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PREFACE

This case study of fertilizer marketing and distribution in th
Yemen Arab Republic (North Yemen) is submitted in accordance; with the
provisions of Contract Number GPR-GG91-C-GG-2331700 between the Unitec
States Agency for International Development and Lcuis Berger
International, Inc. Field work in North Yemen was carried out in Januar vy
of 1983. Other countries for #hich Bezger prepared case

studies were Indonesia and Kenya.
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Executive Summary

The Yemen Arap Republic, or MNorth Yemen, was chosen 3s a case
Study in this serijes because it represented a yourg fertilizer
market that had in its short ‘history been dominated, at differert
times, by single private and Putlic sector distribution
organizatiors, In the market's early years, the private sector
failed to distribute fertilizer in a manner acceptable to the
government and to international agencies interested in Yedeni
agriculturél developmert, The story of how the private sector
was displaced, how a finanecial institution became the leading
fertilizer distributor, anrd the limitations of the currenrt market
configuratiorn, provide insights into how private arg public sector
interests can be balarced ir a smal) market llke Yemenr,

Prior to 1976, two private companies, in cooperatior, were
able to supply almost the ertire Yemeri market. Little information
wWas available on fertilizer supplieé, prices, or potertial demand,
and the market was a4 young and opporturistic onre. The two
Suppliers earned what: were probably substartial profits, ana were
able to maintain thelr domirant position due O achievirg ecoromies
of scale, having an exclusive ‘agreement With a Kuwaiti ures
Supplier, ang ownirg the largest estaolisned retailirg retwork in
the country.

By 1975-76, the goverrmert . Witn tne support of tne world
Bark, which was helpirg estaolisn the Agriculiural Crea:t Bbank ==
mOvead to undercut Lhe private suppliers, They dapparently felt that

a3 more cortrolllable ard ¢neaper source of Supply was reeded tor
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agricultural development Project areas in the Southern Jplands and'
Tihama Regions. The government was able to enter the market itself
mainly because in 1976 outside organizations gave it the mechanism
(the Agricultural Credit Bank) and the resources (Saudi Arabian
urea dorations) to do so. ‘

After the governrment intervened the market balance swung
perhaps too far towards a public sector monopoly. The Agricultural
Credit Bank was able to guarantee supplies of urea to farmers in
the main pProductior éreas, but it has had a very uncertain policy
towards non-urea fertilizers, and it has not 'marketed!' its
fertilizer in thne more remote aress.

Orly recently, in the third phase of this short history, have
the Bank and the government agréed that there shoula be =ar
increasing role for the private sector in fertilizer marketing and
distribution. The private sector can help serve the goverrment's
interest in selling urea, and it can help the longer-ternm interest
of the agricul:ural development projects and the farmers themselves
by promoting a more balanced mix of fertilizers ang/or compound
fertilizers,

The private sector is currently involved in the wmarket in
three ways: |

1. Importing and distributing fertilizers other than urea,

especially ammonium sulphate nitrate and compoura fertilizers.

Sales are based entirely in the main cities, and rural

marketirg is bassea on radio advertisirg ard word of mouth.

2. Buyirg Saudi-dorateg urea directly from the ristry ot

Agriculcture ardg selling it through the same city stores.



Private mercharts pay the same price as does the Agricultural

Credit Bank, but underprice the Bank on the cash umarket.

3. Rural shops becoming retail agents for the Agricultural

Credit Bank, and receiving a commission (averagirg 5%) on all

fertilizer sold. Out of this margin, rural agents are asked

to store large amounts of Bank-owned inventories, often in

excess of a year's needs. .

Although very 1little data is a&ailable, the total amount of
fertilizer handled by the private sector through all three of these
channels is probably less than half of the toﬁal market, wnich 1is
about 20,000 tons per year.

Since the Agricultural Credit Bank entered the fertilizer
market in the late 1970's, the fertilizer market has been affected
in several ways:

1. Lower urea prices - which zre posSible oecause most of
the supplies are donations. The current ceilirg price of 70
rials/bag (3$310/tor) is about 20-30% below a free markect
retaill price. The reverues rfrom the sale of the tree urea
accrue to the iMiristry or Agriculture.
2. Little iaprovemert ir the supply of fertilizer in remote
areas. The Agricultural Crédlt Bank is not equippea -- ror
does it have any firarcial ircertive--to develop markets in
areas where there is little commercial acuvivity, little
potential demard for Sredit, ard nign costs of Jistridutirg
fertilizer,

3. Uncertailirty ir tne resporsioility for extensior Wwork.,

There is still a lack of basic soils research -ard irformatior
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from fertilizer trials in Yemer, and the existirg extension
Service is inadequate to fill this %ap. Both the private
Sector and the international aig organizatiors recognize that
there is a lack of leadership in promoting fertilizer use,
ard poth see ways that they can bpe more actively involved.
y, Uneertainty in future Agricultural Credit Bank policies.
The private sector ;s wary of the Bank's market role, ever
Sinc2 the ‘Bank's initial market ertry inr 1976. ° Currert
uncertainties include: a) the Bank's unpredictable procurement
Policies, which may or may no£ include non-urea fertilizers
from year to year; b) the Bank's unpredictable pricing
pPolicies for these non-urea fertilizers; arng c¢) the Bark's
urpredictable sales policy, especially corcerning existing
inventorigs that it can dump at any time. These urcertainties
hinder the private sector's willingness to assume risks,
éspeclally in the market for Non-urea fertilizers.

There is no questior that the private fertilizer distributors
in Yemen are €ager and sophisticategq tragers. They are also
willirg to comuit themselves to sizeavle investmerts that imply
more thar quick turnover and hign profits, (Seve}al of the
Hodeidah-based merchanrts have several Seéasor's worth of fertilizer
Stocks which are the result cf a prooable over-eagerness tb
Capitalize or rew markets.) Several of the tradirg -comparies
Profiled here are tryrrg to offer a full rarge of agricultural
lrputs, ard are all EXperimenting with ways to reacn a poorly
defirea ang unsophlsticatea rural markec. Nore of tne mercnarts,

however, have yet developed a recaijl network im the rural areas.



There are few, if ary, immediately available private sectsr
opporturities that have not already been pur sued . Future
initiatives wil} require that at least one of the following
developments take place:

1. A rationalization of the price structure to favor a more
balanced patterrm o{ fertilizer use. Either the price of urea
could he raised 20-25% to free market levels, or the prices of
certain compodnd fertilizers could be Cross-subsidized with
the government's urea-generated revenues.
2. A commitmert by the government to assist the
internationally financed projects promotz ang Supply non-urea
fertilizers. This effo}t could ircluge Sporsorirg applied
research, improving the extensionr service, or ircreasirg
efforts to reduce other production constraints, such as water
availability and land tenure arrangements that.dlscourage tile
use of purchased inpucs.

3. Charging the Agricultural Cregit Bark procegures to

allow farmers to use bank creait (issued for the purpose of

buyirg fertilizer) to buy fertilizer at ror-barik outlets.

4. Raising margins paid oy the Sang Ltd 1its agerts to

encourage their assumirg a more active rural marketirgz role.

5. Clarifyirg the uncertairties :r tne 5ark's future

éctivites in the fertilizer narket, as describeg above,

The first four items woula oper up delirite reyw Jsparkets for
the Prilvate sector. Items (1) - (3) are aimea 3t ifporters/traders
basea ir the mair citles, ard 1item (4) woulg encourage retail-level

marketing in the ;ural areas. Item (5) would sigrificantly reduce
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the risk perceived by private coupanics of enterirg - into the

ron=urea markets.

Assuming- progress is made on the above policy initiatives,

three impleméntable projects are described below.

1. BASF A roreign Supplier's Partnership with Local Distributors

BASF, a West German suppiier of agficultural inputs, is preparea to
-commit itself to promoting compound fertilizers in Yemen if a) the
domestic price of urea is lncreased by 15-20%, and b) the
government gives evidence that it is willirg to forego some of its
currert high market share of urea. BASF's marketing program would
consist of: |
--Working with its main agert, El Soffary, ard its sub-agent,
Agricultural Development Stores, to promote compounrd
fertilizers. ' BASF would provide materials ard techrical
Support, much of it drawn from its experierce ijr Saudi
Arabia.
'--undérwriting an extensive program of trial plots ardg
" demonstrations: BASF feels that such forms of direct proof
"are the orly way" to promote fertilizers. BASF would proviage
free of charge the fertilizers used or trial plots -- up to 50
tors a year -- ard perhaps share the COSt of nirirg additioral
agroromists.
Techrically, BASF has ro douot that compoura fertilizers are

Wnat Yemer neeas, ara that Lhey could "corquer the country



teéhnically in two yearS." El Soffary, BASF's agent, 1is the
largest compary active in fertilizer sales in Yemen, and it is
positioned better than anyone else to promote a new market. BASF's
reservations wre focussed on the strength of the goverrmert's
interest in pPreserving the status quo: it suggested that USAID,
together with the FAO ard UNDP projects in Yemen, ercourage the
fovernment to take the necessary steps to free up the nor-urea

markets.

2. The Hodeidah Merchants: 4 Piar to Expand intoc the

Agricultural Credit Bark Market

Item (3) above, which would allow loan recipierts to buy fertilizer

at non-Bank outlets, would enhance the Hodeidah merchants’ ability

to sell urea. It would also directly link the lorg-term irterest
of the merchants with those of the faramers and the FAO/UNDP Tihama
'Project, l.e. the ircreaseg use of ror-urea fertilizers. The
Tihama Project is creating a demand for potassium arag phosphate
that they would Ilike to package ir stardarg @SSi1starce packages
-- packages that include, where necessary, Bark creait. The Bank
has not prover its a0llity to supply these fertilizers, The
packaging and sale of Stardaragized tertilizer tmPULSs 15 4 task
ideally suited to the Hodeiaan mercharts. Cei1lirg prices coulg be

ar«, .r[ recessary, coula

m

dgreea upon by the participarts, ara :the

draw dowr upon 1its €X1SL1irg SLOCKS TO ertorce thnese cerlirgs,
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3. The Agricultural Credit Bank Agents; A Marketing Resporse

to Increased Margins
Ar increase in the margirs paid to the Bank's rural agerts would
obviously increase their incentive to sell. The agents could be
encouraéed to market in the following ways:

a. direct Salesmansnip and providing techrnical information,

b. helping farmers get Bank credit with a fertilizer

component,,

¢. conducting and publicizing trials on their own land.

