functions were
integrated within a single insdtutnon - s often likely to meet
with resistance rather than cooperation. Integration ane
coordination should be thought of as being separate but
mutually supportive.”

However, a caveat has arisen from experiences 1o date,
Integrated planning and institutional coordination are
often difficult to achieve and can entail significant costs.
The difficulties and costs relate to the often cumbersome
burcaucratic structures and procedures of govermment
agencies; the complexity of the scientific, technical and
economic issues involved: and the potentially large
number of informed decisions that need to be taken, In
addition to high administrative costs, the decision-making

process could be provacted and may slow down economic
developmeni.
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Many river basin and coastal management issues can be
addressed through sound sectoral management, but taking
e full account the impacts of and interdependencies with
other sectors and ecosystem processes;™ the provision and
enlorcement af environmental legislation; the need for a
transparent and consultative process of land use plainning
and siting: and the design of major infrastruciure projects
such as dams. The costs of a formal process for the
preparation of a river basin or coastal area management
plan are always likely to be justified in areas where intense
multisectoral resource utilization either exists or is planned.

At the macrolevel, economic policies such as subsidies for

producton mnputs and import and export duties can have The advantages of subsidizing

profound impacts on the charactenstics and level of chemical inputs need io be
resource use as well as on the accurrence of undesirable weighed against the harm
environmental elfects. The advantages of subsidizing they cam do o aguate

chemical inputs sich as fertilizer and pesticides need 10 be erwironments and to fishery
weighted against the potential harm they can do o agquatic resources, which provide
environments and to fishery resources, which provide food Sood for fishers and fish

tor fishers and fish consumers alike. consumers alike.

CONCLUSION

Modern advances in information and data processing
technologies have dramatically increased the capacity of
humans 1o analyse complex multiple resource-use aptions
and o hink up large numbers of people inw integrated
decision-making structures, At the same time, new research
findings have greatly broadened the understanding of local
communities” ability 1o coordinate common property
resource use while mainuining their essential social and
cultural attributes. Frnally, governments have become more
aware ol sectoral and environmental interdependencies.
Such allround progress has ereated conditions fvourable
1o the [ull realization of benefits resulting from the
enhanced integration of Gsheries and agriculture as well as
their integration with the rest of the econamy,

bk
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NOTES

The term “undermourishment” is used throughout this secdon wo
dafine a situation of inadeguate food wvaltabiliy. It should not be
equated with “undernutrition” which is the result not only of an
Inadequate food intake but alse of the nsufficleny utilization of food
by the body, particulary as a result of health disorders.

Far the period |990-92, the new estimate of undernourished peaple
worldwide is 822 million, This differs from the earlier estimate of 840
million reported for the tame perlod at theWeorld Food Summit and
in The State of Food and Agriculture | 997, mainly because of
retrospective downward revisions in the UM estmates of total
population figures for same eritical countries. These revisions also
made it necescary to revise estimates of the number of
underncurithed for past periods, leading to dight sdjustments for a
number of countries. It should be noted that the changes shown for
the carly |990s are based on the assumption that the coefficient of
varaton of intracountry food distribution remalned constant
berween |F50-92 and 1994-%6.

For certain indicators, daw are not wvailable for all 98 coentries,

Inereasing numbers of people in rural sreas are involved in econamie
activities outside agriculture, as discussed In Part 11l of this issue,
entitied Rural non-farm income in developing coumtries,

This report is based on information available 3t of May 1998
Current information on the global cereal supply and demand
situation can be faund in FAD's bimanthly Fasd Outleak,

The broad definition of agriculture includes agriculture, foresry,
feheries, livd and water management, agro-industries, environment.
manufacturing of agriculural inputs and machinery, reglonal and river
development and rural development.

The narrow definition of agriculture includes snly agriculture (crops
and animal husbandry), farestry, fisheries and development of land
and water resources.

Based on information avallable from the Waorld Food Programme
{VWFF) as of May | 998,

While cereal shipments are monitoned on a july/june basis,
shipments of non-cereals are monitored on a calendar year basls.

10 This report is based on information available as of May | 998,

Current information on cereal prices exn be found bn FACS
bimanthly Food Outfook.

1 Unless otherwise specified, econaméc estimates and forecases in this

section are from IMF 1998.World Economic Outlook Washingeen, DC,
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12 Such 3 positive overall view of global economic prospects is shared
by most majar specialized centres and agencies, which had forecast
tha current econamic showdown to be less pronounced than those
of the mid- 1970z, early 19804 and early 1990s. However, the highly
tentative nature of any economic forecast in the current fluid
situanion must again be emphasized The same caveat holds with
Fegard to agricubtural market assumptions, which are notoripusly
subject 1o uncertainty,

13 These agricultural forecasts wers prepared for FAD by the Instituee

for Policy Analysts, University of Toronto, Canads, associated with the
Project LINK econamic forecast model.

14 Food imports accowt for 25 percent or mare of total export eamings
for each of these 31 countrics, which are 2 subgroup of the traditional
FAD-defined group of LIFDCs. The subgroup includes: Afghinistan,
Banghdesh, Cambodia, Benin, Burkina Fasa, Cipe Vierde, Comamos,
Djibeut], Dominican Republic, Egypt. Ethiopia, the Gambs, Gismea-
Bissau, Haiti, The Lao People’s Demacratic Republic, Lesatho, Maldives,
Mali, Mauirizanks, Mozimbique, Nepal, Nicaragua, Rwanda, Samoa,
Senegal Sierra Leone, Somalia, Sri Lanka, the Sudan Togo and Yemen

I5 The limited impact of the crisis on these economies reflects cheir
lack of integration with the world ecanomy and. in parteular, the
small role pliyad by private eapital fows in many of them (Egype.
where high growth ratés in recent years were fuclled by private
imvestrmignt, being an axception], In sub-Saharan Africa, where 3
majority (17 out of 31 countries) of thit graup are located, private
investment only accounts for about two-thirds of total irvestment,
This region only attracts 2 to 3 percent of total world foreizn direct
Irmvastrmimnt,

16 US Bureay of the Census., [April) | 999, Internatonal Programs
Center.

1T UM, 1997, Warld wrbonleation prospecer the |99 reviaion. Mew Yark,
UM Sgoretariai Population Division.

18 Stricdy speaking, “city™ is not the same as “urban®. An urban area ks
defined differenty fram one counti'y to the next, but usually by the
number of its inhabitants In Senegal, an urban ares must have 10000
inhabitants, while In Peru an urban area [s an agglameration of at
least a few landred people. A ity s an orban anea, wnally defined by
the sizre of jix population, but it is also a complex of economic, social
and other activities implying a different mode of living than that
typical of the countryside.

I'9 All population and urbanization projeetions have been dravwn from
LI, op, it note | 7.

20 Azadirrraman, | 989 Cived In D, Drakakis-Smith. [992. Food

production and under-nutrition in the Third World, Hunger Notes,
18{2): 5-6.

1ol



THE 5TATE OF FOOD AND AGRICULTURE

102

21 World Bank. 1991, Urbon polcy and ecanomic develapiment,
Washingtan, DHC.

22 IFPRI. 1996. Urban challenges to nutrition security: a review of food
security, health and care in the cities (unpublished manuscript).
Washington, DC.

13 Tabatabal (1993}, Gebre {1993}, Macwell (1935) et al. Cioed In IFPRI,
op. it note 22

24 UN, 1995, The challenge of urbanization. Mew York

1% According to IFPRI, op. cit, note 22, urban food distribution
probiems have been identified in Mittendor! and Abbott {1979 and
Lourenco-Lindell (1995), but most research on urban food systems
has been location-specific and viewed from the nerrow perspective
of cortain actors. FAQS Programme on Food Supply and Distribution
te Cities i contributing to a deeper understanding of the isues
throwugh case studies (in progress),

26 Exceptions are the wholesale market of Bouaké, a city of about
300 000 inhabitants in Cate d'ivoire, snd the wholesale fresh fish
market of Dakar, Senegal.

1T FAQ, Analysis of food marketing in the kirpe cities of the develaping world
{fortheoming),

28 National Report on implementation of the World Food Sumemit Plan of
Action, Mauritanda, January (998

29 See, Tor example, a review of Indonesia's interesting price
tnfarmation system, by A. Sheperd and AJF Schalke in FAC. 1995, An
ausesumnent of the Indanesion Horticuftur! Marker Infarmation Service.

Bl

30 A household food consumption survey undertken in northeastern
Thailand. for example, has revealed that fish consumption was five to
dix Umes higher than reported fish catches from the Mekong River,
Sew Mekong Fisheries Network Newshener, August 1996, 2(1).

31 FAD, 1997, Technical guidelines for respansible fisheries. No. 6. Inlond
Fiheret. Rame

32 The development ef agriculoure implies that at least 3 minimum
amaunt of physical and institutional Infrastructure has already been
developed, Kapetshy and Nath conclude that. in peneral, the conditians
encouraging agriculwre Gvour aquaculture development and vice
versa. This fact has been used by these authars and by Aguilar.
Manjarrez and Nath in their estimates of aquaculture patential In
Africa and Latin America, See | M. Kapetsky and 5.5 Nath in FAQ. 1997,
A stramgic assessment of the potential for frestwater fish faming in Latin
America. COPESCAL Technieal Paper Mo, 10, Rome; and | Aguilar-
Manjarrez and 5.5 Math in FAD, 1998. A straregic reossessment of fish
farming potential in Affica. CIFA Technical Paper Mo, 32, Rome.



33 Many mamples of traditioml management of watsr resowsrces and
other commaon property or common poal resources can be fournd
In Mational Academy Press: 1986, Procesdings of the Conference an
Commeon Property Resowrce Monogement, Washingtan, DC.

34 Network of Aquaculture Centres in Asia and the Pacific (NACA).
| 989, Integrated fich farming in Ching. Technical Maral Ma. 7.

35 A recent review of the trends in rice-fish farming is provided by
M. Halware. 1998 Trends in rice-fish farming, In FAD Aquoculiure
MNewsletter, 18: 3211,

36 K.C. Mathur. 1996, Rainfed lowlands become remunerative through
ricesfish systema, Indian Council of Agricuftwnd Research Mews, 201 1-3,

37 Halwart. op. it note 35
38 Ibid.
39 Ibid.

40 A comprehensive discuzsion on this issun took place during the
Expert Group Meeting on Stravegic Approaches wo Freshwater
Management, organized by the UN Deparmment of Economic and
Social Affairs pod held in Harare, Zimbatrwe. 27-30 January 1998

4| See £ Outrom, 1990; Governing the commans, The evolition of
frstitutiors for cellective oction. Cambridge, LIK, Cambridge Uneversity
Press; and |.-M. Baland 2nd | -P. Plarreay, 1996, Holting degradation of
natinnd resourees. ks there o mfe for focal communitiesd Published for
FACY by Ohiford University Press (Clirendon academic impring). LK

42 Scura Fallon. | 994, Typological framework and strotegy elemants for
integrated comsiol faheries management. FACTUNOR Project
IMTI?L/ID07. Fisld document . Romae,

43 For this and athar aspects of integration, such as conflict
management and economic valuation of natural resources, see the
detalled discusshon in FAD. 1998. Integrnted coastal area manopernent
and agriculture, forestry and fisheries. Edited by M. Scialabba. Rome.

44 This has been narmed “enhanced sectoral management” in & recent
survey of coastal management programmes. See 5 Olsen, K. Lowry,
|- Tabey, P Burbridge and 5. Humphrey, 1997, Survey of cument purposes
and methods for evaloating coastal manegement projects dnd progroim
funded by international donors. Coastal Management Report Ma 2200,
Coasmal Resources Center, University of Rhade Island, LISA. A
demiled discussion of integration aspects with respect to inland
Rsheries is provided in U, Barg, L.G. Dunn, T Petr and Pl Welcomme.
1994, Inland fisheries In A K. Biswas, ed, Woter Resources -
Erviranmental plarning, manopement and develapment. New York,
MeGraw-Hill,
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REGIONAL REVIEW

Africa

REGIONAL OVERVIEW

General economic performance

Alfter four conseeutive years of accelerating GDP growth,
reaching 5.5 percent in 1996, the growth mte of Africa
declned in 1997 (0 a more modest 5.2 percent. The
Internatonal Monctary Fund (IMF) auributes the decline
mainly to the adverse weather conditions affecting a
number of countries as well as 1o a downturn in commodity
prices and, in a few cases, 10 armed conflicts. The sharpness
of the dechine in cconomic expansion is to 4 large extent
the consequence of a slowdown in economic activity in
North Africa, which is particularly strong in Morocea but is
also affecting Algeria and Tunisia.” In sub-Saharan Alrica,
the stowdown in GDP growth was somewhat more
contained, falling from 4.9 percent in 1996 1o a still
relatively encouraging 4 percent in 1997, This was
accompanicd by a reduction in inflation rates in the
majority of the countries in the subregion as well as a
further narrowing of government fiscal deficis.

In spite of the slowdown in economic growih in the
subregion as a whole in 1997, the tend still shows a
significant improvement in cconomic performance since
the carly 1990s. The three vears froom 1995 1o 1997 have
indeed brought increases in per caput GDP for the first

time in the 199%0s. For the same period, the average The years 1995 to 1997
annual per caput growth nite estimated by IMF brnaght snoreases i prer capui
corresponds 1o 1.8 percent, which compares wath a rate GDP for the first time in

al -1.2 percent over the 1990-94 period and -0.5 percent the J9%90s.

for 1981-89.

In countries south of the Sahara, a large portion of the
recornded decline in the rate of expansion of cconomic
activity in 1997 was the result of a slowdown in South
Africa, by far the largest cconomy in the subregion, where
real GDP growth in 1997 fell to 1.7 percent from the 3.2
percent of the previous year, reflecting weakness in bath
domestic and external demand. According o IMF, South
Africa is the only African country that has so far recorded
any significant impact of the Southeast Asian crisis, as
pressure on the currency led to a 4 percent depreciation
al the rand in Ocwber 1997, In Nigeria, the other
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Sinee devaluation of the CEA
frane, inflation has been
browght firmly wnder control

i e CFA countries,

log

cconomic gaant of the subregion, economic activity in
1997 accelerated for the third consecutive year, reaching a
GDP growth rate of 5.1 percent, IMF, however, points to
the hampering of economic activiey by power and fuel
shortages as well as the still unfavourable investment
climate, and it projects a sharp slowdown in GDP growth
in 1048,

Excluding the two major cconomics, South Africa and
Nigeria, subSaharan Africa recorded o certin dowdown
m growth in 19497 relative w the provious year as the rate
ol cxpansion of GDF slipped to 4.5 percent compared
with 5.6 percent in 1996, although the momentum of the
preceding years' positive performances was maintained,
In particular, the CFA franceone countries as a whale
continued o show positive growth F:trl'nrm:mm i 1997,
with most of them recording growth rates above the
average for the subregion and mainmining the
momentum gained following the 1994 devaluadon of the
CFA franc. At the same time, consumer price inflation
contmued a downward trend, the sole exceptions being
Cote d'Ivoire and Togo. Inflation rates in all but one of
the CFA countries are now well below the subregional
average, indicating that inflation has been brought firmly
under control since devaluation, Double-digit rates of
inflution have only been recorded in Guinea-Bissau, which
has just recently become a member of the West African
Ecanomic and Monctary Union (UEMOA) and adopted
the CFA franc.

In sub-Saharan Africa, IMF records aceelerating rates of
GDE growth in 1997 for 24 of the 45 countries for which
estimates exist,” decelerating rates in 17 countries and
stable rates in three, while an actual decline in GDP is
reported only for the Democrate Republic of the Congo.
Rates of GDP growth, however, slowed in a number of the
major countries of the subregion in 1997, This was the
case for the two countries, among others, that had shown
the most impressive growth performance of recent years —
Ethiopia and Uganda. In Ethiopia, as growth in
agricultural output slowed significantly because of
unfavourable weather, GDP growth fell back to an
estimated 5.3 percent following an expansion of 10.6
percent in 1996, In Uganda, GDP growth slowed to 5
percent compared with the rates of 8.1 percent in 1996
and 10.5 percent in 1993, Two other major countries of
the sub-Saharan subregion, Ghana and Kenya, also
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recorded lower rates of GDP growth in 1997, On the
other hand, in the Democratie Republic of the Congo,
affected by civil canflicy, the cconomic decline of the
preceding years was not halved and GDP conrracted by an
estimated 5.7 percent. The United Republic of Tanzania
maintained the estimated growth rate of 4.1 percent
reached in 1996, while a particularly positive
performance in 1997 was posted by the Sudan which,
according o IMF estimates, managed w acceleraw
economic growth further to 5.5 percent from the 4.7
percent al 19946,

From its cconomic projections, IMF expects sub-Saharan Sub-Sataran Africa’s

Africa’s improved economic performance and prospects - imfrroved economtic
chiefly attributed o improved macrocconomic policies and performance and frospecis are
structural reforms — to continue in the coming years, expected o contimie.

thereby bringing further gains in per caput GDP. This
outcome is, however, considered conditional on the
continuation of rigorous macrocconomic policies and
structural reforms, 5o tar, with the excepion of South
Africa, the Asian crisis has not significantly affected African
financial markets and IMF expects less af an impact than
for other developing country regions because of the limited
private capital Aows. Flowever, it does expect an impact on
some African countrics owing 1o the rale of East Asian
countries, and in particular Malaysia, as sources of foreign
direct investment (FD1) and because of the higher cost all
fareign borrowing.

specifically, for 1998 IMF projects economic activity in
the subregion o expand at a rate of 4.1 percent, roughly
thar of 1997, Nigeria will, however, contribute
significantly to pulling down the overall growth rate in
1998, as IMF farecasts a stowdown in GDF growth from
5.1 percent in 1997 to only 2.7 percent in 1998, In South
Africa, also, GDP growth will remain below the average
for the subregion, although accelerating o 2.2 percent,
from 1.7 percent in 1997, Excluding the two major
eeonomies, for the remaining part of the sub-Saharan
subregion GDP projections for 1998 appear to be more
encouraging, as cconomic growth should accelerate to 5.2
percent from the 4.5 percent estimated for 1997, Again,
the countries of the CFA yone appear set to record
particularly promising growth performances, as the
average GDP growth rate for this group in 1998 15
projected at 6 percent, up from an estimated 5.5 percent
in 1997, For 1999, IMF expects a further strengthening of
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ceonomic growth, with the GDP growth rate rising to 4.8
percent for the sub-Saharan subregion and to 5.7 percent
if Nigeria and South Africa are excluded.

Among the major uncertamties in IMF's cconomic
growth projections lor sub-Saharan Africa are particularly
important factors affecting agrculiure. Possible adverse
effects of the El Nifio phenomenon on agriculiural
production as well as the possibility of declines in
commodity prices could indeed lead o lower growth
rates than those currently projecied for the subregion.

Agricultural performance

Poor agricultural performance, largely relsted o
unfavourable weather conditions, was a major facior
contributing to a cerain slowdewn in economic growth in
sub-Saharan Africa in 1997, in spite of the still significant
overall improvement in economic performance. Indeed,
according o FAO's current estimates of overall crop and
livestock production {production index numbers), output
in 19497 decdined by 1 percent in the sub-Saharan
subregion,” constituting the first estimated decline in
overall agriculiural production since 1987, The drop
represents a 3 to 4 percent contraction of per caput
production, which follows four vears of gradual expansion
i per caput agncultural production. The percentage
variation for food production is comparable, with
production in 1997 having declined by an estimated 1.2
percent, corresponding to a 3.9 percent declhne in per
capul terms, while production of non-food agricultural
products is estmated 1o have increased by 0.8 perceni. If
developed South Afvica is included, the decline n crop
and livestock production rises slightly o 1.4 percent as
South African output is estimated (o have declined by
some 4 o 5 percent in 1997,

The contraction recorded in agriculwral production in
1997 is accomnted for by an estimated reduction in crop
producrion of 1.8 percent, with cereal production falling
by as much as 3 percent. For livestock, although
production is estimated o have increased by about 1
percent, this is nevertheless a slowdown relative o the
previcus [our yoars.

The pattern of production performances in 1997
differs widely across the continent with the negative
perlormances largely linked (o unfavourable weather
conditions. The most siginificant declines were in
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southern Africa, where crop production was down sharply
i a number of countries (Batswana, Lesotho, Malawi,
South Afvica, Swaziland and Zambia) owing to
unfavourable weather. In East Africa, a severe drought at
the beginning of the year substantially reduced second-
season food production in Renya, the United Republic of
Tanzania, Uganda, Somalia and large parts of southern
Ethiopia, while late or erratic rainfall later in the year led
o reduced main season harvests in some countrics,
particularly in the United Republic of Tanzania and
Uganda. In the Great Lakes region, dry weather in parts
of Rwanda and Burundi, coupled with insecurity in
conflict-affected areas, contributed o a slow recovery in
food production. In West Africa, and particularly in
Mauritania, crop production was severely affected by a
prolonged mid-scason dry spell,

When seen in a longesterm perspective, and even Agricultire has wot yet
considering 1997 as a partcularly negative crop year, reached the level of per cafo
agricultural production performances over the last five outpmt required to enhoance the
vears indicate that; although expansion in production is sector’s eonbribution bo
now roughly keeping pace with the high rate of economic development and

population growth in the subregion (see Figure 20), the food security.
agricultural sector can stll not claim w have moved

towards the level of expanding per caput output required

in order (o enhance the sector™s contribution bO ecanomic

development and food security, Indeed, although FAQ's

per caput agncultural production index for the subregion

{excluding South Africa) stood at 100 at the beginning

of the 19908 (average for the period 1989491}, by 1996 it

had not moved bevond 100.7, alter which it Tell back o

97.6in 1997,

Sarnilarty, for 1998, production prospects appear
generally unfavourable owing to the unpredictable El Nino-
related weather conditions. Tn East Africn, excessive and
heaww rains starting in October 1997 resulted in extensive
flooding, causing loss of human life as well as substantial
crop and livestock losses, and inflicied severe damage on
the subregion's road and rail networks. In southern Africa,
although the widespread theeat of B Nino-related drought
has receded, erratic and excessive rains in part causesd
localized crop losses.

Developments in policies

In its assessment of the faciors behind the improved
overall ecopnamic performance in sub-Saharan Africa
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Figure 20
SUB-SAHARAMN AFRICA
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There have been numerous
developmmis in the
frrivatization of stabe interests
& mumnber of coundries,
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during recent yvears, IME clearly gives greatest importance
to the economic reforms that have been undertaken, and
in which the agriculiural sector has also participated.
During 19497 and carly 1998 the main thrust of policy
developments in the subregion has continued w be
towards increased market orientation of policies with
privatization or dismanting ol state-owned interests in
pm:luclinn and disiribution, while such palicies are
accompanied by increasing attention being paid to issues
of poverty alleviation and social needs.

In the field of privatization of state interests, numerous
developments were recorded ina number of countries in
the course of 1997 and carly 1998, Cote d Tvaire is a
country where particularly significant steps have been
taken in the direction of privatization. In 1997, the
privatization of the parastatal vegetable oil producer,
Palmindustrie, was completed in June while privatization
was scheduled (o begin of the national cotton industry,
Compagmie Ivoanenne pour le Développement des
Texules (CIDT), which has held a monopoly for cotton
marketing. Previously privatized agro-industrial
enterprises inchude the sugar-producing parastatal,
Société pour le Développement des Plantatons de Canne
a Sucre, 'Industnalisation et la Commercialisation du
Sucre (SODESUCRE). Imporant developments can also
be cited for other countries. In Botswana, a task force was
sl up Lo drafit proposals for modalities of privatzadon of
state-owned entities, including the Botswana Meat
Commission. In Cameroon, recent privatizations include
the navonal rubber company, while in 1998 privatization
of the palm oil producer, Socicid Camerounaise de
Palmeraics (SOCAPALM), is under way. Other companies
slated for privatization before 2000 include three other
majer agro-industrial companies: Cameroon Sugar
Company, Inc. (CAMSUCO), Sociéeé de Développment
du Coton an Cameroun (SODECOTON) and the
Cameroon Development Corporation, which has activities
in the production of bananas, rubber, tea and oil palm
and, with 13 000 employees, is the country's largest
cmployer (after the sute). The Ethiopian Government is
continuing s privatization programme with recent movis
to sell off a textile enterprise as well as a number of sae-
owned tanneries. In Guinea-Bissau the government is
implementing a privatization programme which will also
affect parastatals in both the timber and the food
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processing industrics, In Kenya, privatization through
flatation of stock is planned of the largest national sugar
producer, Mumias Sugar. Scheduled for privatization as
part af the Lesotho Government's privatization
programme are the stite-owned Lesotho Flour Mills,
which had been set up as part of the previous
government's efforis to enhance food sell-reliance. The
previous monopoly position of the company, resulting
from market and price controls, had already been eroded
by policy reforms introduced in 1995 which had removed
prior cantrols: In Malawi, recent privatization efforts
include the listing of the national sugar-producing
companies on the Malawl Stock Exchange. The
Cavernment of the Niger is reportedly commined 1o
accelerating the privatization of a number of publicly
owned companics, including the pational textile company
and agro-industrial companies operating in rice, meat and
milk processing. Likewise, in Rwanda, privatization has
gained momenium, affecting. rmter alia, state-owned
tlairies and wea factories. In Senegal, the government is
maving ahead with its efforts o sell off a 51 percent stake
in the national groundnut processing company, Sociéré
Nationale de Commercialisation des Oléogineux du
sencgal (SONACOS), In the United Republic of
Tanzamia, the main object of the government’s
privatzation efforts in 1997 has been the wa industry -
the sale the Tanzanian Tea Authority's tea factories is Lo
be accompanied by effores to develop the smallholder
sector. In Zimbabwe, 1997 saw the flowation of the former
Dairy Markeung Board, now Danryboard Zimbabwe
Limited. The next targets in the implementation of the
government's policy of prvatizing the agricultural
marketing parastatals were expecied to be the formes
Cotton Marketing Board and the former Cold Storage

Commission.

Liberalization of markets and wrade is a field where 1997 and sarly 1998 saw
significant reforms have already been undertaken by [further developments in the
numnerous African countries but where 1997 and carly field of market and broade
1998 saw same further developments in a number of [iheralization o a mumber of
countries. In Cote d'vaire, atter having liberalized nice crantries,

imports in January in 1997 {and revised impore mrilfs so as
to prowide protection of domestic production), in June the
government freed the domestic prices of sugar and locally
produced tobacco products. The government reportedly
plans to liberalize exports of coffece from 1998 /799 and
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Poverty alleviation and
improved social welfare are
being specifically incorporated
in African govermments” policy
and the programmes they
megotinte with IME

&

subdequently those of cocoa. In general, the government is
moving towards reducing its intervention in agricaliral
production and marketing while at the same time
promoting the creation of professional farmers’
assaciations with a view to representing farmers in the
negatiation of producer prices and ensuring input
supplies and technical assistance 1o farmers. In
Madagasear, the gradual liberalizaton of agriculwral trade
culminated in May 19497 with the abolition of the vanilla
export tax. Mozamhique, in 1997, abolished
administratively set minimum prices for food erops, while
those for most cash crops are to be abolished in 1998, The
country is also making efforts to eliminate administrative
obstacles 1o foreign investors. The procedures for
registration and the granting of trading licences to
companics were 1o be simplified in 1997, a development
that would also affect agriculural marketing. The
Covernment of Nigeria decided 1o deregulate the fertilizer
trade and remove the subsidy on fertilizers following
several years of severe scarcity. In spite of the undoubiedly
favourable impact on availability, concern was nevertheless
expressed in the country about the cost ol fertilizers o
smallscale farmers. In South Africa. 1997 saw the gradual
implementation of the Marketng of Agriculiural Products
Act, which was approved in September 1996 and entered
o force in November the same year. The Act had sct a
13-month timetable for the dismantling of state control
over single-channel marketing boards which had
previously controlled the marketing of a range of
agricultural products. Among the last to abandon its
monopaly position (towards the end of 1997) was the
Wheat Board. The marketing activities of the boards are 1o
be taken over by the private sector while efforts are being
made o transform some of them into non-prafic
companics to ensure the continuation of some of the
services previously provided by the boards, such as
nformation dissemination. As a cansequence of the
liberalization of agricultural marketing, the only
restnctions remaining on imports of agricultural products
are import tariffs

Poverty alleviation and improved soctal welfare are two
objectives that are being specifically incorporated in African
govertmenis” policy and are also explicidy included in
programmes negotiated by African governments with IME,
Examples are Botswana, where 1997 saw the publication of a



government study on the impact and alleviation of poverty
in the country, and Burkina Faso, one of the lowest-ran king
countrics in UNDP's human development index, where the
government has set precise quantitative targets in the
education and hiealth sectors aimed at increasing primary
school enrolment and the number of health centres.
Sumilarly, for Mozambique, the economic programme for
19497 /98 supported by IMF wrgets an increase in social
expenditire o reduce poverty and emphasizes smallholder
agricultural development to rise rural ineome levels. In the
Niger, another country ranking very low on the human
development index, in accordance with the IMFsupported
programme the government is commitied 1o underaking
family planning initiatives and programimes aimed ar
improving the quality of life for women. It is setting precise
targets for imcreased school enrolment from 1996 1o 1999 as
well as increased budgetary expenditures for health and
education from 1997 1o 2000.

Land tenure is another issue of priorty concern for at
least some of the African governments. In Eritrea, a new
land law came into force in 1997, The law allows for
Eritrean nationals and foreigners to lease land, while the
responsibility for the allocation of land is moved from the
municipalitics to 2 new Ministry of Land, Water and
Emvironment. Reportedly, in Malawi the government is
considering major land reform wath a view to improving the
comditions of smallholders, Also in the pipeline in Senegal is
& major land reform designed to give farmers ownership of
their land, thus replacing the traditonal tenure system, In
South Afnca, the government’s programme of land
vedistribution and assistance to small farmers is proceeding
slowly. The objective of redistributing farmland o black
farmers is not o be attained through expropriation but by
using state-owned land and land repossessed Grom indebted
white farmers.

African governments are increasingly concerned abouy The need to fratect and
the need to protect and regenerate national forest regererale national forest
resources, In Burkina Faso, a major reforestation FESELTTCS i receiving
campaign was launched in July 1997, The campaign, which  énoreasing atfention from
foresees the planting of 7 million trees in some of the African govermmenis.

more and parts of the country, follows a similar three-year
campaign Irom 1994 to 1997 during which 15 million trees
were planted in areas threatened by deseriification, The
new campaign focuses on varicties that can also produce
marketable products with a view 1o enhancing rural

17
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Box 5

STRONG COMMITMENT TO DECENTRALIZATION IN GHANA

Ghana I5 one of the African
countries that is pursuing
decentralization with most
derermination. The
decentralzation ol legiskanve
and executive bodies was
initated by the
Decentratization Law (PNDC
Law Ko 2071 which was
passediin | 988 Thrs aw
transfers public-séctor msks
from the narional and
regional levels to districts and
muricipalities, aiming to ease
the pressure on the ceneral
FOVErTMEnt, INEreise
productive efficiency and
Increase the share of costs
assumed by the beneficiaries

The constirution sopulates
thiar at least 5 percent of
national tax revenue (le.a
commen fund) be
rediseributed o the disorices
Relevant implementing lzws
wene passed in 1994,
adequately specifying the
framewark conditions for
decentralized development
processes, Fowever, the
district authonnes fack the
required knowledge and
BXpOriise

The Minlstry of Local
Government and Rural
Development is responsible

for the promotion of the
decenmralization process. i
alse assumes responsibility for
rural development fts tasks
focus on adapting relevant
laws and implementing
mﬂul:itiuﬂi_ﬁn training and
upgrading personnel at the
districe level and on
strengthening capacithes
required to this'end. |t has
supervisory control over the
district adminfstrations, but no
authority over the district
assemblies, pravided they
keep within the legal
framewori. The planning unic,
with a staff of about a dozen
axperts, provides support and
advisary services for the
decentralization process.
Despite the progress
achieved im creating the
inseitutional basis for
decentralizacion;a mimber of
problems.sarying in intensicy
froam district o diserice,
remain to be salved Local
self-help capacities are not yet
sufficiently mobilized and
individual initiative ar the
district level 15 not used to its
petentsal. In addition,
members of the assembly are
nor fully aware of their
responsibility to their

constituencies or of their
decision-making powers as
members of the legislative
body. Officials of the districe
administration often seill
consider themsebves to
represent the central
government and make
decisians wirhout the districe
assembly’s mandate. Staff in

SGCLOr departments continue

o follow standards cee by
thelr ministnes and measures
are implemented withour the
approval of the district
assembly. There are as yet no
comprehensive disoricr

development plans

Sruce’ A Engel| 1997, Decemurafinanon,

ol £spactty aend reglonl rural
- iiesedabmerd; erponenom Fom G-

iupponed isgiztem inAfcw Paper

. presesacd at the Techic! Covul s oh

Decanirabmpes, 4. 1A December [997,
FALCY B v,
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mcomes, The Government of Cate d' Tvoire, in 1996,
banned all log exports with the exception of teak in an
cffort to put a brake on overexploitation of the forest
resources and to promote domestic processing, The
autharitics are also reported o be facing difficulties in
controlling illegal farming in prowected forest areas, In
Cabon, the government aims to process 50 percent of
logged timber locally, and is reported 1o be considering
fiscal reforms to stumulate investment in the sector.
Madagascar’s native forests have already shrunk
considerably, and concerns from the international
community have led o debi-for-nature swaps. In Namibia,
also, forest resources are threatened by lllegal felling and
export regulations were tightened in 1997 1o help control
the problem.

Experiences in institutional decentralization

Even prior to the corrent palicy reforms undertaken in
Alrica, many governmenis had attempted o ransfer
decisional and operational functions to provincial or
commmunal levels of public services, local and regional
mstitutions and communitics or civil socicty organizations,
As in other continents, however, past expetiences in this
damain have not béen universally successful, Unsolved
problems that hindered better results have frequently been
the absence or weakness of institutions necessary w support
management capacity al the local level. Other difficultes
include weak links between local and central

administrations.’

Decentralization, however, appears to have gained Stabalization and structural
momentum again, also owing to the changing political and adiustment policies have
economic environment. Indeed, advancement in helped to create an
democracy, increased marker onentation of economic erwironment that s more
palicies and the generalized adoption of stabilization and covtducroe to stulutional
structural adjustment policies have contributed o creating decentralization.
an eivironment which is more conducive o nstitutional
decentralization,

In & country such as Ghana (see Box ), institutional
decentralization has indeed been a major element af
structural reform policies, alse involving institations with
responsibilities over rural development. In ipite of same
shortcomings that Gin be overcome, this example poinis o
the positive contribution to rural development that can be
expected from a sirong comnuiment to particlpatory and
decentralized rural development approaches.

19



THE STATE OF FOOD AND AGRICULTURE

120

After a long period of economic disaster, since 1986
Uganda has undergone a steady process of rehabilitation
that has borne fruit. The fundamental economic

indicators are greatly improved and social progress is a
government priority. For the past ien years, real GDP
growth has far surpassed the average rate of sub-Saharan
African countries (6.4 percent per year in Uganda
compared with an average of L6 percent in the remainder
of sub-Saharan Africa) and per caput income has grown by
alimosi 50 percent.

Uganda is an extremely poor country with a population
of 20 million people of diverse ethnic backgrounds. It is
listed among the world’s poorest countries with a per eaput
GDP in 199697 of $301 (or $1 480 per year on a
purchasing power basis). The population is growing atan
anniial rate af about 3.1 percent and, at 6.7 children per
womnan of child-bearing age, fertility rates are among the
highest in the world. At 42 years, life expectancy is ameng
the lowest i the world, and the discase of AIDS is
widespread. In sum, the low level of income, high fertility
rate and ominous health outlook create a daunting agenda
for Ugnnda®s leaders,

Uganda is located in the Great Lakes region of Africa,
adjacent to Lake Victoria, It is a landlocked country
containing 197 000 ha of rich land resources thar are very
favourable for agriculture. Uganda has few mineral
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resources, but has abundant savannah grassland,
woodlands and bush. Compared with its neighbours,
Uganda has a high population density, but is still 89
percent rural. The country is heavily dependent on
agricultiere as its cconomic mainstay, with the main
products being subsistence food crops. The primary
export is coffee.

Uganda’s economy has demonstrated a sieady
improvement after being completely shattered during the
19705, but 1 still largely producing food crops, as many
people provide for their needs through sabsisience farming.
Current economic problems stem from heavy rains in 1997
which cut back agricultural production and export earnings
and are causing domestic food price hikes,

Economic history

In it 35 years of independence, Uganda has weathered
some of the worst tragedies and swrife that can befall a
country. Tribal and territorial conflicts have been a constant
Factor as factions struggle for contol over Uganda and ies
productive resources, The country suffered severely during
Idi Amin’s military regime between 1971 and 1950, and
then experienced repeated coup atempts over the next five
vears which caliminated n cdl war in 1986, An estimated
500 000 Ugandans died during the course of the terrorism
and civil war, and up to another one million peaple were
forced 1o Nee their homes,

From 1971 to 1980, a pumber of economic policy
decisions were taken with the aim of enriching élite
supporters of the regime. This was done st great economic
cost, as most of the policies introduced were protectionist
and expropriative, very fow economic actvities were left
untouched by the intrusion of the public secior and virmally
ey industry was able to operate efficiently or competitively.
By the end ol the civil war in 1986, Uganda faced border
slrugglr..-i with Kenya, a cn'EIq]:mfd economy, a history of
rampant corrupton and more than 100 000 refugees

within its borders. The decade since then has seen steady Ulgenda s econarmy foas
progress in social and economic spheres. steadily inmfrroved after being

Uganda's macroeconomic and induserial indicators are connpletely shattered during
just now approaching the levels recorded in 1970 when thee 1970s, amd the country s
savings rates and private investments were 15 percent of macroeconomic and industrial
GDP; per caput GDP had peaked at $331; exports of tndicalors are fust mow

coffee, whacco, tea and cotton were sufficient to produce approaching the levels
a consistent current account surplus; and the multfaceted  recorded in 1970,
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Source; Srnicteal Abstrace,
Government of Ugands, | 997

Figure 21

CHANGE IN REAL GDP GROWTH IN UGANDA,
1965-70 to 1997-98
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transport sysiem, a legacy of British colonial times,
allowed the smooth functioning of tade and market
aperations. Social conditions were relatively good, with a
70 percent child immunization rate, good-quality
education services and a broad-based health care network,
even in rural areas.

In the 30 years from 1965 o 1995, Uganda's average
annual growth in real GDP was a moderae 2.8 percent,
but this average hides a decade-long decline from the
beginning of the Idi Amin regime to its evenmal
overthrow in the early 1980s. The country's economy had
been growing at almost 5 percent per year in the first
years ol national independence (see Figure 21), Between
1971 and 1881, however, real GDP dropped by 20 percent
and real per caput GDP by 60 percent, to less than U,
LOO 000 per year ($100). Exports alsa plummeted by 60
percent. By 1981, government spending on education and
health in real terms was 27 and 9 percent of 1970 levels,
respectively.

The economy showed some improvement in the early to
mid-1950s with positive real growth returning, bit many of
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the more modern sectors had been damaged,
manufactunng was operating at 5 percent of capacity and
the compasition of ourput was heavily agriculural and
daomestically oriented. In general, poor performance was
due o inappropriate price and trade incentives, poor
gewernment decisions, badly functioning credit markees and
high levels of economie risk,

The slow economic recovery that had begun in 1981
gained momentum subscquently. Average economic
growth accelerated from 3 percent in 1981-86, 1o 6.5
percent in 198797, Annual per caput income has risen 1o
slighily above 1965 levels (3301 in 1997) and struciural
reform has occurred throughout the economy. Greater
confidence in the economy and impraved political
conditions have encouraged savings and invesument as well
as increased use of the monetary system, In 1986, more
than onc=third of the entire economy and one-hall of the
agnicultural economy mvolved barter and other non-
monctary transactions, but those figures have lessened
with the better functioning of the financial system;
Currently, about 24 percent of the economy operates
ouside monetary channels.

Substantial amounts of inter pational loans and
assistance have been channelled 1o support Uganda’s
ecanomy. In the ten years of economic recovery sinee
1988, the country has received concessionary loans from
IMF and the World Bank totalling more than 34 billion.
These credits have been made through extended credii
and structural adjusument facilities in IMF and the World
Bank, and have been used to support the rebuilding and
reorientation of the macroeconomy. In some years,
external assistance has represented as much as onefifth of
GDP. In November 1997, an IMF loan of $140 million was
approved for the 19972000 period, In additnon w
rultilateral donors, Uganda has received substantial
suppart from individual members of the Evropean Union
as well as Japan.

As a result, Uganda woday is in a fragile recovery from a
long period of self-destruction. The investment rate is up,
inflation has been kept relatively low for four years, the
government has redisced its expenditures and created
improved conditions for private investment, and the current
account deficit has been cut. The country’s progress in
strucieral and sectoral policy reform earned forgivencss of
20 percent of it forcign debt in early 1998, Under the

Cereater confidence in the
econanry and ipfroved

palitical conditions have
emeriraged sapings and
mvestments as well as

' wuse of the monetary
system.

Int some years, external
asvistance hay refresented as
mitch as onefifth of GOP but,
as a reswll of Uris sufrfnor,
Uanda today is undergoing a
ﬂmlj'.
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Figure 22
SECTORAL DISTRIBUTION OF GDP IN UGANDA

Mining and manufactuting
Lillities

heavily indebted poor counwries (HIPCs) initative, the
Warld Bank and IMF have forgiven $650 million of
Uganda’s £3.25 billion oral external debt. This move will
reduce even further Uganda’s debt-to-GDP ratio, which was
80 percent as recenily as 1993,/94 and s expecied o decline
to 50 percent in 1998,

Macroeconomic conditions

Uganda could be considered a success story for structural
adjustment programmes. In ten years Uganda’s economic
reforms have reduced the current account deficit from 50
to about 10 percent of GDP, reduced its debt service from
over 125 o 21 percent of GDP and lowered inflation from
287 to 11 pereent. Achieving these levels has not been
casy, but Uganda has moved relatively rapidly towards the
ambitious goals it set in jis Economic Recovery
Programme in 1987,

In 1997, GDP was $6.3 billion, of which 88 percent was
accounted for by private cansumption, 9 percent by
government expenditures and 20 percent by investment
spending (both private and public). The real growth mie in
1996,/97 (the fiscal year runs fram July 1o June) was
5 percent, with 5.5 percent forecast for 1997/98 and
7 percent for 1995/99, With the population inereasing
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at about 3 percent per year, those growth mtes imply
significant gains in per caput income. The CCONOMY 15
largely agricultural, although this sector is gradually
declining in importance as manufacturing and the
whalesale and retail trade recover some of their former
capacity (sce Figure 22),

Uganda’s cconamic programme of reform consisted of
an ambitious and wide-ranging agenda, encompassing
physical and economic rebuilding, as well as a shift from a
war-aricnted (o a production-oriented society, On the list of
eritical changes were: the liberalizaion of producer and
consumer prices; the stabilization of inflaton; decontrol of
the overvalued exchange rate; a 60 percent reduction of the
military forces; a decrease in government ownership of
industry; the rebuilding of infrastructure; and restoration of
the linancial system and credit relationships.

The immediate steps mken in 1987 /88 set the tone for a
determined move wwards a restructured economy. In the
first in a series of devaluations, the shilling was replaced by
the new Ugandan shilling in 1987 and devalued by 60
percent, increasing exports and lowering imports. Producer
prices for agricultural exports were allowed 1o rise in
response 10 the devaluation and production followed st
Within the next few years, government expendires
declined substntially, although priority sectors of primary
health care, road maintenance and education were
protected from cats. While not meeting the original targets
for reductions, 20 000 soldiers were discharged from
military service and civil serace employment was reduced,
In ovdder to improve the savings ate and develop a
functioning credit system, the government liberalized
interest rates and initated a market in treasury bills ©
finance s operanons.

All of these moves contributed 1o a more stable
macrocconomic environment. Markets of all types began o
function more smoothly, consumers and producers became
willing to openmte within the monctary system and imporiers
and exporters faced world prices. Payment for crideal
imports was guaranteed by donor agencies, thus heading off
bottlenecks and credit problems that would keep out
needed capil products,

Current conditions

The government 18 projecung GDFE growth for 1997 /98 at a
rae of 7.5 percent but, owing 1o excess seasonal raindall,
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The weather problems of 1996
and 1997 slovved growth in
agricultural production, the
econmmy is expected fo recover
quickly if government
spending is kept in check.
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outside observers are anticipating only about 5.5 percent,
The weather problems of 1996 and 1997 slowed growth in
agriculural production particularly, ithe economic maknstay,
to only 1.1 percent in 1996,/97, which resulved in some
shrinkage of the non-monciary sector of the economy,
Expectations are that the econamy will recover relatively
quickly if government spending is kept i check, preventing
inflation from rising again and restoring GDP growth to
near the levels of 7o 8 prercent. The current accomnt deleil
for 1996,/97 was 0.5 percent of GDE, while itis projeceed to
he slightly lower in 1997 /88 at 5.8 percent. Excluding
afficial granis, the current account deficit would have been
6.1 percent of GDF in the past year, Forelgn exchange
reserves have gradually risen to 4.6 manths' worth of
umparts in 1996,/97,

Public revenue shordalls continue w0 be a problem. The
government has been under strong pressure from
international lenders o improve revenue flows and create
systems that will eliminate smugglhing and corruption, Some
improvement was scen between 1991 and 1995 /96 with
government revenues doubling o 11 percent of GDP and
the mtroduction of a value-added mx. A change in the
givernance al the revenue service was carried out in late
1997 10 stem apparent corruption, This was one of the
conditons of the $140 million IMF loan approved in
November 1997, Nonetheless, ix revenues continue to fall
short of government goals and the high level of non-
memetized activity is part of the problem, Another problem
Is in implementing completely the new value-added tax,

The government's recent policy orentation and priorities
continue W emphasize broad growth and diversification,
monetary and fiscal stringency and protection of the poor
during continued cconomic adjusiment, These policies are
described in the Policy Framework Paper developed in
cooperation with the major multilateral creditors and
disseminated in October 1997, Financial secior reforms and
privatization of some further manuiacturing facilities and
government-owned utilities are going ahead. These changes
are expected to increase government revenues, reduce the
evil service and spawn substantial private investment in
Uganda. The government's goal is to see an increase in
investment from 20 10 25 percent of GDP during the three-
year planning period.

FI3 has picked up in recent years since the liberalization
of foreign ownership in 1991, FDI was anly $3 million in
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1993 but had grown to $160 million in 1996 /97, Combined Ulpernda’s M—pqmmﬁ

with large inflows of capital in the form of concesionary surplies has sometimes frt
loans and aid, Uganda has incurred a balance-of-payments uprevard pressure on the
surplus in the past few years. This has Pt some apward Ulgerdean shilling.

pressure on the Ugandan shilling an dmes, and the
government his had to work hard 1o avoid exchange rate
fluctuations. Some exchange rate intervention was
performed in 1996,/97 and again in 1997 /94 1o maintain a
stable currency. This has been made difficuli by the
imcreasing use of the Ugandan shilling for business
transactions in the castern part of the Democratic Republic
of the Congo. Remimances from that region have jumped by
70 percent from pormal flows, and some observers estimate
that up to one-third of Ugandan currency is in use in the
Democratic Republic of the Congo. Liquidity problems
ma}' CTISLEE,

Privatization has been carried out rather slowly, The
IMF credit granted in November 1997 is designed in part
to haston the process, There have been efficiency-
enhancing investments and privatizations in many
sectors, but elecommunications, banking and electricity
are all still in need of rehabilitation. The carrent
schedule agreed on with external donor support is to
complete the privatzation process by 1999 through the
sale of more than 70 public mining and manufacturing
enterpriscs. However, in carly 1998, a controversy
erupted in the parliament over the privatization
programme amid concerns that companics were being
sold oo cheaply wo foreign investors, and that credit
would be unavailable 1o the rural population after the
sale of the Uganda Commercial Bank. Sumilar issucs have
held up the sale of the Uganda Post and
Telecommunications enterprise,

Trade

Trade is important w Uganda, but is not highly diversificd. Trade in goods and services
As a share of GDF, trade in goods and services comprrises comprrizses 25 percent of GDE,
25 percent, with imports accounting for the bulk of that with imports accomnting for

iotal - nearly 20 percent af GDP. Uganda is 5 member of the the btk of that total.
Common Market for Eastern and Southern Africa

(COMESA) and as such has Jow and preferenual tanil

treatment with the other 12 member states. Uganda also

participates as a member of the International Coffee

Organization, the International Sugar Agreement and the

Tnternational Cotton Council.
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Figure 13A

UGANDA: MAJOR IMPORTS, 1996




Figure 24A

UGANDA: PRODUCTION OF MAJOR EXPORT CROPS, 1987-1997
Thousand tonnes
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Figure 248

UGANDA: PRODUCTION OF PRIMARY FOOD CROPS, 1987-1997
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Exports of treditional
agricultural froducts have
increased in value but nol as o
proportion of GDP or total
tracle.

Despite COMESA, Uganda’s major trading partners [or
imports are in Europe and Asia, and import duties have
coniributed the largest share of government revenues unitil
very recently (40 percent in 19M,/95), An export tax on
coffee alone contributed 50 percent of the government’s
revenue in 1992/93 when it was eliminated. The dverage
tarifl rate was 17 percent in 1994,/95, but some reduction
has occurred since then, including the replacement of the
145 percent tariff on petroleum imports with a 215 percent
excise tax, Similar switching of an excise tax for import
dhities was applicd o luury goods in 1993,/94, although
they still face relatively high wariffs. Agriculural inputs enter
duryfree.

Uganda runs a substantial deficit on its current account,
owing to its imports of vehicles, machinery and equipment
and petroleum which together currently account for about
one-hall of wtal imports. These are largely funded by
lforeign assistance credis. Imports have increased Faster
than exports, especially indusmrial products wo suppeort
economic restructuring (see Figure 23). While the country
produces some of i energy needs through hydropower, it
lacks petrolewm resources and muse import petroleum for a
mapor part of its manulacturing and transportation
OPeraAtons,

E-i:p'm‘tl of traditional agricaltural producis (coffee, 1ea
and conon) have increased in value in recent years,
although not as a proportion of GDP or tol trade as
cconomic growth outpaces production of vadidonal export
crops (see Figure 24). A 70 percent jump in “other” exports,
mainly gold, served to bolster the overall merchandise
balance and prevent a larger increase in the current
acconnt deficit in 1997,

Total exports increased by 7 percent in 1997 over the
previous year, despite a 13 percent decrease in the value of
coffee expors that dampened the expected performance.
This was caused by a drop in international colffee prices.
Export revenues from colfee worsencd in 1997 /98 with the
24 percent drop in coffee production cansed by poor
weather.

Further wade liberalization has been promised by the
government and encouraged by international ereditors.
Amony the policy changes proposed in the current budger
are the reduction of import duties on goods from non-
COMESA countries from 30 w 20 percent and the
elimination of import bans an all products.
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Agricultural conditions Afmost half of agricultural
The Ugandan economy is heavily oriented towards produetion s traded or
agriculture. Accounting for 44 percent of wial ourput and bartered for subsistence
80 percent of cmployment, the agricultural sector is conmpition ouiside the
concentrated in the southern part of the country where werket systemn.

weather patterns provide for two growing seasons, Table 4
shows the output of vanous agriculural products in
Uganda. The most important export crops are coffee,
cotton, tea and maize. The main food crops are tubers and
roots, maize, beans, sesame and sorghum, Almost half of
agricultural production (19 percent of GDF) is raded or
bartered for subsistence consumption outside the marker
system. Most agncalture is performed on farms of less than
2 ha, using family labour and non-mechanized methods.
Subsistence praduction of agriculiure still accounts for

about two-fifths of agricultural output, and once-fifth of wral
CCONOMIc Gutput

Table 4

AGRICULTURAL PRODUCTION IN UGANDA, |994/97

It was Uganda’s subsistence agricultural sector that
enabled the population o survive the devastation and
collapse of the modern economy under the Idi Amin
regime, and many people still rely an small plows of land
o gardens to provide a steady supply of food. Even in the
urban arcas of Kampala and smaller towns, a farming
tradition, coupled with an uncertain food supply from the
rural areas, leads to urban agricultural producton.
Various estimates indicate that between 30 and 50 percent
of families in Kampala engage in some form of
agriculture.”
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Prior to the economic collapse, Uganda had been self
sutficient in food, thanks w i good soil fertility and
favourable climate. Currently, 6 percent of Uganda's total
imports are food products (sugar, vegetable oil and cereals)
Agriculture had also been a large earner of foreign
exchange and was the main reasan for successive current
account surpluses, There sa strong pua»::-;:ihi!iu- thar this
position can be regained, according to the positive tronds of
the economic reforms under Wik

Only about ane-third of the land available fo
cultivation is currently o use, and almost none is
irrigated, The largest area of cultivated land s planted
with bananas (30 percent of cultvated arca, concentrared
in the mountain systems in the west and east): cereal
planting takes up 23 percent of cultivated land, largely in
the north and northwest of the country, followed by, in
declining order of land wilization, roots, pulses,
ailseeds, collfee and cotton

IE:H.'!-IFitl' the dominance aof 1 :E:iﬂr“!.'l_.i nm‘in:hnr.ﬂ SeClor i
GO and employment and its growth in absolute werms, i
has actually receded substantially ovor the past decade in
relagve terms. Following the breakdown in the economy in
the 19705 and carly 1980s, agriculiure was practically the
sole productive activity for Ugandans, and was cr tucally
irmpcertant to the country’s survival. However, both exXpart
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Figure 15
COMPOSITION OF UGANDAN EXPORTS, 1990-1996

L — | Mon-traditional exports
== El‘tli-nrn'ldh:ln-mtrnpi'
BN Coffes

Sotirge: Statistical Abatrace,
Government of Uganda, 1997

agriculture and agriculioral processing were greatly
damaged, leaving subsistence agriculture as the primary
CCONOITHE activity.

As recenty as 190, agrculwre accounted for 57
percent of GDP in Uganda, and coffee accounted for
80 percent of exports, The Economic Recovery Plan
successfully diversified the economy so that manufacturing
now accounts for 12 percent of output, up from anly &
percent in 1987, The agriculiural sector has also become
more diversified. Coffee has dropped to about 60 percent
afall exports, but export revenues from coffee have
tuctuated very widely since the 1989 breakup of the
quotas established by the Inernational Coffee
Organization (see Figure 25).

