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1. INTRODUCTION

There has been much debate about the relative importance of external
shocks and internal policies in explaining the poor performance of African
countries. There is a similarly active debate ibout the extent to which
macropoilcy distsrtions, as distinct from sectoral policy failures, explain

the domestic policy environment for arowth and distribution., Few country

factors on a systematic basis and explore their policy tmplications.
This paper addresses these issues ty examining the complex proolems

faced by an ecconomically well-managed but small, poor, and landlocked country

-- Malawl -- in trying to achleve equitable arowth while coping with

ct

tormidanle ext=arral shicks. [t argues that agricultural and rural sectoral
policies will be crucial in determining Malawli's future growth, and explains
the reasons why. Relative to its neighbors, Malawi ad justed well to adversec
external shocks in the 1970s. L/ Since the scecond oil shock in 1979, however,
1t has raced numercus other external problems -- including a drought, a major

declina in external terms of trade, hipher interest rates on externaliy
borrowed capital, & snarp increase in external Lransport costs, and a
substantial intiux or refugees (the latter two resulting from political strife
in reighbering Mocamocique). These factors beyond Malawi's control have in
turn contribufed to structural imbalances thac have led the government to seek

Lo restore macroeconomic balance through sne ¢t the most ambitious programs of

structural ac ustment in Strica. Howewver, Malawi's ad justment process has

2/

been complicated 5y tne dualism of its agriculicral sector. One ot Lhe
main weakness<s <! the initial structural ad justment programs in the 1980s was

that cthey inadvertently did not adequately take into account the complex



interacrions hetween Malawi's structural problems and the prr.oess of
macroeconomic adjustment ‘especially the effects of adjustment measures on the
poor and their ability to participate in the long=-term growth process). More
recent adjustma2nt erforts have begun to show tar greater sensitivity to this
1ssues nevertheless, complex problems remain Lo be addressed betore equitable
and sustdinaole growth can be achieved. Indeed, Malawl's example lends strong
support Lo the contention that SALs are necessary but not sutticient
lnstruments tor resuscitat .ng growth. Meanwhile, 1ts rural development
experience of tne !970s lends support to ewvidence from elsewhere, that well-
intentioned patterns of investment targeted towards smallholders cannot
adegquately compensate tor the lack of a wide range of complementary sectoral
and other rural ugevelopment policies -- directed toward institutional,
organizational, teznn:zlogical, pricing, and land related issues -- which need
to be implement=d >n a coherent basis if equitable growth is to be achieved.
This paper attempls to capture the nature ot that strong and necessary
complementarity between macroeconomic¢ and sectoral policy by examining various
aspects of a rurali sectoral strategy and 1ts implications tor external

assistance.

(

e

) Agriculture, poverty, and development

In a two-sector model ot economic development, Lele and Mellor

(1981) have demonscrated that the way in which the benefirs of agricultural

development are aistribured towards low 1ncime producers has a protound effect
on the overali structure of demand, and, tnrz.cn the latter's ettect on arowth
linkages, on t(ne Jevelspment ot the rest of the econoemy. [t growth in

€arnings 1n the dgricultural sector pbenetits 3w income heusenolds, they spend

a larger proporrion of this additional income cn basic ftood and nonfood goods
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and services, wiiich are likely to be produced by labor-intensive methods
within the country -- in contrast to the demand patterns of their better-off
, . 3/
counterparts, who tend te buy relatively maore luxury and imported goods. 2
As the increased demand generated by brocad-based income growth conforms to
ndanges in relativelv labor-intensive patterns ot production and services,
domestic employment and income generation in Lne nontoodcrop sector of the
econcmy begin ts Sutpace growth in the toodcrop sector,  This model is of
particular relevance in the dualistic Malawian cconcmy where the rapidly
growing estate sector accounts for 99 percent ot exports, &/ Agriculture,
however, also provides employment tor 85 percent of the smallholder
population. The extreme poverty in which the smallholder population lives is
underscored by the tact that nearly 60 percent ot the smallholder households
cultivate less than | hectare of land; Malawi also has one ot the highest
rates of infant mcrcality in Africa, and very low levels of life expectancy,
primary educaticn, and nutrition. These variables partly reflect the

unfaverable initial condirions that Malawi inherited at independence relative

c . .
to 1cs nerghbors; 2 they also reflect the policy choices made in the 1970s

and highlight tne crux of the challenge facinyg the government and its donor
$upporters -- Row [J 1mprove economic conditicns: among the bulk ot Malawi's

very poor rural housenclds, while also resuming the high owverall economic
growth rates acnieved 1n the 1970s. In (513 connection, the fact that Malawi
exported malze in thne 1970s (while Kenya 1mportad it) partly reflects Malawi's
more skewed 1ncome uistribution, improvements in which might not only make
maize export growth less Likely, but might even lead co increased tood
Impo.ots. Whercas tnis paper tocuses on Lhe agricultural aspects ot rural

growth and income, similar concerns need to te applied to a varierty of other



social sectcrs, giver the multisectoral nature of poverty. The treatment of
these is, however, bevond the scope of this tager.

Achieving a rapid, broad-based, agar=gate agricultural supply
response Lo meet gruwing eftective internal demand for food 15, hovever,
compiicated in HMalawi by the fact .ha: the smaiiholder secltor 1s 1tself
characterizea by a dualistic structure. Wher=is over 55 percent of the
smallholder housenolas do not have enough ltand and rely substantially on wage
empleyment tor ircome and on the market for rzod, the remaining rural
hauseholds are cither actually or potentially scif-sufticient or surplus

producers ftor the market. This dualism has rig ma jor consequences for the
process of adjustmenr To understand the interaction between Malawi's
economic structure and the recent external stocks, the substance ot domestic
policies and arowth patterns, along with their implications for the concent of
structural adjustment programs, futuvre donor issistance strategies, and the

likely cost and pace of the economic response, these factors will be examined

In greater detail,

(b) External shocks and wezknesses in domestic polictas

The second oil price increase in 1979 was followed by a tall in the
price of tobacco (Malawi's major source of *xport earnings) and a drought
(which required foud tmports), resulting ‘n an increase in the current account
deficit and the debt service ratio (see fable 1). The war in Mozambique
raised Malawi's external transportatior costs by $50 million -=- close to
20 percent of the value of exporcts ard 3 percent ot GDP by 1934 -- and
produced an inrlux ot refugees that by mid-1933 was estimited Lo be 450,000 to

500,000 or approximately 6 percent ot the populdation. 6/ More generally, the
PP y op y



Table 1: Macroeconumic Indicators: Real CDP Growth, Deficits, and Debt Management, 1978-1948

(In Million Kwacha)

Item 1978 1979 1960 ludgl 1982 19493 1984 1985 1988 1987 1988 &6/

GOP Current Prices 853 .4 873.1 937.5 1103.8 1242.4 1434.9 1708.9 202%.7 2301.6 2871.1 3484.3

GDP 1978 Warket Prices 8563 .4 860.1 83b6.7 792.3 813.0 843.9 890.1 930.0 940.8 936.9 9b64.2

Real Growth in GDP na -0.4% -1.7% -6.2% 2.6% 3.8% b.6% 4.65 1.1% -0.6% 2.0X
(X Annua! Increase)

Budgetary Defi~it i/ 73.4 B84.2 118 .1 129.8 114.3 112.3 109.4 122.2 262.7 213.9 168.1
As 2 % of GDP 8.6% 9.€% 12.4% 11.7% 9.2% 7.8% 8.4% 6.0% 11.0% 7.6% 4.6X%

Current Account Doficit 106.7 i87.8 142.3 139.1 113.9 178.56 1¢1.7 167.9 1390.4 149.2 200.7
As & X of GDP 12.4% 19.2% 16 2% 12.68% 9.2% 12.4% 11.2X% 8.3% 6.1% 6.2% 6.8%

Totai External Debt 2/ 196.1 274.0 368.7 428.9 83G.0 798.7 g16.3 na na na na
As a ¥ o* GDP 22.9% 31.4% 3g.1% 38.7% 60.7% 66.7% £63.8%

Debt Payments 3/ 18.6 32.9 47.1 88.0 3¢9.8 87.8 118.0 165.8 214.8 213.68 na
As o2 X of GOF 2.2% 3.8% £.0% 8.0% 3.2% 8.1% 68.9% 1.7% 9.3% 71.4%