Agents can be assisted in all of these ways by publie sector
assistance of the type offered by FADINAP/ESCAP ir Asia and by FAQ
ls selected countries: dealer training programs. Also, there is
nNO reason why private merchants shouldn't compete with the Bark for
business links to the rural agents -- especially if, and when, the
coummercial involvement of the Bank in the rural market gives way to

more private sector competitior.



Chapter I - Iniroduction

The Yemeni economy has undergone fundamental changes over the
past 15 years, during which time tné country has emerged from a
State of civil war to that of a rapidly growing young economy.
Yemen s traditionally @ country of traders, and the
entrepreneurial Spirit .is very sStrorg. Government-intervention in
the largely open ecorouy is kept to a minimum, but in recent years
it has attempted to control prices for some basic commodities,
includirg fertilizer.

The first part of the Story of fertilizer aistributior 1n
Yemen concerns the early market for fertilizer, the cortrol of that
market by a few traders, and the reason wWhy the goverrment -
Supported by the World Bark -- felt compellea to ilntervere, The
private sector was perceived to have failed during this periog:
the goverrmert felt that LCo much market power corcertratea 1n the
hands of too few distributors led to high prices ara limited
supplies,. This " failure', however occurred wher the fertilijzer
market in Yemer was particularly yourg ard urderaevelopea. In tpe
early 1970's very little fertilizer Was Delrg usea, ara tne market
Was a completely opporturistic ore 1m wnich reitner mary mercharts
ror mary farmers krew mucn avout fervil:zer use sr 1ts ra:r price,

The secord part of the Yemer story SLarts wner tpe
Agricultural Credit Bank, suppcrrtea Dy tie .orly Lark, entereg the
fertilizer market ard urgercut the grivate dlstrivutors., Aslde

from the issue of whether a park shoula oe lnvolvea in the physical
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handling of agricultural irputs as well as credit, the Bark pursued
a pricing policy that eliminated most Pther private sector
dlstributors. (This pricirg policy was made possible by fertilizer
grancs from donor countries, eésSpecially Saudi Arabia.)

Only recently, in the third phase of the story, have both the
Agricultural Credit Bank and the government agreed that the private
seetor can play a stronger role in fertilizer maéketing and
distribution. Tne fertilizer market has developed to ar extert
that free competition is now possible, in certain areas, and
farmers would benefit by both private and Public marketing
efforts.

The balance between the role of the parastatal organizatior
(the Agricuitural Credit Bark) and the private sector has yet to be
fully resolved. This story has parallels in many dJdeveloping
countries.

Future growth in the Yemeri fertilizer market will require
that the government adopt more flexible policies concerring private
and puolic sector roles. adoption of dppropriate policies wiil
require overcoming strong vested interests in the Status Qquo ==
ircluding those of the goverrnmert i1tself.

Another theme to emeryge from tne Yemer case study is tche
relationsnip between private sector risk takirg in promoting rew or
little-usea types of fertilizer ara puvlic sector efforts ir soil
testirg, fertilizer trials, ard rarm extersior. Also aglscusseq is
tne potenrtial for rertilizer use Odjectives to clarify tne
irterests arg resporsibility orf tne putlic aru privau-e sectors ir

marketing rew inputs. A rourth theme 1s g3 clarificatior of tne
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public sector's long-term interest in being commercially involved

in either prime or remote market areas,



Chapter II - The History of Fertilizer Marketing and Distribution in

Yemen

A. Overview of Fertilizer Demand ang Supply

Although a great surge in the Yemenri eécoromy has ctaken place
over the past ten years due to the high level of repatriated
earnings from Saudi Arabia and the Gulf states, the Yémen domestic
economy remains highly rural. Agriculture accounts for more than
40% of the gross domestic product » employs three quarters of the
domestic labor force, and is still the main sector of the economy .
Due to a variety of factors, agriculture is urder pressure to
modernize traditidnal cultivation techniques and develop higher
value crops. These factors include: a) lapbor shortages brought
about by large-scale labor migratior to reighboring oil courtries;
b) high ang risirg wages; c¢) relatively easy access tc cepital; q)
ngw markets; ana e) changing corsumer tastes.

In spite of all these pressures, fertilizer use ir Yemer 1is
still very lbw. Reasors for this include: a) the inarginal bererfit
of fertilizer use is small ir mary areas wnere ather factors, such
dS water supply ana weeaq cortrol, are mnmore critica; procuction
corstraints thar fertilizer use; D) the level of sci.is research is
30 10w that rei:ther tne goverrméht ror the extersior WO Kers krow
wnat fertilizers ard applicastiar rFoCcedures snouiu ose recommeraed;

C) tne extert of the éxtensior system :is very smali, beirg

resctricted
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largely to the prime agricultural areas; and d) farnm terarcy
arrangements in many areas discourage fertilizer use by the tenar:.
farmer, since he is asked to pay the full cost of the fertilizer and
Share in onrly a small peércentage of the benefits. Each of these
constraints -- the availability of water, soil research extension
services, and the traaitional farm terancy practices -- will have to
be relaxed before the demand for fertilizer can be expected to
'increase rapidly.

The use of fertilizer has increased froum an estimated 100 tons
ir 1971 to an estimated 20,000 tons in 1982. The little data that
1s available is shown in Table 2.1, Since there is ro qgomestic
productior in Yeuen, all fertilizer is luported. Imports are mage
through two kinds of imports: 1) goverrment-to-goverrmert gltts,
wnich come almost from Saudi Arabia, and 2) private sector laports,
which .are made in the oper market. Although import agata by
fertilizer type is not availavle, most grart fertilizer nas beer
urea, ard most privately imported fertilizer ias oDeen gither
ammonium sulphate nitrate or compourd fertilizers. (rea aorations
have averaged 10,000 tons g3 year betweer 1977 ara 1932. Aresa
dorations have averaged 10,000 tors a year berwesr 13577 ard 1932.
Tne fact that fertilizer glfts have almost exclusively oeer ures has
had major effects on fertilizer use, availaoilizy, arg pricirg in

Yemer, not always to the lorg-tern bere:it of tne farmer,



Table 2.1 F¥ertilizer Supplies, 1971-1981

Value of lecorded
ror-Government

Imporus:(3)

Hillions of rjals - - - 1.3 6.6 6.8 3.5

1971 1972 1973 1974 1975 1976 197? 1978 1979 1980 19

Hutrient tons: (1) 100 300 710 1,015 980 5,072 2,123 2,739 9,900 13,300 9,
Fotal wons:(2) 3,153 h,ou6 1,799 4,256 3,869 7.932 - - - -

A

sSources: Internatianal lFertilizer Develapment Center

World Bank, Yemen Country Profijle

17.6

1.
2. Central Planning Organization (Yemeni National Accounts)
3.

25.1



B. 1969-1976: The Introductior of Fertilizer

Prior to 1970 there was virtually no fertiligzer used ir Yeman:
Yemen's contacts with the outside world were slight, government
irstitutiors were few ang undeveloped, and the govermment there did
not involve itself in farm extensior. Rural poverty was high and
agriculture almost ccnpletely traditional.

A German aid project begur in Sana'ga in 1970 was the rirst to
introduce fertilizers into Yemer. The Program conrductea fertilizer
trials, and it distributed free samples to willirg farmers near
Sara'a and Ibb. Once é farmer exhausted his free sample, ne turreg
to private mercharts for Subsequent suppliers. The orly deaicatec
fertilizer storage space in the Courtry was ‘at the Germar farpy
pProject site near Sana'a.

Wnen the fertilizer comporent of the Germar aid project came to
ar era ir 1974, fertilizer lmporting, distrivutior, ara sa.es were
completely handled by the private sector. Most fertilizer sold was
hanaled by Lwo of the largest tradirg companies 1in femer, El Soffary
and Sons, and Hayel Saeed Aram arag Company, Ltd., wno were the
exclusive agents for urea lmports rrom fuwait, Cre of these
éompanies reported that urea imports reachey a level of 5,300 tons
Per year by 1975/1976, wnich was ~ner tne agricultura: lreait Sark
érterea the fertvilizer market for tne {208t Tode.  wS snowr in Table
2.1, 5,000 tors is approximately tne tLatal amourt ol yearly imports
durirg the early nalf ol tne decage -- d 13Ct J4nilcn seews to corrirm
later assertiors tnat the fertilizer market was Jomiratea by a few

firms with rear-moropoly power.
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Fertilizer distribution posed no Special problems tor either
company, since bot} jad large establisheg uholesaling-retailing
retworks in the major cities through which they distributed a wide
variety of goods. As far as can be determired, the commercial needs
of the agricultural Sector were still sufficiently small that
neither Company was committed to developing a iong-term market
strategy. Havirng taken a fairly Speculative risk by jumpirg into
the fértilizer market, it was to be éxpected that both companies

geared their pricing policy for maximum short-ternm profit.

C. 1977-1980:  Intervention of the: Agricultural Credit Bark (ACB)

The First Yemeni Five Year Plan (1977-1981) was initiatea in
1977, and it established an overall goal of food self-sufficiency,
As part of the plan rew extension services were created, a central
research station was buile, training progranms weré developed, anag
the Agricultural Creagit Bank (ACB) was establisnea. The serse tnat
an overall planning ard policy coordination ability was needed was
new-to the Yemeni agricultural sector.,

In 1975 and 1976, the World Bank was interested ir aeveloping
an irdeperdent ang cheaper source of tertilizer suppliies rfor its
agricultural development projects ir the Tinama ard Soutaerr Uplards
regions., It suggested that the ACS3 asSume this role. 4t tne same
Llne, Saudi Arapia gave its rirst yearly Joratior Or JUrea L0 Yemen.
That ACB became the corduit for tnis fertili-er 4as orly ratural
== 1T Kept public goods in ctne naras or gpuolic entit:es urtil its

final delivery.
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When the ACB begar selling urea in thg prime agricultural
areas =-- which were the orly areas in which the private merchants
were active at that time -- the retail price fell to about one hal:
of the original private sector price level (i.e., from a reported
price of 120-200 Rials/bag to 70-90 Rials/bag). As a result, most
merchants got out of the fertilizer business altogether. Alfhough
the ACB supplied only urea, the market for the other fertilizers
Such as ASN, which was very small to bhegin with, collapsed.