Food crops account for 71 percent of agricultural output,
and ke up 92 percent of planted land. This subsector was
seviously damaged in late 1996 and early 1997 by drought
conditions, and again in late 1997 and early 1998 by
extremely heavy rainfall and then flooding. Because of the
droughe, total agricultural production grew by only 5.9
percent from 1996 o 1997, compared with 8.0 percent the
previous year. The combined effect was a drop of 25 percent
in crop production between carly 1997 and carly 1998,
which caused IMF 1o adjust its forecast for GDP growth from
8 ta 5.5 percent for 1997798, Food-crop production fell
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Ulgerrielas is Afirices's leading
coffee producer
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substantially short of the populaton’s needs in 1997, Severe
food shortages declared in 21 out of 39 government
districts, especially in some of the mostvalnerable areas of
the north, northwest and southwest which have large
refugee settlements,

Uﬂnnda is Africa’s leading coffee producer. Coffee
revenues have been a mainstay of the government's efforts
to reduce the current account deficit and restore the
toreign reserve position. The carly 1990s saw substantial
mereases in international coffee prices, and Uganda was in
a good position o export. However, high prices brought
new produces into the market and production volumes
hawve: already increased., bringing prices back down (see
Figure 26}, The coffee sector has been more affccied by the
1997 /88 rains than by the earlier drought because of
harvest tming. Delays and stoppages in picking and drying
occurred at the beginning of the harvest season n lawe 1997
and processing plants were underutilized because of a lack
of coffec crop. Export volumes were cut by almost two-thirds
from the previous year in the intial stages of the harvest,
but recovered substantially by the end of the export season
in April 1995,

Nonetheless, price weaknesses coptinue to reduce
export earmings rom coffec. Average prices for Uganda's
man vanety of coffee, robusta, are forecast to fall by 9
percent between 1997 and 1998, Furthermore, the new
supplicrs and a new quality control system implemented by
a major international coffee trading company based in
London may permanently harm the market for Ugandan
coffee heans. There have been reports recently of
excessive moisture in Uganda's coffee shipments, and
there is serious concern that negative publicity may cause
buyers to try other coffee producers now that new
production is available.

Ten and coron are also important raditional export
crops for Uganda, Tea production rose again in 1997 /98,
compared with 1996, and export earnings should rise as
well, Cotton production was damaged by the drought in
the carly part of 1997, which curtailed planting, and then
the late-season rains inter fered with the ransport of
cotton (o the ginning plants late in the year. Thus, at 110
(MK} hales in 1996,/97, cotton production is little more than
half the valmne of the previous year; however, cotton
output is still greatly increased since the early 19905, A
substantial amount of multilateral assistance has been
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Figure 26

UGANDA: EXPORT EARNINGS AND WORLD COFFEE PRICES, |1985-1996

WS Merchandise exports
(million § — 1992 value)

BN Asabies coffes beans
(constant LIS
cEnts per posd)

Source; Statmtical Abstract,
Governmant of Uganda, 997
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directed at modernizng the cotton procesting acilities in
order (o return cotton o being a major foreign exchange
carner for Uganda.

Among other important crops grown in Uganda are
sugar, grazing Iivesiock and forestry. Each of these sectors
has shown substantial recovery since the collapse of the
19705 and 19805, but has yet to become an imporant
economic contributor. Fishing, which is concentrated in the
mapor lakes that dot Uganda’s borders and intenior, is an
unpartant source of prowein for Uganda's population as well
as producing significant exports.

The past two years of weatherrelated prablems Thir past two years of weather
illustrate the fragility of Uganda’s economic dependence related problens illustrate the
on agrniculture. Flooding and landslides caused by the [fragility of Uganda's econowmic
torrential rains wiped out bridges and roads, swept away dependence an agricultire.
fields of planted crops and disrupted harvesting, delivery
and marketing of food crops. Food prices jumped quite
precipitously in some regions, especially where roads
became toally impassable and crops could nar be
delivered 1o processing plants, The decline in food
production and lower growth in agricultural production
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improve the productivity of
subsusdenes farmers who are
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overall in 1997 /98 both contributed o slower overall
growth.

Agricultural issues and policies
Lack of modern farmtng methods. The rural areas of Uganda,
including Farming practices, have changed relatively livde
over the last three decades. Ninety percent of the rural
population are subsistence armers or fishers. Their
productivity has been hampered by lack of machines or
even animal traction; pre- and postharvest pest
inlestations; the vicissitudes of drought and Aood;
inadequate storage facilities: and the destruction of much
of the excellent transportation infrastruciure that existed
30 years ago, Elecuricity is available 1o about 5 percent of
the population, hall of whom are in Kampala and the rest
in major towns.

With its recently released agricultural modernization plan
to the year 20012, Uganda is exiting the rehabilittion phase
and entering the development phase of cconomic growth.
Uganda will put miore emphasis om regional rade in local
foodstufts and on newer, highsalue agnculmrml produces
destined for international markets. The government wants
0 improve the productivity of subsistence farmers who are
the backbone of the cconomy, and expand by 6 percent
annually the area under crops, particularly for targe-scale
commercial farmers.

The underutilization of cultivable land has been a key
weakness in Uganda's efforts o reduce poverty in rural
arcas. 1t stoms from the historical neglect of the
smallholder farmers and inability to extend mechanization
to large numbers of Farmers beyvond the northeastern area
where it was adopted carly on. Among the agriculral
policy changes encouraged since 1990 has been
acceplance of the reliance on small Garmers for food
production, reduction of transaction costs and market
fatlures in tand and credit markets and the expansion of
agriculiural services.

[t is estimated that the cost of implementing the
modernization plan, published in January 1998, will be
L sh 367 billion (roughly $305 8 million). The four key
arcas for intervention are: improving rescarch, extension
and farmer linkages; mrgeting production in certain
agricultural zones; improving credit access in rural areas:
and promating the development ol agro-based rural
industries. Success is dependent on continued nvesoment



in the country's ransport network, particularly rural
fecder roads.

The modermization plan tackles head-on the fact that Uganda has the potential o
Uganda, a country with the potential to feed much of East — feed much of East Africa, but
Alriea, has extremely low erop vields owing o subsistence cwrrent subistence farming
farming practices. Fertilizer use is very low as there is no prrachices resuli in extremely
systematic market and prices vary widely throughout the forw crop yields.
country, The plan calls for the expenditore of $120
million on improved and decentralized rescarch and
extension services. However, even though most farmers
are women, the extension programme gives licle
emphasis to gender ssues and the number of
extensionists remains minimal,

Given the volatility of international markets for coffee
and for the couniry's other traditional exports - cotton,
vea, sugar and wbacco = the government is eager to
diversify its economic base, One way in which it intends 1o
do so 1 by mereasing the sales of non-raditional
agricultural exports. In 1996, non-traditional agricaltural
exports accounted for 4.5 percent of expaort carnings,
compared with 14 percent in 1990, The two types of non-
traditional exporis are:

® Low=alue traditional foods that are not iraditionally
exported, particularly maize, rice, beans, aillseeds and
dairy products, These are sold 1o Uganda’s neighbouring
COUIirics.

@ New, highwvalue agncultural produocts destuned for
wealthy markets: spices, fancy vegetables, frults, nuts,
livestock products inchuding hides and live goars for the
Near East, fish, silk, pyrethrum and citronella oil.

Uganda's storage and transporiation infrastruciire i
weak so producers have difficulty meeang the developed
warld's complex requirements for highly perishable
produce, be it for crisp dwarf vegemables or just-budding
hothouse Nowers. “The export markews are limited,
competitive and volatile,” the modernization plan siaces.
“Requirements are also demanding in terms of produce
type, size, quality, packaging, delivery schedule and
frequency.” As a landlocked country, Uganda is ata
disadvanmge in competing with coastal neighbours such
as Kenya for sales of these high-value crops.

Regional markets for loweraalue produce arc more
accessible to Uganda. The modernization plan identifies
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two types of regianal chient: other East African countries
such as Kenya, the United Republic of Tanzania and
Ethiopia which suffer regulardy from food shortages owing
o drought and flooding; and internatonal agencies serving
refugees and displaced persons in the region. The
modernization plan calls for a 20 percent expansion in the
production of maiee, rice, beans, oilsceds and dairy
procucts for sale regionally,

The Achilles’ heel of this regional approach is the
porsistence of trade barricrs between countries of the
region, COMESA has achieved some success in breaking
down reglonal trade barricers with a mandate to promote
trade, investment and payments among the signatories.
Another jssue is whether neighbouring governments and
relic agencies will be in a position 1o buy Uganda’s
foodstuffs. Money is not the only problem. The World
Food Programme (WFF) has been discouraged from
buying foodstulls in Uganda because local tading houses
have notalways adhered o their contractual obligations
with WFF, and the food quality does not always meet WFP's
standards.

Omne of the greatest hindrances to growth in Uganda is
the poor transport infrastructure. A lack of institutional
capacity combined with natural disasiers has held back the
roads rehabilitation programme. While principal and
trunk highwavs have been restored, it is estimated that
one-quarter of feeder roads are impassable during the
ramny season. In 1996, the World Bank and Uganda signed
a ten-year programme of 315 hillion for roads. In 1997,
the World Bank invested $30 million to build instinational
capacity for road construction and maintenance, and
another 350 million for emergency road repairs
necessitated by damage inflicted by the torrential rains
and flooding,

Unavailability of farm eredit. If agriculture is to be Uganda’s
economic engine of growth, as it must be, investment must
focus an the secror, But peasant farmers have almost no
aceess 1o credit o improve their productivity or 1o begin
micro-enterprises. Formal banks do not have adequate
branch networks in rural areas and rend to view rural

lending as oo risky and expensive. Efforts have been made
to increase acoess (o credit for small farmers, These

mclude the Rural Farmers' Credit Scheme which was
funded by external aid donors and aimed specifically at



small food growers. Farmer cooperative organizations exist
in many villages and have been an imporant source of
nterim financing and other support for individual
farmers.

The modernization plan secks $37.27 million o improve
access aned avarlability of evedit in rural areas. The three-
stage plan would begin with small-scale microcredit groups
encouraging peasants to save as well as offering them access
to small sums of credit from external sources. Those wonild
develop into fully fledged village banks linked to the formal
banking system, Later, the village banks would coalesce to
form districr or regional banks, competing with the
established banks. Villagedevel producer cooperatives and
notgovernmental organizations (NGOs) are expected to
be key players in development of this model,

Uganda faces coonomie instability but has resources for
develapment. In general, the Ugandan economy is siill
vilnerable to several sources of instability. The main one is
weather, which can create boom tmes such as the 1992/93
period of B4 percent GDP growth, but can also create a
severe production crisis in agriculture, such as in 1996 and
1997, thus slowing overall growth. There is little resibence in
the agricultural sector to these supply shocks because of the
lack of irrigation, the relatively underdeveloped
mechanization, and poor storage, transportation and
distribution mechanisms.

Border military activities and refugee populations are
another source of insability, The country currently
shelters an estmated 265 000 refugees from the Sudan,
the Democratic Republic of the Congo and Rwanda who
live in rural settlement camps and emporary transit
poinis. These people are generally subsistence farmers
who have Faced displacement and insccurity in northern
Uganda from insurgencies and attacks on their CAmpa. In
1997, a large number of Sudanese refugees returned 1o
areas in southern Sudan, while others volunarily left the
:u-fug:_'.: camps and are living along the northern border
of Uganda;

The other source of insmbility for the Ugandan
EConomy is also a source of Slahiiil'}". foreign assistance.
Uganda has performed well in is macroeconomic
restructuring, sa is favoured in the lending programmnes of
multilateral and bilateral donors. However, many of the
government's continued reforms are almost entively
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dependent on support from outside sources. Imports of
equipment and machinery, which are urgently needed 1o
continue strengthening the manufacturing secuor, are
generally financed by foreign funds, so there is no threat
of those imports not being paid for. This process of
financing physical capital imporis also maintains the
current account deficit that eould not be mainiined
without aid. Nonetheless, the longterm benefits of
increasing manufacturing capacity justify the trade
imbalance,
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Asia and the Pacific

REGIONAL OVERVIEW

Economic developments

Despite the financial crisis in East and Southeast Asia and Ecomomic growth in

the effccts of the El Nino phenomenon, economic growth developing Asia and the

in developing Asia and the Pacific in 1997 again cxcecded Pacific in 1997 exceeded that
that of any other region and contributed to a rising per of any ather region.

caput income in most countries. However, the regional
growth rate of 6.1 percent was lower than the 7.5 percent
recorded in 1996 (in win lower than the 8.2 percent of
1995}, and all subregions of Asia {except for the central
Asian republics) shared in the slowdown, There wis a
substantial variation across countries, with Southeast Asia
and the Republic of Korea being particularly affected by
currency and financial urmail in the second half of the
year, In Southeast Asta as a whele, economic growth
declined by almost hall. Economic growth in Thailand and a
number of Pacific Island countries was actually negative.
Average growth across the newly industrialized economies of
Hong Rong, the Republic of Korea, Singapore and Tanwan
Province of China slowed but remained substantial at 6
percent. Economic activity in China continued to cool down
but still expanded a1 an impressive 8.8 percent. In India,
GDP growth slowed from 7.5 to 5 percent. As the full
impacts of the carrency and financial crisis mke hold, real
economic growth in developing Asia is expected to decline
to about 4 percent in 1998 before making a slight recovery
to a little more than 5 percent in 19997

The mose striking aspect of Asian economic performance
in 1997 was the combined effect of two negatve events in
Southeast Asia: the countrics in this subregion suffered
from El Nifio-related elimatic disturbances, with
implications for agriculimal performance, food security and
public health, at the same time as suffering from severe
financial disturbances created by currency depreciations,
reversals of net capital flows and strains on banking systems
and capital markets as well as on corporate liquidity and
credit availability. By the end of the year, these financial
disturbances had spread to the Republic of Korea and
precipitated IMFled rescue packages for Indonesia, the
Republic of Korea and Thailand, mtalling more than
S1040 balhion,

A siylized account of the regional currency and financial
crisis can be explained as follows. While rapid globalizaton
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Figure 27
ASIA AND THE PACIFIC
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bzl b-rﬂ'ught substantm] benefits to developing Asia, it also
heghtened risks associted with the failure to address policy
mistakes, weaknesses in linancial sector instituiions and
problems in corporate and public govornance. As trade
grew rapidly and pominal exchange rates remained
effectvely pegged 1o a rsing US dollar, substantial current
accoumt deficits arose. These were partly in response 1o
structural changes in the “real” side of the affected
ecopomics and partly due to an appreciation of their real
exchange rates. The combination of increased corrent
account deficits and rising real exchange rates was sustained
by private capital flows from abroad. Only a small fraction of
this flow came in the form of FOL; the remainder came
vither through portfolio investment ar through the banking
sector, especially as short-term loans. Once the surge of
private capital inflows started, a rampant increase in
domestic asset prices ensuced, in tarn inducing further
capital inflows,

The surge of private foreign capital brought about
imbalances in the banking sector of the coumtries most
affected, as foreign liabilities of commercial banks increased
more rapidly than foreign assets and much of the collateral
for Joans consisted of real estate and equities, the prices of
which contained a lage speculative component. There was
also an imbalance in the maturity structure of banks” assets
and liabilitics. Financial mstinutions were often subject o
non-transparent and lax regulatory enforcoment. In
addinon, the behaviour of some financial institutions
reflected an implicit beliel that their financial liabilities
were guaranteed by thelr respective governments. Ina
context of surging capital inflows, implicit government
gpuarantees o creditors encouraged excessive risks 1o be
tiken and allowed loan pardolio quality to deteriorate. An
implicit belicf that effectvely fixed exchange rates would be
maintained indefinitely also discouraged the prudent
hedging of foreign liabilities,

While saving was generally high, it was often not
invested most productively. As fulling returns began 1o
disappoint investors, particularly following the 1996 export
slowdown, their exuberance faded rapidly. The five
cconomies mast adversely affected by the crisis (Indonesia,
Malaysia, the Philippines, the Republic of Korea and
Thailand) recorded an aggregate net farcign capital
outflow of $12 hillion i 1997, compared with an inflow of
$93 billion in 1996, The values of currencies began to fall
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and interest rates 1o climb in these countries. High, After an wnflow of 393 hillion
unhedged debt-to-equity ratios, which had oftfered EARY wi | 904, flae economics most
financial assistance for growth in better times, began o affected by the erivis recorded
imperil company finances as well as those of the financial a nel foreign capital oufffow of
institutions that lent o them, S$12 biltion in 1997,

The social consequences of the economic crists are likely
to be serious, although they are becoming apparent more
gradually. Unemplovment and inflation are rising, while
company closures and the resultant redundancies are
leading to massive migration flows ot of the counties
affected. Social safety nets, which were already weak or
poorly developed in many places, are coming under
increasing pressure. These problems vary in gravity, in some
cases gving cause for concern. For instance, in the Republic
ol Rorea, the wholesale and reail wrade index fell in the
second half of 1997 for the first time in 18 years, and it is
expected 1o fall again by record amounts during the first
half of 1998, Such a slowdown in copsumption is Indicative
af bath low income growth and loss of consumer
confidence. Indonesia was particularly hard-hit by the
financial crisis, the impact of which was compounded by
tnternal political problems and exiensive forest fires in arcas
affected by El Nino-induced drought The population has
suffered from food shortages and price increases; despite
very weak private consumption, the inflation rae is
expected 1o nse from the 11 pereent recorded in 1996 o 16
percent in 1998; and the country's alveady high
unemployment numbers are expected (o increase
significantly {reaching 8 or 9 million in 1998). The
Philippines weathered the financial erisis with a satisfacoory
economic performance featuring a 5.8 percent growth in
LGNF, a level supported by substantial remittances of hard
currency from overseas contract workers. Thus, the
Philippines is expected 1o emerge from the crisis ahead of
muost ather countrics in the region, although it will soll face
lower growth and higher unemplovment rates, the latier
being expected to increase from 8.7 percent in 1997 1o
more than 9 percent in 19,

For the countrics of the region, and indeed for the rest of
the world, economic prospects greatly depend an the pace
and extent of the recovery in Japan. Domestic cconomic

I:ruhlcmu injnpnn, mcluding those in the financial sector, Econonue prospects, for Ava
are very serious and likely (o remam so for some tme, and the world, greatly depend
Consequently, at least in the shornt term, Asian economies on the pace amd extent of the
can expect Hitle in the way of stimulation from Japan’s recovery in fapen.
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import demand. Furthermore, [apanese investments in the
region are also depressed. 1T Japan enters imo a protracied
recesston, this can only mean gloomier economic prospects
for the region as a whole, and especially for closer trading
partners.

In any case, it will mke some time before countries in the
region resume rates of growth comparable 1o those of the
recent past, For some economies the road back may be
lomger than {or others but, provided policy corrections are
mude and instinnional reforms carded through, the
foundations that propelled rapid growth in the past should
da 50 once again.

Economic growth in China has been sieadily deceleranng
since 1992, as efforts to avoid economic averheating
through fscal, monetary, price and credit policies have
taken effect. For 1997, economic growth was 8.8 percent.
While the 1997 financial erists in Asia did not have an
immediate impact on China, it may have medium-term
effecs by weakening demand for the country's exports,
ncreasing competition for thelr markets from countries
with sharply depreciated currencies and, possibly, reducing
forcign investment. Meanwhile, redoublod effors (o address
weaknesses in the banking and siate-owned enterprise
sectors may help o reduce China's valnerability 1o similar
erises in the future.

Weather effects, more moderate demand for
manufacturing output and infrastruciure boulenecks
contributed 1o a reduction in economic growth in India in
1997, as real GDP growth slowed from 7.5 o 5 percent.
The country’s current account deficit rose by more than
$2 billion as imports, facilitated by trade liberalization,
increased o meet a sharifall in domestic production of
basic necessities, including food. The Indian economy is
expected to expand by between 6.5 and 7 percent in both
1998 and 1999, with stronger growth Bmited by
infrastructure constrainis. A depreciation of the rupee may
be required to maintain external competitiveness in the
face of the massive depreciations in Southeast Asian
currencies.

Growth in real GDP of the newly industrialized
cconamies (Hong Kong, the Republic of Korea,
Singapore and Taiwan Province of China) slipped 1o 6
percent in 1997, largely because of weaker export
performances as world demand for electronics,
semiconductors, steel and petrochemicals moderated.
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Inflation remained subdued at 3.5 percent. The transfer The mew Hong Kong Special
of Hong Kong's sovereignty 1o China occurred smaothly Administrative Region
n mid-1997, The new Hong Kong Special Administrative continues to develof as o
Region continues o develop as a financial and business Jinancial and business services
services centre, although the region's cconomic crisisand  cendre.
higher interest rates have reduced the pace of economic
actvity. In late 1997, the currency and financial turmaoil in
Southeast Asia spread to the Republic of Korea, which
eventually resorted 1o an IMFded rescue package of more
than §50 billion, condidanal on substantial policy
reforms. The restrictive policy measures required imply
that the economy will contract, and expectations are that
full recovery to the country's potential growth path will
take at least two years, Singapore emerged from the
region’s financial crisis in a better cconomic condition
than is immediate neighbours, although it suffered some
currency depreciation and a substantial fall in its stock
market index. Spillover effects, especially from Indonesia,
are likely to keep Singapore’s economic growth subdued
in the near future, however. The financial crisis left
Taiwan Province of China relatvely anscathed, b
reforms in the banking and financial sectors and the
palicy of encouraging high-technology activities in the
COUNEY are continuing.
Southeast Asia suffered both from the physical elfects
of El Nimo and the economic consequences af the
financial crisis in 1997 and early 1998, Economic growth
declined from more than 7 1o less than 4 percent
Cambodia’s economic performance was lacklustre, with a
real GDP growth rate of just 2 percent, an infladon rate of
more than 9 percent and budget revenues of less than
10 percent of GDF, However, agriculture 15 the largest
sector in Cambodia’s economy and its growth rate 1 1997
picked up 1o 4.9 percent, compared with just 1.8 percent
in 1996, Despite favourable macroeconomic
fundamentals, Indonesia was hiv particularly hard by the
regional crisis in lawe 1997, as mentioncd above. The
country is now undergoing comprehensive coonomic
reforms in the context of an international rescue package
of soughly 340 billion. In 1997, the Lao People's
Democratic Republic continued its steady growth, bt js
trade and currency suffered from the crisis in
neighbouring Thailand, its largest trading pariner. In
Malaysia, economic growih slowed to 7.5 percent in 1997
as the financial crisis ook it wll through a massive
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depreciation of the ringgi and a steep dechne in stock
market values. Fiscal and monetary measures introduced
i response to the crisis in the later part of the year also
restrained growth. Myanmar continued the slow process
of implementing a market economy, and its entry into the
Assoctation of Southeast Asian Nations (ASEAN] should
improve its integration into the regional and global
economies. Thailand's extended penod of high growth
ended sharply and growth turned slightly negative in
1997 as the collapse of the balit precipitated the regional
currency and financial crisis. Reforms under an
international assistance package have procecded well
and, after further negantve growth in 1998, the economy
is expected to return to positve, i shight, growth in 19949,
Viet Nam registered strong economic growth of 9.2
percent in 1997, supporied by vigorous growth in both
agriculture and indusiry. Growth is likely to be more
moderate in 1998, as Viet Nam is affecred by the events
elsewhere in the region,

In South Asia, economic growth slipped below 5
percent in 19957, alver averaging 6.8 percent from 1994 10
1996. Differences in investment and growth rates in
agrculture and manufaciring accounted for wide
disparitics in growth among the subregion’s economies,
Bangladesh’s economy grew rapidly in agriculiure bt
lagged in manufacturing, posting a 5.7 percent overall
growth rate. Low increases in food prices helped the
country maintain its inflation rate at about 4 percent. GDP
growth in Nepal declined o 4.3 percent in 1997, primarily
owing to a slowdown in the non-agriculiural sectors that
was brought about by infrastructure and human-capacity
canstraints. Pakistan's growth rate dipped to 3.1 percent
in 19497 and the country experienced increasing
macroeconomic imbalances as its fiscal and current
account deficits increased o about 6 percent of GDP, Sri
Lanka experienced rapid growth in both agriculwre and
manufaciuring, which helped increase its overall growth
rate 1o a subsiantial 6.3 pereent while bringing inflation
down into single digits,

Agricultural performance and issues

Overall, 1997 was an unfavourable agriculural year for
the region. Indeed, the nite of expansion of agricultural
praduction fell to only 2.6 percent,” the lowest rate
recorded in the 19905 and only the second time in the
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same period that agricultural production expanded by
less than 4 percent. This reflects declines in the rate of
agricultural production growth in maost of the major
countrics of the region, including Bangladesh,
Cambodia, China, India, Malaysia, Myanmar, the
Philippines and Viet Nam. Agricultural production
actually declined, by an estimated 2 10 3 percent, in
Indonesia. The rate of expansion of agricultaral
production rose in Nepal, Pakistan, the Republic of
Kotea and Sri Lanka, although for this last country mos:
of the increase represented a recovery from the sharp
decline experienced in 1996,

In China, a third consecutive vear of bumper grain
harvests contributed to strong, if more moderaie,
cconomic growth and reduced inflatgon in 1997, Measures
inroduced since 1995 under the Grain Bag Policy, such as
greater public investment in agriculture and higher
procurement prices, have kept agriculivre growing a4
percent, following two years at about 7 perceni. At 441
million onnes, ol cereal production was lower than in
1994, but still the second highest ever, Grainsown area has
expanded by several million hectires since 1994, most
notably in the coastal provinces,

Agriculture accounts for slightly more than one-guarter
af India’s GDP, but production grew by little more than
| percent in 1997, as monsoons arrived late in some arcas
and unseasonable and heavy rainfall occurred in others.
In the first major trade liberalizadon of agriculiural
products since the current reforms began, the
Government of India partially or completely liberalized
imports of 150 food swems and reduced maximum: tariff
rates from 50 o 40 percent. Meanwhile, India remains a
substantial net exporter of agricultural produces and is
usually selfsuflicient in loodgrains. The government has
also begun to cansider the rising cost of subsidies,
including agricultural subsidies such as those on
foodgrains, fertlizers and warer and power — these las
twa being substantial. A reduction of these subsidies
would promote more efficient input use and grain
distribution, but could have significant equity impacts
and be politically difficult 1o implement.

In Bangladesh, the agriculural sector regstered a
I percent expansion in production following owo years of a
strang, 4.5 percent growth, helped by greater inpui
availakility and expanded ruml credit. Agricalture sill
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accounts for about one-third of GDP and more than mwo-
thirds of emplovment. However, tood and agric uliural
production has barely kept up with population growth in
the course of the 19940s, more than half of the population
is below the food-based poverty line and child and
maternal malnuirition are widespread. There is a further
risk that the country may experience reduced
compeiitiveness in labouriniensive exports such as
garments and frozen foods because of the large
depreciations of Southeast Asian currencies.

In Indonesia, agricultural production was reduced by
drought brought about by the El Nifo phenomenon,
compounded by forest fires and the resulting haze. This,
tagether with the sharp d:’prﬂ:ﬂ:iiﬁun af the rupiah, caused
food prices to rise. The Government of Indonesia
responded w the drought with cloud-seeding activities, the
provision of free seeds o farmers whose food erop
(especially rice) production failed and the distribution of
hand tractors to accelerate planting in the main rice-
producing arcas, Nevertheless, this year's paddy
production is forecast to be significantly smaller than the
alreddy reduced one of 1997, Large-scale imernational
assistance s required to mect the shortage of rice. The
government plans 1o import approximately 1.5 million
tonnes, leaving an uncovered deficit estimated 1o be 2
million tonnes.

In the Demoeritic Pmplrs'i Rl:]:m blic of Korea, 3 severe
drought in the summer of 1997 as well as a destructive
typhoon, both occurring after two conscoutive years of
Moods, resulted in a desperate food sitsation that was
characterized by severe hardship for the population and
rapidly declining nutritional sandards, Total cereal
production in the country in 1997 was down to an
estimated 3.7 million tonnes from the 4.5 million tonnes
of 1996 and the 5 million wnnes recorded as late as 1994,
The effecis of the three consecutive vears of natural
chisasters have, however, only aggravated the severe
structural problems in the economy, ineluding the
agricultural sector. Cereal production has indeed followed
a consmistently downward rrend since peaking at 7.1 million
tonmes in 19846,

In the Lao People’s Demoeratic Republic, in 1997,
despite floods affecting some arcas, improved climatic
conditions overall and increased incentives for agricultugal
production led w higher growth levels in the agriculiural
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sector, which continues to account for more than one-half
of the country's GDP. The imporant sector of subsistence
agriculture helped to buffer the real economy from the
regional crisis o some extent, but the events in Thailand
combined with the effccts of flooding to push up
agriculural prices.

In mid-1%47, serious floading i Myanmar destroved
about 1.2 million ha of paddy, driving up food prices and
general inflatkon. By early September, the government was
lorced to request emergency food relicf from the United
Nations To increase paddy production and possibly exports,
in November the government replaced its system of
procuring paddy directly from farmers under a quota
systerm with a system of purchases through a sealed
tender bidding proceds,

Agriculture’s share in Nepals GDI* has fallen 1o about
41 percent, but still about 80 percent of the ol labour
force depend an agriculiure for their livelihood,
Therefore, the 3 percent growth in agricultural production
in 1997 helped a large share of the population.
Implementation of the Agriculture Perspective Plan is
expected in part o offset the effects of unfavourable
weather in early 1998, but agricultural growth is sull likely
to decline,

In Pakistan, agricultural production growih in 1997 was
2 poercent, as unscasonable rainfall and cotton pests and
viFEes COrm o nided the effects of low plnrlm;:iw' ty, The
production of major crops such as cotton, sugar cane and
wheat declined, while reduced comon production also
contributed 1o a drop in exports. To improve
performance in the agricultural sector and reduce
agricultural imports, the government announeed a
comprehensive package of incentives, including higher
product support prices, lower input prices, an cxpansian
of agricultural credit and improved irmgation and
drainage facilitics.

In the Philippines, 1997 agricultoral growth was just 0.4
percent, as it was hampered by severe droughts brought on
by the El Nifo phenomenon and the fall in the peso.
Agriculiral employment, at about 40 percent of the labour
force, is likely to fall in 1998 when the full impact of El Nifo
finally hits,

Atded by favourable weather, Sri Lanka’s agriculiural
sector recovered in 1997, with a 7 to B percent growth in
production. Agricultural exports rose in value tenms as a
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result of higher tea and coconut prices, and expanded
slightly in valume as well,

Agricultral production in Thailand was also hit by E|
Nifio-related drought, and aply rose marginally in 1997,
with cereal output actually declining by an estimated
3 percent. The conntry's stromg economic performance im
recent years until mid-1997 has increased and diversificd
consumer demand for agricoltural produces. At the same
tme, agricultural expores, particularly rice, sugar, fisheries
products, rubber and poultry meat have contributed (o
the rapid cconomic growth. The current financial crisis is
threatening this synergistic growih, however, by crimping
domestic demand and raising the prices of imported
agricultural inputs, On the other hand, the depreciation
of the baht may increase Thailand's export
compettvencss, particularly for commodities with a low
Import conicne.

The producton of dee in Viet Nam, where it is the
staple foud, dominant agricultural activity and an
important export, was spared the worst effects of the El
Nino phenomenon, and agricaltural output increased by
L5 percent. The prices of rice and other foodstuffs
declined in the first hall of 1997, contributing to a decline
in inflation.

Issues and prospects for regional agriculture

As poted above, the unexpected Asian financial crisis is
taking a heavy toll on the region, and particularly on
Indonesia, Malaysia, the Philippines, the Republic of
Korea and Thailand, The impaces will be felt throughont
these economics, including their agricultural sectors.
Currency depreciations and income coniraction are
reducing import demand, for instance, although the
currency depreciations and greater availability of
exportable surplus resulting from reduced consumption
should boost export competitiveness, At the global level,
these effects are likely 1o be seen in the markets for imaiee,
bovine meat, soybean meal, temperate fruits, cotton and
hides and skins, where Asia's imparts are likely to be
reduced, and in the region’s exports of tropical fruns and
rubber. Attempis to predict the quantitative changes likely
in the future are complicated by the fact that the crisis has
reduced the availability of irade financing in the countries
most affected, although donor countries and multilateral
financial institutions have been trying o ease the burden
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with export credits and loans to the region's export-
import banks.

Among cereals, the impact of the erisis is expected to
fall mainly on coarse grains, and partcularly maize, as the
contraction in meat demand will lower import demand by
an estimated 2 o 3 million tonnes Imporis of wheat, a
staple food in the region, are expected 1o contract by not
more than 1 million tonnes, with a minimal impact at the
global level, Likewise, the global rice market is not
expected to be affected much by the financial crisis,
although El Nife-induced droughits may increase imports
by Indonesia, Malaysia and the Philippines in 1998, This
may work to the benefit of Thailand and possibly Viet
Nam, although pressure on the US dollar price of rice will
be moderated by the deprediation of the Thai baht.
Exports of cassava and its products are unlikely 1o increase
significantly, as poor weather has reduced the exportable

surplus,

The financial crisis is expected to have the largest The reduced demand for
impact on the region's demand for mear, parucularly boacine meal in the Asia and
bewine meat, which has high price and income elasticities Paciftc regiom may weaken
of demand. The reduced demand for bovine meai in the world prices in 1998 and
region may be sufficient to weaken world prices in 1998 1999,

and even more so in 1999 0F the crisis appears w be
pralonged. The regional demand for pig and poultry meat
is largely satisfied by domestic production, so litde effcer
on these global markets is expected although there may be
some trade diversion awing both to changes in demand
and to changes in competitiveness, such as the recent
inroads made by Thailand in Brazil's poultry sector,
Regional trade in sheep meat also represents just a small
share of global trade and is unlikely to influence worled
markets except perhaps through substiiution effects as
relative prices of other meats change,

Vegemble oils are staple foods in the region and their
consumption is therefore unlikely to be significanily
influenced by the region’s income and price changes. But
with reduced demand for meat, there will also be reduced
demand for oilmeals and oil cakes, which are important
feedstuffs. Soybean meal from China and India may be in
greater demand in the region than refatvely more
expensive meal from Brazil or the United States. Cheaper
of domestically produced palm kernel and copra meals
could also be substituted for soybean meal. At the global
level, the impacts on oilmeal trade are likely to be
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primarily in terms of wrade diversion, since Southeast
Asia's enhanced competitivencss will have little effect
until exportable surpluses resume,

Reduced demand [or dairy products in the region will
primarily affect milk powder exporis from Australia and
New Zealand. The region’s reduced demand for tropical
beverages is expecied o have linle impact on world
markets since the five most affected countres together
account for anly 1 to 3 percent of world imports, Tea,
with low price and income elasticities of demand, will
probably be affected the least, while demand for coffee is
expected o fall sharply in the region but only slightly ac
the global level, The 1998 Indonesian coffee harvest is
reported o be reduced by 30 percent owing 1o El Nino-
ichiced drought but, when more favourable weather
returns, the country's increased competitiveness can be
expected to boost exports, assuming trade financing is
available by then, The region’s demand for cocoa beans
for processing is expected (0 remain strong, given is
mcreased export competitiveness and Lirge installed
Processing capacity,

Although houschold consumption of sugar is relatively
insensitive to price and income fluenations, industral
sugar demand is expected 1o be more affected, exerting
downward pressure on prices. Sugar production in
Thailand was sharply reduced in 1997 and is unlikely 1o
recover completely in 1998, thus limiting the
competitiveness advantages of the baht's depreciation for
this commuodity,

Imporis of fruits and vegetables, which have high price
and income elasticities, can be expected o decline
significantly, particularly those of temperate fruits and
vegetables from outside the region. On the other hand,
exports of tropical fruis are expected to increase, possibly
displacing some Afncan and Latin American exports in
European and North American markets,

In terms of agricultural raw matedals, imports of
cotion by the affected countries can be expected 1o
decline, with some impact on world prices. Demand for
natural rubber has fallen with the drop in demand for
automobiles, while the greater availability of rural labour
15 expected to increase supply, thereby depressing world
rubber prices. Global demand for hides and skins will be
negatively affected, particularly in the world's second
largest importer, the Republic of Korea, where reduced
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access (o warking capital and [oreign exchange should
more than offset enhanced export competitiveness for

final products.

Whether or not the numerons small (and the few
greater ) effects of the regional erisis on world markets
become more substantial will depend on a number of

Factors. Chief among these are the breadth and depth of the

crisis, which 18 not yvet fully apparent, the future evoluiion of
exchange rawes and wrade policies and the ease with which
credit flows may be resumed, partcularly for companics of
procesed produces, The speed and extent of recovery will
vary from country to country, but should nevertheless help
to place future cconomic growth on a mare solid

istifutional foundation,

Experiences in fiscal decentralization

As in other regions, several Asian countries have
endeavoured o ke advantage of decentralization as a
means of fostering regional and rural development, A

Bon &

FISCAL DECENTRALIZATION IN PAKISTAN

In the last ten years, of
Pakistans total revenue
generated, on average B9
percent accrued to the
federal government while the
share of provincial and
municipal governments was

5 and & parcent, respectively.
The federal povernment
incurs 74 percent of toml
recurring expenditure,
followed by provincial
governments with 23 percent
-and local governments with

4 percent The

intergovernmental fiscal
transfers are made, in order
of importance; from the
federal government to the
provincial governments, from
the pravincial gavernmants
to the local governmenes,
from the federal povernment
to the local governments
and, finally, between local
governments.

One of the most
significant forms of fiscal
cransfer from the federal to
the provincil govérnments:

i5 the sharing of revenues
fromitaxes collected: by the
federal government..
Frovincial shares in the
divisible pool are historically
based on ﬁw_p-’:'ramctm.
pnpﬂlaﬂnn and collection.
Development expenditure
by the provincial

-governments is also, by and

large. financed by the Annual
Development Programme
(ADP} of the federal
gn'rammt:nt:'.ﬁ_}i overall ADP
funding. 90 percent is.
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distributed among the
provinces on the basis of
populition while the
remaining |0 pearcent is
given to the two least-
developed provinces, Morth-
West Frontier and
Baluchiscan.

Lercal governments share
revenues on the basis of
origin e according to their
contribution to the total tax
callecan. There is no
revenue-sharing arrangemaent
at present between the
provinelil and the rural Iocal
governments. The second
fundamental difference in the
fiscal transfers carried outac
the various levels s the lack
of access by |ocal
EOVEINMENTE 10 revenle-
deficit grants, which is not
the case for the provinctal
EoVErnments, Grants-m-ad
received from the provincial
gOVErnments are specific in
naturé and generally used to
finance recurring '
e pEnditUres on education,
health, etc. while local
EOVEIMMEnts must finance
any recurring deficits
themsalves.

During the last | 5:years,
therefore, provingial
EOYEFTIMEnEs" -EIE.F_gﬁdﬁ.nl:‘t oft
the federal government
woulld appear 1o have
inereased, for both'a
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recurring and development
accounts; whereas local
govermments (urban and
rural) have had to rely more
on their gown resources 1o
discharge the{r obligations
The lack of increase in
financial support from
provincial governments is
atrriburable to the
detericration that has mken
place in their financial
position over time.
Although revenue sharing
has beneficed all four
provincil governmaents in
Pakistan, the extent of
benefit varies significantly
across provinces, with some

-of the anomalies perhaps

roesulting from the lack of

innevadlon I revanue-sharing

arrangements and the

exclusion of important

conslderations such aslevel
of development and
urbanization, land area, ete.
Cn top of this, it canbe
argued that the process of
decentralization and

-devolution of functions will

be incomplete unless the
relationship between the
provincial and Tocal
governments s also
reformed at the same time.
The strengthening of local

governments (s the fast

remaining step in the process
of decentralization Without

this, the goal of invelving
people in the management of
matters of concern o/ them
will remain largely unfulfilled,

Source: . Massod t'H'? nu.a.p o
intergomwrnmeTTal Bl relanoes and
inerratioid Anancs rbiumon.
Nhﬂmﬂlfnrn.rﬂdtnhrmthn
pireeraed oy the Technio| Cesudenides an
Dlecantrakzabon, 1410 lJulrnhr e,
FAC, Bt
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FISCAL DECENTRALIZATION IN CHINA

An empirical study of the
impace of fiscal
decencralizacion on rural
development in China was
carfied out using two panel
data sets. The first waca
province-iavel panal,
covering 28 provinces for
the period |970-1 993 and
the second a county-loval
panel; including ten countias
each from chree provinces
far the pered 1970-1995.
The major findings. were

» Fiscal decentrakzation
rediiced real budget evenies
of county. govermments but
increased these of provincal
povernments. This: was
despite the observation
thar palitical
decentralizatian and
adoption of the househald
respansibility system had
Impeded the ability of both
the proviticial and the:
COUNty, BEOVEITIMENES o
collect raxes.

* Fscal decentralizotion
contributed to economic
‘prowth at the county fevel but
not at the provincial feval. At

to have a positive, but nota
significant, carrelation with
roral incorme,; while its
correlition with
agricultural income was
both positive and :
significant This suggeses
that, to have a positive
effect on economic growth,
flscal resources and
decision-making powers
should be decentralized to
the county government
rather than to the
provincial government
level. Indeed, many
provinces in China are
mirch larger than most

‘countries, and provincial

Fovernments may
therafore not be

-particularly knowledgeable
abour or responsive to

local-lével conditions and
necds Mareover, because
of price distortions and the
goVErnments role as
investor in the Chinese
economy, more autanemy
may encourige provincial
Eovernments Lo invescin
industries that duplicacs
others, protect provinckl

* Palzcal decentralization and
the household responsitviity
system pasriively affect
econamic growth at the
county level Both polincal
decentralization-and che
household responsibilicy
system provide private
actors with more scope for
inigiatwe, which stimulates
economic growth

= Except for senar high schoal
enrafrment at the provincial
level fiscal deceritralization
has insignificant effects on
yarious indicators of
devetgpment — includmg
rural development — at
the provincial and county
fevels '

= The househald responsibility
system wias positively
chrrekated with the numbar of
doctors and nurses ot the
provcial kevel Mo ather
decentralizabof measures
had positove and significant
affects an develobrient
indicators ot the provincial or
‘County Jevels

These resiles supgost that.
while decentralization had a

positive affect an economic
growth, cverall this did not

Industres and underinvest
In agricultural projects:

the county level, fiscal
decentralization was found

I57
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' uxmm.l to other d:mznnnn:
of development.

The study concluded with

lessons ta be learned from
China’s experience with
decentralizaticn, For
instance; to ensure that
decentralization has
desirable effects on rural
development in China, the
government's role In the

economy needs to be
reformed. The governments
CWNINg and operating pmﬂ't—

uﬂuumd economic m:tu-.'m::,

ruTs E‘Wl'luf w

decentralization, unlike state-

provision of public goods
which benefits the process.
Finally, 1o be truly effectve,
decentralization :hnuld be
r.:mndtdtﬂ- the luw-ai'r. level

of gn"m-nrmnt-l‘mﬂ:l: —the
i.wun'tpm China.

Sauere: Lin Justin, Thigiang Ly e Funiing

MIﬂFMWmH

iwianbed at the Technical Comudtztion an
Diwteriraisifion, IHHM 1557,
Fl'ﬂ.!.nn'-.

frequent reason — reported worldwide — as to why such
efforts give unsatisfactory results is a lack of financial
decentralization, which is needed (o back up the
devolution of responsibilities to levels below central
government. In this respect it s inieresting to note the
different experiences of Pakistan and China in
implementing fiscal decentralization {see Boxes 6

and 7).

= Mayor reforms aimed al decentralization have been
undertaken m China since 1979, and Nscal
decentralization has been a part of these moves,
wivelving financial arrangements between government
and state enterprises and between central and local
governments. In China's case, there is also evidence of
the spectfic impact of fitcal decentralization on rural
development. This, ogether with the impact of other
reform measures on rural development, is the subject of
an empirical study reviewed in Box 7.

MALAYSIA
General characteristics

Malaysia is a diverse coumtry, in both its geography and
1ts people. Its land area of 32 million ha is divided
between the southern peninsula of Southeast Asia (Wesi
Malaysia) and the stares of Sarawak and Sabah (East
Malaysia), which are parts of the island of Borneo in the
South China Sea, Almost 70 percent of the land area is
forested, much of it is mountainous and a very small
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portion consists of irrigated cropland. Malaysia has an

equatarial climate with a high rainfall during the two MALAYSLA

DTS00 SEAS0NS.

Malaysia's neighbaurs are Thailand, which 15 1o the north
of West Malaysia; Singapore, which lies just across the
narrow straits below the southern tip of West Malaysia;, and
Borneo, an Indonesian state. Thanks o this location,
Malaysia is a country of cthnic, religious and cultural
diversity. In mid-1996." it had a population of 21.2 million
people, of whom 12 million were Malay, 5.3 million Chinese
and 1.5 million Indian, Also included are about 1.3 million
migrant workers, onginating mainly from neighbouring
Southeast Asian countries.
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Simce 1971, Malaysia has seen
nervased dncomes and wages,
stable frraees, hugh savings and
investment rafes, growing
muanufectures and services
sectors, exponding trade and
diversification of exporis.
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Historical perspective on economic development
Malaysia has been one of the world's economic success
stories for the last three decades: in 1970, it had a GDP
per caput of only 1 (48 Malaysian ringgit (3M) ($342); by
1997, per caput income had risen 1o an estimated

&M 11 303 (54 316)." This phenomenal economic growth
was accompamied by a sharp drop in the poverty rate
which fell from 38 percent of the population in 1970 1o
15 percent by 1995." Hard-core poverty (as defined by
the World Bank’s lower poverty line) represented only
2.1 percent of the total population. while abouy 88
percent of all urban houscholds and 72 percent of rural
households had access to clectricity. Morcover, ag least
two-thirds of rural howseholds and 96 pereent of urban
houscholds had access to such necessities as safe
drinking-water, health care and education facilities.

Thiz record of economic achievement owes much o a
series of cconomic policy decisions, beginning with the
New Economic Policy (NEP) initiated in 1971, The broad
aim of the NEP was to eradicate poverty across all
population groups and to ease ethnic tensions by
reducing occupational barricrs based on ethnicity. Other
policy abjectives were to increase the productivity of the
rural sector by ensuring the adoption of modern
techniques and the provision of better facilities; facilitate
intersectoral labour mobility through education and
training; and provide subsidized social services o low-
mcome families." Finally, Malaysia shifted its trade policy
trom import substitution wwards increased exports of
existing export commoditics — rubber, petroleum, tin,
palm oil, cocoa, forestry products and pepper. Tax
mcentives were ereated o encourage investment in basic
export industries and to develop downstream processing
capacity which would lead to greater exparts of higher-
value prodiucts.

The result of these policy moves has been the
achievement of major macroeconomic goals since 1971,
Malaysia has scen increased incomes and wages, siable
prices, high savings and investment rates, an economy
increasingly onented wwards manufactures and services,
and increasing trade and diversification of exporis. Rapid
economic growth, which averaged 6.7 percent annually
from 1970 to 1990 and more than 8 percent annually
from 1590 to 1996, has occurred without igniting
inflation. Prices have increased by about 3 percent per



vear since 1980, well below the rates of many other fast-
growing economies. The financial crisis in 1997 has pui
greater pressure on prices, as imports have become more
costly, Even so, private sources project an increase in
consumer prices of 7.5 percent in 1998 and just under 5
percent in 1999

Table 5 shows the structural changes in the Malysian
ceonomy from 1470 o 1995, during which time agriculure
dechined in importance from 20.9 percent of GDP 1o
5.6 percent. Although agriculture achieved an annual
growth rate of mose than 4 percent during the two decades
up to 19 and a rate of 2 percent in the 19905, ather
sectons grew much faster. Manufacturing, finance, transport
and communications and government services all grew
faster than the agriculiural sector, and hence accounted for
A greater proportion of GDE in 1995,

Two decades of strong growth have led w some pressure
on productive rescurces in Malaysia, principally caused by a
tightness in labour markets, leading 1o rising real costs of
skilled and wnskilled labour and a shift of some
manufacturing to neighbouring countries with lower labour
costs. Labour turnover has been high, as workers have
moved [rom one 1 another higherpaying job, and average
pay was rising faster than productivity rates before the
financial crisis,

Agriculture, construction and domestic services were
most affected by the shortage of unskilled workers relative
0 the growing demands. The response was an influx of a
foreign labour force, mosily drawn from Bangladesh,
Indonesia and the Philippines. In 1995, Malaysia issued a

Table 5

GDP BY INDUSTRY OF ORIGIN'

Sactor e 1980 1990
(million SM) (%) (millon S} (%) {millian SM} (%)
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High wages led o the erosion
of Malaysins price
compieftiiveries i
intermational markels.
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total of G50 (00 work permits™ but there was estimated
ta be an equal number of illegal foreign workers in the
country.”

Higher wages in some sectars spilled over into others,
and Malayvsia saw its price competitiveness eroded in
tntermational markets. Labour shortages and higher cosis
eventually forced some industries o shiflt manufacturing
activities o neighbouring countries such as Indonesia and
the Philippines where there is a greater abundance of Tow-
wage labour. The recent currency devaluation has, for the
moment, relieved some of the cost pressure in some of
these industries. Nevertheless, among the lowswage
countries, the ringgit has depreciated only against China's
renmingbi; 1t has mainiained its value against the Thai
baht and the Philippine peso and appreciated sharply
against the Indonesian rupiah.

Malaysia's position has shifted from that of a lowcost
supplier of labourintensive, basic manufaciured producis
ter a country in the process of developing the human
capital and technical capacity to produce goods and
services with a higher value-added component

Structure of Malayslan agriculture

Malaysian agriculiure, broadly delined, includes
perennial and food crops as well as livestock, fisheries
and forestry. Table 6 shows the value added by cach of
the major sectors during the first half of the 19905 The
perennial commodities account for the largest share of
Malaysia's agricultural output with 57 percent of the
total value added for agriculture in 1995, Within this
group are three major export commodities, rubber,
palm oil and cocoa. Palm oil is the largest by far and
was the only one of the three to have a positive growth
rate for the period shown,

The food commaodity group accounted for 21 percent
of value added in agriculture in 1995, with fisheries
being the most important, followed by livestock and
paddy. Each experienced positive growth in the period.
Forestry products, as measured by the output of sawlogs,
experienced a 4 percent average annual decline.
Miscellancous crops, including tobacco, pineapple,
other fruits and vegetables, sago, etc., accounted for
roughly 10 percent of agricultural value added and, as 3
group, grew faster than any other major grouping over

the period.
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Perennial crops: palm oil, rubber and cocoa'

Figure 28 shows the change in area planted 1o the three Expransion of the tofal area
majpor perenmal crops in Malaysia since 1980, {Daca are fanted to perenmal crofs m
divided between estate and smallholder production Malaysia slowed during the
regimies, which are discussed under the section Land F99¢8k as land avatlabilily was
allocation policies, p.165.) The woml arca planted in exhausted.

perennial crops grew from 3 million vo 4.3 million ha
berween 1980 and 19, but expansion slowed during the
15 as limits on land availability were reached. By 19495,
votal area planted 16 the three crops was only 4.5 million ha.
il palm area doubled during the 1980s and has
maintained that pace of expansion during the first half of
the 1990s. The averall slowdown 15 due to an absolute
decline in arca planted to the other two crops.

il palm eovers about one-third of Malaysia’s cultivated
arca, with 1.9 million ha an the peninsula and 600 000 ha in
Sahah and Sarawak. Most of the new land for ail palm is
coming from eastern Malaysia becawse very lintle land for
agricultural development is available on the peninsala,
Production of crude palm oil reached 7.8 million tonnes in
1995, accoumting for 51 percent of warld palim ail
production and 8.3 percent of world oils and fGes output.
Malaysia is the world’s largest producer and exporier of
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|_1.."|I|:|1. oil: the country’s EXpOrts accomi for abont G5
percent of world pa.h'n oil trade and, in 1995, iy earnings
from exports of palm oil and denved products amounted
to almost $M 15 hillion.

The rapid development of the palm oil industry may be
attributed to good growing conditions and increasing
prices relative to other export commaodities. Favourable
climatic conditions in Malaysia have made the crop casily
adaptable from i3 ongin of West Alrica and the tropical
regions of the American continent (its namral habigat).
This, combined with a strong global demand for fats and
oils over the last two decades, has provided a remendous
econanic mceniive to expand production,

The success of oil palm stands in sharp contrast to the
other two major perennial crops, rubber and cocoa, The
production of natural rubber in 1995 was only 1.1 million
tonnes - down from a peak of 1.6 million tonnes in 1976,
Rising labour costs have hit the estates especially hard. and
some have moved into oil palm because of is higher
returns. Figure 28 shows the decline in land arca planted w
rubber among the estates, There has been less change in
smallholder area planted (o rubber as the crop is well
suited to smallholders who can devote part of their
household labour to tapping and maintenance of the
rubber wees while working full tme in other enterprises,
Thus, smallholders arc less affected by the dght labour
markets. Rubber is and will remain an important crop in
Malaysia, however. Exports still accounted for mare than
$M 4 billion in sales in 1995 and, alihough conversion of
land out of rubber will continue, there are Targe areas
where other erops cannot be planted economiecally and
where rubber is likely to be the mast profitable choiee.

Cocoa (and its products) is Malaysia®s third most
important export crop with total sales in 1996 of
M 5894 million. Cocon was one of the crops identificd in a
diversification strategy of the 19705 when falling rubber
and palm oil prices led the government 1o seek ways of
increasing the earnings of agricultural producers, especially
smallhalders. Throughout the early 1990s, a combination
of falling world prices for cocou, rising labour costs, and a
decline in yields associated with the cocoa borer pest led to
4 decline in area planted to cocoa. By 1996, production
had fallen 1o 120 000 twnnes (dey bean basis) from a peak
of 247 000 tonnes in 1990, Seventy percent of Malaysia's
cocoa production originates in Sabah.
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Figure 28

AREA PLANTED TO PERENNIAL CROPS
IN MALAYSIA

Thousand hectares

BN Smallhelder production
BN Estate producten

Sousrce: Malaysian Minisury
of Primary Industries, 1996

Perennial crops: policy environment

Three sets of policies have influenced the growih of the
perennial crops - land allocation policics, trade policies
and, recently, immigration policies (which is mentioned in
the section on Labour issues, p.170).