Delt Service Ratio 9.9% 16.1% 17.0% 22.0% 18.0% 15.0% 18.0% 24.0% 43.0% 32.0% na

Exchange Rate 4/ 0.64 0.82 0.81 0.89 1.08 1.17 i.41 1.72 1.88 2.21 2.63
(Kuacha per Dollar)

Use of IK¥F Credit 8/ 6.63 26.94 47.89 76.28 73.568 97.62 114.92 121.94 101.36  77.74 74.968

(Net Flow, ailfion SDR) -3.63 21.41 20.96 27.3% ~-1.7 23.94 17.4 7.02 -20.560 -23.61  -2.78

Source: fovernment of Walawi, Economic Reports, except where indicated in notes.
Notes: i/ Inciudes revenus, grants, recurrent and developmont orpenditure, and extra-budgetary iteas.
2/ Froa IWF (1987).
3/ Includes peyment on principal and interest for all internsi and externzl debt.
Includes dobt rolief measures, e.g. in 1982, from K59.8 mi'lion to K32.3 mililion.
4/ Harkst Rate (period average) from INF (1987).
6/ Most recent estimate. For IHF data, Fsbuary 1988; for Government of Malawi dats from 1988 edition.
8/ Het inflow of IMF funds (nejative siyn indicates outfiom) from IMF (1yy?).



decline in Malawi's dollar adjusted international terms of trade from a base
of 100 in 1980 to a mere 28 in 1987 has -equired it to produce ever larger
volumes of exports tc maintain its real income.

Whereas the rapidly expanding estate sector had been the s urce of
Malawi's impressive macroeconomic pertormanze in the 1970s, the collapse of
world prices ol fius-cured tobacco in 1980 led to growing bankrupt:ies of

tobacco estates.

(c) The nature of the adjustment effort

To address these macroeconomic problems the World Bank, together

/

. 7, : , .
with other donors, - has linanced three structural adjustment loans (SaALs)

totaling $224 million since 1981. 2/ The conditions attached to the loans
were designed to improve the balance of pawvmerts, cut the budget detficit, and
give market mechanisms greater influence in determining prices, wages,
rescurce a.lscacion, and the strucrure of production. 3/ in particular, they
involved raising producer prices tor smallholders, eliminating consumer price
subsidies, an ill-fated effort to eliminate the fertilizer subsidy, exchange
and interest rate ad'ustments, higher tees for public utilities and services,
cuts in public expenaitures (together with irtersectoral shifts in public
investment away :rom transport and government buildings, and towards
agriculture, health, education, and housing), and, within agriculture, a shifc

9]

away trom the National Rural Develepment Program (NRDP), which has been at the
center stage oY Malawi's smallholder apricultural strategy since 1978, towards
agricultural research and extension. Prosrams for restructuring and improving
the management (and in some cases redetining tne objectives) ot parastatals

included liberalization of the grain market and divestiture of public holding

companies owned and operated by Malawi's elite.



The process of structural adjustmen: correctly forced reconsidera-
tion ot some costly policies pursued by the government to achieve growth in
the 1970s. It alsc, however, involved some hasty decisisans, taken on short-
term macroeconomic grcunds, to dismantle policles and cut back on ilnvestments
that, while needing zorrections, have made sense from a long-term
developmental viewpoint: examples include grain market lntervention,

tertilizer price subsidlies, and the Nationai Rural Development Program.

(d) The results of initial adjustment etrorts and subsequent shocks

As a resuit ot the policies adopt~d by the government and the loans
provided by donors, Malawi's current acccunt deticit as a pevcentage of GDP
fell steadily in the carly 1980s trom its 1979 peak (though rising again 1n
1983 and 1984); the budget deficit as a percentage of GDP declined trom 1981
to 1985 (see Taple 1). However, =xternal terms of trade, which had recovered
somewnat 1n 1953 ind 1984, worsened again 1n 1935 and 1926 owiny to Che
decline 10 tobaceo prices.  in addition, the iaflux of refugees trom
Mozambique pgreatly :ntlated domestic demand tor government expenditures on
food and health services [or the retugees, and increased the securily related
expenditures pgovernment has had Lo undertake Lo protect 1ts vital trade
routes. The World Bank has estimated the agdg:itional government spending
directly related to the external shocks in 1535/386 and 1986/87 alone to be

1J/

more than 2 percent ot GDP. -2 Nevertheless, most macroeconomlc 1ndicators

(e.g., the shares o1 budget and current account deficits in GDP and the

1)

.

debt/service ratis) nad improved by 19387. ==
The mecst important response of Une economy, however, lies in the
performance ot ¢utpui and exports. By 1937, estate production had not

regaired its 1983 peak (see Figure 1); smallholder production showed a similar



lack of aggregate production response (see Figure 2). Changes in relative
producer prices 1n¢uced by SALs simply resulted in a shift among crops and
real per capiza GDP took a sharp plunge from 1985 to 1988. In response to
sluggish growrh and rew external shocks, donors (che World Bank, EEC, ADB,
USAID, and Japin) tiranced an industrial and trade policy adjustment lcan in
1988, and are planning an agricultural sector rolicy loan in 1989 rhe
experience of the last two decades should provide some useful lesscns for
these operations. <Central to this experience is the dualistic structure of
Malawi's agriculture, reviewed next.

\

(e} The evolution of dualism and steps needed to curb it

The government's pursuit of an estate stratepy to achleve rapid
grewth in the 1970s can be explained by Malawi's extremely low ircome levels,
and the need to achieve tiscal selt-reliance and export growth relatively
qiickly. The ccnsequences of this policy, and the relevance ot those same
considerations ror meeting the contemporary Jilemmas cf growth and equlty,
will be examined :n orger to learn le2ssens roc policy.

Malawi's estate-based agricultural sector evolved from a combination
of factors. Trese included the need to reduce che economy's de2pendence on

. . 12/ . . . -
British grants in aird, 2=’ Rhodesia's Unjilaceral Declaration of Independence
(UDI) in the mid-1960s ‘which created a ma jor opportunity tcer increasing
Malawi's tobacco exports), the government's objective of creating a landed

middle class, and tinally its skepticism about rhe ability of the smallholder

sector Lo respond guicxly and reliably Lo econumic oppertunities. L
To establish estuates private indivigcals hase been Issued leases and

then grant«d licenses to grow burley and flue-cured tobacco and to sell cheir

products in domestic auctiors (and internationally) at market prices offered
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Figure 1: Estate Production of Major Crops, 1970-1987
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by privatc buyers. e/ Smallholders, on the other hand, have not been allowed

to grow either burley or flue-cured tobacco, and must sell the irieties they
grow (dark-tired, sun-cured, and air-cured) 13 ADMARC, at fixed prices.

,
Unlike most other African countries, Malawi has not taxed its agriculture
through an overvaiued exchange rate; on the cther hand, emallholders have
tended Lo receive a relatively small proport:on of the revenues obtained by
ADMARC trom the <1nil sales of their output, resulting in a tax on
smallholders ot upwarys of 50 percent, whercas the estate sector has remained
largeiy untaxea.

The difterential rights to grow and sell export crops have had a
powertul adverse impact on smallhoider agricultural growth. Despite
substantial investments in the smallholder sector by donors and the govern-
ment, and despite Maiawi's relatively supericr record in the implementation of
rural development projects, marketed output ot most smallholder crops, with
the exception of maize, has stagnated or fallen. lé/ As aggreypate subsl:tence
cequirements hive risen with populaticn growih, and with increased land
préessure, the arza under smaliholder maize nas expanded. The growth in maize
output, however, nas been well below the growtn in population; thus per capita
maize production has ir all likelihood deciined, L&/

The pgreater return accrulng to estate operators has also led to
increased demard for estabiishing tobacco (zspecially burley) estates, and a
higher incidence ot tenancy. The average size of estates has declined over

time, yert thelr numbers and share of total arable land have increased, while

177

customary lanc¢ area tor smallholder cultivation has declined. *2 A
substantial pertion ot the estate land remains underutiliced -- only o to

. . . 3/ . .
8 percent 1s reported to be cultivated, i3 and population growth in customary

areas has resulted in a rapid decline in the average size of holdings and area



!

cultivated. 2 By the year 2000, per capita land availability is expected to

fall to 0.26 hectare nationally, and in the scuthern region, where o: 50

<
¢S]
)

I 36}

percent of Malawi's population lives, to a minuscule 0.18 hecrare. These

various factors expiain the increased dependence ot smallholder households on
the market for wage employment and {ood purchases, the declining soil
tertilicty, and the drop in the real wages of unskilled labor.