The ACB started operations in 1976-1977 ir the Southern Upland
Region around Ibb ang Taiz, mainly due to the presence there of the
ongoing World Bank Financed Southern yplanas SURDP I project. It
also begar working in part of the Tihama regior wnere the Tihama
Development I project had been underway since 1973. Not until 1978
did tne ACB begin Supplying creadit anrd farm inputs ir nor-project
areas. Sigrificant improvements in the land trarsportation and
communication retworks ir the 1late 1970's helped improve the
availability to remote farmers of poth fertilizer ir particular arg

agricultural information in gereral.

D. 1980- Presert: Rerewed Private Sectar Interest

As the overall demara for fertilizer zrew slowly aurird the
early 1980's, the level of Saudi Araoiar urea aorations were ralsed
Lo meet the denana. As & result, vne rocm tor Private sector
involvement 1r tne fertilizer market was Testrictea to:

a) importirg ara alstriduting ferviiizers otner tnar urea,

especially ASN;
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b) buyirg Saudi-donated urea diréctly from the governmert arg
sélling it thrdugh.its own distributior channels. Merchants
¢an buy urea at the same price as the\ACB, ana they typically
sell it on the cash market at a small discount below the Bank
ceiling price;

¢) rural shops becoming retail agants for the ACB, receiving a
fixed commission on all fertilizer sold for cash or credit.,

The private sector has pursueda all of these pos;ibilinies, but still

handles less than half of the total market.

The ACB has begur to institute fertilizers othér than urea, but
there is little agreement on the quantities involved., In 1982, it
appears that the Bank had total stocks on the order of 5,000 tons of
other types of fertilizers (such as ammonium sul phate, potassium
sul phate, nitro-phosphate, Super-phosphate, and comnoung fertilizers
15;15-15 and 20-20-0), but it had no consistepn marketing or pricing
policy. It is likely that these represented the accumulation of
small dorations and procurements over the years that the Bank had
not sold.

The current retail price for urea is 70 Rials per 50 kilogram
bag, or about $310 per ton. Although this retail price is about 30%
higher than the current ures world wiolesale price (f.o.b.), it is
20-3C% lower thar what the free market retail price would be. The
urea price 1s not so much below world prices, nowever, that
merchants can't offer otner fertilizers ir competitior with
goverrment imported urea. The volun~ of ror-urea tertilizer sold 1s

not krown, but is proo«oly less tnar 2,000 tors per year,
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£. Corclusiors

Since it began selling fertilizer in the late 1970's, the ACR

has affected the feriilizer market in several ways:

1. Improved aupplies and lower prices in the key market areas:
The current ceiling price fer wurea is much lower than the free
market price in 7975, but this is -to be expected, It is
difficult tao compare today's price of donated fertilizer to the
price of small quantities of urea imported at the height of the
1973-75 o0il shock. Bark involvement has also imprbved the
availability of urea in the main agricultural areas. Ironically
one reason that the Bank has'improvéd fertilizer availability in
these areas is due to 1its poor invertory control and chronic
overstocking. (The reasons for overstocking incluae poor
planning, little marketirg, ara foreigrn grants that may exceeg

market demand. See Chapter 4.)

2. Little improvemert in supplies to remote aresas:

The Bank nas succeeded 1n the cask ol 1irtroaqucing the use of
fertilizer to the more remote farmers of Yemen little more
tnan have the iinistry of Agriculture or the private mercharts.,
The Bark has rot “marketed' its loar packages in the remote
areas, and recogrizes that orly the most ertireprerneurial of the

small farmers in the remote areas come 1nrto its branch offices
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for credit. The Bank is ret equipped -~ ror does it have any
incentive - to develop markets in areas where there is little
commercial activity, little potential credit demand, and high

costs of distributing fertilizer,

3. Uncertainty in the respor51b111ty for extension work ard

fertllizer promotion:

Although all the actors in the fertilizer distribution system
i.e., the Bank agents, cooperatives, merchants, and the farmers
themselves, instinctively turr to the government externsion
service for information on fertilizer types and use, the
extension service is poorly equipped to fulfill this function.
Problems range from a8 lack of basic research and irformatior
concerning the appropriate use angd long-term effects of various
fertilizers to a lack of éredibility with the farmers
themselves. Alterratives ana complements to the extension
service are appearirg: 1) tne Bark Wants 1its agents, wno nay oe
farmers.themselves, Lo become strorger 1rformatlor sources anrd
for promoters of rertilizer use, 2) the cooperatives are trying
to conrnsolidate the experierce of their member farmers ir oraer
to improve the use of irputs, ana 3) private mercnants are
weighing the cost of starting their own demorstratior plots anrd

assocliatirg witn rural agents,
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4. Urcertainty irn Future Bark Policy;

As a result of losing the fertilizer market to the bark in the
late 1970's, private merchants are suspicious of future Bank
policies. In particular, private merchants WOrry about: a) the
Bank's unpredictable prrcurement policy, which is depenaent on
yearly grants; b) the Bank's unpredictable pricing poticy for
fertilizers other thar urea; and c) the Banks's urpreaictable
sales policy, especially corcernirg existing inventories that it
many decide to dump at any time. These urcertainties all hirder
the private sector's propensity to take risks, to irvest, and to

compete with the Bank for an expanded market snare.

Three of the four apove polints suggest problems in the present
fertilizer marketing system, Since the Bank took over the urea
market, farmers in the prime agricultural areas have berefited.
Both those farmers ang tarmers in the more remote areas may pbenefit

further if problems raised in points (2) tnrough (4) are resolvea.
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Chapter III - A Profile of the Private Sector

A. Irtroduction

The following business profiles rarge from the largest company
ir Yemen with some 3,000 employees, to one-man shoﬁs in the heart of
the old market-places. Even relatively small mercharts have telex
machines in the corner and are quick to initiate overseas deals.
Although much was learred about their eagerness to exploit rew ideas
or opportunities, they were reluctant to discuss actual irvestment
plans or their expected level of return.

The first two of the six profiles in the following section are
the two largest trading companies to ever have distributed
fertilizer in Yemen; the Hayel Saeed Anam & Compary, which has since
left the fertilizer market altogether, and .El Soffary and Sons,
which now operates fertilizer marketing ard distribution system in
Yemen, Other profiles descripe merchants, incluaing the
Agrlculturai Development Stores, ilohamned Hayel Ahmed, ara Ali QOthman
Sudam & Sons, who all try to offer a full range of agricultural
inputs, and who are all direct competitors ir Hogeidah ara Sara'a.
None of the merchants have yet developed a retail retwork serving
tne more remote areas, although some have started rame recogrition

ard brand-name advertising by radio.
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B. Private Sector Profiles

1. Hayel Saeed Anam & Company, Ltd.

The Hayel Saeed Aram Group of companies is the largest private
enterprise ir Yemen, Starting as a small retail outlet in Aden,
South Yemer, it has grown into both 3 manuf‘acn;)ring and trading
erterprise based in Taiz. The Group is divided into a Traaing and
ar Industrial Division, employs 3,000 people, and has representative
offices in all the Gulf States as well as in the United Kirgdom.
The corporate structure is shown in Figure 3.1.

Hayel Saeed Anam was one of the two coumparies cthat imported
Kuwaiti fertilizer in the eahly 1970's and domiratea the market.
Yearly sales amounted to approximately 5,000 tors before goverrment
actions undercut their market. They had been dole to secure a
domirant positior due to; a) an exclusive agreement with Xuwait, ore
of the nearest fertilizer suppliers; b) ar ecoromy of scale that ro
otner importer could duplicate, given the small overa;l domestic
market; and c¢) the largest dlstribunion ana retailing retwork
existing in tne courtry at that time.

Once Hayel Saeed Aram lost its market to the CACB, it lost its
interest altogetner in ferctilizer, They currertly nave ro
irvolvemert in fertilizer, ara orsiger 3 potertial market of 5,000

tors per year the minimum reguirec ta reactivate Lihielr :irterest.
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MANAGING *
DIRECTOR
HAYEL SAEED ANAM CENTRAL YEMEN COMPANY FOR
TRADING CO. LTD. SERVICES INDUSTRY & COMMERCE
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Building Mat1s,Amme:linE mn. & Finance

MIDDLE EAST
TRADING CO. LTD.
Packaged Consumer Products

ATIONAL TRADING CO. LTD.

Industrial Services

MIDDLE EAST
SHIPPING CO. LTD.

YEMEN _
INSURANCE AGENCIES LTD.

UNITED
INSURANCE CO. LTD.

PREFABCON LTD.
Prefabncated Building
Matenals

YEMEN TRAVEL AGENCIES
LTD.

SAEED KALPATARU
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CO. LTD.
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NATIONAL COMPANY FOR
SPONGE & PLASTIC
INDUSTRY LTD.

YEMEN COMPANY FOR
GHEE & SOAP INDUSTRY

YEMEN REFRESHMENT &
INDUSTRY CO. LTD.
Pepsi Bottling Plant
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‘ CO.LTD.

SAEED KALPATARU
INDUSTRIES LTD.

Door & Window Suppliers

ARAB COMPANY FOR
INDUSTRY & REFRIGERATION
LTD

Refr:geraled'Slorage
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2. El Soffary arnd Sors, Ltd.

Alorg with Hayel Saeed Anam, El Soffary is one of Yemen's "big
five" trading companies, and is the only one with a current strong

irterest in fertilizer. The company's five main divisions are:

1. Automobile sales agencies, ircluding iercedes benz ard
Porsche;

2. Engineering and construction;

3. Coumurnications and electrorics;

4. Pharmaceutical agencies for 22 roreign Suppliers;

5. Agricultural inputs, eéspecially BASF fertilizers ard
pesticides.

El Soffary has sold agricultural inputs since the early .1970°'s
wher it linkea. up with BASF, a West German Supplier, to supply
fertilizer to the German Farm Project. It has remaired BASF's
exclusive agent in Yemen ever since,

The compary has remaired committed to the agricultural
Sector -- unlike Hayel Saeed Anam -- and foresees long-term growth.
The Chairman of the Board mertiored that the currert nign level of
puclic investmert ir rural roads favors his busiress interests.