Land allocation policies. Malaysia's three major perennial
crops — palm oil, rubber and cocoa = are produced by the
estate and smallholder subsectors. The latter includes
independent producers on private holdings as well as
participants in government land development schemes. The
estate subsector largely comprises privately owned farms
using hired (often foreign) labour and modern technology
andd usually owning some of the necessary processing
and/or refining Facilitics. Many of these estates are under
publicly traded corporate ovmership,

Smallholders often farm part time o supplement other
income sourees and, when prices are low, reduce or
temporarily abandon farming activities so as to increase
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Smaltholders often form fuort
frmne fo sufsplensent other

tricae senroes and reduce o
temporarily abandom farming
acfiriires wihen frrices are fow

their work effort in other areas. Hence, vields in the
smialllolder subsector tend to Hoctoate more with economic

conditions,

However, even when prices are sirong for the perennial

crops, smalltholder vields are mich lower than those in the
cstate sector. Smallhalder vields are 60 percent of estate
yields for rubber and 70 percent of those for ol palm. This
yicld disparity 15 a major concern for the government whose
assistance in the form of land settlement schemes {see

Box 8) and extension services is directed almost exclusively
ai the smallholder wotor, Other assistance. such as

replanting grants and government loans, while available 1o
all producers, tends to be more generous for smallholders.

The issue of the disparity between estate and smallholder

productivity continues to be a concern for policy-makers,

‘Box 8

MALAYSIA'S LAND ALLOCATION PROGRAMMES

Since atzaining independence
in 1957, Malaysia has used its
relatively abundant
undaveloped land resources
as-a means of redistributing
tncome and improving the
welfare of it= rural poor The
purpose of the land
Allocation programmes s to
provida income
opportunitles fer poor
farmers by growing cash
crops for export — rubber, oll
palm and, latef, cocoa -
rather than subsistence -
crops.

There are three major
allocation programmes: the
Federal Land Development
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Authority (FELDA), the
Rubber Industry Smallholders’

Development Authority

{RISDA) and the Federal Land
Consolidadon and
Rehabilitanon Authonry
{FEL_'i_H.A}. The alms of each
are basically to encourage the

production of export crops,

sectle unused land with poor
rural households and form
efficlent production units by
uniting :-m!lﬂhi:-lldt.l"l-

FELDA is the largest and
oldest regertiement schemae.
Iniciated in 1956, its projects
now cover 883 000 ha and
support 109 000 households.
Ol palm is planted on 76

percant of the land, rubber on
I8 percent and sugar cane,
cocea and other minor crops
on the remainder:

Tha basic approach iz o
identfy a-suitable zite of
approximately 1 000 ha for
the settlement of 400
families. At this size, the site
qualifies for the provision of -
essential rural services,
including a elinic, a schaol:
and a police statlon, and the
development of rural roads,
elecericity and piped water
can be justfied Sertler

selection requirements are

that applicants be berween
21 and 45 years of age;
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particularly since a large poction of the smallholders are on

povermmen € land schemes.

The lost potential production from the Failure 1o
mcrease yiclds in the smallholder farm subsector is more
costly o the economy new that the country is facing an
cconomic contraction. However, although many

smallholders had reduced their farming effor in SO S

10 better income opporumnities elsewhere, they may
now reverse their initial shift away from farming, since
a diversification of income sources could be their

best protection against the aftershocks ol the

economic decline.

Estares were quicker than smallholders in shifting area
out of rubber and cocoa and inm ol palm in the carly
1990, This may also be an indication of the rigidites in

married — preferably with
children = and physically fic
Prospective setelers must be
landless, but have an
agricultural background.
FELDA hires a contractor
to clear the land and plant
the trees; often stipulating .
that the contractor must hire
settlers to do part of the
work: Sectlers receivea
subsistence allowance until
the trees: mature = usually
after three to four years — at
which time each settderis
givan a 4 ha plor

Sertlers normally work in
1eAM3 L0 maintain and
harvest the product from a
group of holdings Thus,
settler's earmings arg a
funcrion of both their team’s
efforts and the productivity
of their own plot Serlers

are obligated to use a

porton of their earnings to
pay back a | 5-year loan
cavering the cost of
establishing the project
When the foan is paid
off, they are given title to
the land

Land allocation efforts are
affected by three current

U issues!

= With s lack of available
land on peninsular
Malaysia, new land
development projects are

focused on Sabah and. o a

lesser extent, Sarawak.

« Agencias have very high
adminiserative costs, as the
numbaer of sattler families
per FELDA officer has
been estimated to be
12ita |,

* Land schemes are no longer
attracting settlers because
of the availability of
alternative employment.

T4 Bahi 1798, Laewl sevdement in
Mabaraiz—s case xinedy of the Fedaral Lasd

Autharity Proects. in A5,
Obaral, od "L ond tettemant ity and
P itin spekstinton o deralopiry
Countimid Fw Yo, Prasger
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the federal land schemes which prevent individual
smallholders from acting without the consensus of others
within a project. Whatever the differences in incentives,
the smallholder share of rubber and cocoa area has
nevertheless become more dominant in the last 15 years.
In addition, a growing proportion of estate owners have
shifted completely our of agriculiural production and into
other economic activities altogether, such as
manufacturing and wurism. Larger laindowners have
maore choices than smallholders when investing in
alternative activities,

A final difference between the two production regimees i
thar the difficulty of antractng hired labour 1o the estates
seems to have resulted in about 1 million ha (5 percent of
cultivable land) remaining idle.

Trade polictes. Palm oil s Malaysia®s second largest export
after machinery produces, accounting for 7 percent of
export earnings. Palm oil has been subject w export taxes
throughout its Svear commercial history in Malaysia. In
the 19508 and 19608, the tax was a fat 5 w0 7.5 percent of
the value of the export, but in the 1970s the government
changed the tax structure (o fvour the development of
downstream processing. It put a high tx on exports of
criddle palm ail (CPO) while reducing the tax levied ai cach
level af processing. Virtaally none of the palm ail that
Malaysia exported in 1997 was CPO. Initially, the industry
averreacted Lo the processing incentives and developed a
huge overcapacity in processing and refining facilities in the
mid-1960s which depressed processing margins. The closure
of some plants, conpled with a gradual increase in
production as the area under o1l palm expanded, has
alleviated the problem.

The government also supported the production of palm
oil by allowing the use of rubber replanting grants for
planting ail palm. The grants for replanting oil palm
amounted 1o $M 4 447 (51 710} per hectare for holdings of
less than 4.006 ha and $M 3 450 (31 330) per hectare for
larger holdings.

Many of the uade policies for palm oil have also been
applied to rubber, which is Malaysia’s oldest commercial
export crop and consequently has a policy history dating
hack to the British colonial administation at the turn of the
twenticth century. An export tax on rubber was introduced
i 1907 and remained in place until it was abolished in 1991
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in order to lighten the ax burden on an already contracting
incdustry.

Bubber trees have an ccanomic lile of 25 vears, alte
which their latex production begins o decline. The
government’s policy 1s designed 1o encourage the
replacement of older rees with newer vanieoes by
providing replanting grants. These grants are available 1o
Bsosthy srmalllalders and estates and are inended 1o cover
the cost of replacing trees as well as some of the income
[I_ITHI’_JIH;' |::|:.' [armers while watting for the new trees (o
mature {four o seven years). In 19495, granis were
M G 177 (52 375) per hectare for holdings of less than
405 ha and $M 4 200 (51 615} for larger holdings

Payments were reduced i rubber was planted with ather ;}"“""‘i frees o o frafue
crferfe can
CrOps
i . Palin irees produce many
Both replanting u.ur.l rescarnch g.r-unu Fonr r,lhh&"r Ar exportable prodiicw, e, palih
funded by a duty levied on each kilogram of ikl ail, of which Mulaysia s the
exported = this duty was maintained after the expart gx was i lel s Bingesa exgurier,

abolished. The management and
utilization of the procecds are
iunder the contol of the Rubber
Industry Smallholders
Development Authority
{ RISDIA )

Undl 1994, the trade policy
for cocon had been one of
[ar CHEE Eony .|F_I|.I1'Ilhl L utn!}l.'ii!i- 11 ]
frovm fox "EH-" Imipa s, e J'J!}i.{l
increase in cocoa production in
the 1980 was partly due o
policies providing support to the
industry through subsidics o
smallholders and a 15 percent
it tariff. The wariff was
abalished in 19943 =0 a8 10
facilitare the entry of Ghanaian
cocoa bean imports, s these ane
blended with Malaysian beans 1o
improve the chocalate thavour
This policy change was 1o
facilitate downstream processing
sctivitios of oncoa beans into
coscia products,

The government s silsn
implemented regulasory
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A continual decline in the size

of the agricullural worlforee
has resulied e a secforal

labour shortage in Malaysia,
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measures, mcluding compuliory grading 1o ensure
standardization and quality in Malaysian cocoa beans. These
measures will contribute towards the creation of a market
"niche® for Malaysian cocoa beans, Cocon butter made from
Malaysian cocoa beans has a higher melting temperature
than cocoa butter from other coumries, an advantage that is
expected o help the industry remain competitive in the
international market.

Labour issues. Labour has been a limiting factor to the
expansion of perennial crops in Malaysia, as a continual
decline in the size of the agricultural workforee -
reflecting a natural progression of the development
process — has resulted in a sectoral labour shartage. The
share of agricultral employment in Hﬂh}'&ia‘l tobal
workforce declined from 26 percent in 1990 to 18 percent
n 1905,

Botween 1980 and 1995, 20 percent of the country’s rural
population migrated o the cities and, by 1995, 55 percemt
of the country’s population was classified as urban, Most of
thie shift was driven by the availability of higher-paying
employment opportunities outside agnculiore. During most
of this 15-year penod, real wages in agriculinre were
stagnant. Eventually, in 1995 workers on rubber and ol
palm estates obtained a 30 percent increase in wage
sottlements, but this may be considered “too litde, oo late”
for drawing young members of the workforce back to
agriculture.™ In additon o raising wages, the sector has
increased mechanization and land consolidation in an
effort to reduce the need for labour

Malaysia's immigration policy is of crucial imporance 1o
the estate subsector, as agriculture tmplu'}s at least 2500 0040
foreign workers (with permits), which is roughly onesthird
of the legal foreign workers present in the country. There is
also likely 1o be a large number of illegal workers employed
in the sector bt the size of this group is not known. A
change in immigration rules or a tightening of enforcement
could reduce the foreign labour available to the sector and
put further upward pressure on wages.

As already mentioned, the labour issue is one of the
most intransigent problems facing the perennial crop
subsector in Malaysian agriculture. Rubber, palm oil and
cocoa are labourintensive crops: labour accounts for 40 1o
60 percent of perennial crop production costs and is also
significant in annual crop production. Low-cost foreign
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workers hold down wage increases and allow plantations to
remain competitive while stll using their current
production practices. At the same time, however, low wages
are a disincentive to the development and adoption of
laboursaving techniques and equipment. This is the
dilemma faced by sectoral and macro policy-makers. As the
scope for improving labour productivity is limited,
especially m the short term, what both the industry and
the government fear is that tighter restrictions on the use
of forcign labour will simply force production 1o move 10
other countrics.

The labour dilemma is slightly different for the
smallholder sector, much of which is on government land
schemes. The major success of these land schemes, which
were established as pait of a social policy to alleviate rural
poverty, has been the opening up of new land, the
redistribution of income and the delivery of government
services to the rural poor. With the exodus of workers in
search of better-paying employment outside agriculmre, the
government land schemes have boen left with an ageing
population of workers, In 1990, anc-third of farm
houtchold heads were more than 55 vears old and two-
thirds were more than 46 vears old.

The two largest land sctdement schemes, the Federal
Land Development Authority (FELDA) and RISDA, are
already under presure o reform because the size of the
administrative burcaucracy is o large for the number of
settlers. Their original mandate is less relevant in an
cconamy with a labour shortage and a lack of suitable tand
for expansion. The current conditions suggest thar these
programmes may have accomplished their original goals.
Reforms are being considered, but the economic crisis wall
muake it difficult for the government to ke any steps that
might reduce the sizeable administrative stalf of such
programmes until the economy improves

The economic crisis has complicated the labour issue
because the government, concerned with the growing
number of redundancies, has become more intent on
reducing the number of forcign workers in Malaysia. At the
same thme, as a resuli of sirong export demand, oil palm
producers are suruggling 1o increase output to wake
advantage of the high prices on the world market. The
tmpact of the fnancial erisis on the non-agricultural sector
miay mitigate, at least temporarily, the labour shorage in
agriculiure.
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The increase in the price of palm oil may help to retain
labour in the smaltholder secior il relative wages also
continue to rise, especially since the opponunity cose of
leaving agriculture has recently increased, farm prices have
visen and job opporunities outside the sector have
diminished. However, many of those who remain are part of
an ageing farm population and, even with higher
agricultural prices, agriculture is not likely w persuade
many outside the sector to return to farming. Even if the
fmancial crsis continues for two or three vears, it will at best
bring only a temporary slowing of the long-erm decline in
the agricultural workforce.

Forestry
Forestry has traditionally been one of the major sources of
income, export earnings and employment in the
Malaysian agriculiural sector. Taxes and royaliics on
foresiry products have been, and continue to be, a major
source of revenue for state governments, particularly
those with large forested areas such as Sarawak. In 1990,
sawlogs accounted for a value added of $M 2.3 billion (in
1978 prices) or 15.6 percent of the valued added to
agriculture, meaning it was second only to palm oil,
Fovestry's annual contribution to value added followed a
downward trend until 1997, when a 3.4 percent rise in
production was expected becanse of a partial lifting of the
export ban on raw logs and also because of an
increased processing capacity.
Malaysia is the world’s leading producer
of tropical sawlogs. Forested areas in
Malaysia totalled 185 million ha in
1992, the last vear for which complete

data are available, OF this, the
peninsula had 5.5 million ha, Sabah
4.2 million ha and Sarawak had

8.8 million ha. Although Sarawak
has the largest forested area, the
infrastructure for accessing that area
s undeveloped and the costs of
cxploiting the (orest resources are
much higher than on the peninsula.
Nonetheless, 55 percent of the recent
increases in production have come from Sarawak,
and the government has expressed cancern about
cancessian holders not replanting harvested areas,
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There are three elassifications af forested arca = state
lands, permanent forest estate (PFE) and parks and
reserves, Logging s not permitted on the 1.4 million ha of
park land, as this area is restricted to recrcational and
conservation uses. The difference between state and PFE
lands is in how they are administered. State lands are under
the administration of the individual states, whereas the
logging on PFE lands s adminisicred by the Foresiry
Department and must follow stricter guidelines established
at the federal level. Staite Tands account for only (.2 million
ha in the peninsula and 0.6 million ha in Sabah, where
wirtually all the arcas for logging are in PFEs. Sarawak,
on the other hand, has 3.9 million ha {or 45 percent)
in state lands.

Very little of Malaysia's forest area Is virgin forest. The
largest proportion is in Sarawak where about one-quarter of
the arca is undisturbed, Because they have not previously
been logged, virgin forests have a higher vield of higher-
quality ees than other forested areas and they are also
richer in biodiversity. Logging in Malaysia s dooe on a
selected basis (as opposed o the clearcutting carried out in
some temperate climates). The Foresory Deparument
monitors harvesting and, once an area is harvested,
prohibits its use for further production until a sufficient
number of trees have grovn (o the minimum size required
to permit a second harvest.

Forestry policy emvironment. Foresiry policy has been designed
ta meet three abjectives which are not entirely compatibile:
employment, government revennes and conservation,
Logging provides employment and income as well as the
principal raw material required by the country’s expanding
wood manufacturing industry. In states where logging s a
major activity, revenues collecied from the licensing of
IngEing activities provide a significant share of the stae's
operating revenue, Al the same tme, there 3 greater
recogmition of the fact that corrent exploitation of forest
resources exceeds levels that can be sustained aver

the long wrm.

Key forestry policies fall into two arcas: logging and
export. A sustainable annual cutting arca for PFE Land is
set al the federal level and then allocated by state. The
states then follow federal guidelines in issuing licences.
Loguing companies must pay two fees: a royalty based on
the valume of logs cut and a premium based on the area

Employment, pooernment
repiiine and conseryalion e

the three objectives of
Malaysia's forzstry policy
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licensed for cutting. Both federal and state authorities face
difficulties in entorcing the log harvesting regulations.
Eventually, the goal is to reach a sustainable level of
cutting, balancing reforestation with harvest rates;
however, logging is usually conducted in remate areas and
there are large financial incentives (o circumvent taxes and
regulations.

Expart policies differ between the peninsula and Sabah
and Sarawak, with differential taxation of raw logs and
processed wood products. The peninsula has banned the
export of logs since 1992, while Sabah instituted the ban
two years later with the dual objectives of preserving s
biologically valuable rain forest and encouraging value-
atded wood manufacturing. However, Sabah partially
lifted its ban in 1997, Sarawak allows log exports but
imposes an export x. while the peninsula imposes export
dutics on nmber products, including sawntimber, plywood
and veneer,

Fisheries

Fish contributes about two-thirds of all animal protein
consumed by Malaysians and the indusory emplovs about
1.6 percent of the economically acive population.
Production womalled 1.3 million tonnes m 1995, of which
1.2 million tonnes were marine catch and the remaining
0.1 mallion tonnes were from aquacalture. Production
expanded by 30 percent between 1990 and 1995, with
one-quarter of the increase coming from aguaculiure,
which had previously been negligible. The increase in the
production of marine fisheries is attributed 10 an increase
in the deep-sea catch as inshore fish resources continued
to decline.

Fish imports are mainly from Thailand, the bulk of which
are low-grade fish species. Imports help bridge the gap
between supply and demand for lowgrade species and, w
some extent, stabilize domestic fish prices, Exports are
mainly to Singapore and are confined 1o high-quality fish
species and prawns.

Fisheries policy, Government intervention in the fishery
sector is extensive. The Fisheries Act of 1985 was enacted
to curb overexploitation of fishery resources, minimize
conflict and promote equality between coastal and wrawl
fishermen. The act defines a zoning policy which allocates
fishing grounds by types of fishing gear, size of vessel and



owncrship status of vessel, The act bans all trawling
activities in waters that are Ave miles or less from the
coast. The government has also sought to promote an
increase in fish catch, primarily by encouraging deep sea
fishing and agquaculture development. 1t has made low-
cost loans available for the purchase of deep sea fishing
equipment and invested in deep sea landing facilities,

Food commedities

Maliysia is dependent on imports for all major food items
except vegetable oils. Although it is selfsufficient (or a
small net exporter) in fruit, pouliry, cggs and pork, it i
heavily dependent on imporied feedsiuffs. Before
examining the detals of how Malaysia meets its food
needs, some information is provided on the Malaysian
food budger.

In 1993,/04, Malaysians spent 23 percent of their
average monthly household income on food for home
consumption and an additional 12 percent on purchases
of fvod and beverages away from home. Figure 20 shows
how consumers allocated their achome food
expenditures.”

Fish is clearly the largest expenditure, accounting for
almost 20 percent of the food budget. A number of other
items — rice, other cereals, pouliry, fruits, vegetables and
other foods - cach account for 10 to 12 percent of
expenditures. Pork, beef, lamb, eggs, milk and fats are of
less importance.

Table 7 shows Malaysia's balance of supply and use for
major food groups. Poultry and pork are almost totally
dependent on impored feadgrains as well as imported

protein meal, which is cither imported direcily or produced

from imported soybeans, Although Malaysia is technically

self-sufficient in marine fish, it is sill heavily nwalved in the

fish trade, exporting high-value fish and importing lower-
value [ish for the domestic marker. Fruits and vegetables
have a similar pattern of supply and use, with Malaysia
exporting tropical products (the largest share going to
&'ngapﬂmp and mporting temperate products. For beel
and mutton, Malaysia is almost entirely dependent on
imports. High-quality beef is produced domesiically and
impaorted from Australia, New Zealand and the United
States, while the greatest volume of impors is of frozen,
lowerquality beef from India. Mutton and lamb imports
come primarily from New Zealand.

Malaysia is dependent on
wmparts for all major food
itews excefit vegrtable ails.
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Food palicies. Except for rice, Tood commaodities are largely
free of government intervention, although at the retail
level, the government does control prices of a set of basic
staples, including nee, wheat flour and cooking oil. With
the recent devaluation of the ringgit, this has put wheat
millers in a difficult position. After buying the raw produc
on the world market in 'S dollars, they then have 1o sell
thetr product in the Malaysian market according (o ringgit
prices controlled by the government. The government
realizes the need 1w allow these companies 1o rase retail
prices but would like to limit the rise in order 10 minimize
the effects of the linancial crisis on lowincome consumers,
Cooking oil and rice do not present the same problem
because they are supplied primarily from domestic
production.

Rice podicy. Since rice is an important staple in the
Malaysian dier, the government has taken measures to
ensure that the country maintains at least a 65 percent level
of sclfsufficiency in rice. The government supports rice
farmers by several means, including input subsidies and
autpul incentives. Furthermare, it has assisted paddy
farmers in the application of pest control methods, farm
management and the consolidation of small farms. Each
rice producer is eligible for a fertilizer grant and for loans
from the Bank Peranian Malaysia at a virmually interestfree

Table 7

MALAYSIA'S BALANCE OF SUPPLY AND USE FOR MAJOR FOOD ITEMS, 1995

Exports  Domestic use  Per caput use  Self-sufficiency

Production  imports .
(1000 tonnes) (‘000 tonnes) (1000 tonnes) (000 tannus) thwmﬂﬂ fratio)

1Palim kevese exke (PKC] In not uned In e fped v om soymead production i entively om imported weybeans
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Figure 29

MALAYSIA: CONSUMER FOOD EXPENDITURES

Source: Department of Stadstes,
Malaysha, 1993

rite. When the crop is produced, the government
guarantees producers a price of $M 496 (1995 value) per
wonne of paddy. In additon, each producer is eligible 1o
receive a government “income” supplement.

All these support policies have served only o slow the Malaysia's longterm deciine
longerm decline in rice output, which has been relatively in rice output is the reselt of
stagnant at about 2 million tonnes per year since 1996, The land comversion from rice
trend is the result of land conversion from rce paddies o paddies to more lnerative uses.
more lucrative uses. Malaysia imports about one-fifth of s
domestic needs from Thailand and Vier Nam, which
produce surpluses in rice and have lower production costs

than Malaysia.

The financial erisis and agricultural policy
Malaysian agriculture already faced challenges before the

onsct of the financial and economic crisis in the second half
of 1997. A reduction in available labour, the disparity in
estate and smallholder yields and reconsideration of the
land allocation programmes were issues confronting the
sector, The economic crisis has added a level of complexity
to these “old” problems while contributing new pressures
and appartunities for agriculure,
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A balunced develofrnent
afrroach has put Malaysia iy
o cmnpiaratively strong
prastiam fo weather econommic
AP
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With its slow growth and shrnking relative role in the
Malaysian economy, agriculmre had often been referred 1o
as a “sunset industry”. The financial erisis, however, has
changed that perspective. Agriculture's enhanced expori
performance can play a significant role in reducing the
impact of the economic downturn and it will certainly have
a major part in the country’s economic recovery.
Compared with manufactured goods, agricultural exports
rely less on imported inputs, Therefore, the secior's
comparative advintage should benefit from the currency
devaluation. Considering also the indrease in palm oil and
cocoa prices in dallar terms since mid-1987 (and even in
ringgit terms since the currency devaluation), the export
component of the sector can be scen as a bright spot in an
economy plagued with a growing number of layoffs and
EDmPFI.I.'l}' E!ﬂ!u s,

There is a danger that paliey imperatives at the national
level could introduce new pressures that will have severe
demmmental effects on other parts of the sector, namely
the food economy, Government measures taken to hold
down food price mcreases have already put impori-based
domestic food industries in a bind, Caught bewween the
rising cost ol imported raw material prices {e.g. animal
feedsiuffs, wheat, milk powder ) and an inability (o raise
prodluct prices, many processors for the domestic market
are facing severe losses. I the crisls persists and the
government does not allow food prices (o reflect the
merease in the cost of imported mw materials, Malavsia’s
domestic food-processing indusuries will face a long and
severe contraction. Malaysia-based companies without
extensive international operations will be the least
capable of surviving,

Conclusions

Malaysia has undergone a major transformation from betng
an economy based on the production and export of primary
products to a growing, indostrial and lnancial centre. Over
the past three decades, Malaysia has continued o invest in
and develop its agricultural base, even as it pursued policies
to toster the growth of the industrial secor. This balanced
development approach has put Malaysia in a much stronger
position to weather economic storms. The period has also
seen a significant improvement in the nuiritional status of
Malaysia’s population, only 7 percent of which is estimated
0 be undernourished today, This achicvement has been
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Figure 30

MALAYSIA: DOMESTIC SUPPLY AND UTILIZATION
OF CEREALS

70 75 B0 85 90 93 94 95 96

made possible by the mpid growth in economic activity as
wiell as in real incames.

Economic growth has also enabled the counory 1o meet
the growing food needs of the populaton through food
imyparts which, while increasing steadily in volume and
value, have corresponded o an everdeclining share of wal
merchandise export revenues (22 percent in the carly
19705, 13 percent in the early 19505 and about & percent in
recent years). Thus, the issue of a large and growing food
import dependence, which was a matter of concern i many
other country circumstances, has not constituted a majeor
economic problem or an obsacle 1o food securnty in
Malaysia.

Nevertheless, the economic environment has changed
significantly in the past year, Along with other countries in
Asia, Malaysia now faces a potentially severe and protracted
cconomic crisis. This points again (o the importance of
maintaining a balanced approach 1o sectoral development,
and one in which agriculiure plays a proper role, This
means, in particular, adequatcly addressing the problems of
disparity in productivity between estites and smallholders
and taking full advaniage of the new opportunities that may
emerge in the agricultural export secton The importance af
labour markets responding properly to economic
opportunites has also been undedined. For these
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endeavours, a key o prodent economic decisions will be to
allow price signals unleashed by the crisis to stimulate
economic recovery = while also shiclding the poorest and
vulnerable population groups fram the impact of rising
lood prices,
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Latin America and the Caribbean

REGIONAL OVERVIEW

General economic performance

The Latin America and Caribbean region in 1997 I 1997, the Eatim Anverica
achieved s best economic performance in a quarter of a and Caribbean region
century, despite the destabilizing effects of the financial achiened ity best scomomic
crisis in Asia.” The region as a whole exhibited a growih Performances in a quarier
rate of 5.3 percent, up from an average $.2 percent af a century.

during the previous five yvears; while also achieving an
milation rate of less than 11 percent, down from

18 percent in 1996, 26 percent in 1995 and more than
300 percent in 14694,

ipwecedented capital inflows exceeding 735 billion -
twir-thirds of which were in the form of FII - mare than
compensated for the widening current account deficit,
estimated o be 360 billion. Some improvement was
recorded in the unemployinent situation, which
nevertheless remained a serious problem, especially in
the Central America and Caribbean subregions and
Argentina. Little progress was achicved
in the reduction of poverty and ineguality, which
continued 1o be dark feartares of the region's economic
and social landscape.

Two main [actors explained the robust economic
growth of the region: a strong recovery in investment,
spurted by the everall favourable macrocconomic
environment and general optimism of domestc and
foreign investors; and a continued expansion of exports
(refllecting increased export volumes, since average prices
remained broadly stationary), with pacticularly dynamic
intraregional trade.

The high levels of growth registered in 1997 are nou
expected 1o be mainmined in 1998, Indeed, the 19597
boom chicfly reflected the recovery of Argentina and
Mexico after the 1994-1995 Mexican crisis and,
consequently, growth rates were far above the region’s
long-term potential, Furthermore, while the first impact
of the Asian crisis was relatively well absorbed = to a large
extent owing 1o the progress achieved in macrocconomic
stabilization and reform — it did have negative effects on
tratle and financial flows, the latier having slackened
somewhat during the last quarter of 1997, Tt also
underscared the risks of an excessive dependence on
foreign capital in the face of oo low a level of domestic
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Figure 31

LATIN AMERICA AND THE CARIBBEANM

Agricultural export and
import values and share in
total merchandise trade

B Agricubtural exports ($)
E Agricultural imports (3)
B Ag. expors as share of towl (%)
A mports as share of towl (%)
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rose by about 2.9 percent, but
thix inerease was concentrated
it a small number of
coniries,
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savings to generate raphd and sustained growth, as well as
underdeveloped domestic capital markets, The outlook
will much depend on the course of evenis in Brazil, which
accounts for a large share of the region’s output and is a
leading trading partner for many of its neighbours,
Beoause of its wide deficits in budget and curvent
accounts, Brazil was pariicularly exposed to the effects of
the financial turmaoil in Asia, which resulted in sharp falls
in share and bond prices and speculative pressure on its
currency. The emergency fiscal and credit measures aken
by this country stemmed the immediate crists bt
introduced risks of a slowdown in growth, which is
expected o decelerate to less than 1 percent in 1998,
Althongh the impact of the crisis varied elsewhere in the
region, several countries were facing prospects of lower
growih, higher inflation and larger current account
deficits in the short term. COverall, expectations for the
region as a whaole are for a slowdown in economic growth
to about 5.5 percent in 1998,

Agricultural performance

Contrasting with the generally bright econamic
performances in 1997, this was on the whole o lacklustre
year for agriculiure in the region. Crop and livestock
production rose by about 2.9 percent, slightly above the
average of the previous five years and about 1 percent
above population growth, However, the overall increase
was concentrated in a relatively small number af
countries, Chat of 44 countries in the region, only 13
achieved some gain in agricultural production in per
caput terms. For a number of these, including Argentina,
Barbados, Bolivia, Brazil, Peru and Uruguay, this
represented the contnuation of an already favourable
trend of the previous five years. At the other extreme.
several countries in Ceniral America and the Caribbean
{Cuba, Dominica, the Dominican Republic, Grenada,
Guatemnala, Haiti, Panama, 8t Lucia and St Vincent) as
well as Colombia and Paraguay recorded pegative growth
n per caput agricultural production in 1997, following
already poor average performances over the previous five
years. The rest of the region had mixed results, with
Mexico exhibitng a weak recovery after a disastrous yea
in 1996 and Chile recording a less than | percent
increase in agricultural production, s poorest result
singe 1985,
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Crop and livestock shortialls in 1997 veflected in many
cases the early effects of the El Nino phenomenon, the
impact of which is to be fully felt in 1998, High
temperaures and droughis in large areas of Central
America, together with the alternation of droughts and
tarrentlal rins and floading in Caribbean countries, have
caused major losses in all farm activities and in some cases
severe food supply problemis (sec World review, Foad
shortages and emergencies, p. 16). Among the worst
affected were Hait, Guyana and Jamaca but many other
countries in the Caribbean arca reported heavy losses from
drl:lll.lghl:l.. El Mino-related low ramnfalls have also caused
droughts and extensive forest fires in Central America and
Brazil, while several Andean countries have been hit hard by
heavy rains and flooding. In Peru, however, despite the
severe El Nino effects, agricultoral output rose by an
estimated 5 percent in 1997, Indeed, some products such as
hard maize and rice benefited from the rains, while
preventive measures taken by the government limited the
extent of the damage.

The overall effect of El Nino-associated calamites on El Nuvio-associated calarmities
output is hard to assess as yet but is likely o be considerable  are Blely to have a
in several conntrics. For instance, based on past expenences  comiderable offect on outfret
with El Nino, the Government of Colombia has forecast in 1998 i several Latin
vield reductions in crop output during 1998 as follows: American and Caribbean
approximately 4 percent for cocoa, 4 to 5 percent for matze,  counfrie.

5 percent for both rice and milk and 7 percent for bath
barley and oil palm.

Along with these problem areas, however, the region's
agriculture has also recorded success stories. In
Argentina, record cercal output levels were achieved, as
the area planted was unprecedentoed, owing (o generally
favourable prices, the continued adoption of advanced
farming technology and favourable markets for
Argentinian grains. The longer-term outlook also appears
positive in view of reduced export subsidies and
agricultural support worldwide, The prospecis are also
good for meat exports now that the International
Epizootics Office has declared the country to be free of
foot-and-mouth discase with vaccination. If no outhreak
occurs in the next three years the “with vaccination”
qualification will be removed, probably opening up new
market opportunities for Argentinian beef ar premiom
prices. A decision by the United States authorities in June
1997 1o authorize imports of Argentinian beef after
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The region s agriculiural
sector hax reacted favourably
to the market apporiunilic
freofrittated by the veformed

errormeRd.
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almost 70 years of prohibition was significant in this
context,

Agricultural performances were also faveurable in
Uruguay, where agriculiural production rose by nearly 8
percent in 1997, with nce posting its fourth conseoutive year
ol record output. Helped by a generally improving
macrocconomic situation and a wider use of modern
technology and management practices, agriculture is 3
leading growth sector of the economy. Meanwhile,
preferential access to the Brazilian market under the
Southern Common Market (MERCOSUR} agreement is
creating a strong increase in demand for many products,
mcluding rice, wheat, dairy, beef and frinis. Whear ourput
s also increascd considerably in recent years, despite early
fears that the entry of Uruguay inta MERCOSUR would put
the country in a disadvaniageous competitive position s
wis Argentina. Uruguay’s prospects for expanding
agriculiural markets are also improving thanks to successful
efforts by both the public and private sectors o improve the
sanitary and phytosanicry starus of teveral of the country’s
products.

Agricultural policies
Agriculiral policies in the region have continued to follow

‘the gq.!m:ml aolyectives of domesiic and external market

liberalization. The agriculiural sector has in many cases
reacted favourably to the mucket opportunities propitated
by the reformed environment, all the more so since the
unproved economic conditions in recent years also
reinforced internal and domestic demand. Several countries
in the region that are aleeady well positioned in
mternational markets and others whose policies and
programmes helped them gain competitiveness, have also
bencfited from the general move towards trade
lieralization and regional tade agrecments,

Nevertheless, the rsemoval of protective mechanisms thar
formerly shielded agriculiure, including the exposure 1o
market forces of farms at widely different levels of efficiency,
has also produced erisis situations and pew policy
challenges, The recent experiences of two neighbouring
countries, Ecuador and Colombia, exemplify the often
contrasting consequences of liberalization, In the case of
Ecuador, which enjoys a comparative advantage for a varicty
of praducts, the liberalization of the economy and trade of
agricultural products as well as the reduction of impart
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tariff rates over the last five vears are seen as important
factors explaining the overall robust production
performance of the sector, Greater market opportunitics
prompied increases in agricultaral investment and in the
use of modern agricultural technology such as artficial
insemination and hybrid seeds. Some sectors also benefited
from the Andean Free Trade Area and accession 1o the
World Trade Organization (WT0O).

In the case of Colombia, however, the policy of apertura
(opening) 1 being implemented amid serfous difficulties in
the sector. With economic opening, Colombia is expected to
specialize in production lines where it enjovs a comparative
advantage = such as cut flowers, coffee, sugar cane, fruits and
vegetibles —and away from grains and oilsceds. Indeed,
several of the “comparative advantage” crops have registered
gains in both production and preductivity, However, exiernal
competition rendered most grain and oilsecd crop
cultivation unprofitable, causing a sharp decline in the
producton of these commaodities, an accenmuation of
unemployment and rural poverty and a loss ufd!lmm'ui.sm mn
rural business activity. Moreover, the elimination of
subsidized credit ageravated farm deb levels. In order to
meet the domestic demand, inclnding for the dynamic
mixed feed industry, large volumes of imports were required.

Such contlicting effects of market iberalzaton pose
increasing difficulties for policy-makers in the region. The
persisience or aggravation of social problemns, causing riots
aned civil unrest in some countries, have required
compensatory and contingency measures in favour of the
most underprivileged sectors. Nevertheless, inomany caises
the scope of these measures has been gradually reduced and
their transitory chamacter explicitly underhined,

Within this overall context, there were wide variations
in the way cconomic and social concerns ranslated into
policy action in the region. The following sections review
some recent policy developments in four key areas:
programmes and measures in favour of agriculture;
agriculiural credit and Anancing; food prices and
consumer protection; and action towards envircnmenial
conservation,

Programmes and measures in favour of agriculture
Although nearly all countrics have maintained some form
af support 1o the agricultural secror, such support has
iended 1o diminish and to focus on subseciors considered
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Farm support has focused on
econamically promising
producers and crops, in
particular thase better able to
gonerate foreign exchange.

188

to be of strategic importance. The Government of
Argentina, strongly committed 1o market principles and
facing severe fiscal limitations from the Convertibility Plan
adopted in 1991, docs not provide any specific financial
support to the sector. Nevertheless, the sector has
benefited from the reduction and elimination of export
taxes, while export tax rebates have also been reduced. A
similar situation 18 found m Paraguay where, d:spitn: ithe
fundamental importance of agriculture 1o ithe economy,
government direct intervention is modest and {s mainly
intended 1o assist small producers in coping with
emergency situations such as harsh weather conditions
and credit shortages,

In many cases, farm support has focused on economically
promising producers and crops, in particular those better
able 1o generate foreign exchange, Examples are Honduras,
where the policy orientation is beginning to shift towards
medium- and large-scale farming rather than focusing on
small subsistence farming: and the Dominican Republic,
where support has focused particularly on competitive
cxport crops, although some [ood staples such as rice,
beans, potatoes, onions and poultry meat have also received
official assistance.

In Mexico several programmes are being implemented to
promote produciion growth while casing the rransition 1o a
more market-onented cconomy. The comprehensive
Alianza para el Campo (Rural Alliance) programme
encompasses several other initiatives, including
FROCAMPO (which aims at rationalizing crop production
by abolishing crop price supports and replacing them with
direct government payments that are made on a per hectare
basis and do not affect commodity prices): PRODUCE
(Directand Productive Assistance to Agriculture); various
progrommes (0 restock the Mexican catde herd; and
technical assistance, including research and education
aimed at improving the output of coffee, livestock aned
crops,

In Peru, the government has continued 1o purchase small
amounts of agricultural products directly from producers,
Some of these are milk, rice, cowon and alpaca wool fibre,
Although producers complain that the amounts bought by
the government are insufficient, the purchases have in some
cases helped 1o support prices,

Nicaragua has set up the National Council for
Agniculiural Production (CONAGRO), an institution
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designed o boost producuvity. CONAGRO is the stte entity
that submits proposals on agricalosl production policies
and implements the policies upon approval by the Ministry

of Agriculture.
The Government of Colombia continues wo operate The Govermment of Colombia
commoditespecific absorption agreements, originally aims to shift the respeonisibility

designed o mduce processing industries o purchase local for defining sectoral policies to
crops at fair price levels determined by the government and the private seclo:
tied to costs of production, Such agreements currently apply
to maize, sorghum, malting barley and wheat. Nevertheless,
the emphasis is now on using these agreements 1o foster
closer working relationships throughout all elements of the
marketing chain and ultimately to shift the responsibility for
defining sectoral policies to the private sector. An example
of this new approach is the vellow maize absorption
agrocment, implemented in February 1997, which
established a formula for automatically setting the price that
the mixed feed industry will pay growers over the next five
vears. Grower prices will no longer be tied 1o costs of
production, but will be adjusied gradually 1o reflect
international price levels

The Government of Colambia is also considering
expanding the operation of exisung price stabibzation
funds — the most important fund belng for cotton - to
products that were not covered initially. A palm ail price
stabilization fund, established in 1996, initiated operations
in 1997, A cocoa fund also exists but is not operational and
is being reorganized, and price stabilizanon funds for dairy
products, meat products and bananas are being considered,

In Venezuela, producer prices for most agricultural
products are determined by supply and demand, but the
goverinmeni continies to mandate producer prices for mw
milk. rice, maize and sorghum. The government tends to set
these prices, without reference to world prices, at levels tha
ensure that even incfficient producers can make a profit.
The subsidy resulting from this policy is absorbed entirely by
the animal feed- and food-processing sectors and, ultimately,
the consamer. Mandnied Fn:n'lur:::-r prices for white mante
and sorghum were increased sharply in 1997 in an attempt
to counteract poor performances the previons year.
Although such increases did boost production, they also
entailed risks of distortions in the animal feed, poultry and
swine sectors and of declines in chicken, egg and pork
output. Many maize lowr and animal feed manufacturers
refused 1o pay the government-set prices - those of
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Parastatals, government-
asvisted agro-industries aned
coafuratines menr ey
financial costs but also
refrresent important soirces of
income and employment.

sarghum, for instance, were wwice the .k, price of
imported maize. In the case of feed malze, this led to the
imposition of an import licence system 1o force fecd mills i
purchase domestic sorghum.

A comprechensive Support Plan for Basic Grain
Production in Honduras, launched in May 19096, was
intended to boost grain production from the 1996,/497
second crop and during the entre 1997 708 season. The
plan provided for a National Complementary Credit
Guarantee Fund and other credit components. Tt also
mcluded a 515 million technology transfer programme,
mereased technical assistance and greater diswribuion of
improved seed use by transferring many government-owned
silos o [armers and financing other rural storage projects as
will as investing i several irrigation projects.

Privatization

Further progress has been recorded in this difficalt area,
despite considerable debaie and opposition in some
countries. While it is acknowledged that parastatals,
government- assisted agro-industries and cooperatives incur
heavy financial coses, they also represent important sources
of income and employment. An example is provided by the
sugar industry in Peru. The 12 sugar cooperatives, which
mvalve almost 300 000 employees and their families,
together with associated businesses, have been under
pressure to alier their management and collective
ownership stroctare, which is seen as an obstcle o
necessary outside imvesiment. Heavily indebied, the
cooperatives face major financial prollems and some are
unable to meet payroll obligations, a situation that las led
them to sell portions of their capital stock 1o the private
sector, Foreign investors are also interested in entering the
sugar industry, but a number of problems have vet m be
solved concerning the workers® social benefits, housing,
education and health care,

Despite similar difficulties, ather countries have
advanced in the process of privatization. Moves have been
under way for the privatization of Costa Rica's Colfee
Institute (ICAFE). In El Salvador, the cooperatives set up
during the first phase af the 1980 agrarian reform have
since accumulated large debis. The private sector has
pressed for their privatizaton, and legislation allowing the
breakup and sale of the cooperatives has been approved.
In addition, the privatization of governmen tcontrolled
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sugar mills was initinted, despite strong opposition from
mill workers who demand a larger share in the mills. Most
sugar mills were privatized in the course of 1996 and
1997 Nicaragua has pursued the privatization of the
parastatal Nicaraguan Enterprises of Basic Foods
(ENARAS].

Haiti has achieved some progress in its privatization
programme, although the ambitious original completion
dlate of March 1908 was not met,

In Jamaica, an emerging issue in the drive 10 make the
banana industry more competitive is the cost of main taining
the three parasimal agencies currenty involved in
marketing and sales of the banana crop.

Agricultural credit and financing
A lack of affordable credit has remained a central concern Swall farms have been
of agricultural producers in the region and a key constraint penalized by the public seetor’s

to the modernizaton and diversification of farm activities. reduced role in agriculiural
The reduced role of the public sector in agrculiural [fimanemg as well as by the
financing and the hard terms and conditions for abtaining eomdifions for obleining
private credit have penalized small farmers in particular. private credil.

Although many governmenis have maintained special lines
of eredit in their Bivour, the amounts involved have
remaimned generally modest

In the case of Argentina, the government makes some
credit available to smaller agriculiural producers, but such
funds are lmited and many farmers can only obtain loans
at very high interest rates. So-called investment pools,
formed 10 support crop growing, have gained importance
in recent years and have helped o ease financial
canstraints in certain cases, These pools rent farmland,
provide inputs and technical expertise and divide prafis
{or losses) equally among sharcholders. In the absence of
affordable credit for small- and medium-scale farmers,
these mvestment groups offer many participants an
opportunity to keep their farms and also climinate a large
element of risk.

In Peru, farmers have continued to face financial
difficultics, despite the relatively Bavourable production
wends and the somewhar greater availability of shore-werm
credit in recent years. Similarly, in Parmguay credit shortages
contnue 1o alfect small Farmers above all, as they tend w
suffer from wide swings in cash availability. Credit support is
being provided 1o subsistenice Birmers who agree (o diversify
their outpat by planting different crops.
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Maost cowritries have yelaxed
the rigid foed pwice controls
that were characteristic of pest
policies in the Latin Americn
and Caribibean region.
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In August 1997, the Venezuelan Government abolished
a preferential interest rate for agricultural loans, which
had been 85 percent of the commercial rates offered,
However, small farms still have access 1o preferential
raies through the Mimsiry of Agriculture’s Agriculiural
Credit Fund,

Brazil's 1997 /98 crop plan, announced in mid-1997,
included a reduction in interest rates from a flat 12 percent
{1996./97 crop) to different levels according o the size
of the producer (9 percent for small producers), Abour
§1 billion were allocated to ths programme, of which
20 percent was to cover production costs and 80 percent to
cover invesiment costs.

New credit lines and guarantees have been introduced
through various channels m Honduras in an attempt to
stumulate growth in farm actvioes, Greater lquidity in the
financial sector and diminishing inflagon in 1997 also had a
positive effect on commercial lending rares, However,
response has so far been only moderately encouraging,
Heavy investments are being made in the banana, palm oil
and culivated shoimp industries, which may serve as a
catalyst for the sector.

Guatemala entered the 1997 having signed the Peace
Aceords that concluded its 36vear intermal conflice. In
response, the internatonal community pledged almost
52 nllion in funds 1o be paid over the next four years in
suppart of economic and social development. Thas
assistance will help finance, in particular, the large
investments required o improve wansport and uading
facilities and services as well a3 10 enhance the
competiivenass of the agro-food sector,

Consumer prices and necess to food
Most countries have relaxed or even altogether ceased the
rigid food price controls that were typical characteristics
of past policies in the region. The benefits of economic
reform and growth, added o the general decline in
inflation, are expected o give consumers more than
adequate compensation for the reduction in price
contrals. However, as such benefits have not ver wickled
down 1o the majority of the population in many cases,
various forms of intervention have been required in
favour of necdy groups.

A partcularly extensive programme of food assisance
tor poor and vulnerable populations is that implemented
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by Venczuela. When price controls were eliminated in
1996, the government established the Strategic Food
Programme (PROAL), providing for the sale of staple
fpods in special marked packages at prices 40 percent
below the prevailing vetail prices, Under a similar
programme, the Supply and Agricultural Service
Corporation (CASA), certain food products are sold at
subsidized prices in special stores located throughout the
country, mostly in poar neighbourhoads. Food conpons
are also distributed to Jow-income families under the
Family Subsidy Programme which, in 1997, had a marger
population of 2.9 million {(about 13 percent of the total
population). Furthermore, about | million mothers
receive subsidized food under the Mother and Infant
Food Programme (PAMI}. Finally, about 1 million
students in poor neighbourhoods receive free milk, mid-
marning snacks and lunches at school.

Iin January 1997, the Covernment of Honduras also laid
down i programme to protect the consumers” basket of
basic goods. This basket is composed of 20 produces
{including beans, maize, rice, milk, sugar, vegetable oil and
shortemng, chicken meat and calfee). The plan invalves
considerable restruchuring of the government’s chain of
sinall retail stores, BANASUPRO: jts distribution channels
will be redesigned and it will concentrate on supplying only
the 20 products contained in the basket of basic goods.
Financial support from the government 1997 was to
amount to about 20 million lempiras ($1.5 million ).
Upcoming policy developments may include modern
consumer protection legislatdon as well as new weighes and
measures legislation, The creavon of a Consumer
Protection Instimte to sirengthen efforts in this regard is
also being considered.

The Government of Guatemala does not directly
subsidize consumer food prices or provide for any direct
food assistance programmes. Nevertheless; the Ministry of
Econamy publishes the food prices offered by different
retail stores, highlighting the best prices, in local
newspapers. The Minisery describes this action as an effort
to Create competitiveness among retailers and to educate
CONSIMoers,

In the Dominican Republic, although the inflation mite in
1997 was below 10 percent, food prices rose much faster
than others, as drought and major storms caused shortages
of biasic foodstuffe. Lowerincome groups were particularly
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In Guatemala, deforestation
destroys an estimated S0 000
ha per yeur, threeifihs of
wihich is atiribedable to
fuetwood consumpiion and
troofifths to timber
production, most of if illegnl.
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affected, and a call for & national strike was partially
attributed to these price increases. In order w alleviae
shoriages of staple foodsufls, the government decided o
authorize substantial tariff-free imports of these goods.

Environmental protection: forestry

Authorities in the region have continued to emphasize
the need to ensure a sustainable use of natral
resources, and legislative measures have been
introduced or reinforced o this end. Policy action has
focused mainly on strengthening the rugultlmrv
framework for forest resource exploitation.

Cuatemaln exemplifics the difficuloes mvelved in
preserving the forest resource base, while maintaining
dynamism in the forest and manufactured forest products
industry (which represenis about 2 percent of the
country’s GDF and approximately $10 million in foreign
exchange annually). Deforestation s officially estmated
o destroy g votal of 90 000 ha per vear, with three-fifths of
this attributable to fuclwood consumption and land-
clearing activities and wo-Gfths 10 dmber production,
maost af it illegal, The deforestation mte is likely (o rise in
the postwar period. as people encroach on areas that
were formerly innccessible owing o the civil conflict.

Iin Costa Rica, I’:)]I:Eming 'ChilIE'El of widespread
mfringement of forestry regulations, the authorities
ordered the suspension of all lumbering activities in the
Peninsula de Osa arca. A $-day suspension of all tree
felling was enforced, allowing tme for a stock inventory.

L Paraguay, export prohibitions have been extended
since 1994 1o all unprocessed and semi-processed wood,
These restrictions are intended exclusively 1o address the
acule problem of deforestation and o preserve domestic
species, yet they may also encourage production by local
sawmills. Particular emphasis has been placed on
suwengthening the regulatory framework governing forest
explaitation and reafforestation activities as well as on the
control of illegal wood expores. There has been litde
response, however, and the programme could benefit
trom financial asistance,

In Nicaragua, concern about overexploiation of forest
veserves led the National Assembly to ban further logging
concessions, A specific prohibition has been issued
against felling West Indies codar [ Cedrela adovata) and
mahogany trees.
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In Honduras, more than 1 million ha of forest area
has been esamated to be under some form of
management plan, while the public auction system for
selling public forest resources has been transparent and
compelitive,

Experiences in institutional decentralization

The redimensioned role of the state, some aspects of which
are illustrated in earlier sections, has also revived interest in
decentralization. A recent and :lgnﬁuntﬂ:perieuccin
Latin America is that of decenualization through

=5 e L T el =k
noal level with the
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and local roads. The
municipalities have
decision-making power
régarding the utilization of
the public investment funds
pliced at their disposal.

* Logal recognition of rural
communities, indigenous
villages and local governing
bodies that existed balore
the promulgation of the law
I addition, it assigns them
specific responsibilities and
dunies in the field of
municipal planning and
mianagement and defines
them as entties of popular
participation.

= The establishment of a
municipal Supervisory
Committee, composed af
representatives of the rural
commurnities. indigenous
villages and local governing
bodies that have legal
status and conrrol over
management of tha
municipality.

Despite the progress oo
represents, the People’s
Participation Law does have
certain limitations. In
particudar by defining
terricanal organizations {local
governing bedfes. rural
commiunities and Indigenous
villages) as entities of paople’s
participazion, the possibilicy of
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including other local actors
who are not strictly termicomal
in the participatory process i
lirueed, This s the: case, far
example, with assocations of
producers and other
SCONoMIC Agents:

The Bolivian
decentralization process
reached the departmental
leval through the
promulgation of the
Administrative
Decentralization Law,
whereby the departmental
prefecturs becomes the focal
point for national-lavel
policies and supply of
resources, departmental
polecies and development
plans and municipal priorities
and requesrs.

The process'in Bolivia was
duly prepared with
COMIMLNEY PArLICIRAoN m a
series of planning exercises
at the provingial level, leading
to the esablishment of
municipal development plans
for 150 municipalities: This
exercise not only constitured
A tralning process, but was
also'an important part of an
information campaign on
cofimancing medalities and
metivated cammunities 1o
requiest a concribution of
resources from their local
EOvErnments.

The Bolivian experience
shows that local

‘governments are able to

comprehend the peeds of the
population and to respond
adequately. Furthermonre,
decencralization has had the
implicit rale of ensuring the
presonce ﬁr the staia n many
municipalities where it was
previoushy absent.

Fure | Cosslo (997, Baba
dwidwmiraloy ciln, par teipschin | pogpeolar y
thaarralio il Paper preeniod at thas
Technical Coamsmares o Decentralizanan.
{618 Crecembiesr | 597, FACK Rome
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Box 1

DECENTRALIZATION
AND
MUNICIPALIZATION
IN COLOMBIA

Colombias [99]
Constitution was the
tulmination of a process,
initiated in 1986, whereby
focal autonomy acquired 3
predominant position in the
CoOuntry's insticutional
structure. Municipalization
wias manifest Inthe election
of mayors,for instance, and
in thy deliberate craation of
opportun ities:far COMmUunicy
participation.

The country’s
municipalization process is
explicitly oriented towards
ruril development In | 987,
the municipalities wers
assigned tho task of
administering basic public
senvices and, in the
agricultural sector it was
decided chat they weould
provide direct and free
technical assistance to small=
scale producers. For this
purpose the Municipat Linits
for Technical Assistance in
Agriculture were set up.
Almose all municipalities
have one of these technical
units which, according to the
First Matonal Censis,
provided dssistance to
435 000 srmall farmears in
| 925 whereas, In' | 930, prior
to cheir creation, only
[ 200 000 2mnall farmers had
been reached This implied a

220 percent budget [ncrease
for stichy services At the
same time; the cost per
beneficiary of these services
went down by |0 parcent. In
1993, each unit assisted an
average of |67 beneficiaries;
in 1994, the pumber reached
26%F and in 995, 436,

In | 993, the establishment
of the Municipal Rural
Development Councils was -
appraved by law These
councils were formally open
to farmers’ representatives
and were presided over by
the mayor. with the
participation af
FEpresencanyes af O
councils, farmers, gullds and
rural communities. The
functions and structure of
the Municipal Ruril
Development Councils-are
defined by the town council
based on a'proposal put
farward by the mayor, with
na allowance made for rural
associations and
COMMuUnites to: participate
in its elaboration, axcept
through previous informal
negotiations-with the mayor.
In thase municipalities where
civil sociey 15 weak,
espechally where farmers
have no organizational
framework or participatory
experience, it is very difficult
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for these rural development
eouncils o take on the
characteristics stipulated by
law, and in many cazes their
establishment would appear
to be merely a formality.
Rural development councils
have been formed in 925 of
the | 074 existing
nnmmipillitiu but,according
ta infarmation available from
the. Hlmsr,rr u-fﬂgnmlwre
“only |28 seem to be
functioning.