High tood prices, such as those rollewing liberalization of the
graln market, musc be considered in the context of poverty and the adverse
income effect on poor households, as a larger proportion of their income is
devoted (o tood expenditures, while their better-oft counterparts are

/

senerally self-suriicienc., =2 Similarly, nigh fertilizer prices, such as

ro

those resulting rrom devaluations and reductions in subsidies, must also be
considered in light ¢f the inelastic supply or land and its declining
productivity, along with the need to increase production and income among low
income, tocd deficit, small-scale cultivators. Finally, the recent shift in
estale growth to the less populated North must also be considered in equity
and efficiency terms.

One erfective way in whicn Malawi can achieve broad-based growth
relatively quickly 1n its production in the agricultural sector, as well as
create rapid and sustained off-farm employment by tostering linkages of
smal lholder agricultural growth with the rest c: Lhe economy, 1s by granting
licenses to smallholders to grow crops which they already produce and exgport,
paying them near interaational prices, and introducing 3 more equltable and
progressive, aibeit mild, taxation ¢f the expoert crop earning: ol both small
and large producers. 3uch policies over the last three decades hava resulted
1N a rapid ang broad-based growth in smalltolder agriculture in Kenya which

P . . . . . e
also inherited & strongly dualistic ag-icultural sector. 22/



The strateay of rapidly lacreasing production of existing crops for
export in the short to medium run (3 to 10 y=ars) should be distinguished from

diversification of production into completrely new crops, which Jdonors have

been recommend:rp. Based on a review of the experience in Africa covering a
period ot wel!l uver two decades, the MADIA study has concluded that countries
who tried tc ¢ivers<ity too quicklv in the 1973s, and pursuau at best a policy
of benign neglect towards their existing agricultural dctisities, have dcre
poorly in relation to those wno activaly developed their existing sectors,
while methodically pursuing a long-run diversificatlion strategy. Thus,
whereas Africa as a whole has lost shares in world markets, som2 1ndividual
countries have gained them. Malawi is one of the few African countries that
has concentrated develupment strategies on existing products, and it should
maintain that record with renewed effort. To be successful with this
strategy, however, Malawl will need to mare actively explore export markets
within Africa (e.3., tor sugar, cotton, maize) and elsewhere (e.g., for
tobacco), and work Lo increase compeCition ameng 1ts buyers, including in
internal auctions, tur instance tor tobacco. Donors who have largely ignored
the important practical implications of incraasing exports through development
of existing agriculiural activities and have instead advised African countries
to diversify out ci traditional agricultural 2xports, could better assist
Malawi by endorsing an active export.promotion strategy tor its traditional
exporces.

Other land policy options requiring urgent consideration are (1)
prohibition agsinst turther alienation ot customary land, (2) land taxation,
(3) cellings on tn= size ot lease holdings, (%) a4 more eftective lorm of

securing laid rights tn customary areas, (9) land use planning tor both the

estate and the smallholder sectors, and (6) reguiation of tenancy rights.



While the SAL process has upened up discussion of these important policy
creas, which previous project lending had overloocked, real policy reform will
be achieved only when there is a clear poiitical consensus within Malawi on
the need for such reform to ensure robust long-term growth. Recognition on

the part of donors that implementation ot reforms along these lines can occur

only in a relatively medium-term (five to ten year) context, rather than on
the yearly time horizon of Sals, is also urgently called for. This 1s not to
suggest that there is no urgency regarding the land policy issue in the

formulation ot geilcy, but simply te recognize the complexity of desipgning a
form. ‘ F J pLy B p b4 B g

policy which 1+ impler2ntable and has 4 strong internal political consensus,

This development will take time and its progress can be monitored actively by
denors., Relatedly, the pace of the shitt from production to consumption taxes
that is being introgured in the context of raticnalizing Malawi's rax system
needs to be ccordinated with progress on improving the distribution of land
and inccme, througn sxpansion of riphts Lo grow export crops and Lo earn
international prices, it the potestially regressive etfects of such shifts are
to be avoiced. [t follows then that the siower Malawi progresses on reducing
1ncome and asset disparities, the more necessary it will be to have
counteractive subsidies to maintain the consumption and production levels of

ttie poor.

(€) Relat:ive =rficiency oi the smalihclder and the estale sectors

Widely accepced studies. mainly based on experience in South Asia,

show ¢nat, c-teris saribus, small tarms are at least as productive (in terms

. . ) 23/ . . . .
of ytelds per nectare) as large ones. 23 A ditterent prclure emerges 1n

Malawi, where tobacco yields are as much as tour times higher on estates than

on smallholdings; but estates arz also able to use considerably more imported



inputs (made possible by their easier access to credit, as reflected in

‘ . 2,/ : :
increased commercial loans to agriculture). 2% In an analysis of the

relative efficiency of the smallholder and esvate sectors, Lele and Agarwal
(forthcoming b) rind that domestic resource costs (DRCs) 22/ tor flue-cured
and burley tobaczo pgrown on estates are substantiallv higher than those for
smallholders. On the other kand (and quite surprisingly’, DRCs for
smallholder sun dried and dark-tired cobacco are signilicancly higher than
those for burley and rlue-cured tobaccos grown by smaliholders. While all
calculations of DRCs must be treated with caution, these estimates suggest
that the current ortficial distinction between estate and smallholder crops 1is
not only 1nequitable but may also be tnetficient, and that op.ning up burley
and tlue-cured tobacco production to smallholders may well he a more efficient
strategy than confining smallholders tc growing tobaccos with higher resource
costs.

[ucreasing smallhalder land productivity nevertheless p.ses complex
problems and will rtake time to achieve results. Donors will need to recognize
the greater demands 3n recurrent budgetary resources and trained personnel of
a broad-based dev2lcpment strategy. [ncreasing shortages ot government
revenues, on the otner hand, put a premium on development strategles that
minimize recurrent ,overnment expenditures. Such strategies tend to emphasize
trade-otts betweer growth and equity in the snert run, although there is a
strong congruence between these two objectives in the long run. The level and
type ot government pclicies and donor support needed to achieve sustained
growth 1in the smalltolder sector, and the cime required to achieve this, is

alscussed next.



2. RELATING MACROSTRUCTURAL ADJUSTMENT TO
MICROSTRUCTURAL CONSTRAINTS: THE TIMING AND
CONTENT OF STRUCTURAL REFORM

Because poverty and subsistence (or near-subsistence) agriculture 1is
accompanied by high risk aversion, stability of policy and iastitutions is
critical to maintain 4 conduciwve production environment until a variety of
microstructural problems are solved. Bv the term "microstructural" we mean
reterms need=d¢ Lo ichieve household level inprovements 1n, e.g., land use or
tenancy arrangements artecting tarmers' production decisions, or the
Introduction ot nrew high vielding technolopies to increase productivity.
Restoring convenricrnal macroeconomic balanze, on the other hand, has required
reductions in tiscal deficits and correctisn of external trade and payments
imbalinces, or what we call "macrostructural retorms. For example, while
past fertill.er subsidies did not reach food deficit tarmers directly,
increasing the use of fertilizer among small tarmers will, in all likelihood,
require subsidies to eancourage small farmers t. adopt new technolagy. To
avoid a maci 2ccnomic problem, compensatory -=xpend.ture reducing or resource
mobilization pclicies will need to be pursued clsewhere in the economy.
Similarly, the rood price stability enjoyed by the poorest households as
consumers (through ADMARC's sales of maize at tixed official prices),
protecting them from the fluctuations of Open market operations, will involve
budgetary costs. Ectore a more detailed discussion of the tmpact or SAL-
induced reducticns in consumer and Fertilicer subsidies on rural households,
the role of prices in agricultural modernization and consumption will be
considered. In aadition, nonprice tactors, including the availability of
agricultural technoloyy, supply ot credit, sturage, transport, aud the
changing role ot A0MARC, need to be used actively in tuture policy to

compensate for the adverse effects of price reforms on low inccme households,
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and to bolster the limited effect that price adjustment plays in increasing

aggregate procucticn.