Rather tnar sell wurea bought from soverrmert sninpmerts in
Hoaeidah, El Sotfary prefers to sell orly zASr's competirg product
ammorium sulphate ritrate (AS.). it sells apbout )0 tors of ASY 3
year, arda apout 200 tors of other Lypes of EASF rertilizers. £l
Soffary reports that 1t sells ro urea dil all ovecause it warts to

develop a market ror ASN. Tne arager of the Agricultural Products
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Department feels that although ASN has a lower ritrogen content than
urea, it has other characteristics (including its sulphur contert)
wnich rmake it superior for conditions in Yemen. Since ASN sells at
£=85 rials per'bag, or 10-15 rials more than urea, the company has
to convince farmers that ASN is worth a 20% premium. It is very
possible that the company promotes ASN over urea not only because of
its oelief ir ASN's technical merits, but because of thé importance
1t &sttacnes to promoting the complete BASF supply lire.

The ties between El Soffary and the supplier BASF are unsJally
strong for Yemen -- it is logical that the largest trading company
in the country involved in selling fertilizer should have better
relations with its supplier thar would the smaller importers ir
Hodeidah. El Soffary employs two agronomists to market the BASF
line, and BASF 1is urging it to mérket compound fertilizers
aggressively. BASF is convinced, based on its experience in Saudi
Araopia, that compourd fertilizers are technically superior for
femeni soils to urea or ASN, and BASF is willing to share the cost
of launching an a promotioral program with El Soffary. This
possibility is diséusSed'at length in thq chapter on imp;ementablé

private sector projects.

3. Agricultural Development Stores

The two Agricultural Developmert Stores 1in Yemer, in Sara'a andg
Hoaeidan, are brarcnes of a traairg compary opased :n Saudi Arabis
(wnere it has 20 brarcnes) . The Sara'a store sells urea, DASF

compoura fertilizers, ard a popular liquid tertilizer that is used
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Or qat trees and vegetaoles. By value, urea is the biggest seller,
liquid fertilizer is second, and compourd fertilizers third. The
stores also sell pesticides, seeds, herbicides, small farm machines,
and sprayers, Although the Yemeni store receives help.in wakinrg
purchases from the Saudi organization, they are also free to place
their owr internatioral orders.

Tne Agricultural Development Stores have been sellirg
fertilizer since before the CACB became involved. The store managzger
claims that the margin on urea is sﬁall, too small for a retailer to
afford storage facilities in Sana'a. Obviously he preferred the old
free market system for urea, but still cortirues to hardle it
because urea is the single most popular rertilizer ir Yemer. He
can't afford rot to sell it, since it draws customers ir wno may buy
other products as well. He also roted tnat it is easy to compete
with the Bank because he gives credit on small purcnases more easily
than the Bank does.

The manager of the Sara'a store, a Jordariar wno nas al so
workea 1in Saudi Arabia, nas wide experierce sell:rg tertilizer. He
engages 1in little marketirg because he believes that fertilizeri
have to sell themselves: farmers orly ouy wnat they Kkfow adbout ara
whag they've seer usea in previous applicatiors. He tnirks BASF's
plar to promote cowpound fertilizers will require further research,
instructionr, ard or-rarm experierce.

However, a farmer di1d come 1rto the Sara'a store aqurirg this
irterview to Duy coapourc fertil:zer. pe commentel: "It 1s gooa
but expersive. Urea ndt good. L_ompouna is good. Gooa crogs.  But

exrpersive, wWnere 1S the galir?"
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y, Ali Othman Sudam & Sors

The head of a merchant family whose offices are buried deep in
the Hodeicdah souq, Mr. Othman imports and sells a full range of
agricultural iqputs, ircluding fertilizers, seeds, pesticides, and
agricultural equipment. Last year was the first year he bought
urea from the Ministry of Agriculture - 5,000 bags iotal -and
didrn't sell any. He found that he bought the urea too late to sell
in Hodeidah, and that his normal network of ten retail outlets were
not interested in selling it at the controlled price of 70 rials per
bag .

Mr. Othman feels that in spite of the ACB controls on urea,
the Bbank is not able to knowledgeably supply the full range of
inputs required by farwers -- or that it ever will be . He feels
that there will always be a market share tor mercharts, and that his
task is to seek out opportunity: Given his substantial linme of bank

credit, financing a marketing effort is not a constrairt. He would

even be willing to help his distributors and retailers finarce
warehouse facilities if it could be shown to be irnr his irterest.
His only real constraint is determining the potential market demand

for a given agricultural proauct, and it profitability,

5. Yenia Abao Alloran % Sors

Tne 1lrterview wlta Yenia aAbado Alloran, a mercnart of tne olg

school, served to empnaslze now recent a phenomena Joverrmert
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intervgntion is ir Yemen. Yemen's modé&n goverrmert was formed late
in ¥r. Allonah's life, and not surpriéingly, e has not welcomed
government intervention in his traditioral markets.

Mr. Allonah was one of the first merchants in Hodeidah to import
fertilizer nearly twenty years ago; and he said that the costs to
him of tryirg to create a new market were extremely high. Sirce no
farners then knew how to apply fertilizer, he undertook special
efforts to explain, demonstrate, and promote its use. At about the
time that the market became profitable ard self-sustaining, the
government introduced subsidized urea and his market disappeared.

Mr. Allonah said that government interventior has rot orly beer
very costly for him, but that it has nearly eliminatea his desire to
take risks in tne fertilizer market. He has re-entereud tne
fertilizer market only recently: in early 1982 ne purchasea 20,000
bags of urea from the government which over the year he reither
successfully marketed nor sold.

Mr. Allonah conveyed several messages. First, ne oelieves
little in lorg-term planring, ara he woula uraeriake mo verture that
did rot promise very short-term rewaras. Secora, that he, urlike
éome of the yourger me.chants, has little irterest ir hairalirg a
complete lire of agricultural inputs as an 'agrosystenms' pusiness
strategy. His strategy 1s to stock ara selli those goods that can
carry themselves. Third, that ne expects & suostertial returr on
investmert. He has achievea nign returrs ir tne past, ara 1s rot

lrterested in present-day lnvesimerts tnat pgrom.se ary less.
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6. Mohamed Hayel Ahmeg

Mr. Ahmed, ar occasioral partner with ir. Allorah, forms_a
dramatic contrast with his older colleague. Mr. Ahmed is young ana
less resentful thar ir. Allonah about the goverrment's role in the
fertilizer market. Quite the Opposite: Mr. Ahmed is interested in
earring wparket recognition as a3 complete supplier of agricultural
inputs, and is willing to supply'several kinds of fertilizer even
though some, such as price-controlled urea, have low margins. To
counter the high carrying costs of urea and ASN, he earns higher
profits on non-subsidized herbicides and fungicides.

Mr. Ahmed recogrizes that due to the competition betweer the
mary merchants in Hodeidarh importing and distributinrg competinrg
agricultural inputs, no one merchant has the incentive to undertake
a8 costly marketing developmert effort. He does not, therefore, do
marketing himself. ' He shares, however, with his collieagues Ali
Othman Sudam, El Soffary, ang Agricultural Developmert Stores, a

long-term view of the agricultural market potertial.

C. Monopoly or Free Competitior?

The goverrment Justifies the 1976 éntry or tne AC3 irto the
fertilizer market by charging the Frivate sector witn cCreatinrg
artificial shortages arg bidadirg up prices. i LS Frooaeoly true
that wo firms erjoyea a rear-moropoly positior, Ure governmert

Spokesman aqescrioed tune private sector's aso:ility o wlitnhold

Supplies for Speculative gair commor Lo severai marke s, incluaing
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fooa, sugar, ard builainrg materials, as well as fertilizer, The
goverruent has moved to stabilize Prices in all of these markets.

Market¢ concentration ir 1975, however, canrot be immediately
translated to 1983. No company or group of companies could so
easily secure 3 monopoly position today because of changes in the
market structure, the greater availability of information, a more
developéd distribution System, a higher level of demana, anad a
greater numver of fertiliier aealers with experience importing and
selling fertilizer.

Several werchants described the current private sector portion
of the fertilizer market as ﬁighly competitive, and characterized oYy
a high degree of uutual distrust, Ratner than speakirg of a
terdency to colluae, they spoke of a 'follow=the-leader' psychology,
as any number of merchants pursue some currentcly vogue idea of a
profitable opportunity. This leads to somewhat irrational group
behavior in buying ‘hot items' ang dumping those whicn come to pe
regarded as "losers'., Market variabilities, wnich may be related to
Sucn unxrowns as the weather or agricultural prices as well as to
the group opehavior of fertilizer importers, leaa to buying and
sellirg wovemerts en nmasse.

The lorg-terw solutior to’ thnis kind ot &roup pbehavior -- which
i1s nrnot collusive, out or =:he cortrary, 1L1rnerertly market
desctapilizing -- is tne slow improvemenrt im the quality arg
avallahility of .garxket lnrormatior, gemanrg projectiors, anrg
assessment of tecnrical reguirenerts., ircreasea fertilizer uyse will

both result from ara lead Lo setler irtormatior., ulver the current
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number of distributors irvolved in importing and sell fertilizer, it

will also leaad to greater diversity and greater stabilicy.
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Cuapter IV - Puplie Sector Profileé

A. The Ministry of Agriculture

The Ministry of Agriculture (MoA) has four key functiors ir the
fertilizer distributior system: 1) it is responsible for overall
plarring of fertilizer needs, 2) it solicits and expedites foreignr
fertilizer and doratiois, which to date are almost entirely in the
form of wurea fronm Saudi Arabia, 3) it Sets prices for
government-procured fertilizers, and 4§) it is responsible for
extersion services. The finistry's execution of each or ﬁhese tasks

i1s commenrted upon below.