Several reasons can be
cited for the limited impact
of this initiative A lack of
consolidation of rural
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‘organizations, combined with

the insufficlent and untimely
disseminadion of information
on the rural development
councils, resulted in
inadequate participation by
such organizations. Contrary
to the case of Bolivia, where
existing organizations were
the driving force behind the:
strengthening of
municipalities, here it was
hoped that the municipality
would promote organization
and participation Another
handicap was the insufficient
training of soclal actors and
municipal szaff to be able to

“municipalization”

take advam;age. of the
pﬂHiHIIHH offered by the
rural development councils.

MEPHLIW Lok Covmiand
mhﬂmmrﬁnu

mmu—mm
1997 FAD Rome.

« Whieh has asumed major importance

and is of considerable relevance w rural development. The
process started in the mid-1980s but has gained momentum
in recent years, Taking the municipality as a basic territorial
unit for decentralization, it promotes all types of
participatory activities and institutions at the local level,
Examples of this approach can be found in Brazil,
Colombia, Nicaragua and Bolivia — this last being perhaps
the miost successful recent expericnce (see Box 9),7

An cqually informative example of municipalization is
seen in Colombia (see Box 10), where major efforts have
biseen muade o create technical assistance and rural
development councils at the municipal level. However, a
number of shortcomings have so far limited the jmpact of
these ininiatives,

A number of abservations can be made concerning
experivnces with the process of municipalization. The
incriased pole of municipalities has frequently not been
accompanied by the transfer of the necessary resources o
fulfil the new tasks assigned, nor by the 4'rr.:-lli-:|n afl



— EE e ———— RUE. mad rEview

conditions required o ensure participation of the most
disadvantaged groups in grassroots organizations. Bolivia's
example 1 indeed remarkable: first in that s
municipalization process successfully incorporated
previously existing organizations; and, second, in that it jrut
a special emphasis on people'’s participation, which in wrn
ted 10 the strengthening of local governments.

CHILE

General characteristics

A 1992 census put Chile's populaton at 14.5 million people
of which 15 percent live in rural areas and a similar
proporion are engaged in agriculture as their main activity,
Of the total population; about 28 percent live below the
poverty line, down from 40 percent in 1989, The prevalence
of poverty in rural areas is significantly higher, however,
reaching more than 30 pevcent of the rural population. The
significant decrease in poverty levels is a result of the
economy s high rate of growth in the last cight vears as well
as the strong emphasis that the last two democratic
governments placed on social policies = public social
expenditure has increased dramarically, reaching 7.8
billion in 1996,

Agriculre contributes 7 percent of GDP. However, its
weight in the overall economy is much greater than this
figure suggests. In fact, ifindustrial products closely linked
to agriculture are included, the sector’s contribution 1o
GDP would rise to nearly 15 percent and its share in export
carmngs (o more than 30 pereent.

Ohist of a total area of approximarcly 75 million ha, Chile
has about & million ha under arable land and permanent
crops, while natural and improved pastures cover some
1% million ha. About one-third af the total arable land is
irigated. Forest and woodland cover 165 million ha. Some
18 percent of the country's territory is under nataral parks
ot reserves, a high proportion by any standard,

Chwing (o its geographical span and wopography, Chile is
made up of diverse agro-ecological zones and has a wide
variety of microclimates, although it is the only country in
the region without wropical agriculiure (except for a few
simiall valleys in the northernmost part of the country).

ln the desert conditions of the north, extending from the
border with Peru o some 400 km north of Santiago,
agriculiure is almost absent, except in small oases. Dryland
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agriculture starts some 400 km north of the capital, where
rainfall levels of up 0 200 mm allow some very extensive
livestock (mainly goat) production. The irrigated areas are
similar to the oasis agriculture of the extreme porth but are
of greater importance, as they are the main producers of
carly grapes and other fruits for the international market

Chile’s prime agricaltural area stretches from 200 km
north 1 500 km south of the capital. It is here that most of
the export fruits and vegetables as well as high-<quality wines
are produced. This area has a Mediterrancan climate with
hot dry summers and rams in winter, which sceadily increase
in level fram north 1o south, reaching 800 mm at the
southern point of this macroregion. The topography is
mainly an uninterrupted cental valley which has been
described as " one of the best tracts of real estate in the
world, comparable to the Napa Valley in California .." It is
surrounded by the Andes to the east and the coastal range
to the west. On the Andean pledmont and the coastal range,
extensive livestock and annual crop (mainly wheat and
legumes) production are carvied out and, in the last
20 years, forest plantations (mainly of radiam pine and
eucalypius) have been expanding,

Further south and down 1o the end of continental Chile,
about 1 500 km south of Santiago, rainfall, occurring in
suminer, contnues o increase and the werrin becomes hilly
and suitable for pasture-based dairy production as well as
for cerenl crops and natural and plantation foresis.
Continuing south, the central valley is subinerged by the
Facific Ocean, leaving the coastal range, which breaks down
it large and small slands, and the Andean range, which
peaks at a height of just | 200 m in this region. This
macroregion bears a strong cesemblance to New Zealand,
which is at the same latitude. In Patagonia, the
southernmaost part of Chile, sheep and beef cande
production are the main activitics, now complemented by
same market gardening for regional consumption.

Economic development and policies

The Chilean economy has made a vigorous recovery from The agricultural sector has led
the 193219485 cconomic crisis, when GDP plummeted by a wigorous recovery of the

14 percent the fisst year and by a further 0.7 percent the Chilean ecomomy from iis
following year. The recovery, led by the agriculiural secuor 1982-1983 crixis.

followed closely by ather tradables such as mining, forestry,

fishernes and natural resource processing industrics, has

seen GDP expand at an annual rate of about 6 percent
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Foreigm wepestment has
sigifcantly expanded,
reflecting the climade of
conificlence tustilled by the
reintroduction of a dable
democratic regime and the
conitimation of froven
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since 1984, Such rapid expansion was made possible by the
introduction of certain pragmatic measures o strengthen
the rigid macrocconamie policies implemented during the
first phase of the military government, most of which are
still in force today, Paramount among such pragmatic
moves was the reinroduction of a managed market for
forcign exchange, as compared with the fixed exchange
rate policy implemented in 1979 — which, accarding 1o
mainy, led to the crisis. This consists of “dirty Aotation”,
whereby the Central Bank fixes a band within which the
forces of supply and demand are lefi 1o determine the
current rate. However, interventions by the Cenitral Bank
{buying and selling) can ocour at any mament (o counter
spoculative movements, while the floor and ceiling of the
band are adjusted monthly according to internal and
external inflation. There was also an imtal rise in the
uniform unport arff from 10 o 35 percent, but it was soon
dropped to the current 11 percent.

As the crisis of the early 19803 had resulted from an over
indebiedness of the country’s private sector, strong
pressure from international lenders forced the public
sector o assume the payment of private debt in order to
renew the flow of foreign resources. This was accompanied
b state intervention (o correct the asset situation of the
main private banks and by more stringent regulations for
the country’s financial operations. While these measures
allowed the economy 1o sct off on a fairly self-sustining
paticrn of growth, the enormous cost of the government's
paying off private external debt and intervening 1o
consolidate the banking system is sull being paid by the
nation as a whole and is preventing the Central Bank
from taking a more active position in the foreign
exchange marker, Indeed, the government still owes
the Central Bank about $6.6 billion for the bank rescue
aperations of 1983,

With democracy reinstated, economic development
since 1990 has continued at the same rate, since the
economic policy remained basically the same as that of the
post-crisis military peviod. Significant changes have
occurred, however, in certain eritical areas. For example,
foreign investment has significantly expanded, reflecting
the climate of confidence insiilled by the reintroduction of
a stable democratic regime and the continuation of proven
cconomic policies, In fact foreign investment commitments
increased by 250 percent between 1990 and 1996, exceeding



$4.5 billion in the kast year. This has proved & mixed
blessing, however, since capital inflows, combined with the
continuing dynamism of the export sector, have led o a
significant appreciation —an estimated 26 percent in real
terms —of the pational currency since |00,

The centredelt governments since 1990 have placed
greater emphasis on addressing the equity problems
brought forth by the markeroriented development model.
Upon election, the new government launched an expanded
tasation programme, with new mxes being pediodically
intraduced as the well-riddled electoral system allows (3 new
tax relorm is curvently being discussed). The increased
public revenues have been used mainly in social
expenditures, especially for health and education, the latter
having been designated a priority sector by the current
government, In fact, public social expenditure has risen by
50 percent since the early 1990s. Together with rapic
economic growth, these elfors account for the drop in
absolute poverty menuoned carlier. However, this has not
been achicved at the expense of investment, which rose
from 18 percent of GDP during the military government, to
24 percent during the first democratic government and is

currently nearing 27 percent Public expenditure in

Another high-priority sector, which had been left infrastruciure has expanded
behind, is infrastruciure, where not only has public significanily and wew
expenditure expanded significandy, but new legislation legaslation has allowed for
has been enacted o allow for massive private investments messive frivale investmenis in
in road construction, telecommunications, power, ele. s area.

Historical overview of Chilean agricultural development
The posi-1930s erins period. After the erisis of the 1930s,
which caused Chile's foreign exchange carnings 1o fall 1o
eme-third ol their normal level, the country embarked on
an import substitution strategy. Although this move
generated an important industrial sector, it severely
punished agriculure and fed an increasing inflationary
process which peaked in the mid-1950s with annual rates
ol nearly 100 percent. Agriculiural production increased
at a slugrish 1.8 percent per year, well below population
growth which rose at about 2.5 percent in those years. The
mounting import bill that resulted from this gap between
production and population growth was a heavy burden 1o
the economy, The major blame was placed on the very
skewed land distribution system prevailing in the country
at the ume, .n!thlitugh it was also pealized that the "|:h|:a'|:|
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(hile’s comparative
advantage in agriculture is
mizindy in fruit aried wine
freoduetion in the Centrad
Valley and dairy and forest
products in the south.
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food prices policy” had some responsibility for the sector’s
poor performance. [t was, however, politically unpalatable
to liberalize food prices under the conditions of latifundia
tenure, since higher prices would primarily have
aggravated distortions in wealth and income distribution
within the sector (1o the detriment of the urban poor)
and would huave brought only marginal increases in
production, This state of aflairs set the stage Tor the land
reform process which. prompted by the Alliance for
Progress Programme, got off to a slow start in the early
196,

The tand reform period. In 1964, following the election of the
centre-teft Christian Democratic candidate, the process of
land reform gained momentum. New legislation was
approved, facilimuing the expropriation of large producuve
a3 well as unproductive estates and allowing the
anionization of farm workers. As a resuly, 3.6 million ha

(12 pereent of the country’s agricultural land) were
expropriated and organized into new joint exploiation
anits. Al the same tme, about 50 percent of the farm
workforce was organized into umons, reaching a higher rare
ol union membership in six years than that of urban
workers, who had been allowed o form unions since the
Beginning of the century,

At the same time, a strong production promotion policy
was cnacted, with increases in the adminstered prices of
basic foodstlls at the farm level and a series of
comprehensive subsectoral promotion programmes. Based
on strategic planning studics, the government designed and
began implementing a set of programmes 1o promaote whit
were seen as the main comparative advantages of Chilean
agriculture, namely fruit and wine production in the
Central Valley and dairy and forestry products in the south.
The programmes included the provision of long-term
credit. technical assistance, public investment in basic
processing infrastructure, improved wine production, milk
processing and cellulose plants as well as special incentives
for the organization of cooperatives for these producis,
During this peviod, the state’s strategic planning capacity
could be said to have laid the busis for Chile's modern
agricultural sector.

As a result, and despite the normally disruptive effect
brought about by accelerated social change, growth in the
gross value of production jumped from the sluggish 1.8 10 2
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percent vecorded since the 1930s 10 4 sizeable 5 percent per
annum, which s double the population growth rate, This
enabled a halt in the persistent increase in the food umpart
bill, despite the boost 1o internal demand caused by the
income distribution policies implemenied during this
period.

The kand reform and unionization processes were greatly
accelemted during the Allende period, with little vegard
paid 1o their effects on the productive process, Land
seieures became widespread, severely undermining the
confidence of the remaining large- and medinm-scale
farmers. [n addition, the new uniis in the reformed sector
were either ransformed ino state enterprises or exploited
de facto or de fure in a communal syseem, thereby
undermining production incentives also. The result was
a collapse i agriculivral producton, which fell by
4.8 pertent per annum between 1970 and 1978, In fact,
the deteriorating conditions in rural areas became
a determming factor in the coup that took place
on |1 September 1973,

The military regime. This period, which lasted from
September 1973 1o Mareh 1990, can be divided inwe two
subperiods which are separated by the economic crisis of
the early 1980s.

1973 bo the early 19805 crusis — the orthodax period. The peviod from [975 uniil
Covermment measures in this period focused an halting the early 19805 was one of
the hypevinflation then prevailing (1 000 percent in Profound struetural changes in
1973}, and on achieving full and rapid economic wirich the latest thearies of
liberalization. As the country chose to follow the “shock mrarket liberalization were

thtmp}" pmpmud by the econmomist Milton Fricdman o fested,
1975, this was a period of profound strociural changes
and one in which the latest theories of market
liberalization were pested in a practeally “lriction-free
social laboratory”. Agricultural policies merely reflected
the government's abjectives for the economy as a whole,
In fact, the main nhjccﬂm for the sector were: the
liberalization of agriculiral markets; 4 reduction in the
role of the sure; and the assurance of full guarantees w
private property in the countryside. Perhaps the most
significant sectoral policy was the full regularizanon of
agricultural reform, 3 process that was completed owards
1979, By then, about 30 percent of the land that had been
either legally expropriated or seized towards the end af
the Allende period was returned to i previous owners;
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FRUIT EXPORT “"MIRACLE"

Within 20 years, Chile had
become one of the world's
leading exporters of off-
segson temperare fruits. How
did this happen so rapidlyf As
in the case of most “miracle”
stories, achievements were
based on hard faces The
potential that the country’s
exceprional climate and
geographical location offered
for cemperate fruit production
had first been discovered in
the late 19505 and early |960s
as a resule of the scracegic
planning capacity developed by
the public secter at the ome
Expansion of the fruic
subsector was spurred by
public sector support in the
form of long-term imvestment
credit o fimance plantations.
and processing infrastructure
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(packing and cold starage demand and the latter faced
plants). more stringent political

The subsector grew at a difficulties than Chile, Another
moderate race untl the determining factor was the
concurrence of owo critical deregulation and dismantling

of the farm workers' union,
wihich resulted sn-low real
salaries and production costs
and extraordinarily high rates
of return in fruit production
(rates of 30 o 30 percent
were quite common for some
varieties).

developments: |} the
lberalization of international
trade that occurred during the
military period and inicially
entalled a high real value for
forelgn exchange; and ii} a shifc
in tastes in the developed
country markets, especially
the United Stazes. away from
feods rich in carbohydraces

-and far rowards vieamin- and

fibre-rich foods. Combined,
thiese factors caused the fruic
trade to expand dramatically
during the | %705 and carly

| 9805, when only Chile and
South Africa were In a
p':munn to meet such a

another third = mostly Andean pledmaont, coastml devland
and potential livestock farmland in the south = was
difficult to divide and was auctioned off wo the highest
bidder; and the rest was allotted in private plots 1o the
former estate farm workers.

In the meantime, however, the reduced support from
the state and the high interest mies of the recently
liberalized market (in some vears reaching 60 percent in
real terms) meant that these new owners did not have the
means o tarm their land properly and were forced o sell
atvery low prices. By the mid-1980s, it was estimated that
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nearly 5 percent had sold their activities, despite efforts Apples are inspecied, packed and
by the growing NGO movements (led by the Catholic stored for off-scason export
Church and ather religious denominations) o replace the  Fruit exporting is an imporsan

and growing sabsccror in

dwindling state support services, The sector'’s response chil
Jhille,

was erratic, especially in the face of policies that kept
changing according 1o macro directives. The value af
pmduniml between 1974 and 1984 reiurned o the
sluggish 2 percent per annum of the 1930-1960 period,
but showing considerable differences within subsectors
and regions. Thus, while fruit-tree plantations ook off ar
vearly rates of about B to 10 percent during this period,
livestock production was severely affected by the drop in
domestic demand that resulted from macrocconomic
adjustment and high unemployment rates. Annual crops
expanded strongly in the early vears of the period
(probably respanding o the improved environment for
privaic properiy). However, when the exchange rate was
fixed in 1979 as part of a new macrocconomic experiment
— the “moncary approach o a balance of paymenis®,
production began to fall in response to the appreciation
ol the national currency. Another subsector that began
growing strongly in this period was plantation forest. In
this case, expansion was a response o enhanced
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incentives brought about by a scheme that subsidized 75
percent of plantation costs and exempted forested lands
lrom property laxes,

1983-1989: Retwrn to pragmatism. The scvere balance-of-
payments crisis starting in the carly 1980s forced a return
10 MOre Pragmatic Macroeconomic puli:ies. ie:a
managed market approach, This invelved, in particular, a
substantial currency devaluation, with the real value of the
dollar practically doubling between 1981 and 1987, This
allowed agriculiural and all iradables to recover their
profitability. In addition, the government implemented a
proactive agriculoural policy, comprising the following
COmpPOnents:

® Price band. A price band was established for the major
importsubstituting products, initially including wheat,
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oilseeds, sugarheet, maize and rice, although the Tast
two were later dropped. This system allowed internal
prices to follow, with a lag, the wend of international
prices, but prevented day-to-day flactuations from
creatng havoe ininternal markets (see Box 12, Price
band system).

Special credit. The government resumed special eredit
grants (o the sector, after having abolished them as part
of its “macropolanization” of agriculture. This was done
through the still unprivatized state bank and the
national Institute of Agricultural Development
(INDAF), which provides support 10 small farmers,
Funds were lent at positive, but reasanably low, real
mterest rates (7 percent per annum) and with
repayment periods in accordance with the agriculture
production cycle. This included investment credit
refinanced by the muliilateral financial institutions, the
Inter-American Development Bank (IDB) and the
International Bank for Reconstruction and
Development (IBRID),

Technival assistance, As part of the policy package 1o
recover agricultural dynamism, a strong state-backed
wechnological transfer programme was implemented in
favour of both the nanonal agriculiural research institute
(INIA} and INDAF, assisting small farmers.

b measures. Other significant measures included the
relaunching of the state-owned sugarbee-processing
industry, which resumed s contract farming scheme and
became a significant force in the revitalizagon of
agriculiural production in the central and southem
regions of the country, Also worth mentoning was the
establishment of a special fund o subsidize small-scale
private water control schemes.

As a result of this package, the agriculiural sector wiis in
a position (o lead the country’s economic recovery, with
producton expanding by 7 percent per annum between
1953 and 19849, Yiclds increased subsmntially: those of
wheat, traditionally lingering around 1.5 to 1.7 tonnes/ha,
jumped to 3.3 tonnes by 1989, maize vields pracucally
doubled in the same penod, from 3.5, w 7.8 tonnes, ha.
The revimalization of the sector enabled a fall in agriculiral
imports from a peak of $900 mallion in 1981 w $270 milhon
in 1989, Furthermore, because of depressed domand (per
caput consumption of most staples was stll below 1971
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levels), selisulficiency was reached in traditonally deficit
products such as wheat, maize, rice and dairy and mea
products, Employment in the sector rose by 30 percent
everall between 1982 and 1989,

Chilean agriculture in the early 1990s

The new democratic government sought o mainain those
elements of the cconomic policy followed by the military
government that had shown effectiveness, while also
introducing changes aimed at enhancing an equitable
distribuition of the benefits achicved through development.
In line with this general approach, three major objectives
were laid down for agriculiure:

& maintiin and improve the dynamism of agriculiurl
produciion;

® protect natural resources and revert the detedomtion
that had followed the unchecked expansion of economic
Acuvities;

& actively promote the participation of small farmers in
the modernized agricultural sector aned combat rural

F-'H!.'l:fl'}".

Of these three objectives, the third had priority bur was
the most difficult to achieve. Chilean agriculture shares a
strongly segmented, dual agrarian struciure with the rest
of Latin America. The small farm subsector accounts for
25 1o 80 percent af toeal ngriculh.lrﬂ production but
represents about 70 percent of all agriculwaral producers
and ownz about once-third of all agriculoaral land,
However, the subsector has a larger share in the
traditdonal annual crops (wheat, pulses, mibers) and
livestock and a much lower share in the more dynamic
frum and high-quality wine subsectors. Mopeover, small
farmers tend to be more concentrated in the marginal
lands of the coastal range, Andean picdmont and
southern Chile; thus, in addition o their raditional social
marginalization, they start with a scarcer and lower-quality
resource base than the commercial sector

The three objectives listed above provided the framewaork

for the following major policies and programmes of the new
government

Production dynamism. When the new government arrived it
was clear that the sources of expansion of agricultural
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production were reaching a limit. Traditional crops and
livestock products were reaching the limits of internal
demand and fruit expores were also facing stiffer
campetition from other sources, having lost profitability
compared with the high levels of the 19705 and 1980s, The
strategy in this respect was o expand the demand for these
producis while improving the capacity for a flexible
response on the supply side.

Domestic demand for agricultural products increased
steadily throughout the perod as a result of the various
distribution policies of the government as well as the strong
growth in economic activity and real wages. However, the
muost significant actions in this area concerned the
umprovement of internal marketing conditions. These were
achicved through the active involvement of the parastatal
grain agency, COTRISA (see Box 13, p.212), which
prevented the oligopsonistic practices of the milling sector,
causes of havoo in the past,

O the external fromt, cashing in on improved political
conditions, the government signed free irade agreements
with several Latin Amernican countries, the most
significant being those with Argentina and Mexico, At the
same Hme, an offensive wo ].'u:nlu:-ldc Asian markets Lo
open up 0 Chile’s products, on the grounds of the
country’s excepruonal health standards, began 1o

bear fruit,

O the supply side, the government embarked on a Chilean agricalture benefils
major effort o relaunch irfgation development. Chile's greatly frinn the couniry
main advantage in agricalture is its Mediterranean climate Mediterranean clinute;
but, 1o exploit this asser fully, irrigation is indispensable, however, to exploil this asset
Whereas no irriganon development had been carnied out by fully, irrigation o
the previous administration, with an investment of $500 sclisprensable.

million, the new government has reinstated large ste
irrigation works; assisted private firmers in rehabilitating
and expanding existing schemes; promoted new medium-
scale projects; and given special impetus 1o the existing
subsidy scheme for small works, opening it up to the small
farm sector. The overall plan is expected 1o be completed
towards the year 2000, by which fime Chile’s current
irrigated area of 1.5 million ha should have increased by
30 percent.

With the aim of improving the supply response, the
government has also implemented an ambitious 1DB-
supported programme to improve INIA's research capacity,
The programme gave priority o adaptive research on small
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Bax: 13

ARE ALL
PARASTATALS BAD?
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During the privatization drive
of the late 19705, the existing
state markering agency was
abolished, yet part of its
storage facilities were Koptas
state property, VWhen the
price band systom was
established after the 1982
erisis, Inherent imperfections
of thie internal cereal markets
(e.g. oligopsontitic practices
on the parc of the millers and
small local buyers = usually
truck drivers) led o the
realization that a buying
agency needed o be
established in order to make
the landed price of the band
operatve in the internal
market. Given the milieary
government’s mistrust of any
torm of direct state action,
this funcrion was entrusted
te the Confederation of
Commercial Grain

Producers’ Cooperatives
(COPAGRO), which operated
for the government by way of
an open credic fine from the
atate bank and the state-
owned storage facilities. Afrer
a few seasons under this
scheme, COPAGRO went
bankriipt and the government
was forced 1o esmablish a now
incorporated company in
whilch the state hald the
majority share but che millers
and producers had a minority
share, Thus, the abolished

parastatal grain agency was
reborn under a new name,
Comercializadora de trigo SA
(COTRISA), with a token
priviate sector participarion
But with o rransitory horizon
in the vigw of the miliary
EOVErT MEnt.

With the advent of the
democratic governmenit,
which had fewer ideolegical
complexes abour state
Incervention i agricultural
markets, COTRISAS role was
enhanced and defined as a
peErmanent state funcuon o
anstre that the wheat marker
operates smoothly at the
farm ' level COTRISA had to
be prepared to buy all the
whear that farmers were
willing to sell ro it at the
landed floor price of the band
(the full cose of importing:
wheat at the floor price), less.
the storage and financial
costs of holding the national
harvest until iz was fully
consumed. Tha credibilicy of
the agency's eommitment to
buy all the wheat offered was
crucial for the stabilization
and establishment of a
competitive buyers” marker
To provedits credibilicy,
COTRIZA had to set the
correct buying price, i the
price was too high, it would
be quickly detected by the
buyets who would then



ﬁ.-.'-g.nn.'.'- I il it

refrain from buying. thereby
causing the agency to be
flooded with whear until it
was forced either to modify
the price or to stop buymg.
This was precisely what
happened when the new
democratic _gq';;urnment cAme
ineo power in March 1990
towards the end of the whisat
marketing season As the
pravious govermment had
fixed too high & buying price,
COTRISA was abliged ta
ratlon its buykng The new
government lowered the
prica and, within |5 days;the
market was: stabilized and the
run on COTRISA stopped
That same year, the agency
had o buy about 8 percent
of the country's coml wheat
production since then, it has
bought berween 0.2 and 3
percent of total production
but the wheat markets have
operated smoothly ih all
sexsons. Since the beginning
ofithe democratic period,
COTRISA's policy has
Ehange& fromi setting up
buying outlets in the central
valley to opening outlers
mainly in the remoter aroas
of the drylands of the Andean
and coastal manges, whers
most of the small farmers are
located but there are fewer
buyers. Ie has:also shifted
from a policy of operating the

outlets directly ta one of
concraceing them oo small
farmers" cooperatives and
NGOs In fact, COTRISA

‘outlets inereased from five

directly operated concerns in
1990 10 27 in 1994/95; of
which only seven were
directly operated by the
agency itself. The opening up
of 2 new gutlet in remote
areas immediately raises the
prices paid by tradinonal
buyers to the level offered by
COTRISA, and such increases
have ranged from a low 2
parcent in a fairly connected
and hence competitive
localicy. to 22 percent
remote localities and'in the
first years of the schema's
operation. A5 COTRISA has
gained credibilicy the
differennals have decreased,
s have purchases.

Today COTRISA is a major
player in Chile's wheat
marker_although [t intervenes
very little, a3 witnessed by is
actual purchases. In some
seasens, COTRISA'

successful catalytic

oporations have been

<axtended to the rice and

maize markets (the latcer is.
not covered by the price
band system), where the

agency has had a simifar hand

in effecting market
transparency. As in the case

-of grain, after a few weeks,

the agency has managed to
stibilize markecs and has all
but stopped having to buy:
supplies. despire

‘oligopsonistic buyers
AtEeMpEs to test its abliity to

handle an unknown market
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Grovernment aclion i sufrpor
af small farmers incheded
expanded techmical assistanee
el credit progrommes as well
as men mechanisms to help
thewn comprete with the
commercial seclon
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farm systems, on dryland agriculture and on more
ecalogically sustmnable research, while also remforcing the
capacities of the health control agency, SAG.

Natural resource eomservation. Since very livde had been done
in this area in the past, efforts were mainly oriented towards
the establishment of new norms and legislation on
maximum air and water pollution levels. Consequently,
major condlicts arose with the mining sccor, the main air
pollutant in rural arcas. Legislation to regulate natural
forest explonation and transfer of land from agriculiure to
urban uses was also claborated and discussed. In these two
arcas, where private commercial interesis are extremely
powerful and strongly opposed 1o any regulation, litile
progress could be made despite their importance for the
country’s population. In the case of natural forests, however,
a cadastre indicated a total of 133 million ha, far more than
the arca that was thought w have been Ief afier the
exploitation of these resources for wood chip exports.

FPromoting the snall farm susbsector. The new government’s
action in support of small farmers was aimed a expanding
and improving the coverage of existing technical assistance
and credit programmes as well as creating new mechanisms
to help this subsector compete with the commercial sector,
Regarding technical assisiance, opportunities were
created for participation by NGOs, including farmers'
organizations, and closer links were set up with INIAL
Beneficiaries were also involved in periodical evaluations of
the programme, and the modality was changed from
individual 1o group assistance. In four years, the programme
doubled its coverage from 26 000 1o 51 000, which still
represents only 20 percent of the countrv's small farmers,
Om the credit side, a major effort was made o increase the
coverage of the various schemes, expanding them o benefit
the smaller and poorer farmers who were not previously
covered, as well as farmers' arganizations. A series of new
programines were implemented in order 1o improve their
Insertion into the more modernized agriculoural secior,
These included a major land titding programime which
involved some 50 000 farmers during the period; the
incorporation of small farmers into the forest plantation
subsidy scheme, covering 27 000 ha; and the csablishment of
various marketing assistance schemes. An interesting
programme in this respect was the linking of agro-industrial
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plants o the actvities of small farmers following the
outgrower scheme. In this programme, INDAP channelled
the technical assistance and credit programme through
cooperating agro-indusiries that agreed w provide secure
contracts al sowing tume and fair pre-caablished prices.

Perhaps the most successfiil new programme was the
enclusion of small frmers in the existing small-scale irngation
subsidy scheme. This programme had formerdy been
monopolized by commerdial farmers, since its funds were
allocated under an auction system wherehy special ponis were
assigned according 10 a beneficiary’s proposed contribution.
The new government's innovations were 10 separate small
farmers” auctions from those designed for commercial
concerns and to provide special financing to conduct refated
studics. This led to an explosive demand from small farmers,
and about 130 000 ha benefited as a resuli

All these programmes had a definite organtzational bias
which enabled small farmers” cooperatives 1o double in
number since 1989 and o achieve a rapid expansion in
their activities. However, there is sull a fong way to go before
the small farm sector will be song enough o compere with
the burgeoning commercial secior,

Special development programmes were formulated, in
coordination with the municipalities, for areas with the
highest concentration of rural poverty. Under these
programmes, special funds were allocated to finance
productive activities identificd and implemented by the
beneficiarios themselves. They are now serving as a testing
ground for new approaches to combating rural poverty.
Nevertheless, the main efforis in this area focused on
expanding state social services for the poor which, uniil
1990, had scarcely reached rural areas. In particular, acoon The proportion of rural
was iaken o improve the coverage and quality of education population living under the

and health services. At the same time, subsidized housing powerty line fell from 52
miore than doubled i coverage and a similar increment was percent in 1987 to 34 percent
achieved with investment in rural roads and rural water i 1992,

supplics. The outcome was a decrease in the incidence of
rural poverty of 200 000 people, The proportion of rural
population living under the poverty line fell 1o 34 peicent in
1992, down from 52 percent in 1987, but sill above the 28
percent esimated in 1970.

Chilean agriculture since 1994

In this period, the government [ollowed a similas
programme, aimed at reinforcing the revitalization and
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Chile has negotiated free trade
agrecments with Conada and
Mexien ax a first step towerds
possible membership of
MNAFTA.
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diversification of agriculiural production and modernizing
the small farm secior, New instruments were created and
others were modified: INDAP was decentralized and a
comprehensive project approach was followed at the local
level. Special assistance mechanisms were implemented o
help small farmers’ organizations enhance their
capitalization and managerial capacities.

In line with the ongoing process of opening up the
national economy, agricultiral policies have been strongly
influenced by the various trade negotiations in which the
sector has also been a major player, OF special significance
has been Chile's entry into the Asian Pacific Economic
Cooperation Council {APEC), which has helped open up
Astan markets to Chilean agricultural, forestry and
fisheries expores, Another important event has been the
negotintion of associate status with MERCOSUR, the rade
bloc comprising Argentina, Brazil, Paraguay and Uruguay,
While in the case of APEC, the sector’s main interest has
been in opening up new markets, the emphasis with
MERCOSUR has been on establishing gradual tarifl-
reduction rules and internal programmes 1o help in the
necessary reconversion of traditional crops {cereals,
oilsceds, hivestock). Such reconversion is needed in view of
the strong competition expected from lowcost producers
of these commodities, mainly in Argentina and Uruguay,
Free trade agreements have also been negodated with
Canada and Mexico as a first step towards possible
membership in the North American Free Trade
Agreement (NAFTA), as well as with the EL,

These new agreements have been the object of intense
debate within the sector and in the political sphere, The
government has commined significant additonal resources
to the required modernization of the sector, including
special assistance for the groups and areas most likely 1o be
affected by these agreements. The Ministry of Agriculure
has the lead role in promoting the rransformation of the
sectors production systems. The elimination of rural
poverty, a priority sk, is considered the responsibility of
the public sector as a whole, but of the social ministries in
particular (education, health, housing, ¢tc. ) and also of
local governments. Two core commitments have been
established by the government:

® the Commitment for the Development of Rural Arcas,
which focuses on emerging non-agricultural economic
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activities in rural arcas and on activities that are serictly
social in nature;

® the Commitment for Agriculture, designed 1o help the
sector confront economic inter nationalization and
ncrease ity competitiveness by allocating supplementary
hudgctz.rir‘ FESLTOeS,

A six-poant agriculural action plan was defined with the
mm of increasing producers” capacities and assets and
improving the trade environment:

i} Expand agricultural land under irrigation and improve
cliiciency in waler resource management.

it} Rehabilitate degraded soil, improve the quality of
producers’ land and recover the natural heritage.

il Impprove the sector’s health standards with a view o
enhancing exports of agriculiural producis.

W) Encourage technological innovation and improve
managerial capacity so as to enhance competitiveness of
the sector,

v) Improve marketing facilities and systems, increase
transparency in domestic markets and promote the
sector's entry into international markets,

vijStrengthen the development of foresiry, enhancing its
dynamism and mvolving small and medium-scale farmers
in the process; promote the susmainable management of
native forests and sirengthen public institutions in the
Sector.

Sectoral performance. Agricultural production increased atan
annual rate of about 4 percent during the 1990-1996 period,
thus slowing down from the 6 percent per annum achieved
alter the 1982 crisis. This resulted from the combination of
three negative exogenous factors. First, the inllow of foreign
capital caused a marked appreciation of the national
ourrency, impairing the competitiveness of agriculiure
which, in Chile, is almosi fully tradable. Second, the steady
growth of the cconomy, combined with the government's
determination to improve income distrabution, led o
significant real wage increases, thereby affecting the
profitability of labourdintensive activities such as agricalre.
Finally, internatonal prices of basic foodstuffs {mainly
wheat, rice, maize) experienced a pronounced dovwnmen in
1892 and 1993 and, after a temporary recovery, resumed a
downward trend. Under the country’s trade regime, these
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Forest products account for
about 35 pevcent of total
agricultural exports and are
expanding ol an annual rafe
of mearly 30 percent,
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price declines were immediately transmitied 0 domesic
markets = the price index of annual crops decreased by 16
percent in real terms between 1990 and 1995, Also of note
was the severe effect of at least four years ol drought during
the 1990.1997 period.

These trends conceal wide vanations within the secior,
reflecuny the strong structural changes in Chilean
agriculiure, Some subsectors showed substantal growth, for
example wine, lorestry products, vegetables and dairy
products, while others (fruits) expanded at a steady, although
more moderate rate and others recorded .'.ignilita tul
reductons in growth (wheat and oilseeds), This occurred,
however, amid a gencrally sieady increase in productivity.
Census data mdicate average natonal vicld levels of 5.8
tannes; hia for wheat, 9.1 tonnes/ ha for maize and more than
50 tonnes/ha for sugarbeer. Exports continued to grow
strongly at pearly 12 percent per annum throughout the
period, Total agriculwral and forestry exports reached §4 750
million in 1997, About 35 percent of these exports were forest
prr.n:lucu,, which contimued 6 expand at an anmual rawe of
nearly 30 percent. Agro-industrial exports, especially wine,
have shown an accelerated rate of expansion (42 percent per
annum) which shows no sign of abating. The value of weal
wine exports is currently $434 million, up from $150 million
in 1905, A strong moderniztion of the wine industry ook
place during this peniod, together with a diversification of
brands and types of wine caused by shifts in intermational
market demand and forcign investments. Agricultural
imports also expanded sharply, on the one hand reflecting
inereased domestic demand brought forth in particular by
unprovied incomes among the poorer segments of the
populaton; and. on the other hand, reflecting the reduced
production of importsubstituting crops, Nevertheless, the
sector's balance of trade has continued 1o be strongly
positive, reaching about $3 000 million in 1997, up from
$1 500 million in 1989

Concluding remarks
Chile's agriculral development, having evolved through
the widely changing political and economic circumstances
expetienced over the past decades, provides a number of
lessons that are relevant w many other country sitations.
One obvious lesson to be drawn from the Chilean
experience is the need to esablish close cooperation
between the public and private sectors. Auemprs ay
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CHILE: DOMESTIC SUPPLY
AND UTILIZATION OF SELECTED PRODUCTS
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substituting state control for private sector initiatives in
agriculiural production and marketing during the 1970-
19738 period resulted in major production filures. Vice
versa, a shoresighted absence of state intervenoon during
the early period of the military government also resulted in
an erratic response from the sector.

The government played a major role in providing
guidance and support in the launching and development of
what are, today, the three main pillars of the country’s
modern agricultare: (ruits, forestry and dairy products,
Covernment intervention has also proved essential in the
promotion of o competitive marketing system throughout
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Chileen agriculture foday is
probably ane of the least
distorted agriculturnl sectors
in the world, and the large
reduction of state infervention
treas feft the sector very lean
aniel flexible.
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the country as well as in the more vaditional areas of health
control, rescarch aned extension, Chile's experience also
suggests that the state cannot forfeit s role in the
definition and implementation of sectoral policies, In the
case of Chile, adjusting macro policies alone has proved not
o be enough.

The above does not mean that secioral policy can be
designed in a vacuum or against the macroeconomic
setting, as unfortunately is often done. In fact, few economic
SCCLOPS Mre S0 SCASINVE 10 cven minor macroeconomic
variations. Movements in the rate of exchange, the interest
rate and minimum wage levels have a direct impact on the
profitability and, hence, the development of the sector
Palicies that subordinate the allocational functions of the
exchange rate w anti-inflationary objectives can be very
costly o agriculiure. Widely different macroeconomic
circumstances, such as those of the 1982 crisis and, 10 2
lesser extent, the “Dutch disease” of the 1990s - a result of
the country’s ability to attract forefgn investment - have had
similarly negative effects on the sector’s performance.

The advantages of economic pragmatism can be
comsidered another important lesson, which probably holds
tor any sector, country or period, However, the Chilean
experience in agriculre is particularly illusuwative. The
large reduction in distortive saite interventions has
undoubtedly left the sector very lean and Hexible, allowing
it to respond o market signals. Chilean agriculture today is
possitbly one of the least distorted agriculwral sectors in the
world, At the same tme, however, the implementation of
measures that might appear to be distortions (namely price
bands and parastaal intervention in marketing) has been
crucial in ensuring the stable growth of agricultural
production, yet without isolating the sector ar specific crops
concornod rom marker forees: This is shown by the sharp
drop in arca under wheat and oilsecds, which has
nevertheless been accompanied by significant productivity
increases. The experience with price bands has added
evidence wo Peter Timmer's” contention that, stabilizin g the
miar ket of one major staple commodity, even at the cost of
temporary protection, can be a critical element for
agriculiural development and food sccurity. Periods in
which ideological development models have prevailed over
social, political and sound economic evidence { 1930-1952,
9701073 and 1974-1982) have witnessed a deterioration in
agricultural performance.
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Mear East and Morth Africa

REGIONAL OVERVIEW

General economic performance

Economic growth in the Near East and North Africa The overall economic

region as a whole decelerated, from 4.8 percent in 1996 stawelorn tn North Africe and
0 3.5 percent in 19977 The overall slowdown was the Near Eaxt was mainly a
mainly a reflection of poorer performances in the largest reflection of poorer
cconomies of the region, with Egypt being a major performances in the largest
exception. ecannmies of e regrm.

Thus, CDF growth in Turkey slowed from 7.1 percent in
1996 1o an estimated 5.7 percent in 1997, and a further
slowdown 15 projected for 1898 as the government attempis
to restrain an overheated economy, reduce ithe mate of
mflation (which in 1997 remained in the range of 80 o 90
percent per annum), and bring fiscal balances under
control. In the Iskamic Republic of Tran, the rate of real
GDOP expansion slowed [rom 5.1 percent in 1996 10 3.2
percent in 1997, mainly as a result of weak revenues from oil
and gas exports. The poor economic performances in 1997
al pwo of the major North African economies, Algeria and
Morocco, were largely the result of poor weather conditions
negatively aﬂ'f_'tr.inﬁ IIE'I!'!iL'UItIItTII prndllcﬁm], In MH;-;-E;
drought severely curtailed agriculuaral production,
contributing o the slowdown in economic growth 1o only
LS percent in 1997, (rom 3.8 percent the previous year, The
CCONMTIC mpact was cven more pronounced in Morocco,
where a sharp decline in agricultural output in 1997
translated into an cstimated 2.2 percent contraction in GDP.
CGenerally, the performance of the Moroccan economy in
recent years has been persistenty marred by sharp weather-
induced oscillations in agncultuml production. The
Egyptian economy, on the other hand, in 1997 witnessed a
further strengthening ol economic growth which increased
for the: fifth consecutive year 1o a rate of 5 percent. The
continued economic recovery bears testmony o the success
of the ecconomic sabilzaton and relorm policies pursued
by the Egyptian Government since 1991, which brought
about a reduction in inflation, improved external and fscal
balances and a stabilization of the currency.

Prospects for 1998 are for a further deceleration in GDP
growth owing, in particular, to the likelihood of continued
weak international oil prices which would restrain economic
activity in the oilexporting economics of the region, IMF
projects GDP growth for the region to be about 3.5 percent,
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Figure 33
NEAR EAST AND NORTH AFRICA
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Agriculiural production i the
Narth Africa awnd Near Easi
regron declied by an
extimated 4 percent in 1997,
after a 10 pevcen! expansion in
crof und hivestock production
the year before.

which would be the second lowest yearly rate of the 1990s,
after the crisis year 1994, Lower rates of growth are
expected for Turkey as a result of expected tighter fiscal
policies to restrain demand and reduce the budger deficiy,
and Iran, which will suffer the impact of depressed oil
prices, as will the other oil-exporting countries, On the
other hand, higher rates of growth are projecied in Algeria
and Momcoo, reflecting toa large extent a recovery from
the weatherinduced poor performances in 1997, In Egypt,
grawth is expecied w remain vigorous at around 5 percent,
tlhe same as my 1907, P:l'\ﬂ!PEEt.l- for 1999 are for some
acceleration in GIDF growth, which should reach 4.4 percent
in the region as a whole.

Agricultural performance

Following the highly favourable performance of 1996, which
saw crop and livestock production in the region expand by
almaost 10 percent, 1997 recorded a decline in agricultural
production, currently estimated ar almost 4 percent.

Most severe was the setback in northern Africa, where
unfavourable climatic conditions caused agriculiural
production to fall by about 15 percent in both Algeria and
Moroceo and 3 pereent in Tunisia. In all three countries,
cereal production in particular has flucaved widely
according o weather conditions in recent years, Droughe
caused cereal production o fall in Algera from 4.9 million
tonnes in 19 (o Jess than 0.9 million tonnes in 1997, the
lowest bevel since 1966; and n Tunisia from 2.9 million
twonnes in 1996 w around 1.1 million wones in 1997,
Similarly. in Morocco insufficient rainfall in the beginning
of the year led o a cereal harvest in 1997 of only 4.1 million
wnnes compared with 1001 million onnes in 1996, but sdll
above the even more disastrows harvest of anly 1.8 million
onnes in 1995,

Crop and livestock production in 1997 also contracted in
Turkey in spive of a slightly increased cereal harvest, as
dechines in production were recorded for livestock and a
number of other food and nonood crops, incuding
couon, oilcrops (particularly olives), fruits and vegetables,
Agniculiural production is also estimated 1o have declined
saomewhat in Tran, and more markedly in the Syrian Arab
Republic as cereals, and food craps in general, suffered
from unfavourable weather conditions. On the other hand,
the: Syrian cotwon crop reached a new record, reflecting 3
significant increase m planted area. In Iraq. estimated
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agriculiural production declined in 1997, following the
increase in 1996, with cereal production down by about 25
percent. Per caput agricultural production in Irag continues
to linger at levels well below those of the 1980s.

In Egypt, agriculural production in 1997 remained ac the
same level as the preceding year, following two consecutive
years of strong expansion at 8 percent per year. Although
production in Saudi Arabia expanded for the second
consecutive year, it only recovered very partially from the
decline of over 20 percent recorded in 1995, In particular
cereal production declined sharply from its peak level of 5
million tonoes in 1994, to about 2.4 million wanes in 1997,
following reductions in government producer price
support. In terms of value of output, such reduction has
been only partially compensated by an expansion of
production of fruit and vegetables.

As regands prospects for 1998, improved climatic
conditions in Algeria, Morocco and Tunisia are expected 1o
result ina significant increase in cereal crops relative o the
disastrous shortfalls of 1997, Crop prospects also appear
promising in Turkey and Saudi Arabia, while in Irag the
outlook appears more uneertin owing to inadequate
rainfall conditions and persistent shortages of inputs.

In a longer perspective, most countries have recorded
sizeable expansions in agricultural production over the past
decade, the major exceptions being Irag, where agricaliure
has been severcly depressed by market, investment and
input constraints linked 1o the ceonomic embargo, and
Saudi Arabia, as a consequence ol sharp reductions in farm
subsidies. For Algeria and Momceo, where agricultural
output is subject o wide seasonal Mluctuations, & clear wend
15 not casily discermible

When translated mto per caput terms, agricultural
performances in the region over the last decade appear less
clearly positive, Among the larger countries, only Iran and
Egypt have achieved clear and relatively consistent gains in
per caput production, while in Turkey per caput production
has been somewhat reduced overall. In the case of the
Syrian Arab Republic, per caput agriculiural production did
tend to increase since 1990, but not enough to
compensate for the significant declines recorded
throughout the 1980s. Trends are, again, unclear in the
widely unstable Maghreb agricultural sectors, but some
upward movement in per capul production appears to
have taken place in Tunisia.
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Severe dronght-induced
damage m several North
African conntries in 1997
underseored the cruceal
management for the regron,
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Water resource management

The severe damage caused by drought in several countries
in northern Africa in 1997 underscored, onee again, the
crucial importance of water resource management for the
countries of the region. In Morocco, where irrigated land
accounts for 13 percent of total arable land and land
under permanent crops, the drought in 1997 was only the
latest of a series of regular similar occurrences. In order 1o
reduce the excessive dependence on minfed agriculture,
the Government of Morocco has established a policy unit
specifically charged with addressing this issue. At the same
tme, the government is pushing ahead with its policy of
expanding irngated arcas through an ambitiouns
programme of dam constructon. Core objectives of the
programme include an expansion of agricultural exports
through irrigation and an increase in power supplies,
Algeria, where irrigated areas cover only 7 percent of
arable land and land under permanent crops, is also
pursuing a programme of dam constructions, and works
have been resumed an a major dam project which hiad
been abandoned in 1993, In Tunisia, the national water
policy foresees the construction of a number of large and
smaller dams, but the potential for further expansion of
the wrngated area is imited. Other countries where efforts
are being made at expanding wrigated areas are Turkey,
notably with its South East Anatolia project, and the Syrian
Arab Republic,

In Jordan, the Jordan Valley Authority is focusing its
etforts on water conservation and improved irrigation
cificiency to increase water availability 1o agriculture.
Examples of problems derived from water use can be found
in the Syrian Arab Republic, where the unrestricted drilling
of wells in the past affected the underground water levels in
some areas, and Yemen, where the water table is falling
rapidly, In Saudi Arabia, cereal production has been based
an nonrenewable underground aguifers. In recent years,
the government has been deliberately atempeing to shift
production away from water-intensive cercal production to
more water-efficient types of hortieulural production,

By far the most ambitious water management scheme in
the: region is, however, Egypt’s South Valley project which
was announced in 1997, The scheme aims at expanding
both agricoltural and populated areas of the country by
diverting water from Lake Nasser. When completed, the
scheme is planned 1o be able o settle 6 million people and
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irvigate about 0.5 million ha, The Egyptian Government
announced that the total cost of the scheme up uniil 2017
would be 300 billion Egypuan pounds (close to $90
billion ). The first phase of the project involves the
construction of an irrigation canal of the length of 67 km
o reclaim an area of 34 000 ha, 1o be extended
subsequently.

Policy developments

Most countries of the region pursued market liberalization
and deregulation policies in the course of 1997 and carly
19898, However, progress in economic and agricultural
reform was uncven and in several cases governments
reintroduced or renforced intervention practices, Recent
examples of market-oriented reform in agriculure inelude
the decision in Algeria to ransform the natonal cereal
monopoly inte a regulatory body for the coreal sector, and
the abolition in Jordan of retail price cantrols for locally
produced fruits and vegetables. In Algeria, the government
has also indicated its intenton o push for a fully privateed
agricaliure, In Egypt, Law 96, approved by Parliament in
1992, was scheduled 1o take fall effect in 1997, The law
liberalized rent of agricultural land, which had remained
virtually unchanged since 1952, laying down a five-vear
grace period for landowners and tenants o arrive at a
settlement and providing a compensation package for
farmers who accepted a settlement before the expiry of the
grace period. The law affected an estimated 700 000 16

BOH (HI0 tenant Barmers and the share of rented land in
1992 was estimated at 24 percent. In Morocco, in the
context of the government's privatization programme,
which is among the most advanced in the region, renewed
cffarts were made to sell off part of the sugar industry.
Among companics slated [or privatization in 1997 were two
of the countrics’ major wine production and distribution
companics, In the Syrian Arab Republic, the government is
contnuing its elforts of the last fow years to encourage
private-sector investment in the cotton spinning

industry, which had previously been reserved for public
sector activity.

In spite of the trend towards liberalization, state
intcrvention m agricultural markets is stll widespread in
the region and, as mentoned carlicr, the recent past has
also seen some important cases of reversal of the trend., For
example, in November 1997, Lebanon introduced fmpor

Reewmd freogress i evomomic
been uneven and seveval

povernments hope
reintroduced or reinforeed
; fion bract



THE STATE OF FOOD ARND AGRICULTURE

Box |4

EU-MEDITERRANEAN PARTMERSHIP

Em:;t lm.:i number of
eountries in the region have
been involved in developing a
EU-Mediterranean
partnership, leading <o the
esublishment of a free rade
area between the EU and the
Mediterranean countries Tho
process was launched ac a
Conference in Barcelona in
MNovember 1995 with
participation of the EL and
the Mediterranean countries,
except the Libyan Arab.
Jamahiriya. and is planned to
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berwesn the EL! and the
countries associated in the

lead oo the creation of a free
trade area by 2010 The first

agreements reached between process;
the EU and the Mediterranean  + reciprocal preferential
countries assoctated in the access for agricultural goods

of interest o the partners;

* free trade among the
Mediterranean countries
themselves

process alm at securing a
better mtegration of the
countries into the world
market through an economic
and financial parenership.

The envisaged free trade
area would imply:

* free trade i all
manufactured goods

restricuons on a series of agricultural and processed food
products with a view to reducing the food import bill,
protecting domestic agriculture and stimulating production.
The reatrictions include a total ban for a number of
products. new import duties for a series of others and a list
of products that can only be imported in coordination with
the Ministry off Agriculiare. In Turkey, there has been a
reversal of the palicies of the early 19%0s towards reduced
government intervention in agrcultural markets. The
reversal, in particular with a return (o more RENEnos price
support policics, began in the marketing year 1995,/96,
Thus, after major government cereal procureiment in 1906,
even larger quantities were procured in 1997, In addition,
support prices in the 1997 /98 marketing vear were
imcreased significantly for a numbe of crops

For a number of the countries in the region cconamic
relations with the European countries, and in particular the
EL, are of fundamenwl importance, not least for the
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agriculiural sector. In this context, 1997 saw some farther Relations with Envope are of
progress with negonanons concluded bepween Jordan and Susdanentel tmportance for o
the EL on an association agreement wathin the framework of number of conniries in the
e so-called Barcelom process (sec Box 143, making Jordan Novth Afvica and Near Eaxt
the fifth couniry to conclude an agreement after Moroces, region.

Tunisia, Egypt and Israel. For Moroceo, relationships with the

EL are important alsa in the area of fisherics. The latest

fisheries agreement between Moroceo and the EU had been

reached in 1996, granting access to Moroccan waters for the

EL fisheries fleet for four vears, against corpensation, bt

with a gradual sealing down of allowed catch. The Maroccan

Government has now indicated s intention not to renew the

agrecment on its expiry in 1999, [nstead the government has

aninounced ambitious plans for the development of the

national lsheries industry with, mter alda, the expansion of

port fcilities and reliance on joint ventures with foreign

fDI’I'Ii.'I.'EH]E!.

ISLAMIC REPUBLIC OF IRAN

Macroeconomic context

Iran’s cconomic situation and policy orientation over the
last two decades have been profoundly affected by two
major events: the 1979 revoluton and the country's
adoption of Islamic rules for economic and social policy
managemoent; and the eightyear war with Irag, which
entailed severe human and material losses, a critical
dislocation of the economy and a protacted period of
recovery and reconstruction, Other events that also had a
major negative impact on the country™s cconomy over the
same period were the 1986 oil price depression, which
resulied o a significant fall in the couniry’s revenues ai a
time when its economy was already In recession, and the
trade restrictions imposed by the United Siates ™ However,
Iran has since then staged a significant economic recovery,
as seen below, In addition, with the presidential election
and the Islamic Surmmit held in Teheran in 1997, therve are
growing ﬁign! that the country has entered an era af
reduced economic and diplomatic isolation.