(a) Subsistence production, food security, and prospects for
agricultural diversification

The fundamental importance of improwvzd tecanology in Yalawi's
agricultural mcderni:ation and the scope thal exists tor it 1s appreciated
when it is recugnized that less than S percent ot Malawian farmers cultivare
hybrid or improved maize. In contrast, over ol percent of small tarmers do so
1n Kenya.

The produc=r pricing policy experi=nce in Malawi conficms the
results from cther African countries which the MADIA study 1s accumulating,
namely that agar=2ite supply response to producer price adjustments tends ro
be low. Relat:ive prices, however, play an important role in intluencing the
composition ot proauction.,  Consumptic) concerns drive government pricing
actions, whereas production concerns d-ive the donors. Both tend to lead to
overadjustments 1n relative producer prices, especiatly in the context of
uncertain shorc-run trading possibilities, to compensate tor over or under
supply. This pricing policy experience emphiasices the tundamental importance
ot nonprice tactors in achieving modernization.

Malawi's maize producer prices moved largely with world market
prices ror most of the 1270s, though well below world levels. A national
concern for roud selt-sutficiency arose tor the first time in the late 1970s
when, despite tne doubling of the official consumer price between 1974 and
1979, ADMARC's maicc sales grew consistently throughout tavse years, reachiny
a peak of 150,000 tons in 1979/80 atter a4 mai.e production drop of 15

percent. Delays in obtaining Jargently needed imports of maize to shore up
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dwindling domestic stocks hardened the government's determination to become
self-sufficient in maize production, relying primarily on the maize producer
price to operate a buffer stock. The government's official maize producer
price increase o 53 percent in 1981/31 was clearly excessive, resulting in
both a growing malze surplus, and maize expcrts undertaken al a loss. On the
other nand, the auncrs' realignment of smallhoider producer prices dway from
malze towards groundnutls, tobacco, and cotton during the SAL period between
1981 and 1980 (sece Figure 3) was just as excessive. By 1986, the Malawian

maize producer price nad dropped substantially i1n real terms and was only 50

ercent of Kenva's producer price and 60 percent of Tanzania's (ali measured
) 19 p

2o

in purchasing power parity exchange rates). Not. surprisingly, estlimates

Of aggregate suppiy response with respect to price changes are extremely |ow
Ly S : . .

(0.16) in Malawi. == I'he maize producer price policy experience clearly

suggests the need Lo avord making abrupt cnanges in the prices offered to

producers in either direction, to pursue a stible maize producer price while

maintaining parity ~ith the long-term international price trends, and to nlace

a strong emphast's on productivity increasing (nonprice) measur2s in the

future, in the context ot which the role of tertilizers is crucial.

(b) Fertilizer pricing and subsidy policies

The need tor tlexibility, and awareness of the complex micro
dimensions of agricultural development ir cinsidering alternative policy
options is evident from the experience with the Fertilizer Subsidy Removal
Program (FSRP) -- and trom the number ¢! uninswered Juestions that still
remain about how precisely an erticient and equitable tertilizer policy should

be implemented. Malawi has nad a more effective fertilizer policy and a



| Maize Price Ratios of Smallholder

-1~a

Figure 3: Zxport Crov Price
Producer Prices, 1370-1987

12 |
a 1 _L_,_—————-v——-——(\ / \
2 ‘ - K
2
X g /
x
z L
§ g \__/ .
2
I
> ]
ad
N
SR
D
2 5
J
5 s P -«
2 ] r/\\ Y
-l E ]
: g ~ |
3
3
"
- T ' 1 ¥ 1 e 13 v
1970 1372 1374 1378 1378 : 80 1332 1848 1546
JROUNONUT MM LE - TTAACCO /A lE o SOTTON/ MM 2E

Sources: Smallholler producer prices from Ministry of Agriculture, Malawi and
updated for 1937-1538 frum Government of Malawi, Economic Reports.

Mote: Producer prices zre for growing season (i.e., 1970 = 1970/71).



better record of growth of nutrient consumption than eilsewhere in

28/ Sirce 1983, thanks to an excellert Fertilizer Revolving Fund

Africa.
supported jointly by IFAD ana IDA, the program of tertilizer distribution has
recelved an additional boost in a variety of wavs discussed below. and this
support by donors must c<ontinue, Lo ensure sustained growth in nutrient
consumption. Due te high transportation cosrs, however, Malawi's nutrient
prices relative to maize prices have senerally been quite Oigh ~- up to two or
three times as high as in Kenya (evern thougn Malawi has had a mild subsidy on
fertilizers while Kenya has none), tne only exceprtion being 1981/82, the
period in which the Malawian government raiscd its malze price sharply (see
JFigure 4. By 1937, the Malawian fertilizer price/ofticial maize price ratio
had again beccme nearly three times that in Kenva. In the 1988/89 prowing
seaso: ., the government raised the producer price ot maize by 44 percent and
the price of tertilizer by only 1l percent. The resulting decrease in the
nutrient price/crop price ratio will make ferti'izer use more allractive to
producers. At the same time an increase O!f this magnitude in the price ot
maize will hurt focd deficit households, unless consumer prices are

1

subsidized, which in 4!l likelihood would ccst more than a tertilicer subsiay.
Althocgh tne FSRP was a central element of the World Bank's and
USAID's second SAL tn Malawi, donors reluctantly agreed to an extension of the
subsidy removal periud when currency devaluations and higher external
transport costs in the 1984/85 crup year resulted in large 1ncreases in

/o 30/ . . , ..
287 30, Continued concern about Uhe budget deficic

fertilizer 1mport c.srs.
meant, rnowever, fnat the FSRP again becam: a4 central part of the third

Structural Adjusiment Loan on grounds that (1) larger smallholders were the

main beneticiaries ot the program, (2) there were ma jor leakages of subsidized
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fertilizer to the estate sector, 31/ (3) withdrawal of the fertilizer subsidy

contributed litctle to sharp fertilizer price increases, and tinaily,

(4) farmers were unilikely teo be responsive rc the fertilizer price ilncrease,
especrally as the SAL implementation schedule called for subsidy removal to be
accompanied by the introduction ot high aralysis fertilizers (HAF), to reduce
tte impa' v of adverse price etfects on fertilizer consumption, 32/

Prices determine only part of fertilicer protitability, however, the
other elements beiny o variety of nonprice factors, including in particular
fertilizer responsiveness and access. For the reasons discussed belcw,
Malawian farmers apply fertilizer predominantly on traditional maize
varieties, in contrast Lo Kenva where a great deal ot umallholder usage is on
higher vielding hybrid maizes. Malawian fercilizer response covtflcients for
traditional maice arze similar to those tor hybrid maize on medium potential
areas in Kenya, but their high responses do nol compensate adequacely tor the
more untavorable nutrient price/maize price ratios ir Malawi. Kenyan smali
tarmers alsc usc nedarly 45 percent of tertilicer on higher vasue tea and
cotree, for which they receive iaternational prices, y'eldiny them higher
incomes relative te smallholders in Malawi. Because Malawian smallholders
produce predecmirnanicly maize, they are less able to withstand high input prices
without a subsidy and/or credit.