1. PlanniQ§70f Fertilizer Requirements

The plannirg of natioral fertilizer requiremerts nas at least
t wo aspeéts, neither of which the MOA 1s currently overseeing.
These are a) the asseéssmert of reeas based or historical trerds, ana
b) the assessmert ot needs through researcp, trial. plots and
regionzl experimentation. The lack of techrical uata Or. appropriate
fertilizer use has contriouted to the slow rate of inérease in
fertilizer demana.

Projectiors of future fertilizer needs, wnich are usaa to guide
goverrnaent fertilizer procuremerts, are currertly maae ir ar aq hoc
fasnion, It car ve arguea, loWwever, tnat most grocuremerts are so

simall, 1i.e., or tne oargder of u Sirgle boat-loaad, tnat it is
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lnevitable that they pe made in "lump sums" which are only rougnly

correct.

2. Handling of Foreign Doratiors

Since 1977 Saudi Arabia has donoted a more than adequate amount,
of urea to Yemen, and although not officially statéd, it appears
that in the past five years domestic stocks have never been fully
depleted. Yearly donrations have risen from about 10,000 tons in
1977 to 20,000 per year in more recent years.

Saudi Arabia pays the full Shipping cost to Yemen. The Moa
doesn't handle the cargo, but merely arranges for either the CACBE or
8 private distributor to take delivery at the port. Ferr.llizer.
~imports other than urea are picked up by either the government
résearch program for which it is destired, or by the CACB, which is
paid é handling fee for storing and distributing governrment

procurements.

3. Pricirg Policy

The urea used in Yeumer could theoretically be sold at ary price
between the average trarsport ard handlirg cost (about 20 rials per
bag) to the free market price (apout 100 rials per bag). The mears
by which the MoA arrivea st a cerlirg retail price of 79 rials per
bag is clear.

The HMoA actually sets :two prices: {irst, the 'wnolesalea! price

by wnich 1t sells urea orf ctne boat to the distributor, ard rhe
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ceiling retail price. The wiolesale price is the most importart

-

price, Not only does it directly determine the retail price,
because average margins can be easily calculated, it determires the
leVel of 'profit' accruing to the NoA through the sale of a free
commoaity. The current wholesale price is apparertly set as rough
compromise betweer: a) desire to price urea below the free market
price in order to transfer souge of the bererit of the g1ift to
farmers; b) a desire to price urea high enough to prevent a sudder
ircrease in demand over past levels; anrd ¢) a desire to price urea
high to maximize revenues flowing to the Miristry of Agriculture.
There 1is currently ro policy lirking the expenditure of oA
fertilizer revenues to programs related to fertilizer use, research,
or demonstrations, although such a policy woula theoretically pe an
appropriate.use of such funds.

The ceiling price for urea has not been changed ir recert years;

the 1MOA does not use prices to regulate demand, or to mairtain an

optimal ratio betweer fertilizer ang output prices,

4, Extersior Services

In most developirg courtries, responsiollity for che promotionrn
of fertilizer use falls upor the extersiar services, Currertly,
extensior services in Yemer are Very weak, sulfer frfrom s lack of
cregibility with farmers, ard are orly lacatea in tne prime
ag-ilcultural areas as part of lrterratioraily firmarcec deveiopmert

projects. The goverramert nas made ro Sudgelary commitmert oo expara
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future extension services, and there are few foreseeaole
improvements,

The future promotion of fertilizer will require the simultareous
improvement in the amount of technical information available to
extension workers and the training of the extersior workers
themselves. A search for new ways to reach farmers, such as radio
or TV, ard for ways to gain credibility, such as increased emphasis

or demorstratiors, will be necessary.

B. The Cooperative and Agricultural Credit Bank (CACB)

The Cooperative and Agriculture Credit Bank (CACB) was
established in January 1982 as the single government-owned bank
engaged in financing projects in the rural’ sector. It ircorporates
two previously independent banks, the Agricultural Credit Bank and
the National Cooperastive Developmant Bark. Goverrment efforts to
serve the credit needs of farmers date back to 1974 when the
Agricultural Credit Furd was first estaolished, and wnich was later
merged with the Agricultural Credit Bark, established ir 1975.

The CACB is financea through a compiratior of foreigr granrts and
loars, goverrment grants, and deposits recelved from rural sources.
The CACB exterds loans both ir casn ara in xira, ara has a very high
loar repaymert recorg (90-95%) aue to tough collectior policies.(1)
Most of its loans are to individual farmers as Opposed to Local
Development Assoclatliors, cooperatives, or corporatianrs, ard tne
thrust of its creait 1ir the future 1s expectea to pe 1in tne same

directior,
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Data or the bank's operations is limited, and 2t times is
contradictory. Of particular interest here is the Qquestior of hnow
important is the provision of fertilizer as measured by its share of
total agricultural credit extended. Tables 4.1 ara 4.2,, derived
from the Agricultural Credit Bank Second Five Year Plan, show
fertilizer allocatiors to be an average of 16.5% of all agricultural
inputs, and U4.9% of total Bank credit allocations. These numbers
may be slightly high. The Bank manager in Hodelidah estimated that a
small farmer would apply ﬂ:r'a credit package averaging 10,000
rials, of which only a few hundred rials would g0 towards
fertilizer. (Most of it would go towards hired labor.) This rougn
order of magrituae was Supported by the Bark marager 1ir Ibb wno said
that few small farmers buy more thar five vags of fertilizer (350
rials).

In terms of tne volume of agricultural inputs that are
physically handled by the Bank, fertilizer is by far the greatest.
Taole 4.3 shows tne cumulative amount of 1inputs aistriputed by the
Bark betweer 1376, wnen it Started operatiors, ana 1980. This list
is incomplete because sirce 1980 the Bank has gotten very involved

in importing rarm machirery, especially tractors ard pumps.(2)
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iable 4.1: Cooperative arg Agricultural Credit Bark Allocation of
Funds

in the Second Five Year Plan

Short-Term Loans (0N0's rials) (million U.S.$)
Fertilizer ‘ 6,680 1.5
Improved Seeds : 6,500 1.4
Insecticides & Sprayers 2,750 0.6
Poultry/Livestock Feed 4,500 1.0
Tools and Equipment 3,000 0.7
Operations (Hireg Labor) 17,040 3.8
Subtotal Agridulture 40,470 9.C
Other Projects 9,000 2.9
Total Short-Term 49,470 11.0

Medium-Term Loans

Agricultural Tractors %,500 2.1
Harvesters 750 0.2
Livestock Projects 3,900 V.9
Poultry Projects 3,500 1.9
Irrigation Projects 14,500 3.2
Land Reclamation 9,470 2.1
Ag. Storage Facilities _ 500 0.1
Ag. Transport Equipment 500 0.1
Ag. Cooperatives 10,000 2.2
Subtotal Agrilulture 57,620 12.8
Other Projects 28,600 5.4
Total Medium-Tern 86, 200- 19.2
Total 135,690 3.2

Source: IBRD, Nov. 18, 1982, Annex 1

Note: 1, Education, Health, Fisneries, koaa, water Supply,
tlectricity,
and Handicraft Cooperative Projects.

2. Tree planting and Machirery procuremenrt prosects in
additior to those in note (1).
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As A Percentage of CACB Lerdirg

Fertilizer Credits aAs
R Percent OFf :

Agricultural inputs
(short-term loans)
Total short-term loans

Agricultural projects
(short ana medium term)
Total Projects

Source: Taple 4.1

Table 4.3:

1982

16.5%
13-5’

6-8‘
4.9%

Agricultural Inputs Distributed by the CACB, 1976-1980

Irput # Farmers
Fertilizers 122,796
Insecticides 22,826
Seeds 9,972
Sprayers 14, 362
Livestock 1,911
Total 171,867

“Source: CACB

Sales

28,327,932

550,889
615,517

1,917,598

9,555

31,421,581

of Total

90.2
1.7

.2.0
6.1
0.03

100.0
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Assuming a retail sales figure of 70 rials per bag, fertilizer
sales for the 1976-1980 period total about 400,000 bags, or 20,000
tons. In 1981 the bank bought 5,000 tons (100,000 bags) of urea
from the Ministry of Agriculture, angd bought over 10,000 tons of
urea in 1982, There is almost no data available on recent Bank
sales or inventories, although Table 4.4 gives an impress;on of
residual stocks. (Most Bank inventories are actually stored by the
agents. It is unclear whether Table 4.4 does or does not include
agent stocks.)

The CACB assumes -responsibility for the physical hardling of
fertilizer from the port of delivery, where it takes delivery from
the Ministry of Agriculture, to the farmer, Its distribution
network consists of ten oranch banks, all of which sell fertilizer
directly to farmers, and over sixty rural agents, which are usually-
small family-run shops (see oelow) . The retwork of agents is a
fairly recent development in the CACB's distribution System, and one
that was intluenced by foreigr donors. . Althougn its immediate
impact was to reduce the involvement of the darxk in actusl
retailing, in the longer rur it is hoped that the agert system will
improve the availaoility of fertilizer i Lhe more remote areas,

Four aspects of tne Bark's involvemert ir fertilizer
distributior -- plarrinrg, qirect sales, storage, ara dagercy sales --

are describea 1rn greater agetail below.



- 40 =

Table 4.4: CACB Fertilizer Storage, 1981

Bags in Storage
at Branch Offices

Urea 53,077
Super Phosphate 5,307
Nitro Phosphate 11,807
ASN 4
NPK (15-15=15) 8,156
Potassium Sulphate 5,785
Total (bags) 84,136

Note: 1. Does not include the Beit Al Faqih brarch.

Source: Cooperative and Agricultural Credit Bank
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The Bank does 1little advance Planning of its fertilizer
requirements from one year to the next. As a result, even though
the amounts of fertilizer sold by tne Bank are fairly small, the
cost of its excess supplies, inappropriate Supplies, and excess
Storage car be hign. |

Bark policy is to request each branch to make yearly demand
forecasts. In reality, however; the Bank buys and distributes
fertilizer in a more ad hoc manner. An additional plarring problem
is that the Bank hardles not only urea, but a variety of other
fertilizers that are Sporadically dorated to the vilnistry of
Agriculture. The Bark's knowledge of regioral fertilizer reeags is
inadequate for it to bpe ablg to effectively distribute these

fertilizers to the appropriate areas.