Iran is now a lower middle-income country, with a GDP
of $82 billion and per caput GDP of $1 300 (1996 figures).
Its population is about 61 million, having doubled in 20
years (average population growth was as high as 3.2
percent between 1977 and 1986; with actve famaly
planning efforts, it fell w is current level of abou 1.6
percent). GDP growth was estimated at 4.2 percent in
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ISLAMIC REPUBLIC 19495 /06, and 5.2 percent in 1996/97,7 the highest in five
vears, mainly owing to high crude ail prices in 1996,
Subsequent oil price reductions are expected to slow
down growth in 1997 /08,

Ol production in 1996 was 3.7 million barrels per day,
contributing 16 percent of the connury's GDP and some
20 percent of its export reverue. New of fshare gas fields are
being brought on-line and gas is increasing in impartance.
The government aims at reducing economic dependence
on the hydrocarbons sector, and valnerability 1o oil price
movements, by promoting other sectors, in particular
agriculture,
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Figure 34

IRAN: DOMESTIC SUPPLY AND
UTILIZATION OF CEREALS

Thousand tonnes
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Afier the revolution and the war with Iraq, which had
led 1o emergency policies, the government adopted an
cconomic model combining the objectives of self-reliance
with those of liberalization and private sector promotion,
A First Five-Year Plan { 1989,/90 101993%/94) for
reconstruction was launched, which aimed at increasing
production and selfsulficiency for all sirategic products,
raising productivity in key economic sectors and
promoting the non-cil export sector, Economic
liberalization was pushed forth in the context of a national
structural adjustment programme which included
correcting price distortions, loating the foreign exchange
vate and promoting the private sector. During this period,
Iran's cconomy expanded at strong growth mies, and the
Plan’s ambitious quantitative objectives were achieved o a
large extent.

A Sccond Plan was introduced for the period 1994,/95 w
1004 /2000 setting, like its predecessor, ambitious growth
abjectives. The new Plan confirms the commitment to market
liberalizaton (further privatization and less siate involverment
in market operations), and the shift of emphasis from oil 10
nonsoil sectors, On the external front, the Plan provides for
the adoption af a managed unified floatng rate, steambining
of customs procedures and the setting of tanils at levels that
protect domestic producers while maintaining international
comparative advantage. In the financial sector, the plan aims
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Dysprite inprrovements fram the
eritical situation of the early
199, eternal mdebledness
and debt servicing remain
sevius eoonomic frobloms for

Iran,
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at keeping monetary growih st non-inflatonary rates, with a
series of measures regarding incenuves for savings and
mationalizing bank interest rates, isuing veasury bills, and
stimulating powate sector participation, Finally, the plan aims
at reforming the tx system and its administration,
miroducmg a valuc-added tax system and elimimating
subsidies (while ereating safety nets and targeicd assisance
for vulnerable groups),

External indebledneds and debt servicing remain
seerious economic problems, despite improvemenis from
the critical sitnation of the early 19905 Following
important renegotations in 1995, shoreterm debits were
converted o mediim- and long-term obligations, The
government committed isell to an ambitious deli-
seyvicing schedule, with payments exceeding 55 billion in
some years. This effort led (o budgetary ansterity and
pressure 1o halt or reverse liberalization. Indeed, the
exchange e was lixed again, and impors heavily
regulated, with negative repercussions on the domestic
inelustry, The import bill has been held down 10 an
ansterity level of about $13 billon in 1995 /96, down [rom
$26 billion in 1991,/92.

Iran has made imponant progress in health, education
ane population control during the last decade. However,
many socio-economic problems rermain unsolved, 1 is
estimated that 17 percent of the population live below the
poverty line (12.2 and 26 pereent in urban and rural areas,
respectively, according to.a UNDP source). Government
statistics indicate that 10 w 14 percent of the workforce is
unermployed, @ consetvative figure that understates (he
structural Tabour surplus in the national economy, Despite
clforts o reduce subsidies, thelr weight in the national
budget remains considerable,

lran 15 not a member of WTO, and its eventual entry into
the organization has been the object of debate, Such a move
waonlel mean substantial reforms, in particular in the
country's profectionist foad pricing policy.

Stabilization efforts have considerably reduced consumer
pace inflation which, however, has remained high. During the
First Plan period (1990/9] 1o 1994,/95), inflaton averaged 24
percent pet year After peaking at 50 percent in 1995 /96, it
decelerated 10 23 percent in the year ending Mareh 1997,
Latest estimates point to an 18 percent inflation rate for the
tist five months of the 1997798 Iranian year.



The government was forced to abandon its unified
floating rate policy in 1995, owing to difficulties in s
implementation, and w reintroduce, on a provisional basis,
a double fixed exchange rate™ The Central Bank remains a
keen advocate of a unified foating exchange rate, a goal
whose achievement was hoped for 1999, but which will likely
FECUITe SOme More yeirs.

The agricultural sector

Agriculture is a major economic sector in bran, with great
poieniial for development and, as such, is seen as a kev
strategic policy arca. It contributes more than 25 percent of
GDF and onethird of wal employment It also contributes
substantial export earnings — $900 million in 1998, i.e. one-
third of total non-oil exporis.

Iran’s population can be considered largely free from Iran's popuelation is fargely
feod insecurity. Energy supplies are in the range of 2 %00 [free from food insecurity, with
keal per caput per day.™ About 80 percent of the natonal deily energy suprplies in the

food requirements are covered by national production, andd range of 2 900 keal per caprut

M percent of agrosindusory needs are covered by domestic and about 80 perceni of food

supplies. requirements covered by
Agriculwaral policies over the last two decades have national production.

sought to strengthen agricultural activity in order o

achieve higher levels of food seli-sufficiency and mare

diversified sources of Toreign exchange - thus reducing

vulnerability to oil price Quctuations. These general

objectives, contained in past -I!ll:\.'l:ll.‘l-‘FllTl:l.'l!t Plans, are alsa

those of the Third Plan and the 25-year strategy under

preparation, A central stated goal is o feed 100 million

inhabitants with domestically produced food by 2023

{Iranian Islami¢ Year 1400),

Natural resowrces for agricnlinre; a lngh potential, The 1ol
country area is L65 million km®. Roughly 51 million ha are
considered as being potentially arable, of which only 36
peicent is cultivated. lran has a great diversity of climatic
conditions, mnging from and (central plain and southermn
coast) o semi-ard and Mediterranean (western and
northern provinces) and very humid (Caspian Sea). The
country’s biodiversity is rich, with a total number of plant
species estimated (0 be larger than that of the whole of
Europe, Forests cover 11,4 million ha, despite having sulfered
severe delorestanon (more than 5 million ha have boen lost
snce 1960}, while rangelands, pasture, mountains and desert
occupy 90 million ha (546 percent of the national twerotory),
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About two-thirds of usable
surface waler resowrces are
groundwaler resources are
being used ai their mavimum
safe fevel.
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Fisheries are a relatively marginal economic area, but have a
stromg export wadition and potential, based on the combined
resources of the Casplan Sea (caviar), the Oman sea and the
Pevsian Gulf

The 51 million ha of arable land sce largely dominated by
non=culinvated pasture (32.5 million ha). About 8.8 million
hia are irrigated ™ under traditional and modern schemes,
while rainfed cultivated areas cover 9.7 million ha. lianian
sojls are not constdered m be very fertile overall. The soils
of the plains and valleys where the major Farming areas are
located are affected by varying degrees of salinity and/or
waterlogging, and those of the platcaus have low organic
matter. Only the Caspian basin soils have mther high
Organic matter contents.

About two-thivds of the total asable surface warer
resources are used for agricultural irigation and other uses,
while groundwater resources are being used ar their
imaximiiin safe level, with recenit problems of lowering water
tables. The efficiency of irrigation water use is low, in the
range 30 percent,” representing a major bottleneck for the
enhancement of production and productivity.

Agriculturad policies: ambitious objectives but envivonmental
challenges. Two separate ministries are in charge of the
agriculture sector: the Ministiry of Agriculiwre is responsible
for the crop subsector (approximately 57 percent al
agricultural output); and the Minisury of Jihad-c-Sarandeghi
15 responsible for livestock (408 percent), forestry (1.5
percent ) and fisheries (0.5 percent), as well as for rural
development and watershed management. The government
has actively supported the rural sector and agricultiral
production since 1979, Two key aspects of this strategy have
been ensuring guaranteed prices to the producers fos
selected crops and products; and a serong effort owareds
rural development benefiting thousaneds of vil lages, as
reviewed belaw,

The growth in food production during the past decade
has exceeded that of population, enabling significant gains
in domestic consumption per caput and, in general,
meeting the objectives of the First Plan. Average vields have
also increased considerably during the past decade.

The country has achicved steady increases in selfs
sufficiency ratios, estimated in 1997 at about 80 percent for
wheat, 90 percent for animal protein and 100 percent for
poultry products, milk and cheese, Guaranteed, and



remunerative, producer prices for major commoditics have
been the essential policy ol behind such performances. ™

Table 8

PRODUCTION, IMPORTS AND CONSUMPTION OF
SOME MAJOR COMMODITIES, 1985 AND 1995

Despite sizeable reductions in the import component of
food consumption, agricultural imports have represented a
major, and growing, share of total exporis and imports. The
agriculiural imports share in total merchandise imports was
about 15 percent over 1989-91, decreasing in the following
years before increasing to reach 27.2 percent in 1995, The
value of these agriculiural impors absorbed 16.7 percent of
the wotal value of exports in 198991, increasing o [R.9
percent in 1995,

Wheat is the core commaodity of the food and agnculture Wheat 15 the cove commodity
system, providing 40 percent of the energy and 45 percent of af the Irantan food and
the total protein supply. In order 1o boost production of this agrienliure system.
commaodity, in the 1980s, the government launched a
comprehensive national wheat programme, which included
guaranteed purchase prices, input subsidies, research and
extension services, as well as consumers” subsidices on flour
and bread. Indirect government support was also provided
through sulsidized prices for energy, transport and
machinery services, and credit. As a resuli, production almost
doubled from 6 million tonpes in 1989 1o 1.2 million tonnes
in 1996, At the same ome, average yiclds in irrigated areas
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Fruit production has groen by
lﬂpﬂ:ﬂfmr the post
decade, with citrus prodection
ucrensing by 769 percent.
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made significant progress, from 2 wonnes 1 more than 3
tonnes ha. Similar increases in productivity and production
have alsa been achicved for rice, badey and potatoe,™ while the
arca of perenmal crops has continued o expand, reaching
now more than 2.7 million ha and consolidating the country’s
export tradition for plstachio, grapes, dates, apples and citrus.
After a period of moderate growth in the 1970s,
production of fruits and vegetables received high attention
and increased rapidly. Fruit producoon growth during the
past decade was estimated at 238 percent, lncluding Ti0
percent for citrus and 294 percent for tree nuts
Horticulture production now covers L6 million ha, ie. 10
percent of cultivated land, of which 1.2 million ha are
devored 1o fruit trees. Heavy post-harvest losses in fruits
and vegetables continue o be a critical ssue, linked 1o a
large extent to the poor functioning and management of
the marketing systems. Apparent consumption, at about
210 kg per caput, is roughly equivalent o European levels.
As regards livestock products, production of meat and
dairy producis has increased during the First Plan by 4.1
percent annually. lran has achicved 90 percent self-
sufficiency in pratein availability from animal resources and
100 percent selfsufficiency in milk and checse. Forestry
ourput has increased from 1.9 million m® in 1990 10 2.2
million m"in 1997, Production of fisheries has expanded
from 215 000 tonnes in 1990 to 389 000 tonnes in 1995,
while the number of fishers is estimated w have increased
threefold and the number of vessels walold, since 1986
Significant ruval development achievements, The rural
development efforts carried oun by the Ministry of Jihad e
Sazandegs, in partnership with the rural population, over
the last decade have benefited some 15 000 villages, where
living conditions have been significantly improved, Over the
last ten years, 2.2 million ha of marginal lands have been
put under cultivation, and 13 billion m® of additenal
irrigation water have been controlled and managed. In
adition, 51 000 km of graveled rural roads and 11 600 km
of asphalt rural roads were built; electricity was brought into
13 700 villages, 17 500 villages were provided with drinking-
water supply systems and 15 000 with full sanitary systems;
and rural education and agricultural extension for men and
women were actively developed.
The sustainability challenge, Progress in food and agriculiral
production has been accompanicd by increasing pressure on
natural resources, Deforesiation and erosion have reached
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alarming proportions. Rangeland has had 1o support a 5
percent increase in the number of grazing animals over the
last 30 years, and because of overgrazing only 16 percent of
rangeland is now considered 1o be in good condition.
Millions of hectares were lost both to overgrasing and o
ploughing for expansion of rainfed agriculture. Based on
estimiates for 1986-1992, ihe pace of deforesiation is in the
region of 200 (00 ha per year, Some 45 percent of arable land
is classified as watereroded and 60 percent as wind-eroded;
average soil loss from arable land is estmated at some

20 ronnes per hectare per vear: Increasing demand fos
underground water irrigation has develaped through the
multiplication of wells and pumping stations, resulting in a
critical lowering of the water tables. On the other hand,
progress in productivity has been achieved to a lage extent
through guarantecd prices and massive use of subsidized
mputs, a process involving market distortions and heawy
treasury costs, Thus, a fundamental issue confronting the
government is the economic and environmental susminability
ol agricultural performances in the years ahead.

Since the formulaton of the Second Plan, efforts have
started o reduce the degradation of nawral resources,
through reforestaton, soil provection and fighring
desertification projects. Measures for the conservation of
hiodiversity are being implemented, limited so far to the
protecied arcas {8 million ha, i.e. 5 percent of the
territory). Water management enhancoment is a major
concern and a top priority. Subsidics on pesticides have
heen removed, pesticide use has been deastically reduced
(by about 75 percent) over the last five years, and farmers
are increasingly adopting integrated pest management
practices. However, much remains to be done (o control
natural resource degradation effectively,

Current government policies emphasize sustainability of
agricultural development and betier management of
natural resources o be achieved, in particular, by securing
the participation of resource users and farmers. The
institutional framework for environmental protection is
provided by the Third Plan, a National Stategy for the
Environment and Sustainable Development, and the
Organization for the Preservation of the Environment

Prices and subsidies. The mechanisms for decsion-making

regarding subsidics are complex, invobving a number of
badies and mstiunons. The Supreme Counal for Economic
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Subsidies first gorivied
imprortance during the war
with frag,

Table 7

Affairs, under the President’s Office, is the highest authority
with regird to economic affairs. Its decsions on guarnnteed
producer prices and overall subsidies are taken on the basis
of proposals prepared by the Planning and Budget
Organization and its Bureau for Agricultural Affais and
Rural Development, in coordination with the Office for
Protection of Consumers’ and Producers’ Rights and the
Ministry of Agriculiure. They are then submitted w
Parliament, which rejects. approves or modifics them prior o
their incorporation in the annual budget

Subsidies originally gained importance during the war
with lrag, which required exceptional effors 1o secure
minimum equitative food supplies and living standards.
Subsequently, the government mainuined an important
subsidy programme in favour of both consumers and
producers of agriculiural products. Producers benefited
fram guaranteed prices for their products, based on
estimates of average national production costs, which
secured significant farm profit margins. In the meantime,
consumer [ood prices were kept broadly constant i real
termis. The 1993 budget put the cost of subsidizing basic
goods at 2.4 trillion rals, equivalent 1o 9.4 percent of
estimated government revenues and 2.5 percent of
projected GDP

At present, consumer food subsidies are granted for
bread, sugar, milk, cheese, meat, wea, vegetable oil and rice;
and producer subsidies for improved seeds and a number of
farm inputs. Other sectors such as petrol and electricity also
benefit from government subsidics.™

All food subsidies, including the ones previously
carmarked for essenual goods and food itoms, were
cxpecied (o be climinated in the first years of the Second

GUARANTEED PRODUCER PRICES, |991/92TO 1997/98

198192 199293

199384 U9vdi9s 1995mE. 1994197 1997me

Seutte: Govarmonent of tha lilamic Meputsc of Iraa Minstry of Agriculiirs
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Plan so that, in the last two years, no subsidy payment
would be effected whatever™ However, food subsidics
were maintained for a reduced number of key items, and
in certan periods some were even reinstated at their high
1992 levels by the Parliament. Some measures towards
their reduction have been aken again in recent years,
Registered food subsidies represented about 1.8 percent
of the 1997 budger.” They increased by 22 percent in
1995796 and by a further 12.7 pereent in 1996,/497, &
Current prices.

At the core of the problem is wheat, the marketing of
which is almost entirely contralled by the siae and which
accounts for 70 percent of food subsidies. In 1995,/96, the
producer was paid 330 rials per kg of wheat, while the wheat
flour consumer price was 62 rials per kg™ In addition to this
price difterence, the state was paying all the intermediate
additional costs - marketing, wansport, processing, storage,
losses, administration, etc. For the other main commaodities,
there are two different markeis: the subsidized rations, and
the free market.

Measures are gradually being taken to reduce the high
producer-consumer price difference on subsidized food
products. Consumer prices were allowed o increase
significantly in 1996,/97; wheat from 62 10 93 rials per kg,
rice from 104 to 300 rials per kg, sugar from 27 1o 100
rials per kg, edible oils from 60 to 300 rials per kg, red
meat from 750 to 1 (HH) rials per kg and cheese [rom 450
o 1 000 rials per kg™

Table 10

QUANTITIES AND PRICES OF MAJOR SUBSIDIZED
FOOD ITEMS

_Subsidized quantities e
IHE-I'H PEREET 1995196 19R6197

: | 00 .m m]- e "—'—I;ijﬁlll -
Ricw 297 |00 100
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Sugin 3400 s ;ﬁ aﬂf
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A negetive gffect of subsicdies
has been the indiseriminate
wse of pesticides and
Jertilizers, which have become
degradation.
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One negative effect of subsidies has been the
indliseriminate use of cheap pesticides and fortilizers, which
have become important canses of environmental
degradation,” The expansion of cultivated areas stimulated by
guaranteed prices has also caused deforesanon, rangeland
degradanon and soil erosion. More recently, the increasing
burden an the budget, the administrative dysfunction and the
market distortions gencrated by subsidies (as well as the
accumulated delavs in the Plan's implementation) have
increased the government’s concern for their elimination
The copuity issue is also at stake; subsidies are now socially
targeted, although official figures indicate per caput levels of
food subsidy that are miore o less equal for roral and urban
Areas.

Consumer prices remain a highly sensitive jssue,
capecially for the most vulnerable groups. Although the
Sccond Plan’s objective was to curtall subsidies drastically,
political concern over sharp food price inereases has so far
slowed down the process; instead of being reduced, food
subsidies have tended (o stabilize in real terms, growing at a
rate parallel to that of inflation. Cuarrent plans are o
accelerate the process by reducing further the list of items
concerned, The policy sequence is first oo reduce the
subsidies on production inputs, then to proceed with the
reduction of the producerconsumer price gap. Most likely,
guaranteed prices and consumers” subsidies will be
mamined for an unforesecable period, at least for key
products such as wheat, Indeed, a complete elimination of
subsiclies would mean the abandonment of gusranteed
prices and food selfsufficiency ul:!jm‘_lj.-im.:.

Land tenure and agrarian veform. Tran has undergone two
agrarian veforms, before and afier the Lslamic revolution,
that have decply transformed kand tenure and production
SyAlems,

Before the 19621972 reform, most land and villages were
owned by landlords and worked by tenants. Peasants
without landownership, but holding cultivation rights under
sharecropping or fixed short-term rental contracts,
numbered about 2 million. They were frequently organized
in traditional collective groupings called Soneh (production
teams, collective infrastructure mainienance, commons
explaitation, eic.). Another 2 million peasants were landless
labourers without cultivation rights. By the end of the
reform (carried out in three phases covering ten years),



some 18 million farmers had acquired formal land
praperty. Small peasant family farming had become the
dominant production structure in the country, with 83
percent of all farm holdings covering less than 10 ha, The
reform abso promoted the emergence of new social groups
and forms of landownership, including rch peasants and
profit-oriented private capitalist farms (13 percent of rural
househalds and 40 percent of land), agro-entrepreneurship
with international capital, state agricultural companics
based on giant agribusiness schemes, farm corporations and
production cooperatives. However, the reform left about
L9 million landless peasant labourers without access 1o
ownership, as it had foeused attention on farmers who
already had cultvation rights. As a result, an increased
socio-cconomic sirtification ocourred within raml arcas
and urban migration, which the reform was intended to
prevent, continued unabated (an estimated 2 million
persons left the rural areas between 1962 and 1965).

In March 1980, the Istamic Revelutionary Council passed
legistation mandating redistribution of large landholdings.
The inital revolutionary Agrarian Reform Law had
classified the land that could be considered for confiscation
and redistribution under three categories, each with its own
specific regulations. Confiscated lands under the first two
catcgories.” made up of rangeland and other natural
resources and wide latifundia, were to be placed under
state administration for possible distribution or allocation
of cultivation rights. The third category concerned lands
covering areas that were more than three times the sise of
average local subsistence farms (if the average farm size in a
given region was 5 ha, propertios larger than 15 ha were
cligible for confiscation), The implementation of reform for
the two first catcgonies did not encounter any major
difficulties, but strong reactions and polemics emerged
about the third one (falling under Avicle | of the Agrarian
Law). Some religious anthorities opposed it on the grounds
that it did not conform with Islamic principles. The Islamic
concept of “restricted but legitmized land property” was
invoked as a principle for preventing excessive confiscation
(while accumulation of dehness had o be prevented,
personal property had to be guarantecd as a legitimate
incentve to production ), As a result, the implementation of
the Law's Article | was suspended. This suspension s sull
validd andl the Council of Guardians, citing the “sanctity of

iR reviey
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Tran’s land tenure ponovama
éx yorw donsinated by smiall
peasant household farms, with
St freveent of all holdings
betrg ouneroperated.
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property under Islamic Law”, opposed some new and more
radical reforms proposed by the Parliament in 1986

Seven member commitices, originally a separate
revalutionary body but, since 1984, a part of the Ministry
of Agriculiure = including representatives from peasants
and from the Islaric court = were responsible, onter alia,
for handling and transferving the land that was eligible fo
confiscation and distribution. These commitices were also
in charge of promoting & new cooperative system called
moskaa and for dealing with rural development affairs
related 1o the Agrarian Reform. Confiscated land was
given to landless peasants, but also io small farmers with a
lanid area smaller than the average for their district and o
the graduates of agricultural schools, Surface allocations
vanoed from 1 o 15 ha depending on the rugiuu, In the
period up to 1991, a wial of about 1.2 million ha was
redistributed among approximately 230 000 farmers’
houscholds. The basis for redistribution was the
allocation of cultivation rights, rather than true individuaal
ownership of the soll. These rights were not transferable,
and land must be returned if not cultivated.
Simultancously, the government promoted and supported
among larmers the creation of the new medium-sized
conperatives, or meshaa, They averaged from 20 1o 60 ha,
being made up of five to 15 peasant families, and were
based on the principle of collective farming (ownership of
the farm was divided among a group of farmers on the
basis of equal shares, but boundaries within the farm were
not delineated ), About 13 000 moshag were established,
grouping some 100 000 peasant familics. They were
conceived as 4 means for promoting economies of scale
and to channel siate support services, such as credit,
techmical assistance, subsidized vactor and machinery
services and water pumping facilitics. They remain today o
significant sector of peasaniry, but their collective mode of
farming has evolved wawards individual farming practices.
It is now estimated that about 80 percent of lands formerly
under moshaa are informally divided among the members
lor individual farming, or split among two or three
households far joint cultivation,

Iran’s land tenure panorama is now dominated by small
individual peasant houselold farms. Some 96 percent of all
haldings are owneroperated. Eighiy percent of the farmas
have less than 10 ha and 66 percent less than 5 ha. Farms
that are larger than 10 ha constinue the “modern” secior,
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contributing an estimated 80 percem of the food
commodities sold in markets. Article | land seizures in the
post-revolutionary period led to uncertainty among medium
o large landowners, preventing them from renting land
and from investing in their properties. Another issue is land
frsgmentation; the average number of plots per farm is 15,
with & median size of 2 ha. This situation generates
constraints for productivity enhaneement and for the
provision of support services,

Owerall, many complex issues and ambiguities remain,
The issue of equity and of access 1o landownership or
cultivation rights for landless peasants has not been clarified
from a legal viewpoini. Landownership beyond certain
lirmits is seill fel 1o be somewhat precarions by landlords.
Land fragmenwanion is an obstacle 1o modermization, bue
land consalidation and agriculiural and rural invesoment
are hindered by uncertainties in the instiutdonal land
tenure framework and lack of ransparency in land markess,
These problems affect negatively the developmeni
performances and prospects of the whole agrifood seclor

Waler resoturces and irrigation. lran’s average precipiation does
nol exceed 250 mm per year, and most of the werriory
receives less than 1K) mm of rain. The use of waler resources
15 domimated by irrigation; agriculiuml uses, domestic water
supply and induserial uses are esumated a1 95, 4 and |

percent of otal national water consumption, respectively.
However, only 36 percent of arable land is

cultivated, water constrainis bt:lng tlie main

limiting Eactor to both expanding

cultivared areas and improving
yichds, -
Thee tatal surface water ‘
resources are estimated al
"‘“‘?

105 billion m®* of which 6.4 billion
m’ come [rom neighbouring
countries and ghanats (the

traditional Iranian underground t {'
agueduct system) and 5.4 billion m*
from springs. Econamically and \

technically usable surface water
amounts annually o some 63 billion m®,
af which about 40 billion m' are used,
Total groundwater resources are estimated at aboul
46.6 billion 1, of which the available net amount for
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Aboaet ope-tirivd of Iran's toial
erralile boaned ix irvigated inder
modern or traditional systems,
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Soil fimution with droughit-
resistant plants can help
protect irrigation systems and
warerways from the damaging .
effects of enosion and silvation.

consumption is around 37 billion m’, Excessive
exploitation, caused by the multplication of pumping
stations and wells, has led to the lowering of water tables
all aver the country, This alarming situation has required
restrictions and regulations at local levels and recharging
the underground resources has become a general
COTICETT,

Water resources are unevenly spread; 30 percent of
surface water resources are concentrated in one province
(Khowzestan), while many other populated provinees fully
exploit their scarce available resources. Seasonal and
annual river Mow regimes are alsa very irregular and safe
yield from surface water requires the building of storage
facihities, As of end-1995, 51 large dams had been put it
operation and a further 15 are 10 be completed in the
coming years.

Of the towl arable land, about one-third (8.8 million ha)
is being irngated under modern or raditonal systems. The
current overall average irrigation water use efficiency is
around 30 percent (the world average is in the region of 45
percent); of the 14 600 m' of water consumed on average
per irrigated hectare, only 4 600 m' is effectively used by the
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cultivated craps, Increasing efficiency of water use is thus a
major challenge fuced by Iran and is a top priority of the
Second Five-Year Plan, The three ministries invalved in
water management for agriculiure (Ministry of Agriculiure,
Ministry of Jihad-e-Sazandeghi and Ministry of Energy and
Water) are coordinating effors in the formulation of a 20-
year programme to reach the objective of 40 10 45

percent efficiency.

Two parallel issucs need 10 be addressed: the wechnical
problem of irrigation efficiency; and that of irrigation
management, related to the empowerment of water users’
associations and to cropping intensification,

On the echnical aspect, important efforts are currently
under way 1o promote the use of pressurized irrigation
systems, for which the country has acquired good
engincering capacities and selfreliance. Modern
pressurized irrigation schemes based on sprinklers, drip and
micro-irrigation are being developed (sprinkler irrigation
has an efficiency of 70 0 75 percent, while drip and micro-
irigation reaches 9 percent efficiency on average in
existing lranian systems). At present, 250 000 ha are
cquipped with these systems. The goal is (o increase this
arca by 100 000 ha annually, in order w reach | million ha.
The national industry, principally within the private sector,
is already fully operational in producing the required
pressurized irgation equipment.

As regards improvement of irigation management,
efforts focus in particular on the empowerment of water
users’ associations, and their involvement in resources
management. [t s estimated that about 600 000 ha of
irvigated land are consolidated with good wsers'
participation and orgamzation. For the 1.2 milhon ha under
modern irigation schemes, regulations are being prepared
for improved water use and lowering water losses. One of
the aptions to improve the performance in modern
irrigation systems is to transfer the responsibility for
organization and muanagement (o water users.

Concluding remarks

Iran has achieved remarkable progress in agriculiural and
rural development and food security over the past
decades. Large sections of the rural and farm sectors have
benefited from improved living conditions and
remunerative prices for thenr producits. This has enabled
impartant gains in food and agriculiwreal production and
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Iran's strategic planing for
foud and agriculiure remaing
firmly based on the principle
of selfsufficiency.

progress towards sell-sufficiency, However, these positive
results have been achieved at high financial and
environmental cosis.

Tran now faces the difficult challenges of mamtanng a
dynamic and competitve agriculiural sector while ensuring
economic and environmaental sustinability,

Liberalization, the path chosen for enhancing ECOOITIN
sustainability and efficiency, entails a switch from ofed
protective policies and an elimination of subsidies, The
political will for such a switch has been elearly stared, bue
the reaction of both producers and consumers is a delicate
issue to handle, especially in the current austerity context.
The issue of maintaining or eliminating farm subsidies is
also linked to that of selfsufficiency. The time may come
when the opportunity cost and economic soundness of high
farm subsidization are examined, along with the concept of
scli=sulficiency as the best guarantee of food security, Bue
the current policy setting does not cansider such options.
The country's strategic planning for food and agriculture
remains firmly based on the selfsufficiency principle,
Underlying such a principle are considerations of food
sccurity, in a context of uncertain international political and
trading selations and of large oil and gas reserves that
provide financial backing for autonomy policies,

Another key challenge is that of agriculiure export
promation, an ssue closely related to privatization and
mvestment. The process of handing over 1o the private
sector the prodluctive and marketing functions formerly
assumed by the state is advancing gradually. However,
despite ample scope or developing a large mnge of
agricultural and agro-based industrial products, for which
the country possesses actual or potential comparative
athantage, investment is not yet fortheoming to any
adequate extent. For many investors, the trading
environment, infrastructures and services in lran do not
provide adoequate guarantees of sure and adequate remrns.
Complex administratve procedures, deficiencies in
marketing systems, uncertain land wenure patterns and the
camplex currency exchange system are all limiting factors 1o
agro-based export development.



Central and Eastern Europe
and the Commonwealth

of Independent States

REGIOMNAL OVERVIEW

Macroeconomic trends and agricultural performance

For the transition countries in Central and Eastern For the transition countries in
Europe™ as a whole, 1997 saw a positive rate of GDP Central and Enstern Europe
growth for the first tme since the beginning of the as a whole, 1997 saw o
transition process, with a recorded rate of 1.7 percent prositive rate of GDP wowth
compared with the -0.1 of 1996," In particular, the Jor the first time since the
Russian Federation experienced its first positive rate of beganming of the tromntion
econamic growth, although at a very modest rate of only [formeess,

0.4 percent, while all other countries in the
Commonwealth of Independent Siates (C18) also
recorded positive growth. The exceptions were Ukraine
and Turkmenistan, where the contraction of the previos
vears continued, at a decelerating rate in the case of
Ukraine, but very sharply in Turkmenistan.

The countries of Central and Eastern Europe and the
Baltic rransition countries™ expanded economic activity
overall by 5.1 percentin 1997 compared with 5.6 percent in
1996 and 5.3 percent in 1995, The further deceleration of
ceonomic growth concealed uneven trends across countries.
Among faster-reforming countries, GDP growth accelerated
in Hungary, Poland and Slovenia and slowed down
somewhat in Slovakia, while in the Crech Republic
economic growth slowed for the second conseoutive year, 1o
a mere L2 percent, Economic performance continued (o
improve also in the Baltic republics of Estonda, Latvia and
Lithuania, as it did in Croana. In the other transition
countries of southeastern Europe, opposite wends prevailed
in economic performarce, with a decline of about 7 percent
in GDP in Albania, Bulgaria and Romania. In the Latter two
countries, however, such developments were strongly related
1o the imitial impact of the more comprehensive reform
measures finally being undertaken.

Rates of inflation seem to be moving down in many of the
transition countries, with improvements recorded
particular in Poland, Hungary, the Baliie republies, the
Russian Federaton, Ukraine and most of the remaining C15
countres. Inflavon on the other hand increased very
significantly in Albania, Bulgaria and Romania and slighdy,
fromm an already high mate, in Belarus,
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Figure 35

COUNTRIES IN TRAMSITION
IN CENTRAL AND EASTERN EUROPE AND CIS

Agricultural export and
import values and share in
total merchandise trade
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COUNTRIES IN TRANSITION
IN CENTRAL AND EASTERN EUROPE AND CIS
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As for agricultural production, for the livst time since
1989, FAO s index of overall crop and livesiock
production for 1997 indicates a small increase, currently
estimated o be 1 percent, in the transition countries as a
whaole. Behind the overall increase was a major increase
of 8 1o & percent in crop production, with cereal
production in partcular expanding by as much as 25
percent, while livestock production continued the
downward trend that has characierized the entire
transition process.

In the CIS countries, agriculiural production went up
sigmilicantly, parl:Ei;ul.arI].' in Ukraine and somewhat less
the Russian Federation and Kazakhstan, mainly owing 1o
significant increases in ceveal production, while livestock
production continued to contract. Varving degrees of
increase were also recorded in Georgia, the Republic of
Moldova, Tajikistan and Turkmenistan, while production
declined in the remaining C1S republics. In the Balue
republics, agricultural outpat was still characterized by a
stagnating of moderately declining trend in Estonia and
Latvia, but there was a second consecutive year of
cxpansion in Lithuania, largely resulting from a major
recovery in cereal production.

In the Ceniral and Eastern European countrics, uneven
trends also prevailed in agriculiural output in 1997, A
stagnant, or even slightly declining, net aggregate output was
likewise the result of an important upswing in cereal output
(by 23 percent in volume terms at the subregional level) and
of further declining livestock producton (by amund 6
percent). Indeed, net agriculiuml output remained
unchanged or declined from the previous year's level in eight
countries, with Poland registering a stzeable reduction of
around 11 percent (also owing to adverse weather
conditions), Romania, m tarm, achieved a considerable
incrense of 10 percent in its cereal outpur. Higher cereal
production was mainly based on better yields, particulardy in
Bulgaria and Romania (by 50 and 45 percent, respectively).
Livestock herd rebuilding was interrupted and pork
production in particular was affected by higher grain prices
m 1996 and early 1997,

Diverging developments in real disposable incomes
determined sometimes contrasting shifts in food
consumption patterns. Owing to the precarious
macreeconomic sitnation in southeastern Europe, the share
of food in household expenditure further increased o 54,



M

59 and 75 percent in Bulgaria, Romania and Albania,
respectively, This provoked food security problems at the
household level for the low-income strata of the papulation.
While in these countries more starchy products were
consumed at the expense of animal products, the opposite
trend could be observed in the fastreforming countries. In
the: later; the share of Tivestock products in wotal Tood
consumpton increascd and the share of food in the ol
expenditure of families declined.

Progress in structural reforms in Central

and Eastern Europe

A significant positive development of 1997 in Central and
Eastern Europe was that comprehensive structural
reforms finally embraced the agrilood secior of the eniire

subregion, Privatization in agriculture was drawing With the privetization of
towards its completion in several countries while making agriculture, land

major progress in others, including Bulgaria. As a resuli fragmentation is becoming o
of this process, land fragmentatdon has become a froblem, with agricuiture
problem, with agriculture very often divided into a afterr diznded nio o
commercial and a subsistence sector, Rey issues [or commercinl and o substilence
further farm structural development include the secionr

speeding up of land registration and land legislation as a
prevequisite for developing a leasing and land market,
necessary for lurther structural ratnonalization. Sach
measiures appear to be of critieal importance, particularly
in countries that are making efforts o improve thei
competitiveness and structural maturity in view ol future
accession to the EL

Important progress was also made in the privatzation
of the upstream and downstream sectors in Albania,
Bulgaria and Romania. In countries, where privatization
was already well advanced in the food-processing and
marketing sectors (e.g. in Hungary and Poland), food
output patterns became more competitive, featuring a
higher share of value-added products. In particular, FIY
enhanced the domeste and export competitiveness of
processed food iems.™

Agrifood tade balances deteriorated in most Gentral and
Eastern European countrics in 1997 with the exception of
Bulgana and Hungary. In the lager, in spite of record levels
of agrifood exports, their share in total exports declined
slightly, as even stronger export performances were
recarded by the rest of the domestic cconomy. Simifar
trends could be aobserved in some other couninies in the
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In a number of Central amnd
Eastern Evrofrean countries,
agricultural policy discussions
intensified in view of further
infegration with the EL

subregion. Overall, however, agrifood exports continued o
suffer from their underlying structural weakness, above all
the high share of bulky primary products and relatvely few
vilue-added producs,

Trends wowards more strongly integrated agrifood
sectors through tade further swengthencd in 1997, both
within Central and Eastern Europe and between this
subregion and the EU. Further adjustments to the
association agreements with the EU eliminated some
earlior weaknesses, Following the Baltie Free Trade
Agreement {which came into elfect on 1 January 1997},
agrifood trade af the three Baltic countries secemed to
enter an expansionary phase alveady in the lirst year of
its operation. The founding member countries of the
Central European Free Trade Agreement (CEFTA | - the
Czech Republie, Hungary, Poland and Slovakia) = were
joined by Slovenia in 1996 and by Romania in 1997, with
Bulgaria as the next candidate for membership. However,
the original objective of free rade in all agriculiral
products by 1998 had to be postponed to the year 2000,
The reasons may be found in the underlyving siructural
conditions, on the one hand, and in conflicting market
policies, on the other. Several CEFTA countries are
competing within the same subsectors but apply different
levels of market support and export subsidization.
Further harmonization of market and trade policies in
the direction of less subsidization and more iberalization
would appear to be necessary for further progress
towards free trade in agricultural and food products in
the subregion,

In a number of countries, agricultural policy discussions
intensified in view of further future integration with the EU
and with accession negotiations with some Central and
Eastern European countries scheduled for an early start.
Palicy efforts were focusing on the harmonization of
agrifood legislation in ovder to take over the EUs policies
and regulations, including the very significant veterinary
and phytosanitary regulatons.

Improving conditions for FDI in the agrifood sector in
Central and Eastern Europe

Owing o very low investment activities during the last phase
of the period of cenwal planning. the agrifood sector of
Central and Eastern Europe entered the new era with rathes
obsolete production and processing technology. On the
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other hand, after about eight years of restructuring and In fast-reformnng countries, ihe

privatization in the fast-reforming countrics, the first export  first exprort success af some

success of some subsectors has now drawn attention to the subsectors has draum aftention

importance of capital inflows in general, and FDI in the to the importance of capilal

agrifood sector in particular. inflows, particularly FIN in
Annual net capital flows into the Central and Eastern the agrifood sector

European and Baltic countries grew tenfold between 1992
and 1997 to $23.7 allion with an improving composition,
both in terms of geographic distribution and types of
capital inflow, since 1995, Alangside the fastreforming
countries, the new thrust in ¢conomic reforms has now
stimulated more substantial net eapiml flows also towards
Bulgaria, Romania, Slovenin and the Baliic states, As a
further positive development, the share of FDI was
mereasing in the total from around 40 10 46 percent
between 1994 and 1996,

Up to 1997, the share of the agrifood scetor in total FDI
ranged from about § percent in the Czech Republic wo
aboiiar 25 percent in Bulgaria. The corresponding shares for
Poland, Lithuania and Romania were around 14, 16 and 17
percent, respectively. The bulk af FDI has been directed 1o
the processing industrics as well as to the marketing sector,
On the other hand, restrictive legislaton concerning
foreign investmenis in agricaliure has so far impeded FDI
access to primary agriculnire.

Concerming the geographic distribution of agrifood FDIL
there are sull large discrepancies between countries of the
subregion, with Poland and Hungary occupying a leading
position and Romania catching up recently. Notably, in
Bulgaria the agrifood sector has g0 far been the main
recipient of FDI, These differences are clearly a
consequence of both the tmmg and firmness of market-
oricnted cconomic reforms in those countries as well as of
the investment climate created for foreign investors, Early
timing of reforms may indeed have been a decisive: factor
For obtaining foreign investment in the agrifood sector of
Cenural and Eastern European countries, while at the same
fime some countries (e Bulgaria, Hungary, Croatia and
Poland) have offcred a serics of incentives to foreign
investars, such as temporary tax exempeions, import tanff
reductions and dutyfiee costoms zones.

Srill, the main incentive for foreign agrifood companies
to invest may be found clsewhere. Indeed, available
experience seems o indicate that foreign companies have
been interested mainly by the prospect of capraring the
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The wiain diveet contrilmtion
of FIM in the agrifood sector
has been to imprave food
Pprocessing and marketing,
which is the overriding
challenge in Central and

domestic Central and Eastern European markets in view of
their future expansion resulting from the expected
medinm-term cconomic recovery, 3o far, foreign investors
have favoured subsectors with better prospects for
Imereaging value-added production and that had not been
adequately developed before, Thus, up to 1996, above all
the subsectors of sugar and confectionery, milk and dairy
products, beverages and vegemble oils as well as some
others (e.g. tobacco industries) received the highest FDI
inflows, In several cases, such as Hungary and Poland,
processing companics are specializing in the domestic
market with their new products.

Another main factor in abracting FDI is obviously the
presence of a relatvely well-qualified and low-cost labour
force. Labour-intensive subsectors can thus be
advantageously developed or establishied. For investors,
these conditions also combine well with the prospect for
several countries of future ELU membership and thedr
resulting access 1o the large EU marker

The impact of FDI on the subsectors that have benefted
from it has been significant. The main direct contribution
of FDLin the agrifood sector has been above all o achieve
qualitative improvements in food processing and marketing
{allowing the output of more value-added producis), which
was indeed, and remains, the man challenge in the Cenral
and Eastern European countries. Also, foreign investors
have been essential in circumventing the problem of
domesdc capitl shortage, while in the export-oriented
sector they have helped 1o create export capacities and
facilitated marker access.

However, by establishing new quality standards in food
supply, Central and Eastern European food industries have
alsa pravided new demand impulses to primary agriculuire,
In several cases, processors have established new vertical
structures, both through buying in or by contractual ties,
The impact exercised on quality and management aspects
ol agncultural operations has been considerable, and FDI
has thus acted to further structural change in agriculiure
with a view to respanding to actual market demand., In
numercus cases, foreign investors have also transferred
production expertise, thereby ensuring the introduction of
improved technigues in raw material production that would
otherwise not be accessible (o producers.

In contrast to the positive effects on processing and,
indirectly, on primary agriculture in sectors that have been
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the: target of FD, food-processing subsectors not benefiting
from FIM have continued to struggle with technological
obsoleteness, scarce finances and marketing difficulties,
which has had a depressing impact on their agriculiral
supply base,

In spite of the olwious positive effect of FDIin wrms of
restructuring and development of the agrifood sector,

there has been some concern about the short-term social Producticity infrovenents
impact in some countries. The direct and indirect tncluced by FIN have, however,
productivity improvements induced by FID have led to job led to job losses both within
losses hoth within the companies subject to new the compames subject to new
mvestment efforts and in other weaker competing ones. sivestineind efforts and in other
Alsa, owing Lo imperlect institational armngements and weaker compelitors.

still imperfect competition, some investors have acquired
quast monopaly positions in some processing subsectors in
some transition economies: More recently, such concerns
have induced a more cautious policy approach both in
privatization practices (e.g. voucher privatization,
preferential shares) and i foreign investment policies
(the imposition of some restrictions and conditions on FDI
in agrifood) in some countnes, Such measures, however,
o not seem to have contributed o a sustainable solution
to the main pressing issues of the agrifood sector as a
whale, including the lack of capital, obsolete processing
technology and difficult access to export markets.

Rural development: a pressing issue in the Central and
Eastern European countries
In the course of the ongoing transition process in the
Central and Eastern European economies, the current and
future role of rural regions as well as their specific problems
seem not o have received the atention needed from the
point of view of balanced economic and social dmtl-l:lpml:m.
and the issue has rapidly become pressing. Rural regions in
maost of the countries inherited major structural deficiencies
from the prereform era, including an extreme regional
specialization of agricultural production, few or no
alternative income sources, underdeveloped infmsuucnire
and services, admimsirative overcentralization, himited
access to good-quality education, poor communications and
services, ecological damages and destruction of landscapes
With the advanding transition process, the structural
weaknesses were soon aggravated by Durther stress faciors
such as declining agriculiural incomes, growing rural
unemployment and the discantinuation of social services by
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largescale farms. In 1996, rural uncmployment (affecting
above all vunskilled labour) ranged from 13 percent in
Hungary 1o 50 percent in Bulgaria, In addition, the rural
sector also had 1o absorb a part of the backflow of
unemploved from urban and industrial areas in Albania,
Bulgaria. Hungary, Poland and Romania. The situation has
given nise (o widespread subsistence farming and to an
expanding informal economy, The new rural siress factors
appeared first in the fastreforming conntries bug quickly
emerged also in other countries implermenting structural
reforms, The productivity gap between the agriculmral
sectors in Central and Eastern Enrope and the EL suggesis
that Turther reductions in the agriculoural labour force will
occur in the coming years

In some Central and Eastern European countries, this
sitwation has brought increased awareness of the need 1o
address the growing economic, social und environmental
problems of rural arcas with a more coberent package of
measures. Nevertheless, the acoual policy response 1o these
wssues has differed throughout the subregion, but in mose
conntrics, the (agricultural) sectoral approach has
continued to dominate policy-thinking, implying that
fnancial support for rural arcas was still mainly
concentrated on agricultural production while support to
alternative income-producing activities was non-existent of
negligible. There was litde recognition of the fact thar the
complex problems of rural regions required a full-fedged
policy approach addressing all important socio-cconomic,
cnvironmental and cultural aspects of regional and local
development

Available statistics on rural structures of Central and
Eastern European countries aleeady point o the need for
such an integrated approach 1o rural development. Data
from different years between 1990 and 1994 for the Ceech
Republic, Hungary, Slovenia and Slovakia show that, even in
regions where the larnger share of the population was living
i rural communities (e with fewer than 2 000
inhabitanes), agriculture only provided employment for less
than one-quarter of the active population. In Poland, the
corresponding share was less than one-half in 199%,

In the fastreforming countries, the rapid dovwnsizing of
agriculture in terms of its GDP share and, above all, in wotal
employment urgently calls for a reorientation of
development policies away from a sheer agricultural
approach towards integrated rural development policics



airming at the vest of the rural economy and population as
well. The strong political influenee of agriculral
production lobbies in some countries supporting the partial
interests of restructured largescale farms did not seem o
be: helpful in this respect. On the other hand, important
lessons from the experience of Western European countrics
clearly point (o the undesired negative consequences of
relying exchmsively on a narrowly based “traditional”
agriculiural pohcy: high costs for toipayers and consumers,
onesided support effeces benefiting areas with the largest
farms, overproduction, market distortions and
environmental damage. By the mid-1990s, such
consequences had already become apparent in some
Central and Eastern European countries woo,

In some fasereflorming countries, a distinction between
raral policies and more narrow agricultural policies was
slowly emerging in policy discussions and policy concepis by
the mid-1900s {e.g. the programme for o “colerent rural
development and renewal of villages™ in Sloveniaj. In some
countrics {Poland and Slovakia) new central insttutions
were established for the coordination of rural development.
However, in most cases a centralist "1op down™ approach still
dominates, with a deficitin local participation and a lack of
coaperating horizontal and vertical partnership linkagos
{rare exceptions include Slovenia), Reasons for this include
inertia in the earlier practce for policy delivery and fund
distribution and the relatively low level of economic
development resulting in scarcity of local funds, Another
major reason was the weakness of democratic and
participatory instinitions and the lack of entreprencurship
and creativie skills at the local level,

In southeastern Europe, the need for adequate rural
development policies is becoming especially urgent in the
light of a particular situation that is emerging: owing to a
rapid decline in industrial oneput, which is exceeding
reductions in agricultural production, agriculture’s share in
aggregate GDP and in wotal employment increased between
1989 and 1995, For the share of GDF, the percentage
changes were from 32 1o 55 in Albania and from 14 1o 22 in
Romania, while there was no change from the 11 percent
recorded fomerly in Bulgaria. Relying on the new
fragmented structure of landownership, agriculiure's buffer
role seemed o be very marked: the percentage share of the
sector in total employment shot up from 49 o 53 in
Albania, from 18 to 22 in Bulgaria and from 28 1o 36 in
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Remanii. This should not, however, be interpreted as a sign
of growing sirength of the sector, but rather as the medium:
term impact of a dluggish reform process involving these
countries” whole economies before 1995796, The
importance of designing integrated rural development
policies in southeastern European countries cannot be
overemphasized, since the magnitude of the labour foree
shifts that will ocour from future adjustments in agrarian
structures is expected (o be even greater than in the Fast-
reforming countries.

The ongoing policy discusions with regard o
appropriate rural development strategies in the reforming
countrics has shown that the specific siuation of each of
them u:quirm. specific policy approaches, Nevertheless,
some basic prevequisites for a successful strategy in all
Cenitral and Eastern European countries are:

& the collection of basic information {staustical and other)
about rural structures to ensure a correct understanding
al the complex socio-cconomic, cultural and ecological
problems involved;

® the development of specific strategies and programmes
for indmadual vegions;

& the establishment of a flexible form of institutional
coaperation (inchading horizontal and vertical linkages)
veflecting the multidisciplinary chamcter of rural
problems;

® cfforts to achieve a high level of participation by local
populations and rural actors who should interact in
parmership from the beginning of the policy
development process,

POLAND

Owverall, the Polish economy hias made vemarkable Progress
in the eight years since the beginning of the ransition
period. GDP growth in the last three years has been about 6
tee 7 percent per annum, inflation dropped from wiple-digit
figures in 1990 to about 15 pereent in 1997 and, overall,
living sandards have improved markedly.

Poland is among the five Central Eurapean countries
designated as the fivst 1o accede 1o the EUL Consequently,
domestic and wade policies are increasingly driven by the
need to align with EU paolicies. Many Pales look forward to
EU accession as a means to improve farmers’ ineomes and
to bring in funds for infrastruciure improvements. However,
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POLAND

the agricultural sector faces major challenges in mecting EU Fn Poland, niiny people look
quality standards and there are also worries about increased  forward 1o EU accession as

competition from EU products. nveany fo improve formers’
inconnes and to bring in funds
Overview of the agricultural sector Sor infrastructure

Agriculture accounted for 7 percent of GDP in 1996 but imfrravemenis.
cinployed 27 percent of Paland’s labour force. Whereas
the overall economy began to see significant positive
growth in 1992, growth in agriculture has been much
slower. Crop yields remain low because of low input use
and also owing to unfavourable weather patterns in some
recent years. Overall productivity growth is held back by
the slow progress in consolidating Poland's small,
fragmented private farms.

The most important crop in Poland is wheat, followed by
rye and rapeseed. Approximately 8 million to 9 million
tonnes of wheat and 5 million to 6 million tonnes of rve are
produced each year. The principal livestock product is pork,
which accounts for 70 percent of the 2 million to 3 million
tonnes of meat produced each year. Other important

cammarditics include potatoes, vegetables and fruits, poultry
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At least half of Poland's farms
prroduce mainly for self-
constntfiton and momy
landewners are reluctant fo
sell beentuse of a lack of
alfernative employment.
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and eggs, milk, cavde and sugarbeer, Prncipal exports are
rapeseed, live cattle, processed meat, fruits and vegetables,
The main imports are gramns, meat, protein meal and
COLLon,

Even during the period of central planning, Polish
agriculiure was dominated by more than 2 million private
farms, averaging 5 ha in size. The private sector farmed
about 80 percent of the agricultural land and prodoced
almost the same percentage share of outpul. The process of
consolidation since 1989 has been quite slow — the average
Farm size has increased (o8 ha, There is a growing class of
commercully viable farms, but at least half the country’s
farms still produce mainly for sell~<consumption. Land sales
are legal but many landowners are reluctant to sell becasse
of a lack of alternative employment.

Poland is a net agricultural importer, with agricoliural
products accounting for approximately 11 percent of watal
unporis and 10 percent of iotal exports. The EU accounts
for approximately 65 percent of Polish trade of
agriculiural and food products, while the independem
states of the former Soviet Union account for about 19
percent of Polish trade, and Hungaiy, the Czech Republic
and Slovakia account for about a further 3 percent

Agricultural performance during the transition
Agriculiural output has been extremely variable since 1989,
but followed a clearly declining rend undl 1994, with some
moderate recovery in 1995 and 1996, On average, gross
output is still below the average for the 1980s, There has
been a greater varability in crop yields, as a declining use of
inputs has made crops more vulnerable to poor weather.
Crop output continues to stagnate, although the livestock
sector appears 1o be rebounding.

Average grain yields for the period 1991935 were 10
percent below the 1986-90 average. The low vields are in
part the result of a declining use of fertilizers and other
chemicals, but Poland also suffered some extreme weather
conditions, with droughts in 1992 and 1994 and fleoding in
the summer of 1997, However, despite the fall in real
producer prices, arca planted 1o cereals changed very livde.

Other principal crops grown in Poland include
sugarbeet, potatoes and vapeseed. Of these, sugarbeet
production has been on the rise in recent years, with
production in 1997 estimated o be 16 million tonnes, up
from 12 million in 1994, Production of potato, which
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Figure 36

POLAND: DOMESTIC SUPPLY AND UTILIZATION
OF CEREALS
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contimecs o be astaple in the Polish dict and an important
source of pig feed, is estimated to be 21 million tonnes in
1997, The output of rapeseed, the only major oilseed
produced i Poland, has been quite variable since the
beginning of the transition, During the sccond half of the
1980s, cutput averaged 1.3 million tonnes per year, From
1891 to 1997, outpue has Ductuated from a low of 450 000
tonnes to a high of L4 million wonnes, while area has
fuctuated widely in response o changes in relative prices,
and yields have been even more variable. With a lower use
of inputs, mpesced has been very valnerable 1o extreme
weather conditions. Hall of the 1997 crap was lost, for
example, as a result of winterkill,

Asin all the ramsition economics, inventories of catle
and poultry plummeted immediately afier the beginning of
the transition. Producers were hit hard by a sudden
deterioration in their terms of trade; prices of inputs rose 1o
world market levels, while real output prices fell as a result
of plummetng demand, Between 1990 and 1993, both
cattle and poultry numbers declined by 24 percent. In
contrast, there was not such a clear downward trend in the
Polish pig sector; instead the sector has seetled into a clearly
defined pig cycle, responding rapidly 1o luciuations in
world grain prices. There is potential for long-term
expansion but it is not yet clear by how much,
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Poultry production is definitely on the road to
recovery, and meat output per bird has risen significantly
in the last two years. The sector has been able to respond
rapidly to increased consumer demand. In part, this has
been due to the shorter production evele, which makes it
easier to ncrease the numbers rapidly, Another reason is
that, even before the beginning of the transition,
procedures for contracts between pouliry processors and
private producers were well established, whereby
processors would provide baby chicks and feed to
producers and ke delivery of the fimished birds at a
price established in advance.