Contrary tc donor expectations, increases in the nutrient price/-
maize price ratiuv caused the area under hybrid maize to drop from an already
low level of 5 percent of the total in 1985/26 to 3.1 percent in 1986/87, and
the area under csomposite maize from 2.2 percent to 1.2 percent, 33/ Nutrient
consumption teli 1a 1934/85 betore recovering again in 1985/80, the decline
contributing o mirkel price increases. EsLimates ot tectiliser Jdemand

elasticity based on time series data suggest levels of between 0.26 and 0.35,
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with respect to nuirient price/maize price ratios, depending on the model's

specification. Interestingly the elasticity of demand with respect tLo

nonprice factars turns out to be higher (0.58 cr 0.67). 34 This 1s fully
. : : , LY
consistent with che experience elsewhere 1n tne developing world. 2 Indeed

Malawi's own rural develcpment expericnce over the past twe decades also
indicates that because it takes time to alleviate nonprice constraints Lo
adoption, the aholition of fertilizer subsidles, withou: the time to address
these constraints, will penalize the potential users of fertilizer. In this
vein, 1t has become generally accepted in the last twelve months among donor
circles that avariability of credit tor Malawi's potential producers of
additional maize tor self-consumption is crucial for future dittusion of
fertilizer use. 2% turther, gradual replucement of low analysis fertilizer
with high analysis fertilizer (HAF) is an efrfeccive means of reducing the cost
of fertilizer, altncugh donor cxpectations for the speed of replacement turned
out to be overly Sptumistic. Despite the errcrs cf overoptimism, however, a
strong positive elwement of the SAL process htas been that it has led to
consideration ol a number of additional ways to broaden access of small
producers to services. For instance, a program tor packaging and distributing
tertilizers in small pags has made much progress in the past two years, and is
increasing the pihysical availability of fertilizer amony small tarmers. In
time, reliable and timely supplies of tercilizers, together with measures to
shift maize produzcion trom traditional ton high vielding varieties are likely
to become more signiticant in determining tertilicer use than the nutrient
price/maize price racio. [n the meantime, the mericts of a tertilizer subsidy
targeted explicitly to the lowest infeme tarmers -- including the possibilicy
ot 1ts rree distribution -- are also Leiny eatertained by donors. [nitial

estimates show, however, that the budgetary cost of this option is greater



than that of a generalized smallholder subsidy which che Malawian government
has favored. How to avoid leakages of tertilizers is an issue if tree
targered distribution iy underraken. Recall that during the ceurse of SAL III
it was donors who favored abolishiug the subsidy on grounds ot lealages; this
possibility stiil exists, although Leakages rrom a program targeted towards

very low 1ncome producers may wel!l be more toward better—-off small Larmers
than estates. & zreat deal will depend on whether a targeted suosidy 1s
politically feasivie and administratively implementable.

Mor2 generally, the policy approach to fertilicer subsidy
expenditures wili depend critically on whecher the macroeconomic and long-term
sectoral contexts are cousidered 1n a complementary way, and whether different
policy instruments and objectives are weipghed at a glven point in rime, and
over time. Ffor instance, the governmert's ability to mobilize additional
resources move 2quitaply within the economy (e.g., from estates as well as
smallholders) and to reduce expenditures in otner areas, will clearly improve
its apility to firance either a targeted or a more general subsidy.

Similarly, donors might consider financing the international cost of
transportation ot rertilizer as one way ot promoting its internal use. Thus,
within broad gu:idelines that include several cptions, donors need to adopt a
tlexible and clearly monitcrable approach to t«rtilicer policy that places a
strong emphasis on !'carning by doing, and is subject to periodic review and
revision without taking ¢ deterministic position on the desirability of a
single approach.

Fortunately donors have begun to replace the idea of removing all
subsidies with that of retaining those subsidies that support long-term prowth

amorg the pocr. They have also started tu appreciate, through experience with



the SALs, the paucity of knowledge about the best ways to intervena in
smallholder agriculture and the need to learn by cdoing.

Valid concerns about poverty alleviation need to be combined with
due consideratiorn ¢ the needs of rhe more dynamic commercially-orianted
smallholdevs, so tnat corcrecting the imbalunce of initial SAL etfteres by

focusing on the poor does not make the pendulam swing once move excessively

away from grouth in taver of poverty alleviation. The medium sized
smallholder rroducers who benefited rhe most trom NRDP will in all likelihood
contlinue to be the backbone of growth 1n markected production, whereas
assisting the pcer will not require efforts to increase Lheir production but
rather active policies to protect their consumprion. The discussion of

consumpolon issues toliows.

(c) Grain marketing liberalization and the role of ADMARC

Experience show. that ensurling tood securlty in Malawi requires
emphasis on Increasing maize production, not orly at the level of the tocd
deficit households oa which we have tocused so far, but also on maintaining a
tuffer stock to achieve int-a- and Interyedr price and supply stabilization.
This will in aii likelihood be 1 loss making operation requiring a subsidy,
and therefore maxim'zing the elticiency of buffer stock operations s
obviously crucial for jrg viability.

The importance of the need for a butfer stock was demonstrated n
1986/87, when grain market Liberalization cuincided with a large influx ot
retugees. As 4 result, ADMARC ran Oul of mairze stocks and market prices ot
maize increased sharply, reaching three to (our (imes the otticial jprice
{(which in turn adversely attected ADMAKC'S ability to purchase grain in the

market for resale, reducing real incomes and welfare ¢f a large number of food



deficit houscholds). Moreover, Malawi's transport situation dictates greater
autarchy to achleve tood security than has been typically advocated by
donors. 31/

ADMARC's domestic malze sales reached an all-time high ot 286,000
tons in 1986/87, although informal marker maize prices in Blantvre in the

southern region 1n 1937/88 (after liberatization) were as high as 45 to 60

t/kg compared to ADMARC'Ss purchase price of 20 ¢/kg.  Subsequent field surveys
show that 90 percent of households In the southern region had run out of their

/ .
gﬁ’ Traditional

own malze stocks and had little cash with whicn to buy rood.
intra- and interhousehold support systems oroke down, as indeed they have in
ctiner developing countries in periods ot food shortages, and the only option
tor many poor households was to accept employment on more prosperous farms to
pay tor maize purchases. But this short-term solution hindeced farmers'
timely land preparation on their own plots, thus adversely at ‘ecting their
next year's food supply (an important issue to keep in mind in the timing of
employment when planning any scheme tor providing food or tertilizer in
exchange tor work). 399 Otticial malee prices had to be ralsed once again in
1968/89 to improve the balance between food and export crops.

Food imports (including food aid) to achieve food security are a
more limited option in Malavi than general pclicy papers on the subject from
donor agencles tend 0 imply. Not oaly are imports risky because of border
security problems (cven if denors paid tor tne nigh transportation costs), but
due to Malawi's very limited transportation capacity, tood imports have tended
to come directly at the cost of the timely arrival of other critical 1mparcs
such as ftertillzers -= 1n turn jeopardicing the tollowing vear's lood
production, tood security, and possibilities tor agricultural diversitication.

Donor assistance in the transportation sector might improve this
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situation. But in the short and medium run, *DMARC must maintain large enough
buffer stocks and cover a sufficiently wide geographical area in order to sell
maize in adequate quantities to maintain prices. It must also be in the
position of buy.r of last resort to ensure a market and promote modernization
and intensiiication ot smallholder production. The two clear phases of
official policy toward ADMARC between 1973 and 1986 are of considerable
significance in the current context of (1) maize purchase and sales operations

and (1) buffer stosk policies. The experience is reviz:wed here briefly.

(i) Phase I: The genesis of the government's increased role in grain

macketing.

It must be recalied that dcnors involved 1n rural development
projects in the early 1970s thought that an increase in the number of ADMARC
depots for buying and selling maize and distributing input packages to
smallholders wos necessary to stabilisze progucer price and promote malze
vroduction. They urged ADMARC to expand activities, including in the northern

region, where ADMARC nad been reluctant to trade on grounds of high transport

costs., They considered the indigenous trading sector —— which then included
Asians -=- 00 weak o handle the increased production emerging L[rom rural
40/

development prajectis. Later during the mid-1970s, the Malawian
government's policizs to prote -t Malawian traders by curtalling the activities
of Asians in maize and restricting the latter's residence to four urban areas
had the generally acvnowledged result of a snharp decline in trading activity
in the rural sector, especially as the policy was not accompanied by an overt
attempt to develop Malawlan trade. Kenya and {anzania, with their gaite
different ideological backgrounds, also restricted their Asian trading

communities in corder to develop African enterprise, although the restrictions



took different forms. While scciopolitical, rather than 1deological
considerations promp.ed the policy of indigenization, the government {(as in
other African countries) ended up having to play a more active role in the
maize trvade -- in Malawt's case through expanding ADHMARC's operaticns. As
ADMARC's purchasing centers and maize purchases increased (reaching 120,000
tons 1n 1978.79), so did the unit cost of rficigl maize operations, at least
in the initial pericd. These increased ~osts had Lo be subsidized and were
financed througn profics made by taxing the o percent of smallholders
prodgucing tovacco. The reaistribution of income within che smal lholder sector
trom commercia! smai: producers to Lhose Living in food defticit areas --
including below-subsistence raize producers, needs to be considered in terms
of future policy cptiocns.