2. Direct Sales

Until the development of the agert system, all Bark sales and
Supplies of fertilizer were dlstributeac through the orarch offices.

Since the agent system is still 1ircomplete ard, at times,

urreliaole, all of the brarcn offices still distrioute fertilizer
tilemselves. (In Hogeldan, more rfertiligzer is sola vy the 3ark tnar
LArdugn 1ts agerts.) a4 farner pays tne same grice at tne zarg affice

t7at he would at arn agent, ara 1R a3ciiior nas oo oear a&ail trarspor:

costs back to his farm.
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Two interesting questiors emerge. First, why would a farmer buy
direct from the Bank and not from a more convenijiertly located agént?
Ore reasor would be that no Bank agent close to his farm ha:
adequate supplies; orother is that he is Suspicious of the quality
of fertilizer stored by the agent. Secondly, why would a farmer
travelling to a wain city buy from a Barnk office and not from a
private merchant for a slight discount? (Of course if he is buying
or crealt he has no choice, but Bank casn sales are more important
than credit sales.) It would appear that either merchants have done
irsufficient advertising, or farmers prefer Bank-issued fertilizer

for notions of quality control,

3. Storage

The Bank does not have a "national level" storage facility, nor
have the branch offices invested in fertilizer warehouses. Instead,
the branch offices contract out for Storage space wnen requirea, and
they allocate supplies directly to their agerts as soon as possible.
The agents receive ro special assistance torm the Bdark ior assumirg
storage costs, but are expected to firarce these costs out of their
standarc commissionr.

Ir spite of these ad hoc storage arrargements, the storage
requirements have bpeen very high. Tne oranch office 1ir Zapia
reportea that 1r 1382 their elever d4gertls tLook dgelivery or 18,000
bags or fertilizer, ar average of elgnty tors each. burirg tnat year
orly 8,000 bags were sola, leavirg 10,00C pags or forty-five tons

per agent, in storage urtil the next growling seasor. The Bank



brarch office in Ibop reported that the agents take dellvery in
November for a growing season that doesn't end until the following
September, In 1982, each of the Ibb area agents was left with ar
average surplus of over 50 tons at the end of the growinrg season.
From one angle, the Sank séves having to invest in storage
facilities by pusning as much inventory onto the agents as possible.
But this approach also nas its hidden costs. Sirce this fertilizer
is beirg supplied on consignment, the Bank is payirg the finarcial
carrying costs of high inventories. If agents paia for fertilizer
up front (or on credit), they might have greater ircentive to sell

it, ard hence reduce the Bank's carrying costc. Of course, the

agents would only be willing to take delivery on much less torrage.

4, Agency Sales

The CACB began supplying rural agents to sell fank fertilizer on
corslgrment several years dgo, and has now built Uup a network of
over sixty agents (see Tabple 4.5). "Agerts" are usually rural
Shopkeepers selling general merchandise. The Bank pays ail
transport costs up to arua lncludihg,handling COSTts at the agenrt's
store, and requires no aavarce paymert. The fee retained by the
agents for fertilizer sola varies slightly from 49 in the Ibb
subdistrict to 5% in the Tihama.

Bark agerts can sell their supplies ror cash, or tney can
accept letters ol creait from the 3ark orarcn office. In the case

of cash sales, agerts are €Xxpectied o seil rertilizer at the

Dank-approvea price, put in times of snortage 1t is lrevitaole that
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prices rise ir areas where there is no Bank control., Althougn it
was impossible during the course of this study to determine ho-
ofter agents charge higher prices, it was reported that cash sales
were more common than credit sales. This is probaoly because most
farmers buy small amounts of fertilizer - only a few bags at a time
-- and it is not worth it for them to go through the procedure of

taking out a Bank loan.

Table 4.5: Location of CACB Agenrts, 1981

Regul ar
Agents Cooperatives Total
Sana'a 6 0 6
Beit Al'Feki 4 0 4
Zabid® 6 3 9
1aiz 17 0 17
lob 20 n 20
Dhamar 7 1 8
Zura (rew) 1 0 1
Abs (new) - 0 il
62 4 66

Note: * There were 11 Zaolid agents 1n Jan. 1983, but there were ro
cooperative agents. The cooperative agents were
discortinuea in 1982,

Source: Cooperative arg Agricultural Cregit Eark.
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The Bank is gererally satisfied with the agent system, and is

tightening up its policies concerning the selection and dismissal of
agents. The Zabid branch, for example, had engaged three farm
cooperatives as agents in the late 1970s, but found that they lacked
the incentive to push sales. (A typical Bank official commert was
"They tend to close their doors at noor énd not open up again.") As
a result, the Zabid branch now only works through private sector
agents whose salaries depend more directly or the volume of
fertilizer sales. |

An important issue being discussed oy Bank officials corcerring
the agents is the optiwum commissior., There is eviuence that at the
current level the agents are fairly passive and lack the ircertive
to promote fertilizer use. Some Bank officials argue that
commissions should be raised, because:

1. fertilizer woula get sold faster, ratner than sitting
around for monrths in substandard storage facilz:ies;

2. agents woul( be encouraged to promote fertilizer use,
elther by a) sharing techrical informatior, o) creatinrg
trial plots on their own land, c¢) promotirg the 3ark cregit
programs, i.e., doirg basic marketing for the CAC3, or d)
making deliveries to the farms of rarmers otherwise
unwilling to buy;

3. agents in the more numid mourtalirs would oe reunpursea for
Storage costs which are hilgner tnar ir tne crler !inama

regior.
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Some Bank officials Suggest the c.imission should be raised to i ut
T4, while others feel that only the more successful agents should ear: as
a reward the higher commission of around 6%.

The Bank's current retail sSystem through appointed agents still does
not. reach the more remote areas. Since the Bank covers all costs of
trarsporting fertilizers to the agents, all agents have the same costs
and incentives. One cnaracteristic of the Bank distribution system is
that it is, funcamentally, tied to a financial institution. The Bank .as
little incentive to pursue fertilizer distribution in remote areas, wi. re
it can expect to either breék even or actually lose morey, when ther. is

little potential for extending credit.
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Notes for Chapter IV

l.

"It is worth noting that the CACB Proceeds against delin-
quent borrowers who are small-scale farmers by having the
Governor directly send troops, bypassing the courts."
(IBRD, "Mobilization of Domestic Financial Resources in
the Yemen Arab Republic," Jan. 6, 1982, pg. 56.)

The CACB negotiated in 1980 a purchase of 50 tractors from
Massey Ferguson Ltd. of U.K., 800 Yamaha and Mitsubishi

pump engines, and 250 Alta brand irrigation pumps. The

World Bank has encouraged the CACB to reduce its sommer-

cial activities. It has received assurances thac the

CACB will only intervene in equipment markets to stabilize
Prices, and that it will cease its commercial equipment

sales when its existing stocks expire. '(IBRD, "Agricultural
Credit Project, Staff Appraisal Report, Yemen Arab Republic,"
Nov. 18, 1982, pgs. 21-22.)
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Chapter V - The Market Impact of Public Policies

The Yemeni fertilizer marketing and distribution system has
evolved into a market configufation that is certainrly not unique to
Yemen, -In.fact, @ System where:

--the private sector hés mirnimized its eéxpenses by locating in
cities only;

--the private and public sectors compete for sales in the cities
and in rearby areas;

--the public sector 'has stabilized pPrices of the ore most commonr
fertilizer, but has an uncertain policy onr the others;

--1in spite of an iritial objective of reachirg out to remote
markets, the public sector has made little progress i1n that
direction; and

-=-the remote markets remain unserved;

is fairly common. In Yemen, this market configuration is the direc-
outcome of low fertilizer demand, little tecihrical krowledge,
inadequate extensior ang fertilizer promotion services, anra large
amounts (relative to total demand) of foreign fertilizer donations,

Partially because these characteristics are typical of a young
and under-developea fertil.zer market, several interesting policy
issues are raised. These incluage:

1. Natural Divisiors ir. the Fertilizer Harxet Airess

Fertilizer market areas fall into ore of two gzereral
categories: 1) wugpn areas, characterizea by highn
agricultural production and dCceéss to some mode of

transportation; and 2) "“R® areas, characterized by
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remoterness from transportatior infrastructure ard/or low
agricultural potential. In Yemen, the "A" areas are
served by both city-based private merchants and outlying
Bank agents, and the "g" areas are not served.

Each market area Suggests a different policy approach.
In the nmapn areas, the main goverrment concern is to
sgabilize prices, ensure timely supplies, anrd mairtain
quality standaras. It can be argued that this is beirg
fairly well done in Yemen in the case of urea. In the ng"
areas, the main concern is to perform the necessary
technical and promotional work to encourage fertilizer
demand. Little of this work is being done, as neither the
CACE ror the private sector has the incertive to do so.

The government is pursuing a uriform-price policy for
urea, but has not adaressed the issue of who pays the
extra costs of distributing to remote areas. It has not
declared that it fully expects the CACB to absorb those
costs, alcthough the CACB is now doing so to a limited
extent, |

Farmers in the "g" areas have b;nefitted by the

recent inmroads made by private merchants irto the Bank
monopoly. It is urreasoraple to hope for similar "3" area
oper market competitior ir the rear future. Here, the
private sector 1ir Yemer feels thnat the goverrment has to
take the lead 1n developirg tne market -- 8 task wnicn is

linked to several other themes raised below.
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2. Short VS. . Lorg~-term Interests of the Farmers. The

promotion of fertilizer use in Yemen has followed the path
of least resistance; urea is the most commonly applied
fertilizer sSimply because it has been donated. Farmers
have gotten accustomed to using urea because of its
favorable pricing and ready availability, not because of
its technical §ppropriateness. The sole use of nitrogen
in Yemen's sandy soils over a period of years is nrot
recommended, yet the FAO and others have found the Yemenri
government resistant to suggestions that its extension
workars promote a more balarced approach.

Furthermore, it appears that Yemeri farmers have a
long-standing bvelief that ir spite of fertilizer's
immediate production benefits, its use leaves the soil in
4 wWorse condition afterwards. The exclusive use of urea
has probably reinforced this belief, The lorger, then,
that urea is predouwinartly used, the more negative local
bias will have ta be overcome by promoters of other
fertilizer types.