Cattle pumbers declined und) 1906, Herds are stll mainly
dual-purpose dairy and beef, and the numbers are mainly
influenced by dmlu]:lmcn!s in the dairy market. Cattle are
also more difficult to rase on small farms.

While the agricultural production sector has been
stagnant, there has been strong growth in the food-
processing indusery, Overall, output from the food.
processing industry rose by 11 percent in 1997 and wial
growth between 1992 and 1997 was 65 percent. Meat and
poultry processing, alcobolic beverage production and
sugar and confectionery processing are growing particularly
vapidly, and growil s expected o remain strong, fuclled 1o
i large extent by foreign investment.

Trends in food consumption
In caontrast wo initial fears, the abrupt nise in real food
prices and simultaneous drop in mcome that ok place
i 1990 diel ot result in a food security problem., Even
though real incomes fell sharply after 1989, (otal per
caput caloric intake, about 3 300 keal per day, changed
relatvely hide. There was an inital drop in 1990 in per
caput consumpton of cereal and dairy products. These
two products were very heavily subsidized under the
system of central planning. Moreover, a considerable
amount of bread was wasted or fed o livestock, since
bread was cheaper than the original cereal, In the years
since 1990, cereal consumption rapidly recovered to levels
above those immediately preceding the transition process,
while milk consumption continued to decline.
Consumption of fruits, vegerables and potatoes did not
change much,

Curiously, meat consumprion did not fall in the early
years of the transition, although it did in later years. There
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has been a sieady decrease in beef consumption and an
accompanying rise in poultry consumption, signifying a
clear substinution of poultry meat, which Is cheaper. Pork
consumption has Nuctuated considerably in the transition
period. Pork is by far the preferred mear, but its prices have
fluctaated more than prices of other meats owing to the
wdlely ascillanng pig cycle.

Agricultural price and trade policy
The initkal years of the transition were characterized by free
prices and low border protection. Butin 1992 guaranteed
minimun prices were inoroduced for wheat, rye and dairy After free prices and
products, and border tariffs were mised to an average of border protection wn the intial
about 20 percent for agriculiural products. years of the branstion, in 1992
The principal government agency in charge of market guaranteed mininim prices
intervenuon is the Agency for Agriculiural Markets (AMA), were infrodiced for wheal, rye
which was established in the spring of 1990 with the mission and dairy products, and
tor stabilize prices. Its primary function at that ome was o border tariffs were racsed for
stabilize commodity markets through intervention agricultural producs.
purchasing — buying up stocks when prices were flling and
releasing them back on 1o the market when supplies were
ught. [ts role expanded i 1992 when it was given authonty
to sot guarantecd minimum prices for wheat, rye and dairy
products, which it supported through intervenoon
purchasing. Since 1992 js role has expanded sull further,
and it is now involved in the management of the staregic
reserve and providing preferential credie to grain producers
and warchouses,
Currently, the AMA intervenes in grain markets in the
following ways

& Derect intervention frirchasing, using funds provided by the
state budger

& Proruremeni -‘.ﬁmrig:'il a netrwork of aulhonzed werchowses, The
warchouse agrees o purchase wheat at the intervention
price and, in return, the AMA provides guaraniees for
preferential credit to the warchouses. At the end of a
three-month period, the AMA will purchase the grain at
the intervention price plus storage, interest and
handling.

& Advance freeyment to selected producers. Wheat producers who
are willing to store wheat can receive an advance payment
of 45 pereent of the intervention price. Producers are
abliged to leave their cereals in storage for three moniths.
At the end of that period, they can either repay the
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afvance plus interest in cash or forfeit 45 percent of the

stored cereals to the ageney and take back the remaining
55 percent. which they can cither use on-farm or sell on

the open market.

The role of the AMA in the Palish cereal market varies
from year to yean In the 1997 /98 marketing year, s role
wias guite significant. Total intervention purchases of cereals
were 1.1 million tonnes, of which 836 000 onnes were
wheat. The AMA has been under considerable pressure this
year because of falling world cereal prices and the gencrally
poor quality of the 1997 crop, which led the agency to lower
the quality standards usoally imposed {or intervention
purchasing. Because of the continued softness of the
market, the AMA will be forced to take possession of a large
portion of the cereals placed in storage, and it therefore
anticipates considerable difficulty in elearing out its stocks
before the nest harvesi.

The AMA also sces and administers minimum prices for
dairy products, carries out intervention purchasing of pork
and sugar, and is periodically engaged in the import and
export of these commodities = some exports of which have
been subsidized. It does not dircctly engage in trade, but
contracts with commercial companies ta carry out the
transactions on its behall, In the carly vears of s exiswence,
the AMA's share in foreign trade of certain commodities was
quite substantial; in recent years its share in foreign wade
has been lower but it stll has the anthority to carry out
foreign rade directly.

Intervention in the sugar market tnkes a different form,
Under the 1994 Sugar Industry Act, the Council of
Minisiers sets separate quotas — quota A for domestic
consumption, and quota B for subsidized expors — and
distributes these among the 76 processing plans in
Poland. A minimum wholesale price is established for
sugar produced within these quotas. The AMA carries out
intervention purchasing when necessary to support this
price and also provides advance payments and credit
guaraniees io the processors to assist them in procuring
beet from producers.

Other support for producers

The pesiod of cenwral planning was characterized by an
exlensive array of input subsidics. However, most were
climinaced in 1989 and, as a result, input prices very quickly
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rose to world levels while real output prices fell. In response
10 pressure from producers. the Agency for Restructuring
and Modernizing Agriculture was created in 1992 1o reduce
mput costs for farmers by granting credies ar preferential
interest rates. The agency secks to encourage larger
producers by limiting its assistance to those who can achieve
certain minimum levels of production.

Enterprise privatization

The privatization of state farms has proven difficult. The
Agricultural Property Agency (APA) was created in 1992 1o
restructure the state farm sector. The agency ook aver
ownership of the state farms with the intentdon of selling the
assets and guickly hguidating the farms, However, the APA
has encountered difficulties disposing of former state farm
assets, Prioy w the land reform initiatives, stie farms
occupicd about 20 percent of agriculmral land, OF the

4.1 million ha of farmiand wken over by the APA, by 1995
2.7 million ha had been leased to privare farmers, 116 000
ha had been sold and 0.8 million ha remained under the
agency’s management. Formally, state farms do not exist any
more and hence do not receive state budget subsidies, The
land s administered by the APA and offered for sale or lease
at regular open public wenders. While quality of labour of
the tormer site tarms was undoubtedly a problem, the lack
of demand for farmland in western and northern Poland,
where the state farms dominated the agrarian structure, was
the principal reason for small sales and low prices of
farmland, aggravated by the acate shortage of invesunent
capital among prospective buyers.

The Palish food-processing industry, once dominated by
stale enterprises, is now more than ™ percent privatized.
Thousands of small and medivm-sized companies have
emerged as a result. However, privatization is lagging in
meat processing, which is only 80 percent privatized, and
sugar plants, which are stll manly state-owned.
Nevertheless, in spite aof progress made in privatization,
imany food-processing enterprises still suffer from cutdated
technology, insufficient sanitation, high encrgy and labour
costs and poor marketing and managerial skills.

Accession to the EU
Formal negotiations for EL accession began in March 1968

and Polish authorities have expressed the hope that Poland
can accede to the EU by 2002, The question in any case is

Mond tnfiut subsiclies were
eliminated in 1959 and thewr
prices very guickly rose lo
wwarld levels while real outpt
prices fell

The Polish food-processing
Mmhj £ picear gt Hheers 90
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no longer whether, but rather when, Poland will join.
Potential benefits include higher incomes for farmers and
an inflow of funds w support infrastruciure development.
Bui the Poles have come increasingly to realize the
challenges imvolved in meeting the requirements of EU
membership.

In this regard, agriculiure is seen as one of the maore
problematic arcas, Much of Poland's agriculral and food
output ai present does not meet EU quality stndards, and
considerable invesiment will be needed to mprove the
struation, Moreover, in a single market, Polish products will
have to compete on-an equal basis with EU products in both
the domestic and foreign markets, and recently Paland has
suffered lange deficiis in i agricoltural rade with EU
countries. There are fears that a large number of Polish
producers will not be able o compete,

A major obstacle to increasing the competitiveness of
Polish agriculture is its fragmented farm strucore and
shortage of capital. There are around 2 million Fams in
Poland, the average size (s now about 8 ha, up from 6 ha
in 19940, The sector employs 27 percent of the country’s
labour foree but accounts lor only 7.6 percent of GDP, Of
the 2 million producers in Poaland, only about 600 000 o
TO0 000 can be considered commercial producers and
only these producers will be able w survive in a single
market. Rural job creation programmes will thus be a
priority for use of EU structural funds when they become
available.

Accordingly, much of Poland's support to its producers is
designed to encourage the development of larger units that
will be able to produce according e EU standards. The
AMA coreal storage loans mentioned above are only
avallable o those producers who can deliver minimum
quantitics, for instance. Support to livestock producers is
also aimed at more commercially ariented producers. For
example, the AMA carrics oul Interventon purchasing of
pigs, but plants authornzed o purchase on behalf of the
AMA must be licensed 1o export and must meet EL
standiards. Furthermore, all carcasses that are purchased
must meet the wp three grades within the EU grading
system. Various ather measures are being waken to induce
producers e grow leaner pigs.

The biggest challenge is in the dairy sector, where quality
15 4 more serious problem, On | January 1998, the
government passed legislation that is compatible with EU



regulations governing sanitary standards in the dairy
industry.

Several contentious issues lie ahead in the negotiations.
EL officials have taken the position that producers in
Poland and other acceding countries should nat be eligible
tor the compensatory payments that are now paid 1 EU
farmers. Such a stand is based on the argument that these
payments were intended o compensate producers for the
low of support resulting from recent reform of the
Common Agricultural Policy (CAP) and that producers in
mew member countries should not be compensated for
losses they never suffered. Central and Eastern European
negotiators, on the other hand, argue that their producers
should receive exactly the same support as current EU
producers,

Studies have been conducted, both in and ourside
Poland, in an attempt to estimate the costs and benefits of
EU accession on Polish agriculiure. Analyses by the Polish
Minstry al Agricalture project increases in income for
producers of grain, milk and beel, but income declines for The costs and benafits of EU

pouliry and rapeseed producers, and no change for pork. menmlership for Poland s
However, other experts disagree, particularly with the agviciliure depend strongly on
pessimistic forecast for poultry. But the outcome depends the fuiure evolution of the
strongly on the fuwre evolution of the CAP. The unanimous  CAR some reform of which i
opinion is that an enlarged EU will not be able o afford wiezitable.

continuing support at current levels. Thus, some reform of
the CAP is inevitable, but the exact form of the hutare CAP
is not known at this stage.

On the other hand, there has been little analysis of the
wellare implications for consumers. Food prices will
certainly rise; however, these rises could be offser by
mcrcases in income. The mualtiplior effect of the stuctural
fundds could be significant, yet there are fears that these
benetits will be unevenly distributed. There are already
significant income disparitics berween eastern and western
Paland — unemployment in the eastern regions is corrently
as high as 20 percent, and producers in these regions will
find it much more difficult 1o compete in an enlarged EU.

HUNGARY

The economic ransformaton process has been somewhat
smoother for Hungary than for maost of the other Central
and Eastern Enrapean countries, bul its cconomic recovery
began later and has been less strong than in the case of
Poland. As there had been some liberalization of prices
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before 1989, Hungary did not experience the huge jump in
prices that occurred in many countries and it also managed
vo avold the dramatc changes in firm structures that
occurred in Bulgaria and Romania. Although land has been
privatized, most continues 1o be farmed by corporate or
restructured cooperative farms and economies of scale have
thus been preserved,

Although it slowed down considerably in 1995 and 1996,
GIP growth m Hungary again accelerated in 1997, After an
acceleration of inflation in 1994, Hungary introduced a
stabilization programme in 1995 that was designed o
tighten up the money supply. As a result, GDP grew by only
1.5 percent in 1995 and 1.3 percent in 1996, but bounced
back to 4 percent in 1997, Real wages fell by 11 percent in
19495 and 5 percent in 1996, but also began (o improve in
1997,

Hungary has retained is position as a net agricultural
exparter and exports significant amounts of grain and
tvestock products. It managed more successiully than its
neighbours to reorient its made from the newly
mndependent states to the West, with government
intervention and export subsidies playing a major role,

Hunyary is amony the first five countries expected 1o join
the EU, In general, its agriculiure will probably have an
casicr task adjusting to EU standards than most. However,
some experts are concerned that the livestock sector,
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particularly park, will have difficulty in competing in an
enlarged ELY.

Agricultural performance during the transition process
Hungary's agriculture accounted for 6 percent of GDP in
1996 and employed 8 percent of the labour farce. The
main crops are wheat, maize, sunflowersced, sugarbeet
and potatoes. Production of wheat and maize in 1097
totalled 5.3 million and 6.8 million tonnes, respoctively,
and sunflowerseed production reached abowt 800 000
wonnes. The principal livestock products are pork and
poulury.

Between 19849 and 1995, overall agricultural outpur
declined by about 32 percent. with most of that deeline
taking place in 1992 and 1993, but has since staged a
partial recovery, with production having risen by 13
percent in 1996 10 a level that was maintained in 1997, As
prices af mputs rose to world Jevels, their use declined
drastically and, as a result, average 199195 cereal vields
dropped by 19 percent relative to the previons five-vear
period, Total cereal areas changed very Tittle and total
output fell by 20 percent.

A L2 million tonnes, in 1997 cereal production
rewirned o the level of the lawe 19805, However, this
bumper crop came as a mixed blessing, Owing 1o wet
weather during the harvest, the quality of the wheat crop
was low and demand for e has thevefore been quite low
also. Maize was of a betwer quality, but Hungary had
difficulty disposing of its surplus because of a satarated
world marker

As was the case elsewhere in Eastern Europe, Hungary's
livestock sector declined drastically in the early years of the
transition. Inventorics of all species declined by 40 10 50
percent between 1990 and 1995, Pig numbers have begun
picking up in 1996 and 1997, Within the poulury scetor,
chicken numbers have been tlat but there has been an
increase in turkeys,

Even with lower production, Hungary has maintainoed its
positon as a net agricultural exporter, since domestic
demand fell at least as much as production, The largest
exports m terms of value are livestock products, mainly pork
and poultry. Hungary also exports live pigs and catile and
other exports include grains, fruis, vegetables and
sunflowerseed. The largest category of agricultural imports
is protein meal.
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Hungary has managed almost completely to reordent its
tracle towards the West It has, however, not given up
completely it former Soviet Union markets, Currenily
70 percent of Hungary's overall foreign trade is with
countries of the Organisation for Economic Cooperation
and Development (OECD): 60 percent is with the ELL
Before 1990, 80 percent of Hungary's trade was with the
Couneil for Mutial Economic Assistance {CMEA). There
has been a pardeularly marked increase in meat and live
animal exports to the EUL With the help of fareign
mwestment and government support, entive subsectors, such
as those of beel canle and wirkey, have developed
a.p-r,'rlﬁmll}r for export.

Differantiating trends in food consumption

The share of foad in the average household budget in
Hungary is about 28 pereent. Within food consumption
patterns there is a clear rend for the substimtion of
poultry for other meats. Consumers still display a
pronounced wendency o purchase lower quality meats
than they did earlier. Nevertheless, corresponding to the
uneven income situation, there is an increasing
differentiation in food consumption paterns with a
strengthening {(but still thin) demand for high-quality
processed food ilems.

Agricultural price and trade policies
Hungary intervenes relatively extensively in iis agriculiural
markets. Guaranteed minimum prices, aimed at covering B3
b 90 percent of production costs, are established for milling
wheat, feed maize, pigs and caude for slaughter and milk.
The prices are set by the new Agricultaral Intervention
Centre in consultation with Product Councils esmblished
fot each major commodity. These councils include
representatives from every level of the production chain:
producers, processors, wholesalers, traders, consumers, elc.
If the market price falls under the minimum price for a
period of two weeks, the Intervention Centre authorizes
purchasing up to a certain quota (c.g. 2.4 tonnes of wheat
per hectare harvested). Because the minimum price is st so
low, intervention purchasing is rarely necessary — it was used
for the first dme in 1997, when 70 000 wnnes of maiee were
bought

The main instrument used to support prices is export
submsidics, which are also adminisiered by the Intervention
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HUNGARY: DOMESTIC SUPPLY AND UTILIZATION
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Centre., The budget for export subsidies has been declining
each year in compliance with WTO commitments: the 1ol
budget allocated for 1995 is 20 hillion forints, for instance,
whereas in 1995 export subsidies still totalled 50 billion
forints, Since January 1997, these subsidies have been set on
a per kilogram basis rather than, as previously, as a
percentage of value. A total of 170 products are eligible for
export subsidies, including live sheep and cattle, most kinds
of meat, various types of processed meats and certain fruits
and vegetables, both fresh and processed. Exporters who
apply for export subsidies must demonsuae that they have
paid the minimun price for the product. Certain products
are also subject to export licensing, which is not always
automatic. Products subject to export licensing include
barley, sugarbeet, milling wheat, feed maize and goose fiver.
The system is expected to be abolished soon for barley and
sugarbeet, but will continue for wheat and madee. Minimum
prices must be established before the planting season,
Quntas for export subsidies and licences are set al various
times in the year and are based on projections of supply and
demand.

Other types of market support are also provided. Cereal
farmers can choose o store part of their production in a
warehouse within the Public Warchouse System. They can
receive aloan of 70 percent of the value of the cereal ara
reduced interest rate and must leave the grain in storage for
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three 1o four months, At the end of that pﬂﬁﬂd, if the
market is favourable, they can buy back the grain and pay
the storage and interest, or they may leave the grain and
receive the full price. But the minimum quantity that can be
placed in storage under this programme @3 500 tonnes, 5o
far there is no system for pooling smaller quantities, so small
producers do not benelit from this programme,

For livestock producers, the government introduced a
system of miget prices n July 1997, If the market price falls
below this target by more than 6 forines per kg, a premium
ranging from 4 to 12 forints is paid 1o the producers; il the
price rises above the target by more than & bonnis, a
premium is paid to the processor. But this support only
applies for pigs slaughtered ai plants applying EL stancdands
and that meet the top three grades of the EU classification
system, In addition, any Hungarian producer who rades in
an ordinary sow for a pedigree can receive a subsidy of
30 percent of the value of the pew sow. But the producer
must be a member of the Breeders' Association and must
use boars o semen provided by this association, This
subsidy is not attractive for small producers because these
high-quality animals must be raised in good conditions,
which entails higher production costs,

Additional measares of market support are introduced
on an ad hoc basis in response 1o developments in the
markel. Recently, for example, following producer
concerns ovar falling cercal and pig prices, the
government introduced additional subsidies for these
anr_!m:tz., These include a 30 foring por kg CXpOrt subsidy
lor live pigs, a temporary increase in the subsidies paid
under the target price system described above and a
special subsidy for producers who sell wheat to feed mills
and livestock farms.

Land reform and enterprise privatization

Prior o 1990, Hungarian agriculture was dominated by
cooperatives, which farmed 70 percent of the land and
covered an average area of 4 200 ha, and state farms, which
farmed 12 percent of the land and averaged 7 100 ha in
sz Although there was a private sector, only a small
portion of that constituted true private flarms; most of the
private sector consisted of small 0.5 ha plows allotied o
cooperative members. Owners of land aken aver by the
cooperatives had reined tile o dheir land, although they
hid had no control over its use, nor the right 1 any profits



from the land. However, as owners died or left the
coaperatives, their land had been purchased by the
cooperatives at low prices. Thus, by 1990, former owners
held title to only one-third of the land farmed by the
COOPETALvES,

Former owners wha retained titles were able to get theis
baniel back directly, unless it was no longer available as
agricultural land, in which case they could receive a
comparable parcel. However, the Hungarian Government
chose not to return land (o those who lost dtle. Tnstead
these former owners, along with cooperative members and
cmployees who had never owned land, received
compensation vouchers with which they could purchase
land or other assets of state enterprises. The state and
cooperative farms were required 1o sce aside a certain
portion of their land to make available through auction o
those holding vouchers

State farms and other state enterprises were converted 1o
sharcholding companies, and their shares were offered for
sale. Cooperative farms had w0 restruciure either into a
sharcholding company or into a true cooperative in which
metmbers had the rght 1o elect the management and o
withdraw their asseis at any tine.

The agriculural and food sector of Hungary is now
nearly 100 percent privatized. The former cooperatives have
been restroctured in a variety of ways. Some are sl
cooperatives but are geneally smaller than before 1880, as
they have sold or liguidated unprofiable lines of
production. Others have become share hn!l-r!ing companics,

in many of these cases, the majonty of shares are held by the

managers of the former cooperatives.

Hungary's land restinution process resuilted in the
development of both very small and very large farms with
very few medinm-sired units, o situation that has changed
little since 1992, Production is divided almost evenly between
large-scale corporate and cooperative farms and small
prwvate plots. The average plot of land acquired through the
auctinns was just 3.5 ha, and most new owners simply
decided to lease their land back to the canperntves. But
47 percent of arable land is operated by individual private
producers and 29 percent by what the Central Statistical
Office lists as "small” producers. In 1996, 56 percent of pigs
ane 67 percent of poultry were on such farms. In the sune
vear, they produced 53 percent of total cercals, including
38 percent of wheat and B3 percent of maize, and they

ol review

Hungary s land restitution
frrvcess resulted in the
develofmmend of both very

swall and very lavge farms
with very fiwo medivn-sized
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accounted for more than 80 percent of fruits and vegeables
Very little of this output enters the marker, however, and
what does, i3 sold locally in the peasant markets.

Consolidation of these farms is hampered by the
continued lack of a functioning land market. Under
current Hungarian law, only individuals may purchase
land; commercial companies and cooperatives may only
lease land. Furthermore, an individual whose property is
in the middle of a tract of land farmed by a cooperative
effectively has no choice of how to dispose of the land but
to lease it to the eooperative. The situation is even more
difficult because a number of landowners still do not have
a permanent title.

Food processing
The food-processing sector is entirely privatized. This has
been achieved through both the sale of shares in the former
state-owned companics and the startup of new companics.
Foreign investment has played a crigeal role in the
development of Hungary's food-processing sector. Overall,
the sharve of foreign ownership in Hungarian agribusiness is
B0 percent, and it is more than 50 percent in the food and
beverage industry. Some sectors of Hungary's food-
processing industry, such as vegetable oil and obacco
production, are 100 percent toreign-owned. The share of
foreign ownesship is nearly as high in other sectors: warkey
production is 940 percent foreign-owned and meat
processing is about 50 percent fnn:ignmr.d.
Privatization of the food industry, however, does not
necessarily ranslate inte higher incomes for producers
There i concern on the part of producers that, in some
sectors, the s@te monapoly has simply been replaced by a
private monopoly. For example the entive vegeuble oil
indusiry is controlled by a single firm, while poulury
processing is dominated by two large firms which contral
90 percent of the market

Prospects of EU integration

Hungary aims to join the EU by 2002 and has already begun
negotiatons on the terms of accession. Most Hungarian
experts are confident that their lood-processing industry
will have little difficulty competing in an enlarged ELL The
main problems might be in the areas of product quality and
marketing techmiques. Nevertheless, a good part of the
sector 15 alrcady oriented towards exports to the EL and will
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benefit from freer access 1o that marker It is also believed
that the quality of Hungarian cereals is superior to that of
the ELL

On the other hand, there are doubts about the livestock
sector, particularly pig production. Hungary subsidizes bath
pork and poultry mare than does the EU, which docs no
subsidize pork at all. The producer price for pork is
currently higher in Hungary than in the EU, and it appears
that Hungarian production costs are higher Hungarian
pork production lags behind EU production according 1o
all technological ndicators: moviality s higher, births per
sow are lower and feed consumption per unit of liveweight
gain is as much as 1 10 1.3 kg higher than in the EU. Most
feed has an inadequate protein content, while protein meal
mutst be imported and high transport costs raise the price.

Ministry experts believe that i is essenual o improve
these indicators before accession to the EU, since Hungary
will havee to face lower EU livestock prices. But the real
question is whether Hungary's comparative advantage
s in lvestock production. It could be that Hungary's
true comparative advantage lies rather in cereals and
that it could well emerge as an important supplier of
the enlarged EU.
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NOTES

I Unless otherwise stated, all macroeconomic data in the prosent
section are draown from IMF 1998 Wark! Economikc Oitleok,

YWashington, DC.

& Excluding Egypr and the Libyan Arab Jarmahiciya. which are not
ineluded in the IMF reglotal aggregate.

I The remaining part of the section focuses on the African countries
sodrth of the Sahara. as the North African countries are discussed in
mare depth in the context of the regional roview of the Mear East
and Morth Africa

4 Union Economique et Mondtaire Ouest-Africaine.

5 Mo estimates of GDP growth are provided for Liberia, Sierra Leone
and Spmaka

& Excluding South Africa,

! For a discussion, see |.-P. Faguet. Decantrakzation and focal

government porformance. Puper presented ot the Tochnical
Consultaton on Decentralization, |6« 18 December 1997, FAD, Rome.

B D Maxcwell. 1594, The household loglc of urban farming in Kampala.
In IDRC, ed, Cities feeding people, Ottawa, Canada, IDRC.

¥ The economic growth rates and projections in this section are based
on AsDB. | 998, Aslan Development Outlbol. Manila

|0 Exclisding the Democratic People’s Republic of Kores, for which an
indext of potal agricultural production is not avallable,

|| Gowernment of Malaysis, Economic Planning Unit. | 996 Seventh
Malaysia Plan, | 9#96-2000. Kuala Lumnpur, Percetakan Masional

Malaysia Berhad,

12 Per caput GDP far 1997 is estimated from 3 1995 base GOP of
$M 20235 million ax current prices using a 1996 growth rate of
8 parcant and a 1997 growth rate of 7 percent (see Government
of Malaysia, op. ¢it.. note | 1), The US dollar value of GDP per caput
RESUMOS 4N average annual exchange rate of §M 262 ,

|3 World Bank. 1995. Sockl indicatars of development. Washington, DC,

14 Government of Malaysia, Economic Planning Unit. 1971, Second
Molaysla Plan, 19711975, Kuala Lumpur. Government Pross.

15 Emerging market indicstors. In The Econamist, |8 April 1998,

16 Government of Malaysia. ap. it note | .



rial reveiew

17 P Waldman. | 998 Malaysla abors 1o handle crisis as forelgn werkers
lorse their [obs. Asion Wall Street Journal, 12 January. p.|.

|8 Coconut and pepper are also included in Malaysia® perennial crops
but neither has much infleence on Malaysia’s current agricubtural
dievilopment.

|9 Malaysian Cocoa Board. | 997, Malaysion Cocea Monitor, Juna, &(1).

20 Bank MNegara Malaysia. 1995 Annpal Report, Kunla Lumpuar, Percetakan
Masional Malaysia Berhad

21 Government of Malaysia, Departnent of Sutistics. 1995 Report an
Houschold Expenditure Sorvey 1993/94. Kuala Lumpur, Percetakan
Masicnal Malaysia Berhad

22 Unless otherwive specified. economic estimates and forecasts in this
section are from the Ecanomic Commission for Latn America and
the Caribbean (ECLAC),

13 See FAD. 1994 New imstitutional arrangements for agricidturl and ruval
development in the region; and FAD, 1993, Munigpaiidod mirai

particthackin popknr @ instincionss &n sermclos de dpoyo g poqueios
agricilionss €n Lotinoamérica, Rome.

24 P Timmer. | ¥9%6. Food security strategies; the Asian experience, In
A Government of Costa Rica/FADL Food poficies within the congest
of Cantral Amerien

25 Excluding Afghanistan. Unless stherwise stated, all macroeconamic
data in the present section are drawn from IMF op. clc, noe 1,

#6 May 1995, United States Fresident’s order prohibiting companies
from wrading with lran and August 1996, the D'Amato law imposing
sancticis on non-Linited States companies imnesting in the Irmnian
hydrocarbons mdustry,

27 Central Bank data. Economist Intelligence Unk estimates state 3.6
percent.

2B | 750 |ranésn rials [IR) per $1 for ol export receipts and imports of
essential poods and services, debt-sorvice payments and strategic
imparts for large projects; and IR 3 000 per $1 for non-oll export
and service receipt and import payments other than in specified
priority areas; the free “bazzar” currency markee |5 ioleraed, where
the rizl has fuctuated between IR 5 000 and 7 000 per §1 over the
last Bwis yEars

29 Protein supply in the diet was 88 ¢ and increased to 85.6 g over the
19871995 period — an annual growth rate of & percent. In 1995, the
divt was estimated to be made up of 72 percent carbolydrates,
176 peroont fat and 0.4 percent protein, while the desirable
compaositon is 55 to 75 percent carbohydrates, 15 to 30 percent fac
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and |5 to 20 percent proteine. There is therefore a need to have the
balsrice evolve towards about 10 percent fewer carbohipdrates and
about 10 percent more fats and proteins.

30 7.5 million ha of cultivaoed area phiz 1.3 million ha of fallow nd are
claszified a brrigated area.

31 Of the average 14 600 m' consumed per irrigated hectare, only
4 &00 m* pre effectively used by the cultivated crops.

32 Severe drought during 19%6/97 affecved production and required
extracrdinary imports of food, Only 10 million tonnes of wheat
werg produced in | 997 instead of the planned 12 million In order to
satisfy domestic requirements, the | 99899 budget hax allocated
$2 bilfon far importing wheat (5 milion tonnes), edible ofls (800 000
tonnes). rice (BO0 000 tonnes), sugar (560 000 tonnes) and red meat

13 During the First Plan, rice production increased at an annual rate of
4.6 percent, and cllseed production at a rate of 17.5 percenc In wen
years, pomte production has doubled.

34 Theze fgures exclude producer subsidies on tracuor services, credit
and water under cormin irrigation schemes as well a3 specific
consumer subsidies hondied by individual instiutions for their staffs.
Subsidies on oll and energy are abo excluded,

353 The price of peirel for Iranian consumers is ondy 4 US cents per
litre, and electricity is akio strongly subsidized. About ane-third of
Iran’s oll production — more than | billion barrels per day - is
consumed domestcally,

36 Paragraph M of Mote |# to the Second Ecanomic. Social and
Cultural Development Plan Act.

37 In 1997 there were 5.8 willion rials of food subsidies out of a budget
of 315 trilllon rial (source; World Food Summit follow-up, lran

report, | ¥98),

38 The average national production cost in the same period was 257

rials per kg for irrigeted wheat and 309 rials per kg for rainfed
wheat,

39 IMF data.

40 The subsidies regarding pesticides were definitely cut tome years
ago for envirohmental reasant, and those regarding fertilizers were
reduced by half

41 Articles A and B of the Agrarian Law.
41 602 000 ha of cultivable. state and pasturetands for 100 000 peasant

families, and another §30 000 ha of remperary cultivated lands for
130 000 househalds.
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43 For the purposes of this overview. the Central and Eastern European
Countries include: Albania, Bosnia and Herzegovina, Bulgaria, the
Caech Republic, Croatia, Hungary, Poland, Romania, Stavakia, Slovenia,
The Former Yugoslay Republic af Macedania and Yugoslavia

44 All macroeconomic dat in the present section are drxwn fram IME
QpGit, note |,

45 Esvonia. Latvia and Lithuanio.

46 These GDP aggregates from IMF include the Baltic Republics and the
Republic of Moldova but exclude Bosnla and Herzegoving and
Yugostaviz

47 The focus in the remaining part of the overview is on the countries
of Central and Easvern Europe. Agriculeural reforms and issues in
the Russian Federatian were discussed in The Stote of Food and

Agriculture 1997,

48 The role of FOI in devefoping the agrifood sectors of the Central
and Eastern Buropean countries is discussed in more detall in the
NEXT SeCian.
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RURAL NON-FARM
INCOME IN DEVELOPING
COUNTRIES

INTRODUCTION

The waditional image of farm houscholds in developing
countries has been that they focus almost exclusively on
tarming and undertake litthe rural non-farm (RNF) activity.’
This image persisis and is widespread even oday. Palicy
debate siill tends 1o equate farm income with rural incomes,
andd rural /urban relations with farm/ nondarm relations.
Industry Ministries have thus focused on urban industry aned
Ministries of Agriculiure on farming, and there has been a
tendency even among agriculturists and those interested in
rural development 1o neglect the RNF sector,

Nevertheless, there s mounting evidence that RNF
income (ie. income derived in this sector from wagepaying
activitics and selfemplayment in commerce, manufacturing
and other services) is an important resource for farm and
other rural households, including the landless poor as well
as rural town residents. Although this source aceounts for
only part of total off-farm meome (which also includes farm
wages and inigration carnings), this chapter focuses on RNF
icome 0 as 1o enable 4 closer examination of what can be
done within rural aréas themselves 1o increase overall
economic activity and employment.

There are several reasons why the promouon of RNF
activity can be of great interest to developing country policy-
makers. First, the evidence shows that RNF income is an
impurl;unl factor in household economies and therelore
also in food security, since it allows greater acocss to food,
This source of income may also prevent mpid or excessive
urbanization as well as natural resource degradation
through overcxploitation.

Second, in the face of credit constraints, RNF activity
affects the performance of agriculture by providing farmers
with cash 1o invest in productivipeenhancing inpuis.
Furthermore, development of RNF activity in the food
system (including agroprocessing, distribution and the
provision of farm inputs) may increase the profitabilicy of
l'nrming by increasing the avai!ﬂ.hlﬂl}f af inputs and
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improving sccess to market outlets. In wrn, better
performance of the food sysiem increases ruml incomes
and lowers urban food prices.

Third, the nature and performance of agriculture,
themselves affected by agriculiural policies, can have
impariant effects on the dynamism of the RNF sector to the
extent that the latter s linked w agriculure. This sector
grows fastest and most equitably where agriculiure is
dymamic — where farm output is availahle for processing and
distribution, where there are inputs to be sold and
equipment repaired and where farm cash incomes are spent
on local goods and services,

In the light of these factors, the present review pursues
two main purposes: it seeks o sensitize governments,
donors and development agencies to the issue of RNF
activity and s importance for agricultural and rural
developrment as well as poverty alleviaton; and, with a view
to furthering the harmonious growth of both the farm and
RNF sectors, it cites broad implicatons that RNF activity
may have for agriculivral policy and for palicy and
institutional coordination.

The questons addressed are as follows:

& What are the patterns of RNF income and employment in
the different developing country regions? How important
is RNF activity, how fast is it growing and what is i nature
by region and type of agroecalogical rone?

® What determines patterns of BNF income and
cmployment: in particular, what is the role of agriculture
and how is it affected in turn? Alsa, what is the
determining role of rural household charmacteristics (eg.
education, assel ownership) and how are they affected by
those patterns?

® What effects do RNF income and employment have on
the levels and distribution of rural househald incomes,
poverty incidence and food securin?

& What policy and programme implications can be drawn
from these points?

Serving as background for the rest of this special chapier,
the review begins with a concepiual discussion of factors
influencing the decision by households 1o participate in
ENF activities and the nature and types of relations and
linkages between the farm and nondarm sectors in a rural
CCONOTY.
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REASONS FOR HOUSEHOLD PARTICIPATIOM IN
RMF ACTIVITIES

Decisions made by rural houscholds concerning the
lorm and extent of their involvement in RNF
activities (either starting enterprises or entering the
wage labour market) genevally depend on two main
factors:

@ the incentives offered, such as the relative profitability
and risk of farm and RNF activities;

® the houschold’s capacity (determined by education,
income and assets and access 1o credit, ete) o underiike
such activities.

In the case of enterprises set up by houscholds, the Households are motivated
choice of wechnologics and products will likewise be fo undertake RNF activity
determined by similar canditions. When opting 10 by esther “pull™ or
undertake RNF activities, farm houscholds’ may be “prush ™ factors.
imativateed by

© “pull” factors, such as better retarns in the non-farm
sector relative to the farm sector; and
® “push” factors,” which include in particular

= an inadequate Brm output, resulting either from
temporary events (e.g: a drought) or longer-term
problems (e.g. land constraints);

— an absence of ar incomplete crop insurance and
consumption credit markets (0o use as ex ot
measures for harvest shortfalls);

— the pisks of farming, which induce households 1o
manage income and consumption uncertaintics by
diversifing and undermking activitics with returns
that have a low or negative correlation with those of
Farming;

= an absence or failure of farm input markets or input
credit markers, compelling houscholds o pay for
farm inpus with their own cash resources.

Factors conditioning incentives and capacity

for RMF activities

Incentives and capacity for undertaking non-farm
activities may diverge. Thus, poor larmers may very well
have strong incentives 1o participaie in RNF activitics
while lacking the capacity to do so because ol various
COnSrainis.
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Houschold wealth and agroclimatic zone.’ Incentives o
partcipate in RNF activities differ according to houscholds’
wealth. Poorer households are less able o wlerate or cope
with negative shocks to their income and are thus more
averse to this type of risk. They are therefore more likely to
diversify in favour of less nsky income sources and acivites.

Morcover, the agroclimatic characteristics of the zonec
{favourable ar unfavourable, more or less variable) will
influence Barm households' risk motive for income
diversification into non-farm acovitics. Houscholds in zones
with a high-risk agriculture would be more "pushed” o
diversafy into RNF actvities. A larger share of such acovity
would be undertaken merely to cope (ex post) with shocks o
farm mcome (such as from drought), although one would
expect diversilication of incomae also i “normal” years (e
non-drought yvears) so as 1w accumulate resources (wealth)
with which to overcome negative shocks. By contrast,
houscholds in zones where agriculture is less risky maght
participate in RNF acdvites mainly for the higher returns
they give ar in arder to alleviate cash and credit constraints,

Even il the incentives to diversify (for push or pull
reasons) are high, whether the houschold wall react o these
incentives depends on s capacity 1o do zo. In the ahsenee
of well-Hunctioning credit and insurance markets (which is
frequent, if not the rule, in rural areas of developing
countries), the capacity to invest in a diversified set of
activities Increases with household wealth. If diversification
is costly (i.e. if an activity has high entory barriers — a fact
that emparical evidence wends to support) and inigally
risky, wealthy housecholds are in a more favourahle
position to diversify into RNF activities since they can
use their wealth for self-finandng and as a buffer
against negative income shocks,

Where houscholds are in the presence of risk are free
from credit constraints, it would be reasonable o expect
them to diversify less as their wealth increases (because the
risk gversion motve for diversification declipes as wealth
increases), Instead, activitdes would be more concentrated
on (expected) high-profit areas. In this case, poorer
houscholds would diversify more. In the presence of
liquidity and credit constraints 1o diversification by the
poor, dn opposite outcome may occur: the poor may want
to diversify for risk reasons bt cannol do 3o becase of
liguidity constraints, while wealthier households have less
of a nsk incentive o diversify but are in a better position Lo
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sclf-finance this diversification. Thus, more diversification
18 observed among the non-poor than among the poor,

Profitability of rural nonfarm activities, A number of
cxogenous factors affect the profimbility and risk of farm
and rural non-farm actividies and thus the mix of the wo
types of activity undertaken by a houschold. The
profitability of a given RNF activity is determined by the
price of the product produced or the wage received in the
sector and by the prices of the array of inputs used in the
production process or employment

In general, both product and input prices for RNF
activities will be influenced by the transmission of effects of
macrocconomic and sectoral policies such as devaluation of
the currency, changes in the interest rate and changes in
wariffs on imported final and capital goods as well as by
factors influencing transport and other transaction cosis,
Such factors also include the condition of soft infrastructiure
(&g extension, market information and education) and
hard infrastructure (e.g. roads and telephone lines). In
response (o these conditions, private firms can lower
iransaction costs through contraces and other coordination
echanisims so as 1o increase interaction among businesses
across sectors o subseciors and thus strengthen
intersec ol and intrasedtoral linkages.

The capacity of local Bctor markets to provide
appropriate productve inputs and financial capital for RNF
activities will influence the prevailing input prices. For
example, if the local labour market has an insufficient
number of skilled workers, the skilled wage site to be paid
by RNF entreprencurs will be driven up. IF the veal estate
market in a rural town is constrained by building
regulatons, purchase prices and rental rates for workshop
space may also be forced upwards,

Developmient policies and programmes. Development projects
dleserve a special mention: as an instrument of development
policy, these projects constitute an important set of
determinants of incentves and capacity for rural
houschaolds o participate in ENF activities. In a sense, a
development project is a mini-package of public policies
and investments that apply o a restricoed set of activities i
space and time and affect a limited number of participanis.
A typical example from the RNF sector would be a dairy
project, coordinated by an NGO or the government and
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The farm and nonfarm sectors
can be hriked divectly via
prroduction linkages, which
oocur either upsiream or
dopnsirean.
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involving the provision of trainers and equipment o
develop a small-scale dairy activity with a selected set of
rural households. An immediate aim would be w facilitate
milk marketing with project vchicles and donor expertise.
This form of support in fact constitutes a (bounded ) subsidy
palicy for inputs {equipment, training services and market
Facilitles) argeted at a given RNF subsector, group of actors
and time horizon,

Linkages between farm and non-farm activities

The comcept of farm //non-farm linkages is most commonly
used o describe the relation between the farm and non-
Farmn sectors. These seciors can be linked direcidy via
frroduction linkages, in which case the linkage ocours either
“upstream” or “downstream”. When growth in the farm
sector induces the non-Farm sector to increase its activities
by investing in productivity or additional capacity foe
supplying inputs and services 1o the former, the linkage is
upstream. It 18 downstream (and is often reforred (o asa
valuc-added acavity) in cases where the non-farm sector is
incluced to invest in capacity to supply agroprocessing and
distribution services, using Barm products as inputs.

Indirect expenditupe linkages, on the ather hand, occur
when incomes generated in one of the two sectors are spent
an the output of the other, Finally, there may be inweatanent
linkages between the two sectors, in which case profits
generated in ope are invested in the ather.

RNF production inkages with local agriculture take place
through sale of inputs to and purchase of output from the
farm sector, with the agricultural output being used as an
nput for RNF activities (such as agroprocessing and
distribution ), Henee, the type of local agriculture will play
an important role in determining the incentives for these
kinds of RNF activity, as its characteristics will affect the
profitability of RNF products and services as well as the
market outlets for them. On the side of farm implements,
for example, the average farm size determines whether
there is a profitable market for tractors in addition to hand-
ool On the farm output side, the composition, timing and
quality of cutput produced by local farms ean influence the
profitability (and optimal plant size) of agroprocessing
industries. The type of technology used in cattle farming
affects animal health and milk produc vty which, in turn,
affects the profitability of non-farm activities such as cheese
production and milk pasteurizing.
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There are expenditure linkages between BNF and farm
activities in that income generated from farm activities is
spent on the output of non-farm enterprises and vice
versa. Therefore, the profitability and market autlet for
these are determined by local incomes (level and
distribution ] and tastes, Smallholders, the poor, are more
likely 1o spend on Jocal goods and services in the RNF
sector, while richer households would 1end to spend on
iems from the modern manufaciuring secior located in
citics, of an imports. The implication of this is that
technical change in agriculture that benefits smallholders
will have a greater impact on the local cconomy via
expenditure linkages than would technical change thar
benelis large landholders,

Where there are constramis on access 1o credir,
investment linkages between RNF activitics and the farm
sector may also be very important. In such circumstances,
non-farm income may be crucial for a farm household’s
capacily to make farm capital investments and purchase
maodern inpus. Vice versa, savings generated by farm
activitics may be at the basis of investments in non-farm
activity.

PATTERNS IN RNFACTIVITY: INTER- AND
INTRAREGIONAL DIFFERENCES
This section presenis and discusses evidence drawn
primarily from household survey results gleaned from the
review of some 100 sindies focusing mainky on farm
households® {as opposed o rural wown residenis) in Africa,
Asia and Latin America, It also draws on information from
official countrylevel statsties = where these are available,
The focus on case study data is due o a vanety of
shortcomings in the availability and quality of official
aggregate statistics on RNF income and employment.
However, even carcfully collected houschold survey data are
not immune from problems: readers should therefore be
aware of these and understand that the patterns and results
presented here are reliable as indications of broad
tendencies but less so as detailed estimates, Despite
imperfections, the data are adequate in qualicy and quantity
to allow confidence in the general results shown here (such
as the general importance of non-farm ineome and
employment, and its distribution over regions, zones and
farm-size levels). Statstical uncerminty increases in the case
of disaggregite observations, such as the division of non-
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Farm income share into wage-paving employment and self-
employvment.

The importance of RMF activity = comparisons across
developing country regions

Table 11 summarizes data on the shares of non-farm income
and employment in otal ruml income and emplovment
drawn From studies from the 1970s o the 1990 in the three
regions.” The sources for the data used are presented
couniry by counury in Appendix Tables | and 27

Average non-farm income shares are higher in Aftica
(42 percent) and Latin America (40 percent) than in Asia
(32 percent), Even considering cavears abour data quality
and coverage, these findings are important and surprising
for several reasons,

First, they show the significant importance of non-Firm
income relative to total income in rural areas, and hence iis
importance for purchasing power and food securiny.
Second, one would expect the relative importance of non-
farm income to be greater in regions with higher levels af
GNP per caput. Indeed, richer regions tend to have better

Table: ||

SHARE OF NOMN-FARM INCOME AND EMPLOYMENT INTOTAL RURAL INCOME
AND EMPLOYMENT'

‘Thﬁwnw"ﬂmmuﬂumm '

reprasnet the chars of nonfarm incoons i the total ems of
househalde that are mainky farm hosssheidy (including the rural lindbecz) Tre winjayreant phares represend the sharn of Roussbold = the
rural poguletion (in otk suril sress and wnall rursl towe) for whizh non-lurim setielty iy the primary otoupasan,

¥ Awurugn pur caput GIP i caloslatnd 51 the simple s imare

gt e the CounTres Cowerid by the arefed. b W based
!i'huhnh.lﬂi' Work! Devalopenant Rigart [ 97, Wabinpon, DC. - - o
Thet s refary b tha nman ower thi cxim piudies convkbernd for mach region and whregion.
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infrastructure and stronger agricultural sectors, both of Nowfarm income is a

which induce RNF development. Henee, the expected sigmificant et of total tncome
ranking would be Latin America, Asia, Africa. However, the amd, henee, is tmporiant for
fact that Africa is placed first in the ranking suggests that purchasing power and food
diversification incentives have an important role to play, In secridy.

ather words, although African houscholds are poorer than
those in the other regions, the incentive to diversify thelr
incomes is strong (owing to low farm incomes, risks, ote)).
This runs counter to conventional wisdom that sces African
peasants as being little inclined towards rural income
diversification.

Nevertheless, within individual regions, the richer
countries and subregions do tend o show higher shares and
levels of RNF income {see Figure 38A-D). The two poorest
subregions, West Africa and South Asia, nevertheless have
fairly different naon-farm income shares (36 and 29 percent,
respectively), Differences in the natare of RNF activities are
discussed in more detail below.

Finally, the variability of non-farm income shares (as
measured by the coefficients of vanation® caloulated over
country averages) is highest in the poorest arcas, 1.¢. the
African subregions and South Asia, reflecting a diversity of
conditioning factors (such as degree of agriculiural
porformance, infrastructure, urbanization rates, ew.) oven
in siuations of generalized poverty.

Crowth patterns (i.e. changes in non-farm mcome shares
over time) are difficult w discern from available income
datn, excopt in same case siudies (mainly in Asia). Some
approximations may be derived by comparing the dat
presented here with those emerging from carlier studies,
For instance, the range of shares and averages reported
here (based mainly on 1980s and 1990 data) exceeds that
reported in Hagghblade, Hazell and Brown," mainly based on
studies conducted in the 19705 Moreover. some case studies
point 1o a positive growth of nonfarm income shares over
time m a number of counries (Bangladesh, Burkina Faso,
China, parts of India, Java in Indonesia, western Renya,
Malaysia, Mexico, northern Nigeria, the Philippines and
Taiwan Province of China)

Data concerning RNF employment (a key indicator) over
years and countries show average shares of around 44
percent for Asia and 25 percent for Latin America (relevant
data could not be found for Africa), In the case of Asa, tdus
share is higher than the income share, whereas for Latin
Armerica it is lowee, [t should be noted that a direct
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Figure 38A

NON-FARM SHARE OF RURAL HOUSEHOLD INCOME AND PER CAPUT GNF,
SELECTED COUNTRIES IN AFRICA

RMNF income share (%)

100 200 300 400 500 600 700
Por eapur GNP, 1995, %
Mo shown ane: J— comparison hetween the employment shares and the
Per eaput GNP = $2 000 income shares above is diffieult because the shares may

S D S ﬂﬂu:u;m:ﬂummmﬁmnmf
st bt el ot o Dol el Ao o 90
e average, creases peaple employed
et S lnmlr?cﬂitrin the overall rural populations. For Latin
Source: RINF income shares based on Amniﬂ..m!_lﬂlmﬂﬂnhﬂlmmcpthm
rursl househald income surveys fsee (showing no difference) and Bolivia (showing negative
Appendix Table |} per caput GNP change), absolute employment in the RNF sector grew
from VWorld Bani. 1997, Word much faster than farm employment and hence s share
Development Report 1997, increased. In nearly half of the countries, the farm
employment growth rate was negative, while the RNF
employment growth rate was positive in all of them, The
averall share of rural population with its principal activity
in the RNF sector rose from 24 1o 29 percent over
(roughly) a decade.
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Figure 388

NON-FARM SHARE OF RURAL HOUSEHOLD INCOME AND PER CAPUT GNF,
SELECTED COUNTRIES IN ASIA,

RNF income share (%)

| 000 2000 1000 4000

Per caput GMPE, 1995, 5

The nature of RNF activity and interregional differences mmm,m
General patterns. The general finding emerging from Per caput GNP = §9 700
available data is that the namre of RNF activity differs

significantly over regions and subregions. The term “stages Source: RNF income shares based
of RNF sector transformation” is used here to describe those o rural household income survey

data (see Appendic Table ()
pattern variations, and some general explanations are mt’;qrhmwwu!.:

offered, based on the nature of RNF employment observed 7. Development
in the different regions. These are only “central tendencies” :Erww ' s
observed in the various regions, and within a given region
The patierns in the levels and composition of RNF
activity suggest that Africa and South Asia are in what can be
considered the first stage of RNF sector transformation.
During this stage, RNF activity tends to have a production or
expenditure linkage with agriculture while farming directly
employs a large share of the rural population and RNF
activity tends to be centred on the countryside itself, with
little dependence on ruralurban links. Indeed, RNF
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Figure 38C

NON-FARM SHARE OF RURAL HOUSEHOLD INCOME AND PER CAPUT GNP,
SELECTED COUNTRIES IN LATIN AMERICA

RMF income share (%)

1000 4 000 6000 & 000

Por caput GMF, 1995, §

Source: RNF income shares based  csiviries are mainly home-based and smalkscale production
mW'mF Wbt ik produced in the countryside (rather than in rural towns),
1997, World Development Reporr V0 Verms of farm,/non-farm linkages, during this first stage
1997, agriculture tends to depend on local supplies of farm inputs
and services and on local processing and distribution of
farm products, usually carried out by small- to medium-scale
or mixing of fertilizer; the manufacture, rental and repair of
animal traction equipment; cart production; tractor
SETVices; Crop processing; transport; the construction or
example, Reardon e al™ show that, in the West African
Sahel zones, more than 80 percent of local non-farm activity
is int activities that have production linkages with local
agriculture.
Latin America is in the second stage of RNF sector
transformation, characterized by a tendency towards a
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Figure 38D

MNON-FARM SHARE OF RURAL HOUSEHOLD INCOME AND PER CAPUT GNP,

LOW-INCOME COUNTRIES

G 20 o0 400
Por caput GNP, 1995, 5

greater mix of sitnations. The range includes activities based
‘on Inkages with agriculture as well as on others that are
separate = for example tourism, mining and service sector
activities, although the latter did grow out of 3 historical
RNF sector transformation based on linkages with
agriculture. The share ol rural population dependent on
farming to a large degree is lower than in Africa and South
Asia. There tends to be a greater weight of rural-urban links
as the basis for RNF employment than in first-stage RNF
sector ransformation, with nascent subcontracting of rural
companies by urban or forcign businesses (mainly in light
durahbles such as clothing) and a rapid fise in the labour
force obliged to commute between the countryside and
rural towns and intermediate cities {“rururban areas”).
There is also a tendency for rapid “agro-industrialization”
in commercial agricultural areas, both on a small scale
and, partcularly, on a medium to large scale. Another
characteristic of this phase is the mixed levels of capital

RNF income share (%)

500 $00 700

= Sy par Qjait incoer b e
beﬁﬁ\rﬂh:hlnhh

than or el o $TES.

Source: RNF income shares based
on rural houschaold income survey
h#ﬂ_ﬂppmﬁ-‘l‘#nihﬁm
from YWorld Banl. 1997, Warld
Developrment Report 1997, which
defines “low-incomae countres” a5
hlﬂqprupﬂ!mhﬂ
than or equal to 3765 per year,
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Figure 39

PERCENTAGE SHARES OF RURAL NON-FARM
EMPLOYMENT AMONG ECONOMICALLY ACTIVE
RURAL POPULATION

i Brazil Chile : :
1976 and  1970and 1970 and i 1973 and
1988 1950 1982 1973 1984

9a1 1988 1980 171

Source: Klem (1952)

and Grazlano da Sibva (| 995), i Feru : -

see Appendix Table m 1972 and m ﬁm
References, p. 346, 198z Igal 1785 1981
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intensity, both within and across RNF subsectors, Thus,
simall-scale labourintensive production in the countryside is
observed alongside relatively eapitabintensive enterprises
prodducing the same autpit in local intermediate cities

East Asia appears to be in the third stage of RNF sector
transformation, identificd by an intensification of the
characteristics that differentiate the second stage from the
first: a greater weight of wrban-rural links manifested by the
greater impartance of more advanced forms of business
linkages, such as subcontracting arrangements and labou
commuting. A number of other tendencies also characterize
this stage of transformation: the expansion of
subcontracting beyond light durables o medium durables
(such as vehicle parts); substantial RNF employment arising
outside linkages with agnculture {even in economies such as
Taiwan Province of China which passed through a fistsiage
ENF sector transformation that was very much linked to
agnculture |;" and rapid agroandustmalization in
commercial agriculture.