The SAL process has since required that the financing of each ADMARC
Crop account be macde more transparent, and that the Treasury, rather than
ADMARC, be expected to provide the funds needed for graln price and supply
staoilization. 'his makes the costs of stabilization overt and is thus a
aesirabie policy in principle. On the other band, eftorts to tollew such a
financ'ng apprcdch elsewhere in Africa have run into difficulties, as
marketing boards could not obtain funds from their treasuries on a timely
basis. This lack of adequate working capital explains in large part the

tinancial ditticuities experizanced by parastatals in those countries. 2L/

Firancing intervezr stabilization is not only critical tor maintaining
consumption and increasing production through the use of modern technology,
but 1t i3 alss a Particulariy difticult task, as the demand for and supply of
maize through atiicial marketing channels tfluciuates widely from year to year
v/

In Malawi, as elicwnere in Airica, and has veen difficult to predict. 4

Most developing country governments consider rheir ability to meet volatile



food demand to be essential both for maintaining political stability and for
ensuring social weitare. Widening price bands and taking greater account of
the regional and seasonal costs of handling grain will of course reduce the
costs cf stabilization, and this is one aim of the reform programs.
Nevertheless, 1t may be difficult to avoid the inherently loss making nature
of year to year price and supply stabilicazion sperations altogether., The
likely costs and venarits of alternative staniiizaticn levels now need to be
worked out by takingz into account the expertences of other developing
countries. Malaw:'s own experience with burfer stocks provides usetful lessons
about the impact of external shocks on thne policy itself and its

effectiveness,

(ii) Phase II: The senesis of th: povernment's buffer stocking policy.

Unlike the experience of many other countries that have established
buffer stocks thrcugh the use ot external assistance, ADMARC attempted to
finance the construction of silns and stolks by borrowing at a time when
interest rates nad increased sharply in 1933,54, Owing to macroeconomic
difficuities and budget constraints, che government was unable to reimburse
ADMARC for either zne silos or the working capital needed for stockbuillding,
thereby contributing substantially to ADMARC's growing financial
difticulrties. ADMARC's profits fell by 50 percent in the single crop year
1983,84. After an apparent recovery in 1934/35, its finances deteriorated
very sharply 1nts substantial losses in 1955, 35 and 1986/47. A comtinaticn of
rising operating c2sts, talling teobacco profics (due to declining world market
prices), and Sal-vased credir cellings meant tiat ADMARC's avility to purchase
maize through :¢s widely dittused marketing network serving remote areas had

been substantially undermined.



In view ¢t Malawi's sharply deteriorating macroeconomic resource
position, doncors ccncluded that the correct response to the increased cost of
ADMARC's operations was to liberalize the grain market. Prior to the 1987/88
mareetilnyg season, .3 markets were closed {(witn the scuthern region, which has
the greatest mar<el Jependence on ADMARC mai:e sales, losing 109 markecs),
altnough the rnumoer of markets in the less populated North increased oy 14
seasonal markets. The timing ot liberalicaticn, however, turned oul Lo be
untortunate, nct only because of the growing influx of retugees, but also
because 1t had not oecen preceded by a policy ot building indigencus private
sector grain hancling capdacity. [t must be reécognized, however, that even it
the private sector had teen more competitive, a large majority ot households
who a1d not commana ad:quate purchasing power CO buy tood at market prices
would have surrerzd, as the market would have bteen efficient in transterring

2 oY !
grain surpluses tc those who command greater purchasing power. 2l

The experience of the post-liberalication period suggests that the
goals of a long-term pricing and marketing zclizy in Malawi need to include:
(1) a rise in ADMARC's efficiency, (2) the provision of intra~ and interyear
price and supply stability to protect wulneranie producers and consumers,

(3) an active pciizy to develop Malawian privite tradinyg capacity, (4) a
deliberate approach to changes in maize pricing and marketing arrangements,
and (5) an equally deliberate policy towards changes in relative prices. The
increased groundnut production that resulicg :rom changes in relative prices
turned ¢ut tc be premature, as ADMARC made lusses on the groundnut account
from 1984/8> tu 1956,87 (owing to lack of an export strategy. which could not
be developed guickly in a period when the world market for Malawi's

- . . INA
contectionary nuts was receding). 44
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The special need for active promotion cf indigenous Malawian trade
and transport cannot be overemphasized, as Malawian traders currently have
liccle access to finance, market information, or transportation. éé/
Improving access te¢ Lransport is particularly important given the low and
apparently declining mobility of the majority of Malawi's rural dwellers and
tne ract that trimspsrration costs have risen more rapldly than the general
cost of living. Ina this context it is important to note that compared to
elsewnere 1n Africa, Malawi's transportaticn constraincts are due less to an
inadequate feeder rsad network and its poor maintenance than to the lack of
purcnasing power amonz the poor Lo command means of lLransporcatrion, Malawl
has an excellent rescrd on road constructicn and maintenance compared to other
Africar countries, but Malawi's liberal impert policles in the tace ot its
skewed i1ncome distrioution appear to have rescized in a greater decline In
imports of bicycies than of larger commercial vehicles, reducinyg mobility of

low income housecnoids to a great extent. This is 1llustrated by the fact thac

&

nearly 85 percent of the tratfic on DRIMP rcads consists of pedestrians.
Unless private traders’ investment in transportation and grain
purchases incr.ases, tnhe closure of ADMARC's mirketing networks may medn that
agricuitural suppiy responses from the smallholder sector will notL occur.
ADMARC's outlets may well have Lo be maintained ana their unit costs of
operations reduced by increasing the volume of tertilizer and otnher Inputs

handled.

(1i1) The wicicus circle of subsistence and peverly orlentation.
We now Lurn to the facters constraln:ing adoption ot improved
varieties of maitze 4t the rarm level. In ihis context 1L 1s important Le note

that the knowledge base in Malawi is superiur o that in other Atrican



countries, because of its exceptional record on maintenance of agricultural
statistics. Nevertheless, the precise roies 2t (!) consumer preferences, (2)
fertilizer responsiveness, (3) storability of maize, and (4) small farmers
access (or lack ot 1r) to knowledge, credit, and inputs in limiting the
adoption of improved technologies are still rnot as well underwtood in the
Malawian context as taey need to be. This is due in part to a lack of program
evaluation bases on routine tield-level data collection and analys:is to fine-
tune interventions, but particularly due to the shortage of trained and
experienced Malawian ratic als to undertake tnis task. As a resule,
development programs are still excessivelv intluenced by external actors
visiting tar 4 short duration rather than by those Malawians directly involved
with rural develcopmenc. Both donors and government have emphasized brick and
mortar in the past, and need to place a very strong emphasis on the
development ¢t human zapital in Malawi to improve the quality of planning and
implementacion,

The most trequently used explanation tor the slow adoprion ot
imprsved maize ia Malawi 41/ was otfered by Ellis as early as 1959, namely
that Malawian househclds strongly prefer the traditional flint maizes for home
consumption, vecouse ot the type of maize flour (ufa) and the residue {(nsece)
produced from tlinis, through removal of che germ and the pericarp by soaking
the grain betcre 10 i5 pounded into 4 Fine tlour. To quate Illis direculy:
"The Africans ot Nyasaland detinitely preter tlint to dent, partly because
+ « .« the former stores better, but mainly because of the belief (hat it s
superior for the pregiration of maize flour by thelr tr-ditional
mernud." 487 . preterence for flints is reportedly so intense that the
small percentags ci smallaolders growing dent hybrids mainly grow it tor sale

to ADMARC. While Ellis argued that the tradicionai method of maize



preparation may indeed be nutriticnally preterable, others argue, first, that
it offers less nutritional value than commerciaily miiled whole maize sold by
ADMARC, and seccnd, that consumer preferences dre more dynamic in a rapidly
modernizing dgricultural sector where incomes are lncreasin,, than 1s the case
in Malawi. 427 Clearly more scientiric knowiedze about price and income
elasticities of demand and their impact on adoption and consumption is
rnecessary UG de2veiop 4n ellective policy,