The lorng-term interests of the farmers require that a
more balanced mix of rmutrients De promotea and sola. Some
argue that a compourd fertilizer should r»t be promoted
until more soils researcn is completea: others argue that
ir the apbserce of tecnrical @ata, a compourd blera such as
15-15-15 s more appropriate thar straignt nltroger., Ir
turns out that the resolutiar of tnls issue -- wnat

lorg-term focus goverrmert rertilizer policies should have
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== has immediate impaét or ‘the role of the private

sector,

Short vs, Lorg-term Interests of the Private Sector.

Although quick to pursue orportunity, the Yemeni private
traders are willing to commit themselves to sizeable
investments that imply more than quick turnover and high
profits. In fact, merchants' investments oftenm seem to
lack a certain hard-nosed busine53 Sense in their
eagerness to capitalize on new markets.(1)

What is most interesting in Yemen is that a "new
generacion" of agriculturally-oriented mercnarts 1is
appearing. Four entrepreneurs interviewed, Ali Othman
Sudam, El Soffary and Sons, Agricultural Develoment
Stores, and Mohamed Hayel Ahmed, all spoke thoughtfully
about the long-term prospects of the agricultural irput
market, and their interest ir ceing 'full-line suppliers,
(In corntrast, this business Strategy was not so clearly
articulated by entrepreneurs in Indoresia.) The older
merchants, such as Yenia Abdo Allorah, did rot subscribe
to this particular marketing approach, and seemed more
interestea 1n ersurirg ar equally nign returr oaor each
product hardlea. mr. Alloran retains more of 5 strict
'trader' psycnology tnar the Tewer gereratiorn of

merchants.



4. The Disposition of Foreign Fertilizer Doratinrs. The

benefits of foreign fertilizer d&nations are obvious, but
Such donations pose certain policy problems. The first is
the question of whether the donations skew national
supplies too much ir favor of ore particular type of
fertilizer; the cacond is the question of pricing.

The recipient country exercises limited control over
the types of fertilizer donatipns it may recieve. Yemen
has virtually no control at the homent, since its only
donations are from Saudi Arabia, and urea is the onrly
fertilizer which Saudi Arabia manufactures. Short of
asking for cash grants instead, Yemen has every incentive

LO accept Saudi urea. (The Yemeni goverrment, in

particular, accepts the gift because it is an easy revenue
source for the Ministry of Agriculture.)

The long-term solution to the problem fertilizer
supplies skewed in tavor of urea 1is a goverrgenrt
commitment tO a wmore Jiverse patterr of gemana. inis
commitment could be firarceg Dy urea-generatea reverues,

Although the demard forn urea nas ceen 'supply-lea',
i.e., created by reaay supplies ard price ircertives, the
demand for compourd fertilizers will have to be
'demand-led'. The lorg-tern g0al of these policies woulg
be to ircorporate the ures doratiors ir supplies for g

mucn larger total demara.(Z2)
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Goverrment Approach to Business lialpractice. In 1976, the

CACB directly intervened in a private sector oligopoly
market, and within ga year had created a virtual pubii:-
sector monopoly. There are othe; more flexible publie
sector responses to evidences of free market failure,
market volatility, and/or inadequate market coverage by
private sector distributors. These methods include: a)
market regulation, such 4S -commodity ceiling prices and
quality coﬁtrol; b) limit?d public sector involvement,
including market representation in ‘fringe' areas where
private sector competition cannot be assumed; and c)
anti-trust legislatior and legal erforcement.

Of these three approaches, the secord seems the most
complete and flexible response for Yemen . It is
argueable that only by establishing a market presence, as
in (b), car the ceiling price ang quality stardaras

Suggested in (a) be enforced.

The Role of the Large Eertilizer User. In most developing
countries there is a sub-sector of the fertilizer market
devoted to large farms or estates. These large users
typically form the backbore of the private sector 1irterest
in fertilizer marketing. In Yemen, however, there are
virtually no large farms. (The mair excegtion is the
Surdud Farin, a goverrmert awneg farm in the Tinama vuilt
by tne Russiars out recently reorganized urder g4 cortract

with an Americar management company.)
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private

The fact that private‘hercpants must depera entirely oﬁ
small farmers has the effect of a) drivirg up marketing
costs due to a more disperse clientele, anrnd b) making
merchants more vulnerable to changes in public policies.
This second factor is the more important: since small
farmers are the focus of public sector interest in
agricul;ure, private distributors have no buffer between
their business interests and the effects of public sector
policies, This adds Qeight to the argumert that the
future interest of the Bank in non-urea fertilizers should

be clarified.

sum, the long-term interests of obotn the farmers ana the
sector lie in:
--open competition between mercharts and the Bark;

-=da government commitment to promoting a more balarced use

of fertilizers, ever at the experse of future ircreases in

its urea reverues;

==3d goverrment commitment to malntaining market flexibility

in resporse to allegations of private sector collusior and

CAC3 hoarding of stocks.

Goverrment commitments pointing in thils direction wi1ll ercourage rew

private

cnapter.

sector initiatives, such as those outlirea ir tne rext
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Notes to Chapter Vv

l. Evidence of this abounds. E1 Soffary boucht 10,000 bags
of ASN in 1980 and has sold only 4,000; Ali Oothman Sudan
bought 5,000 bags of urea in 1982 and said he hasn't sold
any; and Mohamed Hayel Ahmed and Yehia Abdo Allonah

together bought 20,000 bags of urea last yYear and have
sold very little. '



7
’

-
P

Chapter VI - Implemertable Private Sector Projects

The Yemeri fertilizer market is relatively small, and there are
few, if any, immediately apparent ﬁrivate Sector investment
opportunities. Future initiatives will require that at least one of
the following developments take place:

l. a rationalization of the price structure that will favor a
more balanced pattern of fertilizer use. Cepending or the
goverrment's propensity to'subsidize fertilizer, either the

price of urea could be slowly raised to free market levels,

Or the prices of certain compouna fertilizers could be

¢cross-subsidized with urea-generated reverues;

2. a8 commitment Dy the goverrment to assist the
internationally financed agricultural developmert projects
in a) undertaking basic so0ils reSearcn ara fertilizer:
trials, b) promoting less urea-deperdert fertilizer usage,
and c) combining fertilizer promotionral erforts witn etforts
to simultaneously reduce other product.or corstrairts,
especlally water availlability ara larg terure arrargeme"ta
that discourage the use of modernr irputs;

3. chanrging CACB procedures to allow farmers to use bark credit
(issued for the purpose of ouy:ing fertilizer) o buy

fertilizer at non-banrk outlets;



4. raisirg tne margins paid by the CACE to 1its agents to

éncourage their assuming a more active rural market role;

5. a clarification of the uncertainty surrounding the CACB arc

MOA's plans concerning future suppiy and pricing of non-urea
fertilizers.

Items (1) through (4) will open up definite new markets for the
private sector: items (1)-(3) are aimea at the importer/traders
based ir the main cities, ard item'(n) would encourage retail-level
marketing in the. rural areas. Item (5) would reduce the risk
perceived by the private trading companies in entering i-to the
yourg non-urea markets.

Assuming progress is made in these directions, three liaple=-

mentable projects are described below.

1. BASF: AlForg£§g¥Supplier's Partnership with Local Distributors

BASF, a West-Germanr supplier of agricultural inputs, has called
urea Yemen's "gevil": the devil for BASF as a supplier because it is
given free to the country, and a devil:  for the courtry pecause it
does not give lorg-term benefit to éarginal solls, Once the
government's one-sided commitment to urea is temperea, BASF is

prepared to invest jir promoting compound fertilizers ir Yemenr,
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BASF did not Specify exactly what steps the goverramert would
have to take to trigger a commitment. It did, however, say that:
first, domestic prices would have to be ratioralized as described in
point (1) above. BASF compound fertilizer currently sells ir Yemen
for 30-40% more than urea. BASF indicatea that a 20% premium for
compound fertilizers was common on the world market, and would be
acceptable in Yemen. This translates into a relatively small 15-20%
increase in the domestic retail price of urea. Second, some kind of
goverrment commitment to nor-urea fertilizers. BASF recognizes that
~iven the lack of long-term experience with fertilizer, Yemeni
-e/wersS are prore to heresay when making fertilizer-use decisiors.
Before launchirg its own compound fertilizer initiative, BASF would
like to know that its recommendations are going to be supported by
government extension workers, or at least not contradicted.

Assuming that the current status of urea is downgraded by some
combinationr of the above two Steps, BASF's marketirg program would
consist of:

8. working witn its main agert, El Softary, ara its sub-agent,
Agricultural Development Stores, to promote compound
fertilizers. Since there is little tecnnical information on
fertilizer resporse in femen, BASF would supplemert its
tecnnical back-stopping with aata from sznd experierce 1» Saudi
Arabla. Agricultural Developmert Stores, a Saudi-basea compary,

also has first hara experierce promoting compoura fert:lizers in

Saual Arapila.
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b. underwriting an extensive program of trial plots ard
demonstratiors. BASF feels that such forms of direct proof "are
the only way to promote fertilizer.” Its approach would be to
send agronowists out to the fields and convince farmers to put
aside a part of their fields =- 10 to 100 square meters -- for
the purpose of trying compounq fertilizers. The fertilizer
would, of’course, be applied free of charge, ard would even be
applied, if necessary, for two years rurring to show the
longer-term benefits of potassium and phosphate nutrients. BASF
indicated that it would dorate all the requisite demonstration
fertilizer -- up to 50 tors per year -- and work with the
agent's agronomists doing the demonstration work. El Soffary
already has two staff agronomists devoted to the BASF proauct
line, and the staff of Agricultural Development Stores is even
more committed, if anything, to a long-term marketing strategy.