Sectoral composition, subcontracting and ruralarban links. The
secloral composition of RNF tends wo vary over regions. In
Africa, most evidence shows that RNF activity is fairly evenly
divided over commerce, manufactunng and service sectors,
linked directly or indirectly to local agriculiure or small
towns, and that it s informal rather than formal. In Asia and
Latin America, the sector appears to be weighted more
towards manufactiuring and services,

Drrawn from population censuies, informaton on the
overall composition of RNF employment in Latin America
indicates that 41 percent of RNF employment is in
manufactures, 24 percent in commerce and 35 percent in
services: Interestingly enough, the breakdown of urban
employment in Latin America is very nearly the same as
that of rural employment, contrary io the presumption
that the urban coonomy would have a higher share of
services and commerce, This resalt may vary with city size
(with the rururban arcas perhaps having higher shares of
services and commerce) = however, this is a question that
needs funher research.”

Particularly in Latin America and Asia, there appears to
have been a lopg-term increase in commuting by rural
residents 1o non-farm jobas in burgeoning nearby
intermediate cites or rural towns and vice versa (town
residents commuting to farm labouar jobs). Thus, barricrs
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Manyfacturing cams for food
frroeticty and undertaken in homes, inw consumer and capital goods,

Rl :l“i"jl;_:l.l.ltl.l:l'T' and vion-
farm emplovment are closely
limked through soll-scale
procesing plins

bewween rurarban areas and the
countryside are breaking down and
segmentation is disappearing.
Klein" hypothesizes that, in Latin
America, this is leading to a
convergence of wage rates and the
sectoral mixes in the non-farm
sectors of town and coantryside.
Subcontracting {between urban
and rural enterprises) is another
type of link between urban and rural
areas that has been growing in
importance. There indecd appears
o have been an increasing trend
towards outsourcing/subcontracting
o rural enterprises and households
by (larger) manufacturing and
trading compamnics located in rur-
urban or metropalitan areas,
especially in Latin America and Asia,
although the phenomenon appears
to be incipient in the more
industrial arcas of Alvica as well {for
example in South Africa and
LZimbalbwe)." It may well be that
these cases represent a spectrum,
with one developing mto the other;

trom Bght consumer manufacoures, organized by traders

subcontracted by urban enterprises and sold in urban
markets or used as components in factory-produced goods.
In Latin America, most of the current rural subcontracting

appears o be focused on light consumer manufactures.
Clothing and knitwear are typical activities which crmploy
mainly women in their homes, Subcontracting of this kind
allows traders 10 keep cosis low, retain flexibility in volume
and labour force and employ a female workforee with o
history of skilled artisanal work in clothing. In Asia, it
appears that urban-rural subcontracting is more of a
spillovier of industrial activity from the larger to the smaller
cities and towns. It is taking place both in light consumer
goods and in consumer and capital durables and has been
gathering speed since the 1970s in o number of Asian
countries (Indonesia, the Republic of Korea, Malaysia, the
Philippines and Taiwan Province of China),"™
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Another trend, supported by evidence in discussions of
the Latin American rural situation, is towards an increase in
the iemporary namre of non-farm work, which probably
affects long-term trends in the RNF sector's composition
and scale. Ivis probable that this is driven by outsourcing,
agro-industrialization and commuting by the labour faree,
There are more households precarionshy working in a set of
temporary, part-time jobs as a resule of agro-industrial
seasonal employment. Women are entering the workforce in
great numbers o ke up wmporary agro-industrial jobs in
Latin Ameriea and Asia. Moreover, changes in labour laws in

parts of Latin America in the 1970s and 19805 macde In rurnd Latin America, there
permancent hiring less attractive than the hiring of i3 &1 relatively new trend
temporary workers (e.g: see Schaffner” for the case of towards fompovary

Brazxil), But it 15 not clear whether agro-indusinial firms are employment i non-farm work.
necessarily moving in the long term wowards temporary
employees, especially in product lines where there is a need
lor low turmover of employecs and steadily increasing skills;
mareover, it depends on the type of agro-indusiry, as simple
processing in large-scale plants tends 1o use seasonal labour:

This relatively new tendency towards temporary
emplovment (with enterprises’ labour demand being driven
by the need for labour Rexibility) should be distinguished
from the more common and different phenomenon of
pluri-activity, where a rural person o household has several
off-farm actvites (over the scasons in the year or even over
a sharter period), and from income diversification by a
rural household. Itis becoming more commaon in Latin
America for pluri-acovity to include seasonal Interrural
labour migration for Garm work, especially from subsistence
o agro-industrial aveas, interspersed or overlaid with various
non-farm activities- It is probable that the increasing
provisional character of non-farm work will tend 1o magnify
the phepomenon of individual pluri-activity.

Owing to the increased integration of rural and urban
labour markets (induced by migranon and the phenomena
of commuting, subcontracting and the location of agro-
industrial enterprises in rur-urban arcas), forces outside the
rural economy (mainly in the citics and in the mining
sector) influence the labour use and overall sectoral
composition of the RNF economy. Thus, for example,
hooms in urban comstruction and mining in a given couniry
ar i migration opportunitics may have imphcations for the
agriculiural sector, since they are associated with the fact
that a labour shartage raises local wages in rural economibes
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Farm howscholds, particuary
m Africa, earn nich move

from RNF activitiy than from
the farm wagelabour markel.
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This was illustrated in Nigeria during the oil boam in the
carly 1980s. Such a wage increase can spur investment in
labour-saving technology (as ohserved in Egyptian
agriculture™ or in rural Chilean hordeultural zones™).
Henee, there can be shifts m employment shares mduced by
these extrarural forces,

Remittances reimvested in local eonstrvction and athey
services may cause rapid growth in those activities, as
witnessed in Latin America. Furthermore, returning
magrants affect the local non<farm economy through their
financial capual and skills acquired in migration. In western
Renya, for example, migrants returning from Nairohi
“cormered” the move skilled non-farm jobs,™ There is also
evidence of selFemployment (in small enterprises)
increasing in rural Zimbabwe with the decline in formal
sector emplovment in Harare after the economice structural
atjustment programme.”

Dhifferences in the mature of RNF employment. The studies
reviewed tend to show that farm houscholds earn much
more from BENF meome than from the farm wage-labour
market, particalarly in Africa, but also in Asia and Latin
America. In the siudics from Africa for example, nondarm
earnings were on average (with a simple average over study
arcas} about 20 times as imporant as farm wage-abour
market earnings in the ten smdy zones where this
comparison was possible. Moreover, most of the farm wage
labour appeared to be supplicd by the poorer households
(because local wage employment has lower capital
requirements than self-employment and local employment
has lower transaction costs than migration employment) or
by houscholds hit by early crop failures. On the other hand,
one tends to find a larger share of farm wages in the 1otal
rural imcome (but still less than non-Hfarm income) in Asia
and Latin America,

The small share of farm wage-labour income in overall
rural income emerging from the African snadies may reflect
the prepanderance of semisubsistence cropping, which
tends to use mastly family labour, while hired labour
demand is usually a larger but still not an important part of
total incomes in cash eropping areas. Other factors
contributing to this result may be a relatively equal
distribution of land and a low number of landless.
Maoreover, owing 1o low farm productvity and the low
demand for hired farm labour. the farm wage wnds 10 be
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lower than the average non-farm wage (and there is
abundant evidence to suppart this).

All things being equal, a higher share of wage income in
total BNF income implies a larger firm size, Only a few
stiaclics in each of the three continents were identified,
however, as distinguishing non-farm wage income and self-
employment by rural familics, The African studies show {in
more than half of the cases) that earnings from non-farm
wage labour are more important than self-employment to
farm familics.” The existing evidence for Africa shows that
the majority of cnterprises start 48 one-person concerns and
only a minority of microenterprises “graduate” 1o employing
mare than five people; and that most of the employment
increases in small enterprises are generated by many small
companies hiring an additional person rather than a
minarity of companies increasing employmeni
substantially.® The resulting image is one of home-based,
individual actvities that do not have much capacity o grow
or generatle cmployment. By contrast, the evidence from the
case studies in East Asia and Latin America points to the
opposite image, L.e. one of a preponderance of wage
emplovment {as opposed 10 self-emplovinent).

The influence of zone type on RNF activity
Agroclimate and agricultiore, The differential nature of the
RNF economy across agro-ccological zones reflocts the
diverse nature of agriculture across those zones. There
tends to be a negative relationship between the suitability of
the agrochimate of the zone {mean and vanance of rainfall,
quality of soils, crop yviclds) and the share of income carned
in migration by houscholds in the zone. Where the
agroclimate is poor, households tend to carn more from
migration than from local nen-farm activity. Houscholds in
the unfavourable agroclimatic rones need o diversify their
labour supply beyond the zone (o manage crop income risk
or o cope with crop income shocks. The reverse holds for
favourable agroclimates and more dynamic agricolture —
houscholds tend 1o carm most non-farm income locally,
mainly in activities generated by the production or
expenditure linkages with the agrnicultural sector

The natare and performance of local agriculture can
affect the development of the RNF sector in a particular
2one N several ways.

Firat, the local price of the agriculivral product affects
the profitability of downstream processing {(¢.g. the price of
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inpaiis), while the output price of food also has a more
general effect on the RNF sector through s impact on
wages.” Closely related to these two effects is the influence
that a r_h:mgc in the agricultural wage has on the non-farm
wage, as demonstrated by simations of rapid change such as
that secen in the green revolution areas.” Indecd, an
crease in the agricultural wage may spread o the non-
agricultural sector and canse the unskilled non-farm

wage o increase,

The factor bias of agricultural technology (labour-
mtensive or capital-intensive ) and the seasonality of farm
labour requirements influence the supply of labour 1o RNF
employment. Crop technology may use labour so
intensively that little is left for the Bamily to use in of -frm
activities. Such an image of labour-using agricaliure
constraining off-farm labour availability can be found in
Asia’s “monsoon economy”,” with marked seasonality in rice
crapping owing to rainfall patterns, Planting and harvesting
occupy labour in peak seasons of farm employmeni.
Demand for farm labour is generally low during the rest of
the year, hence the peed for off-farm sources of income
during the slack pertod. Thus, one should distinguish
between absolute underemployment and seasonal
unemployment — which can be comsidered “reserve labour”™
required to meet high labour demand during the two peak
periods within a cropping season. Reserve labour during
slack periods is channelled o non-farm activities such as
tarmers’ sideline businesses, conage industries and
small and medium-scale industries that are (lexible
enough to accommaodate the seasonality of the non-farm
labour supply.™

The composition of agricultural output affects non-farm
opportunities, The crop variety and harvest timing affect
RNF opportunities through their effects on processing.
Certain varicties of a given crop may not be as casily
processed as other varieties. The harvest may take place
little by litde over the production season (as fruit ripens, for
example], but having a suceessful processing operation at
an adequate scale would require a much larger amount of
fruit 10 be harvested all at once. There tends to be 3
correlation between agricultural diversification (away from
starchy staples) and income diversification into non-farm
actvities. As agriculture diversifies into livestock products,
fruit and vegetables, opporumities for value added
(agroprocessing) increase. Such diversification is generally
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nduced by increasing incomes, which raise demand for
foods other than starchy staples,

Yields and harvest volumes affect RNF activity. Yields may
be so low that there is insufficient marketable surplus 1o
suppart downstream processing and distribution businesses,
The valume or quality of output may be insufficient or of an
inappropriate nature o provide economies of scale for local
norn-farm activity linked 1o agriculture or to justify
mvestment in processing plants and local ransport capacity.

Agricalture can also affect RNF activity in indireer ways.,
Thus, constraints on agriculiure can “push” farmers 1o
diversify mcomes. In arcas with poor agroclimates and risky
and less dynamic agricaliore, offfarm income can be
important for coping with this risk {compensating for poor
harvests and providing cash to buy food), The off-farm
income in those areas wends to be more dependent on
tncome from migration or from owns, Le. incame sources
that are not subject to fluctuations similar to those of the
local farm economy.

However, while pushing farmers to diversify income
sources through BNF activity, constraints on agriculiurne can
al the same time limit their capacity to do so. Land poverty
can constrain non-farm activity by limiting the capacity to
borrow for such activity and by limiting the cash revenues
from farming needed o start non-farm businesses or

support migration. There is ample evidence of
mmportant informal credit constrains for stariup
and working capital for small non-farm businesses
tn rural arcas.
There are a significant number of empirical
case studics on the magnitude of the impact
of agricultural sector performance on the /

RANF sector through Brm/ non-farm
productdon and expenditure

linkages. In general, the
impacts of agricultural
outpui growth on rural \

nondarm income and
employment are strong

and wend 1o be stronger

particularly where the .
production linkages are

well developed. The

main findings of some of these

studies are presented in Box 15.

_—
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Box 15

THE MAGNITUDE OF FARM/NON-FARM LINKAGES

On the basis of state- and
discrict-level dam for rural
areas, rural towns-and the
combined area in [ndia; Hazell
and Haggblade' found that on
average a |00 rupee (Rs)
increase in agricubural jincome
is associated with a Rs 64
increase in RRF income;
diseributed with Rs 25 in rural
areas and Rs 3% in rural
towmns. Infrastructure, rural
populaton density and farm
income levels increase the
multiplier Thus, the figure is as
high az 93 in smees
characrerized by high
agricultural productivity, high
rural population density and
rur-urbanization, such as
Punjab and Haryana, but only
46 in low productivity states
{such as Bihar),

The IFPRI Anmral Repart
1985 shows that. in Morth
Arcot districe in the Indan
sente of Tanul Madw, a |
percent increase in
agriculiural output is
assocrted with an addidonal
0.9 percent growth'in non-
farm employment. Also from
Morth Arcoc district. Hazell,
Ramazamy and Rajagopalan’
found (using 1982/83 data)
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that a R | increase in
agricultural value added
generated Rs 0.87 of
additional value added in the
non-farm sector.

Bell, Hazelland Slade’
found that, in the Muds River
reglon of Malaysia, an
increase of agriculoural
income of | percent induced
an addituenal increase in
other rural income. of 0.83
pErCent

Lising data from Sierra
leone and Migeria, Haggblade,
Hazell and Brown® find
multipliers in the order of | 5;
hence a $1 increase in
agriculural value added in
thiose African countries
generated an additonal $0.5
of rural iIncome which s
lewer than the figures from
Asia quoted above

The Adrican multiplier was
generated in a proportion of
about 80 parcent by
expenditure (as opposed 1o
producton) linkages, while in
the Asian cases the
expenditure linkage effect is a
lesser share of the total: in the
Muda ease with which they
contrastit, consumption
linkages account for enly 60

percent of the total multiplier,
and in the Morth Arcot case,
‘only 50 percent

P Haaall and 5 Hagrbisde 1957, Rursl-
wurkan grevetl lisdages in Intlis Inda feeoma
of Apriitungl Ecossenic, 46(9): 515-519
I Hanad O Rimssary gnd Rapagopaban
1988 a0 patysh of Bha direcs offeco of
agricuiiural groweh oo the Fepionad
wconory: i P Haeell and & Ramsdey e
e prees Frvshiben noeniklerek the eyt
of high-weleling oo mimtrs im Saush india.
Baltimaore, LA, The johnd Hopkin
Winiwersity Presy
* Bl 2 Huzedll andl B Stade. 301 Prajoct
evaiaaben m pegionad peripeciiee o viody of am
RipGRE fraserT I mortiweR! (Miakyaia,
Eahiimaore, LISA T Johint Hapkn
Lirsvariny Press.

5 Haggblyde, B Hareil god |- Brews

| 889, Farmi-nenlarm Enkages in rurdd sub-

ﬂﬁmt;hw: Workd Devslepriress, |8
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Infrastructure and rural foum density. Regardless of
agroclimate, the denser the infrastructure, faral wown
services and population, the greater the carnings from the
RNF sector This tendency appears more marked in
favourable agroclimatic zanes, In general, the quality and
guantity of hard infrastucture (e.g, roads) and soft
infrastructure (e.g. schools) wend to be correlated with
population density and the development of rural owns
(hence, for example, the difference in infrastorucire noted
between Asia and Africa™). More developed mfrastrucure
and denser population means lower transaction costs for
market products (Farm or non-farm) and a greater
availability of inputs (electricity, tractors, etc.) at a lower cost
Hence, infrastruc e quality and quantity have often been
identificd as key determinanis of farm investments and of
non-farm business investments (see Box 16, p. 3063,

However, even infrastruciure presents some ambiguities
in terms of its impact on the RNF economy and
emplovment as well as on sectoral income inequalitics. As
poarcr households tend 1o be located in the “hinterlands”
of the rural zone and thus further from roads and rural
towns, depending on how they are undertaken,
infrastructure fmprovemenis can either increase or decrease
sectoral income inequalities, This is illustrated by the
opposite cases of Taiwan Province of China and the
Republic of Korea. In the former, infrastucture
improvements were carried out over regular, cross-country
grids, thereby inducing a relatively even rural
industrialization, Improvements carried out in the Republic
of Korea, on the other hand, brought about concentrated
poles of economic development. The agglomeration of
capital-intensive firms in ruparban areas where
infrastrucre is available can undermine small labour-
intensive firms in rural wwns and villages, reducing
employment per unit of non-farm output even though
overall employment may rise.

Furthermore, better roads — and improved
infrastructure in general = can be a *double-edged sword™
lor rural inequality, both overall and sectoral. Poor
infrastructure and the consequent high transaction costs
provide local protection against outside campetition.
Opening up the rural economy through commercial
deregulation and liberalizaton as well as by improving
infrastructure removes the de facto protection otherwise
provided by economic distance and high transaction costs,

Infrastructure guality and
quantity are often identified as
feey determinants of farm
investmenits and of nonfarm
business investments.
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FOCUS ONTHE ROLE OF INFRASTRUCTURE POLICY:
COMPARING TAIWAN PROVINCE OF CHINA
AND THE REPUBLIC OF KOREA

In Tarwan Province of China,
the shift made by, rural
households to nonsfrm
sodrces of incoime began in
the late | 9605, Seructural
reforms in the fate [960s
stimulated the 1-P'EI:E|:'LI|.B.F
expansion of an outward-
oriented axport economy.
Manufaceuring grew by 20
percent pen year leading the
wiy In the sustained double-
digit grawth of GNPThe
consequent pace of labour
absorption)in theindusrial
sector took the sceam out of
the population pressure on
the land frontier The growth
of industry s evenly spread
across space — a well-known
and much lauded feature.of
the Tarwanese economy,
Urban centres are themselves
geographically dispersed and
infrascructure is also well
distributed, making it possible
for industrial estares to
flourish In the smaller towns !
Income diversification tronds
for the Republic of Korea's
farm households diverge
radically from those in Tarwan
Province of China, The

06

gontraction of farm income in
farming households was
minimat throughout the rapid
growih period of the Republc
of Korea in the | 960s.and
1970z The share of wage
earnings also remained fairly
stable, Several factors
coneributed £o this
divergence. First,
MNUACIUriNg activity was
concentrated |0 just owo
growth poles: Sequl in the
north and Pusan in the south,
along with tho adjacent
provinces The population in
the other provinces remained
dependent on agriculoural
occupations Second,
technological ehange in
Eonean agriculure was not
characterized by heavy farm
mechanization This kepe rural
labour tied dewn to the farms
and subjected labour demand
to seasonal fluctuations. Third.
infrascructure and services
were heavily concentrated in
the urban centres. The oprion
of commuting from the
countryside was constrained
by an inadequate rural road
network Instead, chera was

considerable migration to the
citles.’ Recenthy, economic
poficy in the Republic of
Korea'has Begun to veer away
from the urban-based; capital-
inensive industnal stracegy.
With the growing gap in urban
and rural average incomes and
underemployment of farm
labour, emphasis hasshifted 1o
promoting RME acovities as
well as ngricultural
dwnlnpmch:.'

L3RS Ho 1986 OF-farm employment and
Firen househodde il Tarwael la BT Shkand,
o OfFfarm ereplepnient 41 e dersic@messt
& -yl Atla. Carbasrn, Matbend] Cenpre Tor
Dogrvsicuresnt Sriodes Aimbralian b el
Univerdiey
;FH Fark | %56, OffBrm smployment iy
oshek: Current stanag and fulee propas
I8 Shamel aip ot doacnone |
'] 25 Chaa 1597 Peticley promseaing rosal
Frefr i ACHwitiet in raral developosens
prograemt e Kooes after whee Lirupisy
Found Panes pretanced dr e 13rd
Confaresis of ch Inmermational Agsocmton
o Agricaliirg Econconary Al 1997,
Sacramanpc Cafifornis, LISA
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The distributional outcome is uncertain and will depend
on the involvement of lowerasset households as
producers or labourers in activities favoured or harmed Ly
the abalition of de facto pratection and the changes thar
these reduced transaction costs incur in the degree of
integration between local and distant labour markets,
Increased integration will provide poor or landless
households with opportunities for non-farm employment
in rural farms and medivm-sized cities,

The nature and quantity of infrastructure determine how

much a resource-poor avea can rely on local RNF activity as The nature and quantity of
opposed 1o migration. Proximity (o cities and mines, infrastruciure determine fone
together with efficient road and rail links from rural areas much o resource-poor area con
to these employment centres, usually increases the share of rely on local RNF aciivity as
migration income in overall off-frm income, The studics ofpposed to migration.

reviewed in Africa show that, in areas that are not close to
major cities or mines, rural households® labour supply to
the local non-farm sector is much greater than it is wo the
migratory labour market. Indeed, in the (en studies
reviewed with study areas not near major cities or mines (in
Burkina Faso, Ethiopia, Kenya [western |, Mozambique,
Malawi, the Niger, Senegal, the Sudan, the United Republic
of Tanzania and imbabwe ), local non-Gurm seciorp carmings
constitute about 80 percent of wial nondarm eamings, and
migration carnings 20 percent. By contrast, in zones that are
close to major cities and 1o mines or plantations, the
migratory labour market appears to be much more
important than the local non-farm sector for rural
houschold incomes. In the three studies reviewed that had
study areas with such characieristcs {in Botswana, Namibia
and South Africa), local non-farm carnings constitued
about 25 percent, and migration carnings 75 percent, of
total non-farm carmings.

The story appears 1o be different where mfrastructure is
better and denser and migratory channels are well
estabhshed, as 18 seen i certun cases from Asia and Latn
America. This s illusirated in the Philippines, where
migratory incomes increased after the onset of the green
revolution, as families used the capital generated by
profitable rice production for investing in education and
I ration.

Thus, improved hard infrastructure, which can substiute
the advantage offered by proximity of rural areas or farms
o cities and urban centres, can have two opposite effects on
the development of the RNF sector:

307



THE STATE OF FOOD AND AGRICULTURE

308

® it can favour its growth through increases in overall
activity resulting from bewer access to marketing and
lower ransaction costs;

® it can create @ labour shortage, since the labour force
prefers to migrate to urban centres, and thus constrain
the secior’s growth,

Determinants of RMF activity: interhousehold differences
The motives for rural household income divepsification into
the RNF sector were explored as a function of related
incentives and capacity in the section, Reasons for
houschaold participation in RNF activities, p. 285, The
presene section emphasizes several points related 1o
empirical evidence on incentives and capacity as an
inroduction 1o discussing the effects of BNF activity on
hovsehold welfare.

Reaponsiveness to relative prices. Field studies show that rural
houscholds are responsive to differential returns to actvity
in the farm and non-farm sectors (alithough this
responsiveness is manifested only where the houschold has
the capacity Lo participate). given the similar risk profiles of
activities in the two scctors, This belies some of the
raditional image of peasant households not being marker-
oriented, especially with respect to labour market
apporunities. Households allocate labour to the non-farm
sector either because relative returns are better and /oy
more stable in that sector, or because farm output is
madeguate (because of shortterm shocks, such as drought,
or longer-term constraints, such as lack of land ), This
allocation ean either be a long-term strategy (1o manage
agriculural risk, compensate for land constraints or take
advantage of profitable opporunities off-farm) or a short-
term strategy to cope with harvest shortfalls and w smooth
Incomes over years where there s a failure in or absence of
the crop insurance or consumption credit market.

Credit markets. Houscholds can be pushed by
underdeveloped or consurained credit markets o carn
ncome off-farm so as 1o pay for farm inputs and capital.
There are ample iHlustrations of this in recent studies,
notably on Africa™ A possible pattern emerges in evidence
from case studies in Kenya, Mali, Mexico and the

* Philippines that credit market failure drives farm

households to undertake local nonfarm and farm
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investinents in two steps: i) rural households migrate w
carm cash, returning to rural areas o reinvest the cash in
farm capital, catile, education and housing: i) with their
skills - perhaps learned or honed in migration — and
education, they set up local non-farm enterprises (with
relatively high capital entry barriers, such as capentry),
Moreaver, given the frequent inadequacy of lind o serve
as collateral for agricultural loans in informal and formal
eridit markets, steady pay in the non-farm labour marker is
uscd by creditors as substinute collateral for loans. Hence,
non-farm earnings allow preferential access 1o Joeal credit

sources, and these non-farm and farm strategies converge o
concentrate capital.

Education. The imporance of education as a determinantof  Education is a significarnt

ENF business success, wage levels and productivity is now determinant of RNF business
widely recognized. Stadies of rural industrialization in Asia sector success, wage levels and
have emphasized the importance of skill acquisition for a proeluctivity, and i is

mare even distribuiion of RNF employment, again therefore inprortant for
contrasting Taiwan Province of China and the Republic of ereating a more “egalitarian ™
Rorea in this regard ® Given the strong incentive for poor wneone distriburtion,

houscholds to diversify their imcome sources, it is no wonder
that one of the first major imvestments of farmers in cash-
cropping zoncs is education (witness the boom in local
ivestment in rural school buildings in Mali immediarely
after the devaluation that increased cotion revenues™),
Education’s imporiance for a more “egalitarian” income
distribution is Dlasiraned h}' Collier and Lal™ with reference
o central Renya, More equitable access wo education, access
to urban wage employment and scale-nental agriculiural
mnovation (1e. that could be adopted by both smafl- and
large-scale producers) were what achieved the equal
distribution ol development. Off-farm income {cspecially
migration mcome from government employment) was
chanpelled into agricultre. As productivity-increasing
innovations were scale-neutral and thus mdependent of
farm size, investment generated with offarm and migration
income (of which education was a strong determinant)
caused productvity increases for poor and rich households
alike, thereby further enhancing the equalizing effects of
access to off<farm employment. Access to off-frm income
permitted poorer households o be involved in invesmments
in tree crops {(with a long gestation period) and hybrid
livestock (sometimes with a high mortality rate), Such
investments gave higher returms but also posed greater risks
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Handmaking terracotle plafes,
tuved far comking fortilas in
Mexico

Stnall rural enterprises
produce wueensils and crals
which are sold in local villages
as well asin cioy markets

3o

The other side of the coin is that, where education is

poorly distributed, non-farm subsectors or activides within a
subsector that require an educated labour foree will have
highly unequal income distributions. According to their
importance in the local economy, therefore, overall
mequality may be increased. For example, Adams™ found
that, in Pakistan, although non-fanm income had an overall
equalizing cffect on the income distribution, this was not
the case for all specific sources of off-farm income. In fact,
the "education-intensive” sources (such as government
employment) were found 1o have an unequalizing effect as
they were accessible mainly o wealthier households with
maore cducation.

However, there is even ambiguity regarding the relative
impact that education has on the sectoral income sources,
The lintle evidence available wnds 1o support the hypothesis
that the economic returns from schooling are higher in the
nondarm than in the frm sector. In their study of Mexican
villages, Taylor and Yunez-Naude™ document high returns
from schooling in both farm and non-farm activities. They
also found that educaton induced houscholds o shift from
tarm to non-farm activities. These findings are sensitive 1o
schooling type (in this case, Bmily versus farmer
education), and results are also likely 10 differ between
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other types of education (eg. agricultural extension versus
general schooling) and location {e.g. in traditional ar green
revolution farming arcas), In any case, provided that Srcris
to rural education is not linked 1o households' ability 10 pay,
rural education can be expected o have a greater effect in
reducing inequality in pon-farm income than in farm
ncome, but at the same time to equalize the overall size
distribaion of income.

Such ambiguitics might explain siwations such as that in
Palanpur, India,” where non-farm incomes became more
cqual preceding and during the early stages of the green
revolution, but then progressively more unequal (creating a
greater source of overall ineguality) up to the late green
revolution period. In this case, 2 mix of economic forces
had produced a situation where casy-entry off-farm jobs
became more plentiful but were relatively low-paying.
However, the boom created the conditions for an inerease
in demand for non-farm products and services and an
expansion of relatively better paid non-farm employment
apportumbes, Such employment opporunities were also
attractive 1o the educated and relatively wealthy houscholds
in the village, which in mrn were better placed to win in the
competition for such jobs. This second eflect presumably
cutweighed the frst. Interestingly. this pattern mirrors the
commaon fnding of an imcrease in the demand for Garm
wage labour (a lowskill, low-barner employment category)
in the carly stages of the green revolution, with a levelling
ofl aof this demand as the revolution matured and early
profits are turned into farm capital accumulation.

A particalarly interesting study with regard to the nexus
berween education, non-farm employment and income
inequality is that of central Luzon in the Philippines, The
study was undertaken by Estudillo and Otsuka,™ using non-
farm income data spanning several decades for farm
households in a green revalution arca, They asked whether
the observed increase in non-farm income was due 1o the
expansion of human capital {and thus would Favour the
educited segment of the farm population ), o 1o the
expansion of employment opportunities for the rural
labour force at farge, which would improve the incomoe
status of farm houschalds more equally. They found that
education has a strong effect on non-farm earnings (but not
earnings from green revolution nce Rrming ), both before
and after the green revolution, and that educated
houscholds generally shift away from farming towards non-

an
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Nonfarm activities affect the
availability of cash for the
farm capital impestmenis
necded fo adupt appropriate
technologres.
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farm employment. They noted that a large share of this
employment s 10 urban arcas and in migration, both of
which require education for entry. They also noted that
"Houscholds who have higher non-farm inedime were
notably the beneficiaries of land reform who invested in
their children's education so as to take advantage of
increasing returns o education.”™

Tmitval howvehold wealih. A household s t]r'mr wealth is an
important determinant of the degree and nature of fis
RNF participation. Poor households tend to concentrate
on the lower-paying, easy-entry farm labour market as well
as on labour-intensive RNF wage employment, and less on
RNF sell-employment. Given the underdevelopment ol
eredit markets for financing non-farm businesses, own-
cash sources (in particular from livestock, cash cropping
and migration) are important to start non-farm
anterprises and pay the fransaction costs 1o obtain non-
[arm emplovment.

The effects of RNF activity on farming

Just as the nature and characteristics of agriculture
influence RNF actmities, the latter can affect agnculiure
n a number of ways. To start with, the nature of agro-
industrialization™ can increase the value of land {as it has,
for example, in hordeulmural areas of Chile, Perio and
Bolivia) as well as the profitability of the products entering
the agro-industrial system (with a relative shift away

from subsistence crops), The organizational structure

of agrosindustry and the type of product produced will
affect eropping patterns and the spinofls o the local
economy, depending on the scale and Factor Bias of the
technology used.

Income froan agro-industrial actovities affects farm
houscholds’ capacity to invest in farm capital and buy
medern inputs, Non-farm activities affect the availability of
cash to make the farm capital investments (and Farm it
purchase) needed 1o adopt appropriate technologies, Thus,
non-farm actvity by farm houscholds is potentially
impartant for long-term food security because it can
mcrease the use of frm inputs and hence farm productivity
and the ability to intensify production, In Africa, non-farm
income is usually the main source of cash, or is a “collateral
substitute” used 1o obtain credit. Recent field survey
evidence from Burkina Faso, the Niger and Senegal shows
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that, in most of the Sahel region, formal rural credit is
lacking except in cotton and peanut schemes - although for
the latter there is less available than previously - and that
the informal credit markets are very underdeveloped.
Access 1o non-farm income is crucial for purchasing farm
mputs, for example peanut seed, fertilizer and animal
traction equipment. This can create a dynamic effect, as
cash from the non-farm sector is reinvested in Farm
coquipment, thus creating capital thar substinues for labour
and reduces farm labour demand.

The BNF sector also affects the factor and product prices
faced by farmers, and hence farm profitability and crop
mix. Local cottage manufacturing and services can reduce
the price and increase the availability of farm inputs and
adapt them to the needs of local farmers, while
agroprocessing and distribution can affect the leviel and
stability of output prices.

The converse implication is that RNF constraings
“downsiream” from the farm sector can block farm sector
development by mising processing and distnbunon cosis,
thereby undermining farm profits. For example, in
northern Senegal, rapid reconnaissance surveys show that
the absence of transport and commerce facilities have led o
the discontinuance of cowpea cultvanon (afver s
mitreduction and subsequent production increases),
Similarly, survey evidence from Mali shows that a lack ol
processing services for malze s constraining development al
the maize subsector,

Likewise, RNF constraints "upstream” fron the farm
sector can also hinder development of the farm sector,
Agriculture may not spur substantial upstream (input
demand) linkages (e.g. for animal traction cquipment or
tiedridgers) in a given area if companies in the rural area or
local town are produocing ey wipment that i (oo costly [or
small farmers or appropriate for anly a subset of local sofl
types and terrains. For example, costly or inappropriate tied-
ridger equipment in Burkina Faso hindered development of
sail conservation an farms in the cotton zonc.

Participation in the RNF economy can lower overall
income risk for farm households, increasing the incentive 1o
adopt risky but more profitable fann technologies and to
commercialize agniculmire, Access to non-farm income may
enahle a farm houschold to increase the area of Tand under
cultivaton, use more purchased inputs (owing o both
increased liquidity and increased security in case of crop

313



IHE STATE OF FOOD AND AGRICULTURE
@ = = = it =

34

failares) and diversify farming inio cash crops chat raise
farm mecomes. In generl, access to non-farm income may
give a household the breathing room to undertake longer-
term investments (such as perennial cash crops),

An important point in the analysis of sustainable
agriculiural systems is that BNF actvities can sometimes
compete for larmers' resources, and this can affect the
[actor bias of farm technology. 1f non-farm labour returms
are better than those ol farm labour marketng jobs o on-
farm labour use then, depending on the integration of the
labour market, they will drive up the farm wage, therchy
reducing farm labour demand and increasing the capital
intensity of farming and,/or leading to a shift to less labour-
intensive crops. Especially where eropping is most risky, RNF
activitics can compete for labour and cash for crop
technology improvements in the cropping season and for
mvestments in land improvemenis in the dry season, From
the point of view of sustainable agricalture, the implication
15 that agricaltural houscholds might not want o adagt
productivity and conservation measures if the payback is not
higher or faster than offarm alternatives: this means that
the cost-benefit criterion for resource conservation should
include not merely positive profitability but also the level
and stability of profitability relative to alternative (non-
farm) uses of funds and labour

A further implication of this last point is that the allure of
non-farm opportunitics can make labouriniensive
agricularal technologies unauractive o frmers, causing
technology adoption and extension programmes o fail.

I assessing the sustainability effects of RNF, one should
consider that RNF employment can veduce the pressure on
land in fragile areas. To the extent that they reduce the
ncidence of poverty and direct dependence on land
resources, non-larm activities can break the vicions cycle of
pover-extensification-degradation-poverty, These actvities
generate cash that can be used 1o buy capital inputs 1o help
intensify production on a given piece of land, thus reduring
the need for farm houscholds to push on 1o fragile margins
Nown-farm activity can help to smooth income, acting as a
crop insurance mechanism and pardally displacing the
“precautionary motive” for holding lvestock and alleviatin g
problems associated with overgrazing. But this effect i
ambiguous, Tn areas without 2 good rural banking system,

farmers often reinvest non-farm income in cattle as an asset
accumilanon instroment,
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EFFECTS OF RNF ACTIVITY ON HOUSEHOLD
WELFARE AND INCOME DISTRIBUTION

The RNF sector and food security
There is linde controversy about the short-term effects of RNF adtwity makes a
participation in RNF activity on food access. A given sigmificersil conbribution fo food

houschold copes with a drought or other cause of harvest access and food seeurity,
shortfall by, among other things, working off-farm and
rabsing the cash to fill the food deficit A case study from
Burkina Faso before and after the 1984 drought illustrates
the typical consequences: households with a greater
income diversification were able 1o buy food and weather
the effects of the drought, and also ended to have higher
overall ingomes than those thai were not able 10
sipplement thelr Barm incomes with RNF incomes.
Moreover, RNF income 18 alten a major source of savings
that farm households in poor areas use (o purchase food
in difficult times, Finally, as discussed previously, RNF
activities influenee rural food secunty through their
various linkages with farming.

The controversy begins 1o emerge when one is dealing
with longerterm food security effects. Namely, s it rue thai
working off-farm (or in cash cropping) will reduce
houschold food availability and lead to malnutrition as a
result of competition berween farm work and food
production? The available data do not support this
argument. As part of a mualticountry study (comprising 13
case studies in Africa, Asia and Latin America) von Braun
and Pandya-Lorch™ sought to determine whether
malnourished poor households depended more than non-
malnourished houscholds on non-farm income sources, and
found that the differences were not significant. Other
recent research has produced similar results (e.g. a study in
Mexico™).

Effects of RNF employment on income inequality: entry
barriers

It ks often believed that RNF employment, and thus the
microenlerprise promotion programmes designed 1o
stimulate this sector, will reduce roral mcome inequality
andd, as 3 result, social and political ensions. This position 15
ypically presented as a hypothesis that non-farm activity
reduces the inequality of wotal income in the village™ and
hence has an "equalizing” effec.™ Such an assertion,
however, ignores the possibility that the income generated
by such activities may be even more unegually distinbuted in
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mecessarily improve rural
wncome distribuiion,

36

favour of the wealthy and may therefore actually worsen
income distribution, even in spite of increasing income
levels in all population strata.

Furthermoge, in this type of reasoning non-farm income
is treated independently of farm income and considered
mare as an ineome transfer, e non-farm incame
compensates lor a bad harvest or insufficient land. In other
words, for a given household, with a given level of farm
income, an increase in non-farm income clearcly raises ol
income by the same amount, enriching the household and
“smoothing mcome™ by compensating a drop in agriculuiral
production, for example.

Distribution of nonform ineeme across londholding classes and
overall income strate. The cffect of non-farm emploviment on
overall income ineguality can be analysed through the
relationship between non-farm income, on the one hand,
and farm income and/or landholdings, on the other. The
inplicit view is often that the two move in opposite
directions, so that non-farm and farm incomes essentially
olfset cach other. In other words, smaller farms have higher
non-farm incomes than large firms, or at least the share of
non-farm ineome in total income declines as total
househaold income increases.

In reality, however, evidence regarding the relationship
between the share of nonfarm income in tota] household
income and the level of wotal income and /or the size of
landholdings is very mixed. Figure 40A-C presents a
selection of different pawerns of relationships (from field
survey stucies - see Appendix Table 8) between non-farm
mcome shares and levels and total household income or
landholdings. The selection wnds 1w be representative of
the spectrum of patterns found in the different regions.

At one exwreme, there is some evidence of a strong
negative and linear relationship {(following conventional
wisdom) between the non-lfarm share in income and toal
household income or landholding ( Figure 40A), At the
other extreme, however, there are cases of n strong positive
and linear relationship (contradicting conventional
wisdam). This type of relationship is illustrated in Figure
40B. Reardon™ also found in 18 field studies in Africa thar,
on average, the share of non-farm income in total income is
wice as great in upperincome tereile houscholds as in
those of lower terciles. Other cases fall between these o
extremes {Figure 400).
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Figure 4OA

SELECTED CASES OF A NEGATIVE RELATIONSHIP BETWEEN THE SHARE OF
NOMN-FARM INCOME AND TOTAL INCOME OR LANDHOLDINGS
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Figure 408

SELECTED CASES OF A POSITIVE RELATIONSHIP BETWEEN THE SHARE OF
NON-FARM INCOME AND TOTAL INCOME OR LANDHOLDINGS

Miger (unfavourable zone) Miger (favourable rons)
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Figure 40C

SELECTED CASES OF OTHER RELATIONSHIPS BETWEEN THE SHARE OF
NON-FARM INCOME AND TOTAL INCOME OR LANDHOLDINGS

Argentina Attock, Pakdstan
1996 1986-1989
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Sources: Survey studics listed
These results focus on the share of non-farm income in Appendix Table 3

among income and landholding classes. But how do the
ahsolute levels of non-farm income differ among economic
classes? Evidence shows that, in many cases, the ratio of the
absolute levels of non-farm earnings between the highest
and lowest income strata is much higher {i.c. more skewed)
than the ratio of shares. Not only that, there are even cases
where declining shares of non-farm income for higher-
income levels are nevertheless still associated with
increasing absolute levels of non-farm incomes.

A key factor behind this is likely to be the existence of
substantial entry barriers (e.g. licence fees, equipment
purchase or rental, skills acquisition) to activities with high
returns to labour. Hence, the lowasset households can
spend a large share of their ime in non-farm employment,
but the wage (hence the level of off-farm income) they will
receive is low. On the other hand, higherincome
houscholds, may spend the same or a lower share of their
resources in non-farm activities but earn much higher
returns per unit of resources “invested”.
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Ivis indeod common in situations with this type ol
pattern to find large differences in the nature and labour
retmns of the typical set of nop=farm activities undertaken
by the poor and rich, or by small- and largescale farmers.
Activities that are intensive in skilled labour and/or physical
capital {e.g. cottage manufacturing, ransport requiring the
use of a vehicle, shop commerce and salaried jobs) have the
highest Inbour returns, as expected, and are underaken by
the wealthiest houschold strata, The poor (e, those with
limited assets and/or skills) tend (o undertake activities
that are intensive in unskilled labour (such as farm wage
labour, market porter jobs, wood gathering and uniskilled
factory job)

Case studies also point to the existence of entry barners
to non-farm activity, with evidence of “super profits” in
certain non-frm activities and of very high non-farm wages
relative o farm wages in several areas. The levels shown in
these studies appear well above thase justified by
mterseciorl productvity differences and skill feducation
levels, suggesting labour market scgmentation between farm
and non-farm sccwors and within the nonsfarm labow
market. It may also be proof of divisions or “lumpiness™ in
certan subsectors. For example. there is sometimes just
enough demand for one full-time blacksmith in a village,
and as demand exceeds the smith’s capacity, it is rationed
through high prices. Funthermore, monopolization of
certain activities may occar as A resalt of caste divisions and
other soctal features that require labour supply o came
from specific groups (e.g. blacksmiths and musicians).

Evrdence of effects of nenform ingome on meome distribution,
Another methodology that has often been used for
analysing the equalizing ar "unequalizing” effects of non-
farm income is based on a caleulation of Gini coefficients,”
with and without non-farm income, or on a decompaosition
of the changes in the Gind cocfficient as non-farm income
changes. The results from such calculations vary widcly
from case 0 case.

Again, theve is evidence of non-farm income having an
uncqualizing influence.” For instance, by applving the Gind
cocfficient method to the poor and risky agricultural zone
of northern Burkina Faso, Reardon and Tavlar* found that,
from 1983 o 1985, the overall income distribution was more
unequal than for farm income alone awing to the
unequalizing effect of non-farm income. Thus, the addition
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of non-farm income “worsened” income distribution,
Indeed, a large share of overall income inequality is
attributable to nonfarm employment. Another example is
that afa fastgrowing green revolution zone of India
(Palanput in Uttar Pradesh), where Lanjouw and Stern®
found that non-farm income had a strong unequakizing
cffect in 19835/84 while. interestingly, it had had an
cqualizing effect in the same zone two decades earlier.

On the other hand, there are examples of non-farm
income exerting an equalizing effect; that is. they lower
the overall Gini coefficient. Reardon and Taylor,” using
the Gini comparison method with cross-section data for
the southern zone of Burkina Faso (which has a more
favourable agroclimare and thus a dynamic agriculture),
found nom-farm employment to have an equalizing
influence on incomes. Chadha® found income
distnibution in Indian Punjabi villages to be more unequal
for wotal household earnings than for non-farm carnings.
In other words, non-farm earnings were more equally
distributed. For rural Thailand, income distribution is
more unequal for farm income than for incame from all
sources,” which again suggests equalizing effects of non-
farm income,

Several cautionary notes are in order, however. It is
difficult 1o tell from data alone how overall income wanld
be distnibuted in the absence of the nop-farm income.
Assuming that non-farm income i more unedgually
distribuated than overall income, at face value it would look
as though non-farm income increased inequality. However,
it is possible that if those currently employed in the non-
farm sector were engaged in some aliernative employment,
such as agricultural labour, agricultural wage rates might be
lower and everall income inequality might rise. So rather
than raising inequality, the non-farm sector could sctually
be preventing inequality from rising even further. Moreover,
an their own, the Gini coefficients do not indicate what
direction and degree of correlation may exist between the
two income sources, and hence the two distributions.

Interprreiing results on RNF employnent and meeme inequalily.
The results cited here can be interpreved as a function of
households' incentives and capacities o undermke RNF
actvity. Inverse (or Ushaped) relationships between non-
farm income shares and overall income ar wealth imply a
relatively high share of nonfarm income for the poorest
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houscholds and are observed most frequently in Asian and
Larin American stoudies. These relationships are associated
witls the following:

® The svailability of jobs with a high labourto-capial ratdo
and low barners of entry for poor (very low-assct)
houscholds. Thar availability in nern appeais 1o be
associated with: relatively good infrastructure, high
population and market densitics, dynamic agriculiure,
unequal landhaldings and the development of rural
townd outside metrapolitan areas.

® Possibility for households with average assct holdings to
specialize in land-mtensive crop production; similarly,
this 1% more commaon in green revolution areis.

® The ability of high-asset houscholds o diversify inte more
capital-imtcnsive activities, either self-financing this
diversification or using their assets as collateral 1o obtain
eredic Asset holdings enable high-asset houscholds o
diversify production for expected income as well as risk
Moves.

By contrast, in arcas that exhibit a positive association
between non-farm income shares and total income or
wealth levels (as is the case for many of those covered by the
African studies), the conditions tend o be very different.
There is a seareity of labourintensive activities thar have low
entry barriers; this is so in both non-farm and farm sectors
that are characterized by an underdeveloped farm labour
muarket and predominantly raditional production
technologics using Gamily inputs. Additonal factors include
a relatively equal land distribution (and a virgual absence of
landless houscholds), a low population and infrastruciure
density, a relatively low level of rural town development and
significant enery barriers for mvestment in capitak-intensive
subseciors,

Are income inequalities in the farm and non-farm
sectors associated?

Having discussed mixed reports of how the rural non-farm
economy affects overall income inequality as well as the
comditions for the variation in these outcomes, there still
remaing a set of relevant questions with important policy
implications to be considered. These issues centre around
the degree and natare of the association of income
inequalitics across the farm and non-farm sectors,
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Two considerations are whether these inequalities are
jointly driven by a common set of external factors that
altect houscholds’ capacity 1o generate both farm and non-
farm income, and how such factors might be addressed o
ncrease the partcipation of the poor in the non-

Farm secior?

Another issue is whether the inequalities in the farm and
rural non-farm sectors are directly related, 5o income
generated in one sector, together with the asset
accumulation it allows, affects the capacity for income to
b carned in the other. More simply, is the asset position
of a houschold a good predictor of i ability o carn
non-farm income?

It can thus be hypothesized that sectoral inequalities are
mutually dependent (at least parually). The discussion of
this hypothesis revolves around productive factors (labour
vl capital versus land), since it s because of the necd for
these factors that the different sectors, and hence the
inequalitics in their income distributions, interact.

First, there may be competition for labour use between
the two sectors, and ngidites in the technology of a given
sector may block labour availability for development of the
ather, For example, a traditional labour-using wechnology
can keep smallholder labour “bottled up™ on the farm and
thus make it unavailable for of FRarm acdvity. The latter
corfesponds to a situation frequently reported in Asian case
studies, e, that roral industnalization s constrained untl
farm mechanization frees labour from farming, at which
time seasonal underemployment is reduced because
members of farm houscholds are able to specialize in
higher-paying non-farm activitics, Thus mvestment in
technological change in the farm sector, which may only be
accessible to the asset-rich househalds, is needed o free up
labour for the non-farm sector

There is also evidence of an interrelationship between
rural capital and non-farm labour markets, as proal ol a
steady pay from non-farm employment is frequently used as
collateral for loans in the rural sector, This is true in Renya
and Benin, for example, Constraints on earning non-farm
income also translate directly into constraints on farm
capital aceumulation. Where rural evedit markets are
underdeveloped, non-farm income i3 the mun source of
cash for farm investments (migraton, ivestock and cash
crop sales are in second place), and non-farm employiment
has an imporant effect on farm investments,™ As these farm
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investmenis derermine Faurm
productivity and incomes, which in
turn affect cash available for non-
farm business starts, this can unleash
sacial differentiation and increase
incauality.

Farm households can sometimes
use the migratory labour marker to
break the vicous cvele of poverty of
farm assets and inability o carn none
farm income locally, They then use
the migration remittances and skills
learned through migration 1o start
non-farm businesses, buy larm
eapital (mainly equipment for cash
cropping, cattle and, occasionally,
land) and invest in education,

Incguality in access o scarce fand
also translates into inequality in non-
larm employment opportunities
because agniculimral cash incomoes,
the use ol land as collateral for credit
and the political influence that land
wealth often implics, can all affect
involvement in BNF sector acvity
The initial unequal access to land
Dressmuking in a small factory may be even further accentuated, as it appears that
Activities not direcily linked 1o inequalities in non-fum carmings result in unequal
agriculture demonstrte landholding patterns (e in western Renya™). There is also

mﬂqu,:ﬁiuﬂfw evidence from Rwanda in a study by André and Plattean,”
who note that:

"o aceess o regular off-fanm income opportunities tends
to acceniuate rather than mitigate inequalities in land
endowments through the operation of an active (and
illegal) land market (which implies thar customary
restrictions an land sales have Logely disappeared) where
many land parcels are sold under distress conditions and
purchased by people with regular non-agricultural

Incomes,”

However, the effect described here appears 1o wane as
non-farm labour markets develop and hunsn capital
supcrsedes land in driving entry into and returns from non-
farm activitics. For example, in situations of scale-neutral
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technological change (such as the green revolution in rice
production), over time education takes the place of
landholdings as the most importnt determinant of non-
farm income for rural households, as has been the case in
the Philippines.”

POLICY ISSUES AND IMPLICATIONS

Macropolicies: necessary but not sufficlent
Well-designed general macrocconomic policies are
necessary, but not sufficient, for the development of RNF
activities because they are needed 1o achieve an efficient use
of resources thoughout the ecanomy. If universal econnmic
benefits are to be generated through improved resource
allocation, a combination of various policies is needed,
including an improvement in the “macro context™, a
devaluation of the chronic overvaluation of many countries’
currencies, liberalization of trade - also involving a
reduction of tarifl and non-tarifl barriers —a reduction of
Gscal deficits, the elimination or privatization of parastatals
and cuts in subsidies.

The pasitive effect of these policies in terms of improved
resource allocation should extend to the rural arcas,
particularly 1o the extent that they eliminate the urban bias
frequently found in many developing countries’ economic
policies. The unphcation of this last aspect is an
improvement in the erms of tade of tradable goods
produced in rural areas, which is of particular significance
for the agricultural sector but is also relevant (o cernain
goods produced in the RNF sectar, Thus, the RNF sector
will benefit directy through the improved terms of trade for
tradable goods produced within the sector, and indirecty
through production, expenditure and investment linkage
effects with the agricultural sector,

Macroeconomic reform alone, however, is not sufficent
to spur RNF sector development. Two points should be

raised in this regard!

& There is often significant ambiguity regarding the effects
of reforms on rural arcas, particularly in the short werm.
Indeed, while liberalization may improve the terms of
trade and create opportunitics for RNF activity, short-
term effecis can also mclude the removal of prowction
previously enjoyed by the RNF sector and the exposire of
certain RNF subscciors o competition from urban-based
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Fresting tn rural
imfrastructure roises RNF
activity and farm productity,
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enterprises and imports, Painlul adjustment processes
can be forced on the rural economy as a result.

® Depending on the situation, reforms may have a positive
effect on the incentives open o rural enterprises and
farms, but there are often considerable capacity
constrainis that fimit response o these mcentives or
prevent their being allocared in an equitable way thay
melhedes the asset-poor,

Physical and social infrastructure and institutional
reform

Rural areas are typically underequipped in terms of
infrastructure, Infrastruciure investment policies can
strengthen linkages betweon the RNF sector and agrniculiore
and thus create RNF multipliers from the growth of
agriculiure, as was the case in Taiwan Provinee of China,
Costa Rica and southeastern Burkina Faso, for instance. It is
very imparant w improve both hard infrastructure (g,
roacs, electrification ) and soft infrastructure (e, banking
systems, market information systems) as a means of
reducing the transaction costs for business starts and
subcontracting in rural arcas, and of improving the
productivity of RNF entreprencurs”

Also in terms of education, rural areas are frequently aca
disadvantage, and the importance of enhanced rural
education for development of the BRNF sector is
incontrovertble. It was noted earlier that empirical studies
reveal educanon to be a strong determinani of household
participation and of the level of wage carned in RNF
activities. However, it appears that more specific skills and
training are necessary 1o promote RNF activities in today’s
environment of competitve, liberalized vade. An example
from the non-farm sector is the need 0 train rural people

w skills thar allow them to pardcipate in skilled labour
markets,

Missing links between agricultural policy and

RNF development

The significance of RNF income and emplovment
Hustrated in this review should not be taken to mean that
RNF development represents an alternative 1o addressing
agriculural development problems: nor should it detract
from the importance of agricultural policy and research, On
the contrary, in all but the worst agroclimatic zones, the
BENF sector is usually closely connected o agriculnure, and
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activities linked to agriculoire are predominant forces in
firststage and second-stage RNF sector transformation, Tlils
imphes that agriculiure is often crucial to the success of
BNF development strategies, and vice versa. Moreover,
sector-specific policies in general, and agriculiure policies in
patticular, tend o be severely neglecied in the BRNF
development debate, which is why they are given special
emphasis here,

The general goal of a sector-specific policy orientation
should be 1o identify promising subsectors and then
systematically adedress the constraints to incentives and
capacity for development - ranging from the participation
of small- and medivm-scale farmers, small and medium-
sized agro-indusirial development and/or linkages with
larger agro-industrial companies, and market development
and consumer product acceptance, The specific goal should
be to provide the incentives and capacity for rural
houscholds and RNF enterprises to overcome entry
barriers, and 1o create “linkage friendly” agriculture and
RINF activities.