Lack or knowledge ot the relative responses of flint and dent maizes
to chemical tertilicer use on farmers' fields similarly hinders the
formulation ot a maize producticn policy. Grealer attention also needs to be
tocused on housencid storage, to the extent Chat it IS a constraint to
adoption Ol tne new maize varieties more susceptible to disease, and on wavs
to revnce constraints on Limely land preparation (a critical element in the

g : : :
29/ Stmple 1mprovements of the implements tarmers

adoption of hybria maize).
use 1n handhce technology and in animal tracticn on tarms that are large
enough to benetit rrom such improvements would help ensure timely planting of
crops. " Currently only 30 percenu of smallhcisers who can use such animal
tracnion repeatedly go so. As elsewher; In Alrica, suiticlent tecnnology for
small rarmers was trncught to have been availaple in the 1970s. Theretore,
expenaitures oo ruril development through NRDP involved tittle support tor
agricultural reszarch until recently. Research issues are actively being
considered under the research and extensioun project, but many outstanding
questions remaln; a tlexible, open-minded policy on research and extension is

T

now cructal. Leogrscussion above has tocused on maize due Lo its primacy in
production ang consumption. However, increasing the praductivity of

groundnuts and Sther crops is also critical to improving scurces of income and



diversifying the diet, given that Malawi's reliance on maize as a source of
calories is the highest among MADIA countri=s. 5L

The problems of increasing access to credit are complex, even though
Malawi has been relatively successtul in smallholder seasonal credit schemes
based on group respunsibility, 327 [ts repayment rates {exceeding 90 percent)
are IMpressi.oc oy deveropiny tountr, ctandards. Severtheless, the poorest
rarmers’ lack ot dccess to credit is stiil a proolem and 1t s unclear whether
this 1s caused vy thetr tnability to undertake risk and to torm groups
soluntarily, cr by the rigidity of che credit administration that has been
rewarded for reaching the more progressive tarmers, albeit inadvertently,

Only about 20 percent :t Malawi's relatively better-off smallholder households
penetlit from creuit. Experience in Asia shows that redressing che
institutional ara poiicy blases tavoring relacively better-ott houssholds is
not an easy Lasw. 23 further efforts to increase access to credit will
require consideracie political commitment, will be administratively costly to
achieve, and will take time and individual leacership.

Even with an effective extension program addressing production and
tecnnoloay, tre abilily of low income hausehioids to respond is constrained by
the competing ¢emands on thelr time of aiternative nonfarm income carning
opportunities ara tne relatively more labcr-intensive nature of new producction
technologles. {hus, wnereas tree distribution of fertilicer or lertilizer for
work programs, wh.ch dare now belng constdered to increase smallholder

roductivity and toud selt-sufticiency, are im ortant, other more direct
Y y p

nonfarm income-vencraiing activities, ticluding tood for work programs such as

. ‘ . . 54/ .. .
those undertarer 0 Asia, mav also have Lo e counsidered. 22 Civen Malawi's

high population density and goud administrative record, these programs dre

more likely to pe fcasible in Malawi than elsewhere in Africa. To minimize



the cost of administration relative to the employment created, thece programs
require recurrent resources and the capacity to plan and implement trem.
There are many usetul lessons that Malawi can ‘2arn trom Asia in this regard.

The point to be stressed here is that solutieons vo the poverty
problem of low inccme households cannol be contined L0 increasing agricultural
product vity alone, but must include an array ot options suited to particular
target groups, inclaaing in particular the wary temale headed households that
predominate amcng cthe poor. Indeed, a case¢ carn be made rfor starting a range
of innovative prcgrams on a small scale, monitoring their success, and
expanding those most appropriate for particular circumstances.

Given the number of constrainis, and the lack cf precise knowledge
as to what will wore in increasing productivity and incomes, guvernment and
donors need to support a long-term consiscenc strategy in which strong

emphasis is placed on learning by doing.

(d) The rcle of NRDP

It is evident from the preceding discussion that resources are
needed for a new and improved multidiscipiinary agricultural and rural
development program based on the lessons learn: in the 1970s. Though not
alorne sufficient, agricultural research and extension should play a role.
Donors, however, nive been disenchanted with the National Rural Development
Program. [Us earlicr emphasis on physical capival, e.g., buildings, roads,
and soil conservation measures has had Limited itmpact on reaching small
farmers with new tecnnology, and attempts . reduce unil costs by expandiny
services has been only partially successtu.. Donor supportl tended Lo be
fragmented amcrg essentially ditterent area projects; donors have reduced

support for agricultural development and shifted resources to a variety of



important but unconnzcted activities such as research and extension, credit,
growth centers, fertilizer imports, food and tertilizer storage, and
fisheries. Whereas each of these activitie: is critiral, their rmpact 1s
likely to be diluted without a well-conceived long-term agricultural strategy
under which donsr support for agricultural and rural development is

provided. In this context, it must be recalled that che strony emphasis on
paysizal infrasuructure of the earlier projects involved considerable doncr
participation in pianning and implementation, and was in part a result of
donors' reluctant: to finance recurrent expencitures. Indeed, as has been
stressed in th!: paper. Malawi has had a relatively good record in planning

55/

and impiementing 1ts rural development etftor:s. Governmenl's current
emphasis on low incoime producers and etforrs to bring about stronger linkages
between recurrent ang capital budgets shoula nelp further improve 1ts ability
to plan and tund recurrent expenditures of high priority.,

Increasing resource mobilization, while making the burden of taxes
more equitable and encourapging production and ceasumption by the lowest income
groups, will determine the tiscal wviability c: NRDP, Imposing taxes on
underutilized land and/or on production o! the estate sector and broadeninyg
the tax base ot agriculture by liberalizing production quotas dre lmportant
options. Dcners have recommended a land Lax as a better way Lo mobilize
rescurces than export taxes. While the principle of shifring taxes from
production t3 consumgrion, recommended by doruors on grounds of being more
conducive to growth, is beinyg implemented by the government, the land tax has
not advanced. The absence of progress on the taxation of estate land,
comblned with an increase 1N Laxes on coONsumer pouds, clearly has an adverse
etrect on consumpticn levels of low income households, and on the economy in

general by stunting g4rowth !inkages.



In adéition to the government's owr efforts o mobilize resources,
dorors also neea to consider more liberal support for recurrent develoupmental
financing as part or a well-coordinated program. In this context, the "food
and/or fertilizer for work' programs and/or the free distribution of
tertilizer to the poor would require considerable recurrent resources if they

are to make an 1mpact on a sizable populatien. If experience in Asis provides
any gulde to generaning produstive assels, government will require far greater
trained Malawian gerscunel, knowledgeable about local Clrcumstances, and
avallable at relativeiy low salaries. It will need to encourage greater
participation of the rural people themselves i1n :he design and implementation
of programs which to agate have been relatively top=-down, and concerved largely
in donor headquarters. Such etforrs would noc only reduce costs of
development programs but would also make tnem more appropriate Lo Malawi's
needs. Donors will be required to invest a ureit deal more in Lhe expansion
ot trained personnel. Finally, donors will need to be willing to provide
linancing on an assured basis aover the medium-term, as opposed to the year to
year 1mport support commitments tor tood and {ertilizers that they have tended

to make to date. 29,

3. CONCLUSION
This paper has stressed the tundamental importance of the
participation of the poor tor the long-term dynamism of the overall growth
process, throuanh the linkage etfects ot their increased incomes and
expenditures. It Las shown that relative to other African count.ries, Malawi's
economic crists s largely a result of exterral shocks rather than pcor
macrocconomic policies, and that domesrtic adjusiment has Lo center largely on

the structural weaenesses of its agricultural sector. Increased access of
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small farmers to land, the rights to grow evpor: crops, and to earn
international prices are of key impartance iu tne short and-medium run to
achieve broaa participation ia the growth precess.,  Alleviaticn of complex
technoluypical tactors also requires improved access of small farmers to a
variety ot services. Nevertheless, solutions to the poverty problem wil]l have
to reaca beyond agriculture. The extent to wnich government's resource
mobilization and expenvitures are progressive will critically determine the
extent to which the government's keen interest in protecting the poor is
tostered.

When planning macrostructural adjustment initiarives and projecting
expected outcomes, 1t is essential that rersrm programs take the most common
torms of external shocks (e.z., crop tailures, terms of trade effects, and
border wars) explicicly into account on a routine basis to ensure greater
flexibility in the timing and speed of SAL planning and implementation as new
intormation becomes available.