Technically, BASF has ro doubt that compouna fe}tilizers are
wnat Yewmenr neecs, ara tnat they could "conquer tne country
technically ir two years." Giver Dasic marke: developments as
descrioed above, BASF, £l Soffary, and Agricultural Developmert
Stores all agree there is a substancial markét for compound
fertilizers, ang they are better positionea thar anyore else 1in
Yemen to pursue it. BASF's mair corcerns, however, are that the
goverrment's interest ir the status GUO 1s such thzt these market
developments may not pe immediately fortncqmihg. JSAID, it was
Suggestea, could Join with the FAG, UNDP, ara tae worla 32ark in
Lrying to convince the goverrmert: to ercourage tne supply of

nor-urea fertilizers.



2. The Hodeidah ierchants: A_Plan to Expard .into CACB Market

Currently, wnen a farmer wishes to apply part of his CACB
agricultural credit to purchasing fertilizer, the Bank voucher 1is
8§00ad only at Bank branch offices and agencies. If Bark fertilizer
credits were good anywhere, private merchants could more directly
compete witn Bank outlets. The Bank itself would become less a
public sector monopoly than a market stabilizing influerce.

The Hodeidah merchants, many of-which are vastly overstocked
witn urea, would welcome this plar. But more interestirg than the
impact or inventories is the likely corsequence of tnls plar on the
non-urea markets.

The FAOQO/UNDP Tihama Project is trying to create a demand for
potassium and phosphate that they recommend become part of standard
Bank agricultural assistance packages in that araa, The idea for
this package is tied in with the Project's introductior of rew seed
varleties. These stardaraizegq lnput packages nave rot peer promotea
by the CACB or the extersior service, and it was felt that the Bark
lacked irterest in either stocking these rew fertilizer types or
guaranteeing timely supplies. Supply delays have been frequertly
Clted.

Packaging ard sales of standaralized irput packages 1is a task
ldeally suilted to the Hodeidan nerchnarts. Ceilirg prices coula pe
dgsreead upor Dy ine participarts, ard tne sark, 1f recessay could
mairtain small stocks (as it has "OW) to use To erforce these

cellings.
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The benefits of allowing farmers to yse Bank-issued credit

anywnere are:

a. farmers would benefit by lower prices for all fertilizers,

including urea;

b. the interests and marketing skills of the private

merchants would be allied with the interests of the FAO/ULNDP

Tihama project, and with the farmers' long-tern needs;

¢. the supply of non-urea fertilizers in the FAOQ/UNDP

recommended packages would rot be dependernt solely on the

Bark's ability to plan, import, ang distribute, which is

demonstrably poor;

d. the CACB coule rededicate itself to being a :inancial

institution,

In addition, this policy change requires no gove"nment or CACB
expenditure. Nor would it represent a loss of income accruing to
earlier investments, since the CACB has invested to date 1in
virtually no warehousing or other facilities for distrioutirg
fertilizer.

The chief risk of this proposal is that Bark credit issued for
fertilizer could be Spent otherwise. Given the small proportior of
Bank credit going to fertilizer, and the large percerntage of Bark
loans currently beilng granted in cash (as opposed to ary sort of
ir-kind credits), this risk is slight. If recessary, verification
of fertilizer purcnases cou.la ve maae tnrougn site visits by either

Bank or extensior officials.
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3. CACB Agents: A rlarketing Response to Increased Margins

An increase in margins to the Bank's rural. agents would
obviously increase tneir incentive to sell. Bank officials
described ways in ‘which the agents would be iikely to go about
expanding sales: ‘

a. direct salesmanship and the provision of technical
intormation;
b. helping farmers.get CACB credit with a fertilizer
component ;
c. conducting and publicizing trials and demonstrations on
their own lang;
d. making on-farm deliveries.
The CACB agents can be assisted in all of these approaches by public
sector assistance of the type offered by FADINAP/ESCAP in Asia and
by FAO in selected countries worldwide: dealer trainirg programs.
Short courses designed to lmprove the ability of private dealers to
act as adjunct axtension workers would be beneficial to themselves,
the Bank, and farmers. Also, if the 3ank reduces its fertilizer
distribution role ir Yemen's "A" areas, as discussea ir the previous
chapter, its rural agents could become affiliated with the
city-based merchants. The Bark and the merchants should compete

operly for rural agents.
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VII. Corclusions and Lessors Learned

North Yemen was chosen as a case study ir this series pecause
it represented a young fertilizer market that had in its short
nistory been dominated by both private and publie sector
distribution moropolies. In the market's early years, the private
sector failed to distribute fertiliier in a manner acceptable to the
goverrament and to international donor agencies. The story of how
private sector interests werw destroyed, how a firancial institution
became the leading fertilizer distributér, and the limitations of
the current market configuration, provide insights irto how private
and public sector interests can be balanced in a small market like
Yemen, | |

The private sector was able to charge high prices for
fertilizer in the mid-1970's simply because of the very rewress of
the market. Early ertrants capitalizéq on taking an early risk, as
little information was availavle or fertilizer supplies, prices,
application techniques, or expected returns. The goverrmenrt became
able to intervere mainly because outside influerces gave it the
mechanism (the Agricultural Creait Barnk) and the mears (Saudi urea
donations) to uraercut the private market. Had these outside forces
not converged at the same momer: (1976), goverrmert lntervertion
woula certairly have beer delayea, ara woula provaoly have also
taker a very aifferent formn.

After the goverrmert intervered, nowever, the market balarce

SWwung too far towards a public sector moropoly. As in aany
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countries, the need for public sector irtervertion, especially when
supported by outside public sector aid. programs, came to be
interpreted as the need for public sector control. The 'cost' of
this snift in market control in Yemen was slight, simply because the
market was so small that the private sector had made little
investinent. In ;nother country, however, the cost to the private
sector could have been much higher, ard the resulting private sector
resertment correspondingly greater{

The optimal balance between private and public sector roles in
distributing agricultural inputs in Yemen has not yet beer struck.
Now, however, the.basic tensior in this palance is not between the
private sector's interest in maintainirg price ceilings: ~ather,
the tension is between the Private sector's interest in an expanded,
more diverse fertilizer market and the government's 1interest in
accepting and selling Saudi Arabian urea doraciors, The current
urea market configuration has allowed the Mirnistry of Agriculture to
Skew the fertilizer market for 1its OWr purposes, which are argueably
not the long-term interests of the farmers.

A combired pubic' ara private sector marketing pusn {or the
adoptior of a more balanced set of fertilizer inputs, as aescribed
ir decail in the previous chapter, woula require orly marginal
charges in goverrment pricirg policy, 1ir Agricultural Crea:it Bark
proceaures, and 1In the cooperatior hHetweer tne goverrmert ara
interratioral agricultural gevelopmert programs. bLUT wWnere .s tne
ircenlive ror cnarge 1rn TnNls Qirectiar? Lxperlerce 1in Yemner arg

elsewnere poinrts 1r four airectiors:
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The private sector jitself. In Yemen, there is virtually no

cultural, racial or political gap between the courtry's

.commercial sector and the government, as there is in Indonesis

and, to a lesser extent, in Kenya. The private sector should
voice its interest in distributing fertilizer, especially when
accompanied by concrete marketing plans such as those deveIOpéd
by El Soffary and BASF.

International agiricutural development programs. The FAO/UNDP
project in the Tihama and the World Bank furded Central
Agricultural Research Service in Taiz are interested in
improving supplies of ron-urea fertilizers. To date, however,
they have found the government resistant. The wupcoming FAO
"Fertilizer {se Development Program" should Support them ir
promoting changes in the fertiizer distriputior system.

The foreign fertilizer donor, Donors ofter attacn conditions
to their dorations; ir recent years, donor organizations have
often requirea that reclpienrt countries take steps in the
direction ot market liberalization. In the case of Yemen, it
is doubtful that Saudi Arapia will impose ary market conditions
on 1ts urea donations. If Yemer, however, began soliciting and
receiving doratiions of other fertilizers from other sources,
this source of policy ircertive coulgd be explored.

The goverrment itself. Ir the short term, the 1rterests of
otnher goverrmert offices may aiffer from those of tne nlnlstry
of Agriculture. Orly the goverrmert car Jdeci.de, however, to
ercourage private sector lnvestmerts by takirmg the steps laid

Oul 1n the previous Chapter., The goverrmerc's irterest in
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promoting the private Séctor--ranging from reduced public
-3ector expenditures to marshalling private sector assistance ir
publicly desirable marketing efforts -- have hopefully beenr
spelled out above.
Sirce Yemen is so close to being a free market economy, it is not
surpising that several of the lessons learned in Yemen reirforce
free markets., 4 relatively small charge*' in the price of urea would
trigger a marketing effort to.alter the pattern of demarnd. It would
encourage ccmpetition; competition that in almost any form is
desirable.

Arother lessorn learned in Yemer is that in ga yourg fertilizer
market, the establisnment of fertilizer corsumptior objectives car
be useful. These objectives can be in the form of scandardizea
packages for farmers or of national consumptior targets. Ir either
case, the objectives help ensure that fertilizer use is plarrea ror,
and rot completely subject to short-term ecoromics. The
ECverrmert's snort ternm interest in sellirg urea, for examplie, is
not tiea in with its lorg-term goal of foog self-surficiency.
Fertilizer use_objectives would help the zoverruyert pursue tne type
of foreign assistance grarts it reeds tne most. nlSO, tney woulag
reinforce the idea tnat fertilizer 1is rarely purchasea srg applieda
épart from other recessary 1inputs. rartilizer 1s best FTomoteq,
sola, ard applied as part or 3 System, &rC rertillzer use dC’ectives
Car De coordirateqc with tne averall reegs srg COrTsSiralints or tne
system,

A firal lessor emer,es {r=m tne fact wnat Yemer 1s still a

small fercilizer market, ard reliner Lhe pPunic ror private sectars
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have yet invested large amounts in fertilizer marketing and
distribution. The CACB has performed a valuable job of stapilizing
the warket in its early days. Fortunately, in the most accessible
agricultural regions;-the "A" areas--this job is no lorger
recessary.

The Banks most vauable commercial- role, as supposed to a

finarcial role lies in the "B" areas. By focusing on its role as
market stabilizer, not monopoly supﬁlier, a parastatal ofgan}zation
can perform its most vauable economic function without an ever
increasing commercial responsibility or an ever growing investment
in distribution facilities. On the contrary, as a young market

matures the commercial role of the parastatal becomes less vital.