Shifting crop and livestock research from a narmow
sectoral to a broad intersectoral perspective

As part of its technalogy design and product priority Agricultural research needs in
strategies, agricultural research may need 1o consider the eomsider the weight farmers
weight amached by farmers 1o the returns o new farm attach to the refurns on new
technologies compared with the returms on houschaold [frarm technelogies compared
resource use of-farm. Fallowing are two impartant points wilh the returns on hewsehold
that emerged carlicr concerning the implications of the resoures wse offfarm,

ENF sector for evaluating policy and project alternatives:

® The preference shown by farm houscholds for
diversifying into non-farm activities means that, all things
being equal, farmers may want i free labour from
farming w enable income diversification off-farm. This
point has implicatons for agriculiral research which
should not necessarily be scarching exclusively for labour-
using technologics, even in labour-abundant areas.

& One implication is that households might not want o
adopt productivity and conservation measuves if the
payback is not higher or [aster than alternatives off-farm:
this changes the cost-benefin criteria 1w include non-farm
activities in the alternatives to be considered. Farm
households should not be expected o want immediacely
Ly :u'lu]:u natural resource management practices il
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COSErVALION INVESLmEnES
involving the use of labour
and/or capital that could
earn higher returps in
other seciors

Another important
research implication
resufting from the high
non-fmrm shaare m Gurm
household income and
employment relates wo the
meeasmrement af [arm
labour produoctivity. In the
-1'1|L||J:--.=, I bscang g
productivity cstimates, the
denominator is the
number of persons acavely
engagcd in agriculiure
Even il mon-farm activity is
seasonally Biased toweards
the diry scasan, in most
CASES Some non-farm
actvity ccurs also in the
Y season. Non-farm
activity conslitntes tme
the production season,
which shouled be
subtracted from the
cstimated time SpHEnE o
agriculivre, This will raise
the estimate of agriculiural productivity per caput, which
also adjusts upwards the implicit wage paid for farm labour
(larm income per effective workday). Farm management
surveys naturally try ro measure the actual number of hours
dedicated to farm asks, but these types of survey arne costly
to conduct. ™

It is also important for research and extension o put
more emphasis on farm/oon-farm linkages through aEro-
mndustry and agriculiural diversification involving small-
scale actors, This involves the '|':ll.'|3-e'p.l.|'ri||1:.' i d-r_".'r_'lnr_un].g
agriculiural e hnologies that are scale-neutral, and thus
benelit small- as well as large-seale farmers, combined with
agroprocessing technologics that can be handled by small-
and medium-scale agro-indusirial firms. Such technolopies
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tend to maximize the rural employment impact of
agricultural development to the extent that relatively
smallscale concerns have a higher employment-output
ratio. Smaller farma and agroprocessing firms will also
have a greater tendency wo use local farm Implement
repair services as well as local transport and commercial
companies, and will invest profits locally - all leading 1o
further ripple effects in the local economy. Poorer
households that would benefit from this emplovment are
also more likely to spend their earnings locally on
products and services of RNF firms, leading to greater
multipliers through these expenditure linkages. Whether
larger agro-indusirial companics or farms could generate
similir multiplicrs would need w0 be assessed on a case-by-
case basis and would depend on how labour-intensive they
were as well as how much local spinoff activity they could
produce,™

To help the small players compete, agriculuaral rescarch
anid extension should encompass agro-industrial research in
its broadest sense, covering implement and input design
andd marketing; agroprocessing technologies and market
strategies; post-harvest stormge wechnologies and marketing;
marketing and distribution research; and consumer
preference and responsiveness testing (including probing
far new market niches), This requires collaboraton
between local universities, chambers of commerce, Farmers”
organizations and governments,

Adding a multisectoral perspective to agricultural and
rural development policies
A central theme of this review has been the major entry
barriers anil constraints 1o competitivity facing the poor
in RNF activity. Dificultics may exist cven in countries
with & good inlrastructure, velatively high rates alf
education and a favourable macroeconomic policy
climate, Schejiman™ points out that, even in Chile, only
about 10 to 15 percent of small farmers are participating
in the famous recent horticuliural boom, and there are
apparcntly relatively few small-scale agro-industrial
companics connected with L

With rising incomes in developing countries, in general
potential alternatives for generatng farm/non-farm
linkages are in processed cercals, mbers and roots and
pulses, processed and fresh frods, vegetables and dairy and
other livestock products. Some of these activities, such as
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RNTF sector develofmreni fas
sufferved because of hes not
belonged fo the domain of
either Agricultural or Industry
Ministries.

those involving fruits, vegembles and dairy products, tend
not ta be charactenized by economies of scale, and the
agroprocessing of these products is especially amenable 1o
small- and medinm-scale aperations.” There are a number
al sevious policy challenges in broadening the participation
of rural households in farming and agro-industrial and
related enterprises linked (o the above products. Addressing
these challenges means going bevend increased E.Eﬁi:l.'ltﬁ.lﬁl
productivity o achieve a better coordinated rural policy,
Institutiomal cooperation and coordination is a crucial
element in such a policy.

RNF sector development has fallen into an “institutional
vacuum”, since it has not belonged w the domain of
Agrnculiural Minisunes, with their mandate related to
larming per se, or to that of Industry Ministrics, which
commanly loous on large-scale, [ormal-sector companies.
The present review, however, has shown that this vacuum
may have excluded one-third of the rumal economy from the
policy debate and related action, Hence, it is very imporant
for palicy-makers 1o establish a system pespective that inks
the agriculiural and RNF sectoral domains. This is notan
argument for a simple returmn to integrated rural
development, but rather a call for close cooperation in
policy and programme formulation and implementation
between Agriculture and other (Industry, Technology,
Commerce, etc.) Ministries with respect 1o the promotion of
development in the RNF sector,

To increase the reach ol the employment spillover effects
ol agro-andustrializaton in rural areas, more small and
medium-scale farmers need w be involved as producers as
well, Ve, at present, this participation 18 limited by
Constrainis on access to inpuis, especially after the full or
partial dismantling of public input distribution systems, In
many countrics 1o date, private sector activity in the areas of
mput supply and credit has not emerged sufficiently o £l
the gap left by government’s withdrawal.* Farmers are olten
foreed o rely on own-cash sources from ofl-farm
employment and cash cropping o pay for inputs and
substitute for credit. There are some striking illustrations of
the cffect of these changes on farmer participation in agro-
mdustrial conwracts (e.g. thay of Zamora, Mexico, where
many smallholders had to withdraw from strawberry
production for the local packing plants™), although this
situation does not always call for policy action. Often,
farmers’ need for credit and inputs becomes the driving
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lorce for a varicty of contractual arrangements with agro-

industrial companies, including provision by the latter of
inputs and evedit for Frmers.

Chne of the most difficult policy challenges wll he to
facilitae coordination berween farms and companies so thay
scale economies can be created and exploited. That is, agro-
industrial firms and spinofT businesses will be reluctant wo
twest in the critical mass of capacity (1o minimum optimal
scale) unless they can b reasonably sure that farmers will
be forthcoming with sufficient produce of the appropriate
(inpat) type and quality. Similarly, farmers will be reluctant
ta shift towards ithe new erops and make the necessary
capital and skill investments in the absence of a profitable
market among agroprocessors and distributors. The policy
solution imvalves coordination among vanous instudons of
the public and private sectors, The vole ol the public sector
is crucial in facilitating communication, lowering
transaction costs and providing technical knowledge that
could lead 1o mutually advaniageous solutions gencrating
the: requisite investment in both sectors, This would invelve
legal reforms to sanction contracts, technical taining and
market information and business-linkage informarion
SYSICITS,

Knowing and being able w respect international grades
and standards alten gives larger urban-based businesses
an advantage over local companies, particularly in export
markets, Indeed, as well as reducing transaction costs, the
citablishment of grades and standards can also lead 1o
industrial concentration when smaller players lack access
to the means o implement and monitor those standards,
Accordingly, an important measure to increase the
“linkage friendliness” ol farming and 1o enable small- 1o
medinm-scale agro-industrial firms o compete is the
creation and wide disscmination of information on grades
and standards.

Enabling the poor to participate

Improving the asset base of the poor is crucial, This review
has shown that poor farm houscholds often lack the assers
(such as liquefiable assets, education, access to credit and
sccurity of land use rights) that serve as important capacity
vanables for participating in RNF activities. In turn, unequal
access 1o more remunerative RNF employment may canise a
further eoncentration of wealth {in the form of land): there
is evidence of this, [or example, in western Kenya and
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Bwanda. A somidar vicious evcle may ocour with other
farm assels.

In some countries where land i very unequally
distributed, the lack of landholding among the poor may
constitule a constiaint o the growth of RNF activity and
employment. Income growth among the rural poor isa
crucial engine for vural growth via production and
expendimre linkages. On the other hand, increases in the
meame ol wealthier population groups (in this case lage
landholders) may be associited with leakages to the urban
and foreign seciors. For example, Saith™ showed that Jand
reform was critical 1o the broad-based roural industrialization
m Taivan Provinee of China and in mainland China. He
notes that this ereated o broad rural middle class, rising
meomes, colliteral for loans and demand for outputs and
inputs from local agro-induastr.

The most far-reaching, but also the most difficult, policy
to implement would be land rediscribution, Short of that,
mon-land asset distribution, would still be useful for RNF
employment ereation and improving access by the poor 1o
RNF activities in the mediam werm. Prime examples would
be the broadening of education and specific

rraining and improved credit sceess for RNF
business staris, such as those underiaken in
North Arcot, India, to help the poor st
sl agro-dndusteial firms in the context of
the green revoludon,

Competition between small-
to mediume-scale RNF firms
and large-scale flrms
An important issue s whether
“the lion can lie down with
the lamb”, In other words, is
asignificant increase in
RINF activity by small- and
medinmsized companics
possible in situations where

o there are lnge-scale Girms
klr = competing in the same
\ markets? Trade and
\ ““q“-\ ' foreign investment
NN liberalization and
N _.'--'::. improvement of
- mifrastruciure can constiouie a



Rural non-farm incame in deln; colintries

threat o small to medium-sized RNF enterprises, Namely,
reductions in economic and “natural” protection of rural
COmpanics may create pressures on their competitivencss
wiyan consumer goods and inputs “imported” from
metropolitan arcas and /or from abroad, This can be seen in
Chile, Mexico, the Philippines and South Africa, or in the
context of a dual economy where large retall outlets and
large manufacturing companies compete in rural wwwns and
intermediane cites with small- and medinm-scale rural
enterprises. In globalizing or regionalizing markets, this
competition can only become more intense. In such cascs,
even where small rural firms have the production cosi
advamage, this will not necessarily translate into a market
advantage, as larger urban firms may have beter
distnbution networks, brandname appeal and so on.

The potential competition between small informal sector
businesses and large formal secior businesses could take
place in terms of production costs, captured markets for
farm impus and processed foods, and distribution channels.
The issue is whether the small business sector can face ap 1o
the competition with lower costs and prices; more
appropriate products in the form al inpuis and
comsumption goods targeted (o small-scale farmers and
poor rural houschaolds; more comvenient access to products
and services; and niche market strategies. Such competition
can, of course, turm out o the benefit of the rurml consumer
and farmer i ierms of lower costs and aceess 1o producis
and services suitable o them.

In a liberal economic policy envitonment that avoids
distorting incentives, and within the political and fiscal

constramis faced by governments, the challenge s ta help Links between small rural
smaller companics identify niche markets and exploit their contfranies and larger wrban
-:ampﬂithu: achantages, promating vanous arrangements exilerfrises oan e fromioled
based on the mutal interest of the small rural companics theough arrangenenis that are
and larger enterprises or markets. baved on their mutual interest,

The most “traditional” arrangemoent, and what appears (o
be the conventional image that policy-makers have, is that of
a large urban company setting up a lactory and hiring local
workers, such as in the textile industry in the fiest hall af the
19HH}s = the foundation stone of Japanese industnaliration -
or the agro-industrial complexes of northern Mexico or
central Chile. Frequently, national or local governments
have actively supported such arrangements with tax breaks
and installation of infrastructure including electrification
and public buses. It has been observed that some employees
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move on 1o form their own small companies and use the
gkills learned from formal sector employment,

A pmm"ﬁing wpe of arrangement, however, s the
“business linkage " between big urban companies and small
rural businesses in contracted oatsourcing and franchising.
This is developing rapidiv in East Asia and, 1o a certain
degree, in Latin Amenica and a few parts of Afnca, such as
South Africa and Zimbabwe, Uncder such arrangements, a
small company can serve to enter a niche market for which
it is particularly suited and /or o lower labour costs and
increase the flexibility of labour arrangements. As libou
costs and skills grow in the inital set of companics, there
can be a sccond wave of ousourcing relationships where
rural companies subcontiact to other rurl companies.,
lnfrastructure development that lowers costs constitutes a
key ingredient in the success of these arrangements,

This type of subcontracting arrangement appears (o have
a number of strong advantages, as it reaches skills o small
firms, creates access o dynamic markets, in some cascs
provides credit, ete. The buyer sometimes provides capital
o suppliers by providing an advance payment for an order
or by supplving raw materials for processing, Business links
can help suppliers reduce their capital needs as well as
cutting down on search and sarcup omes by mrgenng
production to an identified market. A small company can
abso receive marketing advice from a larger partner. An
example could be a rural entreprencur forming a small
business to distribute Birm inputs or collect and perform
the first processing stage of farm outputs on behalf of a
large business. This arrangement could be a “strategic
alliance” of agro-industrial companies and small-scale farms,
ot a franchise or outgrower/ontsourcing arrangement.
Another example could be a franchise armngement
between a big fertilizer company and small mixing stations
in rural areas. However, the subcontracong option has the
best chance of success where there is a dynamic industrial
sector in the urban areas, widespread rural education and
good infrastructure and communications.

CONCLUSIONS

The RNF sector is already of great importanee to rural
cconomics for its productive and employment effects: it
offers services and products upstream and downstream
from agriculture in the offfarm components of the food
and fibre system, which are eritical to the dynamism of
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agricultere; while the income it provides farm houschaolds
represents a substantial and growing share of rural ineomes,
meluding those of the rural poor. These sectoral
contributions will become increasingly significant for food
security, poverty alleviation and farm sector competitiveness
and productivity in the years to come.

Equitable development of the RNF sector will not be
smooth or automatic, however. The conclusion of this
review comprises a sct of two paradoxes, presented with
concomitant policy conclusions and challenges, and a final Eguitable developmment of the
cautioning about the adjustment costs involved in sdaptng RNF sector usll not be smooth
the RNF sector to apen, integrated markets resulting from ar auifontalic.
structural adjustment and liberalization.

First is the “interhousehold paradox”; arising from the
fact that the poorest households, while facing the greatest
need for remunerative RNF employment (because of risk
management and the need o cope with income shocks or
farm-level limitations), are also the most constrained
owing to a lack of key assets {education, skills, startup
capital} and opportunities (determined by distance from
and access 1o RNF labour and product markets).
Conversely, wealthier houschalds have less *need®, but at
the same time enjoy a greater capacity to participate in the
RNF sector, particularly in its most remunerative activitics.
The degree and nature of their participation is thus based
mainly on considerations of relative returns and profit
opportunitics. This paradox underlines the inequality in
access to RNF employment and draws attention to the
entry barriers faced by the poor.

The main conclusion to be drawn is the importance of
helping the poor 10 overcome the constraints and thus
enable them o participate in ENF acovines. This entails
diagnosing the kinds of assct poverty constraming the poor
with respect o entrance ino the more dynamic and
remunerative RNF activities, and using policies and
programmes 10 address those asset constraings. In turn, this
will often require investments in general education and
specific skill building for RNF activities {such as
agroprocessing technologies) and in market and technology
information contres in rural areas for the purpose of
identifying promising apportunities. It wall also mean
promoting RNF umplu}'mcnl and strengthening agricultural
linkages in areas poorly served by infrastructure. This
involves public investments aimed at allowing the poorer
hinterlands to benefit from and partdcipate in the growili,
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The second paradox is the "interzone paradox”, arising
from the Fact that the zones or locations with poor
agricultural potential {(and frequently poor infrastruciure)
are the ones that have the greatest need for remunerative
RNF employment {10 offset a poor farm sector) but are the
most constraiied by a Lack of ascos for RNTF macket
development (such as good roads, a skilled workforce and
cconomical sources of raw materials). Another aspect of thas
paraclox is that a lack of buying power limits a zone's
potential for RNF sector development. The two constraints
are linked, since poverty cavsed by o weak and stugnant
farm sector constrains RNF sector development from both
the supply and the demand sides. By contrast, more
favourable zones that have less “need” for RNF employment
{in the sense that the average howsehold has been able o
rise from poverty through frming and /or farm wage
labour) still have a greater capacity to generate RNF
activitics, just as there tend 10 be better-paving RNF jobs in
these zanes compared with the resource-poor zones. Tt is
indecd most frequently on the basis of RNF “linkage
activities” upstream or downstream from the farm, either
through production linkages or based on growing farm
incomes through consumption linkages, that RNF sector
growth and transformations are originally induced.

The man challenge linked o this second paradox is the
promotion of private investment in resource-poor 2oies
through well targeted inital public investment. These zones
are frequently “writtien off” on the reasoning that growih of
urban economies will simply absorb outmigration from the
poor rones, which will consequently depopulate, and that it
is therefore a waste of resources to invest in them. However,
the congestion of large cities and the secular tendency
wowards increasing capital Mabour ratlos in urban economies
have shown the limits w migration o cities, Investing in new
RNF sector opportunities in resouree-poot zones is crucial,
Such investments will need o be in the general skill and
tnfrasiructure development necessary to establish
commerce and small- 10 medivm-scale manufacturing.

A final eautioning is necessary regarding the effects of
“opening up” rural arcas. Inoducing policies aimed at
increasing opportunities for the development of RNF
activities can alsa be facilitated by structural adjustment and
market liberalization becavse of the opening and
development of internal and external markets and the
reduction of the ant-rural bias frequent in developing
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counmies gconomic policies, These eflects, which are

sirengthened by the development of infrastructire thai
bring rural and urban {and cven internagonal) markees
closer together, in pring iple imply more opporounities for
poverty-alleviating RNF development. However, they may at
the same time invalve shor-term risks and adjusoment costs
Indeed, the openness that creates the opportunities also
deprotects rural areas and brings luger fish inwo the
backwaters of the RNF economy: large retatl stores and bag
farm imput suppliers that ser up branches in rural owns, big
AETOProCeisors moving imio farm arcas, ctc. This can CXPHOSE
certain RNF subsectors and activitics (o new compention
antl Foeree F.m.i.t]l'ul .ldill:\luu"uu an ithe BNF secior
Palicy-makers are challenged to design policies aned
ivestments that help local economies to adjust and ke
advantage of the new situation, rather than putting up
roadblocks to location of karge- and medium-scale agro-
inchustrial or retail frms in racal areas, which wouled omnly
serve o maintain the marginalization of those zones from
external and urban markess, An important key 1o success
lies in helping the poor 1o participate, through BENF
|_'|1.l1':|'F:|:| L ZLaris, COnircl [air ||'|.Zi?|'|.|1l; .'II'||.'| h.'lﬂl"‘ Lind 1 1] FIII-'I-'!|"|'I'I.|'.'TI1.
Again, production sector policies will play a key rale in
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spurring equitable RNF sector development = which is
frequently a missing part in the policy debate. Also
imporant for facilitating such partcipation are institutional
and fnfrastructure development policies that level the
playing ficld for smaller companies, reduce bansaction costs
for those in the hinterlands and raise the skills of the poor.
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RURAL MON-FARM EMPLOYMENT: STUDIES
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APPENDIX TABLE 3'

RURAL NON-FARM HOUSEHOLD INCOME OVER
INCOME OR LAND STRATA: STUDIES REVIEWED




Rural non-farm mcoma in develogeng countries

Regionlcountry Year

1994

1986
1384

Source’

de Jarvry, Gordillo de Anda &
Sadoulat (1997)
Marsh in de Janvry et al, (1995)
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NOTES

| Throughout this chapter "farm activity” will be wied synonymously
weith "agricutiure”™ and “non-fairm acuvity™ synonymously with "nen.
agricultural actvity™

2 Farm households are defined as rural households that carry out
toma farming activities

3 The distinction between "push” and “pull” factors is not always
precise. Indeed, whan considering the relative “merits” of the two
sectors, “pull” and “push” factors are Interchangeable In same cases,
however (eg. the risk motive or creditfeath comtraine), the
distinction Is clearer; the ritk of farming and lack of Insurance and
credic rmarkets may “push” farm households to devote same of thair
productive resources to RNF activities, which produce 2 more smble
income oven though the returns expected from the farm acivity ane
highar on mverage (i.e. when averaged over severul periods).

4 Agroclimatic zones are characterized by common rainfall patterns,
soil characteristics, sunlight and wmperature, and hence by &
comman potential for agriculture,

5 Seenowe 2

& Daw on non-farm income shares are based exclusively on survey
case studies, while the data on non-fanm employment shanes ane
based on a combination of ocoupation censuses gnd survey data
from Asia and Latin America.

T A compleoe documentanon of the stausocal dam used in the analysis
can be found in spreadshest format on the accompanying dislene,
which also includes a set of international agriculteral time series.
The Excel files contining these data are located in the directory
RMNF-DATA.

B The couofficient of variation i a statistical indicator of the degree to
which the various ohservations in 3 sample are dispersed around it
e, The srmaller the coafficlent of variagon, the cleser the
observations an the whole arg o the mean: the larger the
coefficient of variation, the mora they are dispersed arcund the
mean value of the sample.

% S Haggblade, P. Hazell and |, Brown. 1989 Farm-non-farm linkages in
rural sub-Saharan Africs. Wovkd Development, 1 7(8) 1 173-1201,

10 Further reasons why it s difficult to make o comparison berween the
two sources are i) the employment shares are derived from official
aggregate statistics, while the income shares have been derived from
selected case studies; i) official employment statistics tend to include
both rural tewns and the countryside while the case study Income
information malnly refers to the Countryside.
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the market wage, which drives down profits and investment and
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Special chapters

In addition to the usual review of the recent world food and agricultural siuation,
each tssue of this report since 1957 has included one or more special studies on
problems of longer-term mterest. Special chapters in earfler issues have covered the

following subjects:
1957 Facwars influencing the vend of food consumption
Posowar changes in soane insdtutional factors affecting agriculture
1958  Food and agricultural developments in Africa south of the Sahara
The growth of forest industries and thelr impact on che worlds forests
1959 Agricultural incames and levels of living in countries at different stges of
economic development
Same peneral problems of agriculural development in |ess-developed
countries in the light of postwar experience
1960 Programming for sgriculwral development
1961 Land reform and Insthutonal change
Agriculeural extension, education and research in Africa, Asia and Lacin
America
1962  The role of forest industries in the amack on economic
underdevelopment
The livestock Industry In less-developed countries
1963  Basic factors affecting the growth of productivity In agriculwre
Fertilizer use: spearhead of agriculeural development
964  Protein nutrition: needs and prospects
Syntheties and thelr effects on agriculural rrade
1966  Agriculture and industrialization
Rice in the world focd economy
1967 Incentives and dizincentives for farmers in developing countries
The management of fishery resources
1968  Ralsing agricultural productivity in developing countries through
technological improvement
Improved storage and it contribution te world food supplies
1969 Agricultural marketng improvement programmes: some lessons from
recent experiance
Modernizing nstitutions to promote forestry development
1970 Agriculture at the threshold of the Second Development Decade
1971 Water pollution and its effects on living aquatic resources and fisheries
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Education and training for developrment
Accelerating agricultural research in the developing countries

Agricultural employment in developing countries
Population, food supply and agriculeural development

The Second United Mations Development Decade: mid-term review and
appraisal

Energy and agriculusre

The state of natural resowrces and the haman environmant for food and
agriculiure

Problems and strategies in developing regions

Foresery and rural development

Marine fisheries in the new era of national jurisdiction

Rural poverty in developing countries and means of poverty alleviation
Livestock production: a world perspective

Women in developing agriculture

Urbanization, agriculture and food systems

Energy use in agriculwral production
Erwironmental trends in food and agriculture
Agricultural marketing and development

Financing agricultural development

Changing priorities for agricultural science and technology in developing
countries

Sustainable development and natural resource management

Structural adjustment and agriculture

Agricultural policies and issues: lessons from the 1980s and prospects for
the [990s

Marine fisheries and the law of the sea-a decade of change
Water policies and agriculture

Forest development and policy dilemimas

Agricultural erade: entering a new eraf

Food security: some macroeconomic dimensions

The agroprocessing Industry and economic development
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AND POLICY ASSISTANCE DIVISION

I Searching for common ground — European Union enlargement and agricultural policy
(K. Hathaway and D. Hathaway, eds, 1997)

2 Agricukural and rural development policy in Latin America — New directions and new
challenges (A. de Janvry. M. Key and E. Sadoulet, 1997)

3 Food security strategies — The Asian experience (P Timmer, 1997)

4 Guidelines for the integration of sustainable agriculture and rural development into
agricultural policies {).B. Hardaker, 1997)

In preparation

®  Farm/non-farm linkages and income diversification in the developing countries: case scudies in
Africa and Latin America (T Reardon and K. Samoulls, eds)

®  The role of agriculture in the tansition to a market economy (K. Smmoulis and K. Frohberg, eds)

FAO Economic and Social Development Papers

AGRICULTURE AND ECONOMIC DEVELOPMENT ANALYSIS DIVISION®

65 Agricultural smbilization and structural adjustment policies in developing countries (A H. Sarris,
I987)

66 Agricultural issues in structural adjustment programs (R.D. Morton, |987)

B4 Measures of protection: methodology, economic interprettion and policy relevance
(PL Seandirzo, 1989)

90  The impact of sabilization and structural adjustment policies on the rural sector — case-studies
of Cote d'ivoire, Senegal, Liberia. Zambia and Marocco (P Salin and E <M. Claassen, 1991)

95 Guidelines for monitoring the impact of structural adjustmaent programmes on the agricultural
sector (AH. Sarris, 1990)

96 The effects of trade and exchange rate policies on production incentives in agricufture
(C. Kirkpatrick and D. Diakosavvas, | 990)

98 Institutlomal changes in agricultural products and input markets and their impact on agricultural
performance (A Thomson, 1991)

99  Agricultural labour markets and structural adjustment In sub-Saharan Afiica (LD Smich, 1991)

100 Structural adjustment and household welfare in rural areas = a micro-economic perspective
(R. Gaiha, 1991)

103 The impacet of structural adjustment on smallholders ().-M. Boussard, 1992)

104 Seructural adpustment policy sequencing in sub-Saharan Africa (L.D. Smith and M. Spooner, 1991)

105 The role of public and private agents in the food and agricultural sectors of developing countries
{LD: Smiith and A Thomson, 1991)
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1o

115
121
i24

125
128
131
132

133
134
135
136

138
139

141
142

Land reform and structural adjustment in sub-Saharan Africa: controversies and guidelines
{J.-Ph. Platzeaus, 1992). French version: Réforme agraire er ajustement structurel en Afrique
subsaharienne: confroverses ef orientatons

Agricultural sustainability: definition and Implications for agricultural and tade policy (T.
Young, 1992)

Design of poverty alleviation strategy in rural areas (R. Gaiha, 1993)

Policies for sustainable development: four essays (A Markandya, | 994)

Structural adjustment and agriculture: African and Asian experiences (A de Jasvry and E
Sadouler. 1994)

Transition and price stabilization policies in East European agriculture (E-M, Claassen, |994)
Agricultural mxation under scructural adjustment (AH. Sarris, 1994)

Trade patterns. cooperation and growth (PL Seandizzo. 1995)

The economics of internadonal agreements for the protection of environmenial and
agricultural services (% Barrerr, |9%6)

Implications of regional trade arrangemants for agricultural crade (T Josling, | 997)

Rural Informal credic markers and the effectiveness of policy reform (AH. Sarris. 1996)
International dynamics of nattonal sugar policies (T.C. Earley and DWW . Wastdall, 1996)
Growth theories, old and new, and the role of agriculture in economic development

(id.5. Stern, 1996)

Economic development and environmental policy (5. Barrett. 1997)

Population pressure and management of natural resources. An economic analysis of raditonal
management of small-scale fishing (] -M. Baland and

Ji=Fh. Platteau. |996)

Economies in transition — Hungary and Poland {D.G. johnson, |997)

Tha political economy of the Common Markat in milk and dairy products in the European
Union (R.E Williams, 1997)

Halting degradation of natural resources, Is there a role for rural communites? (].-M. Batand
and |.-Ph. Platteau, 1996). Published by Oxford University Press

* Note: Lip to | 996, theve papers were published by the former Pobcy Analyes Division

In preparation

Growth. trade and agriculture: an investigative survey (PL Scandizzo and M. Spinedi)
Rural poverty, risk and development (M. Fafchamps)
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Viale dalle Terme di Caracalla
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E-mail publications-sales@ifao.org

Tel: (39 06) 57051

Fax: (39 06) 5705 3360
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TIME SERIES FOR SOFA’98 DISKETTE
Instructions for use

As in the past years, The State of Food and Agriculiure 1998 includes a computer
diskette conmining time series data for about 150 countries and the necessary
software, FAOSTAT TS, 10 access and display these data.

FAOQOSTATTS

FAOSTAT TS software provides quick and easy access 1 structured annual
time series databases, Even inexperienced computer users can use FAOSTAT
T5, which does not require spreadsheet, graphics or database programs
FADSTAT T8 is lully menu-driven, so there are no commands to learn. Users
can browse through and prnt graphs and wbies, plot muldpledine graphs, fic
trend lines and export data for use i other programs. FAOSTAT TS is
trilingual (English, French, Spanish) and uses a standard menu format.

FAOSTAT TS soltware s in the public domain and may be freely
distriliited. The data Giles H.l!tnll'lp:ln:;‘h!“_ the salware, however, are under
FAD copynght, and users must attribute FAD as the source. FAD may provide
only very limited support 1o users of this software and the accompanying daa
and cannot assist users who modify the software or data files, FAO disclaims all
warrants of finess for the soltware or data for a particular use

Technical requirements

FAOSTAT TS software vequires an [BM or compatible PG with a hard disk,
DS 5.0 or later version, 500 KB of available RAM and graphics capability.
Ceraphics support 15 provided for all common graphics adapters (VGA, EGA,
MOGA, CGA and Hercules monochrome).

FAOSTAT TS will print graphs on Epson dot matrix, Hewlet-Packard and
compatible laser printers. To use FAQSTAT TS with other printers, users can
enable their own graphics printing utifity before starting the program. One
such utility is GRAPHICS.COM in IX3S 2.0 or later version.

Because of its use of DOS graphics modes, i FAOSTAT TS is run under MS-
Windows or O8/2, it should be set to run in a full screen DOS session

Installation
Before running FAOSTAT TS you must install the software and dara files on
your hard disk. Installation is automated through the INSTALL.BAT utility on
the iisketie.
& To nstall from deive A 1o dove C

- Insert the diskette in drve A

- Type A: and press ENTER.

- Type INSTALL T: and press ENTER.

= Press any key,
A CASOFASE directory is created and, after Installaton, you will already be in
this directory.
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Entering FAOSTAT TS
® To start the FAOSTAT TS soltware, if you are not already in the CASOFASE
directory (as after installation }:

- Change 1o this directory by typing CDASOFA®E and pressing ENTER.
From the command prompt in the SOFASS directory, type SOFA98 and
press ENTER.

A graphics title sereen will be displayed, followed by the main menu sereen.

If FAOSTAT TS does not start, graphs do not display correctly or the menus
are difficult 1o read, your computer may not be compatible with the default
functions of FAOSTAT T5. The use of a command-line option may help. You
may try to start FAOSTAT TS with the -E parameter (by typing SOFA98-E) 1o
dizable its use of expanded memory, You may also force the use of a particulas
graphics or text mode by typing its name as a parameter (e.g. -EGA would
foree the use of EGA mode graphics),

Language choices
The initial default language for FADSTAT TS is English. To change the
defult language to French or Spanish:
= Go o the FILE menu.
= Select LANMGUAGE using the ARROW key (d1and pressing ENTER
- Select your choice of language and press ENTER.
The language selected will remain the default language until another is
selected.

Mavigating the menus
The main menu bar consists of FILE, DATA, GRAPH, TABLE and HELP
menus, Most menu optons are disabled until you open a data file. Navigate
the menus by using the ARROW keys {T 4 & =) and make a selection by
highlighting an item and pressing ENTER. To back out of a selection, press
the ESC key.
® |fyou have a mouse, menu items can be selected with the mouse cursor,
The left mouse butten selects an item and the right mouse button acts as
the ESC key.
After you have made a menu selection, the menu will redraw and highlight
a possible next choice,
& Several shortcut keys are available throughout the program:

Key Bction
Fl HELP: Displays comexrsensitive help text.
ESC: ESCAPE: Backs out of the current menu choice or exits the

current gl‘ﬂph ar tahle.
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ALT+N NOTES: Displays text notes associated with the current data
fike, if the wxt file is available. This text may be edited, Notes
will not appear while a graph is displayed.

ALT+X, ALT+Q  EXIT: Exits FAOSTAT TS immediately, withou prompting

Help

& You will see contextsensitive help displayed at the bowom of each screen.
Press Fl for more extensive help on a highlighted option,

8 Select HELP from the main menu 1o access the help information
Introductory information on the software, help topics and an “Abowt”™
summary screen are available from the HELP menu.

# The HELP menu options call up the same windows obtined by pressing
the F1 key at any of the menu screens:

- FAOSTAT TS displays the top-level help page.
= TOPICS lists the help contents.
- ABOUT shows summary program information.

Opening a data file

® To display a list of FAOSTAT TS data files:

- Gow the FILE menu.

= Select OPEN.

Allof the FAOSTAT TS data files in the current directory are displayed.

Initally, only SOFASS will be present. Other FADSTAT PC dora files, version

4.0, can be used with FAOSTAT TS,

& Llse the ARROW kevs 1o hi.ghllght the file you wish 1o view and press
ENTER to select it Files are shown with the date of their last revision, You
can alse hi.-gh1ight vour choice h':. yping the Girsr letters of the file name.
The current search string will appear in the Jower lelt corner of the list

® You can change the default data drive and directory from the file list by
selecting the directory or drive of your choice.

If a current data file 15 open, loading in a new file will return FAOSTAT TS
to it defauls (dine trend, no trend line, no userspecilied units or scalar).
Only one f[le can be loaded at a tme.

Once vou have made a file selecton, all the menu selections are activated

Selecting a data series

o Use the DATA menu to select or modify a data series or to {ita staristical
trend.

o Select a data senes by choosing the name of a country and a daa element
from scrolling menus. The first entry displays a list of country names, the
second entry displays a list of data item names and the third displays a list of
data element names,

If you type the first letters of a name in a list, the menu selection bar will
jump to the maiching name. For example:
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+ Type NEWY 10 skip o New Zealand.
- Press ENTER to select the highlighted name

Displaying graphs and graph options

The GRAPH menu allows you to view the daa in chant form. You can display
time trends and able or column profiles. Options under the GRAPH menu
change the data series shown as well as its display,

For example, 1o show a plot of the dat selecred:

= Goio the GRAPH menu,

- Select DISPLAY.

Many opticons to modify, save o print a graph are available only while the
graph is opscreen. Remember (o use the F1 help key for a reminder of your
options.

Crafrh action keys, You have several options when a graph is displaved:
® Press ESC 1o exit the graph and return o the main menu.
® Press Fl for help on the graph acuon keys. The help box lists the choices

available while a graph is on-screen. You must exit the help box before

making a selection,

® Pressthe ARROW and (1)) PAGEUPR, PAGEDOWN keys 1o change the
series displayed.

® The plus key (+) allows you 1o add [rom one 1o three additional series 1o
the one displayed. Press the MINUS key (<) to remove a series, To create

a multhine char

- Display an inmitial series

Press the + key 1o add subsequent series to the char
* Press A to display a wble of the axis data with statistics. Press T o show a
table of the fitted trend data, the residuals and fin stasties (if a trend line is
selected, see helow).
® The INS key permits you 1o insert text directly on the graph, While

mserting text, press Fl for help on your text options. You can sype small o

large, horizontal or vertical 1ext.
® To print a graph, press P and select your chaice of printer from the menu.

The print cutput is only a screen dump of the display, so the quality is

limited.
®» To save a graph for later printing or viewing, pressS. The graph image will

be saved in the common PCX bitmap format. You can use the PRINTPCX
program or other software to view or print multple images later.

PRINTPCX also permits you 1o convert eoloar PCX unages into black and

white images suitable for inclusion in 2 word processing document.

Fitting trend lines
® Tofit a statistical function 1o a data series, select EIT from the DATA
meni. The options under FIT allow you to select the type of function, data

vear limits 1o include in the fit and a final projection year for 4 statistical
[orecast.
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® Ly fitting a trend line (selecting the option under FIT) with a projection
(selecting PROJECTION under FIT), a statistical forecast can be plotted,
Use the + key to aded a new data series to the graph, which can be made
with omly a few kev strokes.

Charting profiles

The options under the GRAPH menu allow you 1o change the year span or
style of the graph display (options LIMITS and STYLE, respectively), or (o
switch from a time wend w a table or column data profile (VIEWPOINT). The
VIEWPOINT option is an easy means 1o compare data for a particular year.

Yiewpaint

® 1 you want to change from a time series display to a country or item profile
display for a given vear, select VIEWPOINT from the GRAPH menu.
Sclect DISPLAY from the GRAPH menu, and the profile will be drawn,
The inital profile display is for the last vear of historical data. To change
the year, use the ARROW (T1) kevs. Press FI for help.

® For a tables profile {profile of data across countries), you can cither choose
the bles o be displayed or let FAOSTAT TS select the 1op members and
arvay them in order.

A limit of 50 items can appear in one profile. By sclecting TOP MEMBERS

ustead of SELECTED MEMBERS, FAOSTAT TS will sort the values in the

file and display a ranking of able or column values,

Viewing tables

# The TABLE monu allows vou 1o look at data in a tabular format and o
define subset wbles that may be saved and imported into other software
packagoes.
= G to the TABLE men.
= Select BROWSE DATA (o view bdividual dace tables from the current

file.

* When viewing tables, a help bar appears at the bottom of the sereen. Pross
PAGEUP or PAGEDOWN 1o change the rable displayed or press ALT+1
or ALT+2 to choose from a list of tables. Use the ARROW ko 1?%——”
(o seroll the columns antd rows,

Series data

® The SERIES DATA option under the TABLE menu displays the lase data
series sclected, including summary statistics. This s the serics wsed o plota
graph. To change the serics, you must make a new choice from the DATA,
LLLER EEY

@& The SERIES DATA screen can also be displayed while you are in a graph
by pressing the letter A If more than one series has been ploted, only the
last series is shown, The mnge of years used for the series and statistics can
be adjusted through the LIMITS option under the GRAPH menu.
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e To view country or item profile lise and siatstics, select VIEWPOINT from
the GRAPH. You can quickly see a list of the tables with the greatest values
{for example, countries with the highest commodity consumption) by
choosing a table profile from VIEWPOINT and selecting the TOP
MEMBERS option. Then select SERIES DATA from the TABLE menu o
view the list, or select DISPLAY from the GRAPH menu to plot a chart

Trend data

® [[ the FIT opiion has been selected (from the DATA menu) for a time
trend, then the values compaosing the trend can be displayed with the
TREND DATA option, Summiry statistics for the onginal series and for
the trend as well as residual values are included, The list serolls with the
ARROW keys, and you can toggle between the axis and irend data with the
A and T kevs,

Exporting data
® The EXPORT option under the FILE menu allows you to export

FAOSTAT TS5 data into other file formats or (o create custom tables for

viewing or printing. By selecting EXPORT, you will jump into another sei

of menus,

® Toselect the tables and columns you wan 1o view or save, go 1o the DATA
e You must mark your choice of options with the + key, To undo all
your selections quickly, sefect RESET MARKS.

® To arrange, view, save or print data, go 1o the options under EXPORT (in
ihe FILE menun):

- FAOTABLE creaies a table with data from the last [our available years,

- WIEW displays a temporary ext file of the dara selecred. Itisa
convenient way 1o view a subset of the tables and columns in 2 FAQSTAT
T5 file and can ajso be used 1o see the effects of the ORIENTATION or
LAYOUT sclections before using the SAVE or PRINT aption.

- SAVE displays a list of file [ormats 1o let you save vour data cholces in a
file. You will be prompied for # file name. If you need to export
FAOSTAT TS data for use with other software, use this menu item. The
WEI and DBF file format selections are not affected by the LAYOUT
options {sce below).

- PRINT prints your current table and column selections. Many printers
cannot print more than five columns of FAOSTAT TS data. Select VIEW
ter check the table width before printing,

= LAYOUT allows you to display years across rows or down columns, The
default direction is down columns.

* To get back to the main FAOSTAT TS menu or 1o elear vour selections and
create more tables, go o the RETURN opiion,
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Making notes

® Toread or edit textual information on the current dara
file, select NOTES from the FILE menu. You can also
call up the MNotes box by pressing ALT+M ar any of the
mens. The option NOTES allows you to read or edit
text assocated with the dam file

DOS shell and exit

The DOS SHELL opuon under the FILE menu returns you
to the DOS prompt temporarily but keeps FAOSTAT TS in
memory. This is not the normal way 1o exit the program. I
is useful if you need o execute a DOS command and would
like to return to the same data file. The daia file iself is
dropped from memory and reloaded on return, so default
values will be in effect.

Exiting FAOSTATTS
@ To exit FAOSTAT TS:
Go to the FILE menu .
- Select EXIT.
The Ale+X or Alt+0 key combinations are short cuts 1o exit
the program from almost any screen.

i



WHERE TO PURCHASE FAD PUBLICATIONS LOCALLY
FOINTS DF VENTE DES PUBLICATIONS DE L4 FAO
PUNTOS DI VENTA DE PUBRLICACIONEE DE LA FAD

CPMFIILLL Lusdm

= ARG ENTTA

Lihraris Agropecotros

b P, bR Buserass hirms
Oiligifia duwl L Enlermaslaml
Ay Catadodis 1ATT, | 2T ke s
TR TR i i LES pren

= AUSTRALLAL

Hunker Pahlicstinnm

T s B, Riwmonsioes Ve 5T
I T A

Faog: | 38R TS

g [puciamsrs B ppeeead corm i

* AL T
Favieid luzh & Gn.
Wiekhisnrammerb 28, 10810 Wi

= FEANGLADERN
Aasootilion of Dovel

Agreiigias 0 Bangladeuli

= BNRATIL
Fundagbo Gelole Yarges

LBl )
Pl i e
E-rrall il 1 ot W] I
Mialwe Editers da s sarwidnde
Fagil ol Flaminsmss
Frai on F iga

= CAMNLTEA

Ramoul Pukbish

PR cheran Carvisd (L H]
Coimwit, Cirmara K1, 50
Ti: +8 913 M2 70S
Faee + 0 013 Pl -meg0
Viphmi e g o RERE D00
F-rramd jwnat il dea sasimy o

& CMILE
Lilirama - Diffeina Meglonal, FAo

S
fsgla =
\ator,
Tel <E2IIZIN
Coarmis=sn e

ol b s g

sadnllaris Tewbolibros Lads
Byl L 1680

* CHIRA
=hilha H.Illhﬂl M"I.I'I.IT;
mmmmm
Tal: <10 AL

P B 15 RADB AP
il

+ BOLOKEA
INFOENLASE LTTA
AT

AmremipBa

T w81 RSN TTR

Fan' s 1 THIMEED TS o
Coctn Sl ctrsds

ity ke B poallarem wsbiend el e

« DRNGO
Ciffiss nations das b

'i.?rrr.m:_

+ COTA RICA
iy il uiiei i
1000 Sanosl

CIMDE

A BTy Ty a0 T S
e [

Apacads 180, 1000 Rar e
Camrven el s,

st ot B i b1

» COTH DVOIRE

EEOA
B B

oy, 37 i P, iy A bl
Lol oo rni Meccnd

Usnilssrulind Agravin el Ecumdes
Camiin dn infermanion Agimils
B ikl Aperiacin 0801 |4

Liireris Empaitoin
bl WS

Comi bl 37, 20001 ki

Tl #2441 4363700

P w38 315 150590

SR i T eI L T
CoATHLHA I,

ERaory B TSRS PR
Mundi Frenas - Derzsions
[ P e L

G A Sk

Tl - S S0H B0 2

Pmc = 300 5T PRAA

£ FRNLAND

Khateeeines Hijrbaupps

Wi a el piiron Bt o
FFRNIT | Fait s

Tl s BEREATI &R

Fae o308 131 50

* FELARCE

Esdhigme 4. Pedurs
13 i AT r, PROOS Prams
Lavatiie Teo & Doo
1, =g g PRy

BEFS CactupreC e

Gl Wty woerw Lisormasi i
Wil Evrmil F g
Lilivairle dii pommmies
inAsrnnE ol

10, drbrmn vl
T ey 08

Bl el v i

kb B e i B
WhiRLD OATA

10, run Mok Fesmars]

)
T, X0 1 dTTHCE
Tl TILATTRIATY

* GEFMANY

Alamunder ibeon Tnrermatdonsls
Bushmandliang
Frocuicsr il e 32

Db 1 B W rear.
Tal: ABBITE EFET1S
a. r Gmibe
Vermamdbushhardiung
trvimrta sl iane 1

O 08255 Dara bl

THl =dRERBERESS

Finc wd BE15E B 0ED

Wt
[ -l g 1 okl cooe

Fan o4l 238219 7d B2
WY A L O
-l i @ acd com

o CEALARLA

BEDED Fubkinhing Lis
Bans oo, Taery st
Pl Camdid,

PO B 2056, Apcry
Readwiils Boskuhap Lid
P Do S0 i, e

Tl - Emy 3 22100

P o JEITVEN TR Y
E -l pociascis W abbygoriog e 3

Liksarln MTAS
E1 Famoein,

= BN
Alllmd Puibfiahar Lid
T8 § B Pl
Crerves, P00 05
Tel =B BRI AN A
P UL dd PEFORER
ol
il o i mredi BRI BT e e
EWP AMillatad EanlsWaal
Prasa PYT, Lid
G, A Posd. Parpe ey
Bgrw Tl | 10000
Tl 90 8 30 D
Fign ot | | REEE58
@ulord Aok and Slabaninry G
e Hmas
MmOt 1000
R R L
P 481 1PN D0S
Orioded Bubeeription Ageney
T R N S Dl o B
o
]
Poerpdics! Exparl Book Agescy
n\n-m:.inlm
el @0 1Y 2T ADANTERORD
Faun LBl 11 2419855
Boohises|i
e Crihea

sm_{-j!r:—l W
el a8 11 IR

Fax 41 LN2THTI0S

Fipm it
e e, DL P o
=

= MTELAND
Oilflce & Public Work
A B Daan Fiod, Cooblen

= FRAAEL

ROLY, i naligmal

PO e 1308, Tl Aty 81130
E =l virpad Farbyepuis ou] 8



* ITALY
FAQ Moskshap
ar i bt Miefrrs

D400 Rt
Tk =350 4704 5580

Libirgais Gamimss g
B e el

Epd - Lsoss

Wil Thuea o Cada el 14

IS Frghie

T » FE5848 5

P o RS 80 £ 3 AT

C-rrmdd boca @ B i

Mymkuia Ehetan Lid)

A2 Megratir Swibamgtd ChaETs

Cruyaciya. PO B 73
WL

TH- =B X050 HA

Pz «Hi 3 5% 405

Marugsn Cospany Lid

P e 000

T il ol hbidd 10011

Tui- =By ZITMRIS04

Fit <01 3T TTR1E0S

- by

= AT
Twul Mook Cenire | hd
Pt gl

PO & T 580 il

Tl =254 3 T30 282

Par s 25& X AT R

bt Adiicd ook Ratibiilsi

B0 g IIRATL Wnres
T aEmAT 20 AM
Fum <304 FERILTD

Technigua
Lirirey B la archeithid apaele.ies
(LT r 2] A i
* MALAFELA

Detrnide produsts onfy.
Hoyihbaund

WHERE TO PURCHABE FAD PUOLICATIONS LOCALLY
POINTS DE VENTE DEF PUDLICATIONS DE LA FAQ
PUNTOE DE WENTA DF PUBLICACIONES DE LA FAOD

-t

Tl AT FOORIB00S

Fawe 31 PO 14 30

Hwmitn & Talllingss bw

Pt v 835, 3108 L msm
B TR L

- by

Wisbaie waw s o

= SEW TEALAND
Legidintbeon Seivices
PO 12618

Thasrie,

[ st Wﬁ:m-
Dwils OHcig]
POex

WIT Waiing=s
Tl A

Flm +8e 2 4 T
E =it iviis b G i el L
W e SOOI S 06 110

= MACARAG LA

Likraris HEEPLMTH
sy pta iy Clrdroarinic k.
etk Foa el -T2, R o

= NTCEEIA

liniversily Bostalhop (Hegei)
Lid

Lty @ G AR, s

m—d-i Haesaiial ~Hailie
il Chailli

{ st .78

= PROLOPSES
Inkemaiiannl Beobscares

10, Termeie X
Y e i b, C a2 £
Lo i, Wi L
Tel: ~B3TH\TREN
Ewr JETZANTITH

= POLAND

Ars Nofara

W e P it
[l lig e S B

= PORTUGAL

Livearis Peaiiigsl, BHas & Anilvads
Lids,

[T J— X

etz DA i, 1 Lo Cioni

SN GAMRE
Baloc] Bodhie Pla Lia
AR5

- .:ﬂrl.!ﬂ.l
Fpor w0 TR

= SLOVAK HEMNTLIC

Wakhile ol Rosnids ana Techmmn
Idprimialion for Agricuitims
Eaarava UL B0 0 NDy

Hl ST RIT VBN

g il PR 3TN

E-remt e 800 e 5

 SUTESE
Buchhamdlung e krliguanet
Hwinimana & Ca
Eeurgassn | ¥ B Tuakh
LU R UL TS T
Ty S Vesbom

S 1290 Chrairay 1

S Wik wme Lt Sy
Wam ermen Edilions
Tegkhigiue

ADECO

N L T 1 80T SRoney

= SLINIRCARNT

Yaca nov in Rlirshsees
Elereraruna bt i 0 Py B 44 |
Fartrrndey

e Willlema A0
P e AT 3% Sal
Tl +SEEIDANAD

Bk il an

PO s W i, -0 S acihagiem
a4 TR SO0

Far 00T J054

Eorraitl e s T

= THARLAND

Emapars Pandd

ki . e ppie i 11 st o
Hasganm

TGS
Librsire du Hom Pasise

I 11, L

= Pl aeE

BociEd lermesrene de dilFisiom
€, prernar B0 Cariaga, T

= TURKREY

OUNYA INFOTEL
1170 Vi Batmry
340 rtaried
Tl ! o0 22§ STF0O0R
Fimi: <00 210 023 4680

i PR S e (T S8R

&

* LIELANDA
Fumtiinin Pusiishss L

T m;r:l-'n?h!ﬂ
R <555 1 250 TR0

o LWAWTED HINGOEE

Five Bialipnery Ofice

Hil Hrw B Lvm

Lo 5N LMW1

Tl il 77 § T HRO0N [
w4417 Y BT S|

P il ) 1 E PR BET

Fer.] Tha Hlmlichaty Slfs
Iruﬂ

E =il i e o b

ekt wwd P WigROOry-nfos oo b

Toi. #1313 3 TEOG
Fx 1 210 R aviG
Walaibs

el Eaw a8 1 b
Faifgdicals
Ehmrs ‘Iﬂllﬂ_'"-li Baivitea
10 i 1 53

~rmed

Tl = | 205 5934400
Fio »| Z0RLE0M 1420

Thas Comgasy b
14 St ark %
N T

Tl 7S T30

= FENEITAEL A
Fundaritn La Eva Agricaln
Ll i o' O v et ok
Bptanmiad S8 Liddis
Fudecn, Lvkieses
Ay

g Fusieen,

Tl oS5 SA0ET
Fonc SAGNGE T4
LEbremma FASHO
rrarrimti ] s dle ot o | LT VT

el B oy
Lifiraein Univesmijaria, A&

EdLww

Apariacc Pocs 50,711 1900 Cluw-ey
Tl «E8 3 TEIBGIATH SR
[ oot Sty W i, el



Presented in a new lively and colourful format, The State of Food and Agriculture 1998 provides the
most comprehensive and timely report on food security, agricultural production and market trends
as well as other related topical issues. Factual information is accompanied by comments and
analyses offering a clear insight into these trends and issues, which are of major interest to
policy-makers, academic researchers, students and those interested in the management of food

and natural resources.

A review of developments in food security opens this year's report, with new estimates indicating
that the proportion of undernourished people in the developing world has dropped slightly since the
early 1990s, while the actual number of undernourished has risen slightly. Perhaps more dramatic is
the 25-year trend in undernourishment, which shows a worsening situation among the poorest
countries, while other country income categories are improving or rhanaging to stay even.

An analysis of the current economic environment follows, revealing fears of a global recession in
the wake of the Asian finangial crisis and exploring its likely effects on agricultural production, trade
and food security. Agricultural conditions in 1997 and early 1998 are reported to have been
generally positive, despite the devastating effects of the El Nifio phenomenon in many countries.
After a bountiful 1996 crop year, crop and livestock and cereal pfoduction continued to increase in
1997, and the current cereal supply situation appears satisfactory. International commodity prices
weakened, penalizing many countries dependent on agricultural exports but also providing relief to
many poor net food-importing countries. To assess the specific implications of these developments,
the agricultural situation and outlook is examined for one country in each region: Chile, Hungary,
the Islamic Republic of Iran, Malaysia, Poland and Uganda.

The two special issues featured this year concern:i) the challenge of feeding the world's growing
cities — a task which calls for local, national and international cooperation in planning, along with
partnerships between public and private entities; and ii) the complex interplay of factors involved in
the integration of agriculture and fisheries. The potential of rice-fish farming, which has grown
rapidly in East Asian countries, receives a special focus.

Rural non-farm income and employment are the subject of this year's special chapter, summarized
on the inside front cover.

As in other years, time series data for about |50 countries, country groups and regions are provided
in English, French and Spanish on a diskette, which includes FAOSTAT TS software allowing easy
access and use (see instructions for use, p. 365).
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