Finally, Maluiwi cannot develop its agriculture i1 expenditures
within the smallholder sector are simply shifted trom NRDP to agricultural
research and extension; increacsing smallnoiger productivity will require a
well-coordinated approach on a variety of tronts and this will requl 2 renewed
comnirment by donors to old~tashioned project lending, albeit in tLhe context
of a conducive macroeconomic and cectaral policy environment. The SAL
process, while harsn at times, has been an IESTLANG medns ol counsensus
building on development strategy, and on emphasizing the complementarity of
macroeccnomic, sectoral, and project assistance. This process needs Lo
continue and to oe supported by the impiementation of a flexible, regulavly
monitorable strategy that absorbs and actively adjusts to the lessons of

experience,



NOTES

See Lele (1933a and 1989).
Refer to Christiansen and Kydd (1987).
See Mellcr and Lele (1973)

See Lele (1539).

[
"
-
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By compariscn, the 1972 addition of 10 miilion refugees from the former
East Pakiscan (now Bangladesh) to India's population of 750 million (a
population increase of only 1.5 percent) caused ma jor economic problems
tor India, see Lotz and dgarwal (torthocming a).  The Malawian refugee
figures are egulwvalent to india recerving petween 50 and 75 million
retugees, an inconcelvable figure.

The Japanese, tre Jevmans (KFW), and the Americans (USAID) contributed
$22.6 millica, $o.4 million, and $15 milliicn respectively to SAL [II, SAL
I (financed by IBRD) was for $45 million and SAL II (financed by IDA) was
tor $55 miliion,

Fer a preliminary analysis of SAL outcomes, see Kydd and Hewitt (1986).
Twenty-thres catzgories of prices were cecintrolled in 1983 and 1984,
tollowed by sixieen more in 1J85, leavin, only tive politically sensitive
goods still subject to controls Ly 1983, ircluding rertilizer, fuel, low-
grade meat, s.gar, and vehicle spare parts. FEven some of these prices,
(i.e., these ¢f meat, tuel, and spare parts) are beinyg adjusted more
frequently. Deconcrolled categorivs 1ncludged such staple items as toud,
clething, meats, and soap. Topether with the agricultural producer price
retorms ang the utility taritf increases, -sese measures represent A
substantial eccnomy-wide sttempt to reduce consumer subsidies tormerly

provided by price zontrols.



10.

11.

13.

14,

15.

le.

A recent public expenditure review by the World Bank.

Lele (193ca).

See Howell (193c/, Kydd and Spooner (1987), and Kydd and Hewitt (1986).
Christiansen ana Kydd (1987).

Taus Malawi, wherz differential rights define the distinction berwecen the
smallhclaer anu esctare sectors, differs trom Kenya, where farm size (in
terms of area under cultivation) is the sritarion, with tarms of less thar
8 hectares derinzd as smallholdings. In ract, however, as in Malawi, most
Kenyan smallhcleers cultivatz areas of 1.5 nhectares or less -- and access
LS certain types ol institutional credit in Kenya is influenced by whether
a farmer 1s Jecined as a smallholder or a large farmer. See Lele and
Meyers (14937).

Between 106 and 978, $62.5 million ir World Bank/1DA financing (together
with $8.% mil.i:on of government funds) supported a seri2s of elght
integrated are. Jevelopment projects (TADP), directed at smallholders,
fecllowed irn 1972 by a series of three National Rural Development Programs
(NRDP) invoiving crearts of S66 million rinanced hy 1DA, Cua, CDF, the
U.K., and KfW. <Sroundnut produc.ion fell ov 13,2 percent (and exports by
7.2 percent), cotton production achieweds g meager L. ! percent production
increase (while exports rell by 12.5 percent), and smallholder tabacco
register=a a4 miniscule 0 3 percent production increase (compared to
estate-grown vulput increases of 15 percent tor burlev and 10.4 percent
for flue-cured tcvacco, 4.8 percent for t-a, and 12.4 percent ror

sugar).

Data on maize production need ©o be treated with caution. An FAO series
availabie for the 1961-1987 period shows an annual growth rate i1n maice
praducticn 5t 1,94 percent - a plausiblz race that still falls short of

the growth ot population. However, a regression fitted to three-year



17.

18.

19.

moving averages to adjust for climatic variability offers a growth rate of
2 percent durirg 1961-1987. The series tor 1970 to 1987 shows a growth
rate of 1.07 percert and a three year mowing average ofters the prowth
rate used above. “wever, the official estimates tor 1970-1972 and 1977~
1979 are thougnt to be higher than actual production. It so, this might
raise the overall yrowth rate somewhar. The point remains that there
appears Lo be no dispute among Lhose familiar wich Malawi about the growth
rate of maize proagucticn being well belcw thar of population,

Smallholder cultivated area ftrom Goverrment of Malawi (1968/69 and
1980/81) and estac2 acea from Department ot Lands and Valuation, Malawi.
For turther int.rmation see World Bank (1937b).

Christiansen and Kydd (1983).

Data for dirterent years are not available ror strictly comparable size
categories of holdings, but National Sample Survey estimates show that the
numoer ot houserclds with a cultivated area of 0.8 hectare or less
comprised only 22.7 percent of the rocal in 1968/69, while holdings under
0.99 hectare acccunted tor 55 percent of ine total in 1980/81. Available
data further suggest that reductions in cusnfallow and in rop rotaticns
dictated by increased population pressure have resulted in falling matze
yields (e.g., in Lilongwe average yields of untertilized local maize had
declined bty a tnird of their 1959-1962 !evels by 1985/86 and 1986/87, to
1,100 kilograms per hectare). See Covernment of Malawi (1968/69 and
1980/81) ana Twy:rsrd (1988).

The figures cited ror per capita arable land are based on a conservative
estimate ot the proportion of arable land to tocal land in Malawi, 1.e.,
37 percent. A more generous classiticaticn used by the government of

52 percent of total land as arable gives slightly larger per capita arable
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24,

land projections, i.e., .69 hectare per person in 1985 and .37 hectare in
the year 2005,

Lele and Meyers (1987). The poorest househclds spend between 44 and 48
percent of nousehcld cash income on tood, compared to 25 percent for the
populaticn zs a whuole.

See Lele (i933a) ana Lele and Meyers (1937).

See tor exampl:z Singh (1977); also see Eerry and Cliae (1979), especially
p. 202 for a description of the "markedly inverse relation between size
ot holding] and value-added per acre" in Malawi.

In 1984 ADMARC preovided K 3 million (1.92 million dollars) in unsecured
loans to estate agriculture. Lele and Mevers (1987).

The DKC 1s the ratio of the social value 5t resources used in the
production or an activity to the net outpurs resulting from that
activity. A better name for it might pe the activity cost benefit

ratio. See E. Tower (1984).

Tanzanian prices were significantly higher at official exchange rates.
See Lele, Fisnstein, and Westlake (forthcoming) for decails.

The estimaced toral (all farmers) area elasticity with respect to
agricultural jrices was less than 0.1 (.0802), perhaps due to Malawi's
land constraint. Estimates usirg a value index of smallholder production
ylelded a very weak relationship between agricultural prices and
smallholder production, suggesting that aggregate elasticltlies are even
lower 1n the case of smallholders, and that subsistence tarming is very
prevalenctc.

See Lele (l159¢&8aj.

While devaiuation has caused Malawi's fertilizer prices to increase, Kenya
nas also devaluea, leading to internal price increases for Kenyan

tarmers. See Lele, Christiansen, and Kadiresan (1988).
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32.

33.

34,

Fertilizer trawzportation costs, which were K 1.55 million in 1983/84,
increased ty more than six times to K 12.9 million in 1984/85, and were

K 12.4 miilion in 1985/86. R. R. Nathar (1987b). The rnet lacreases in
Malawi's fertilicer prices were less chan the additional transport costs
resulting from the closure ot the Beira and Nkala routes, because the
local price of fertilizers in South Africa (Malawi's source of supply)
fell as transport costs escalated. In tne absence of this tavorable
development, the adverse change in the rertilicer/maire price ratio would
nave been greater. See Lele, Christiansen, and Kadiresan (1958).

There 1s a dispute about the extent of these leakages, with estimates
ranging trom 17-19 percent (by the Minisiry of Agriculture) to 25 percent
(according to a Kirchner and Kandole study). See R. R. Nathan (1937a).
The donors were correct in arguing that subsidy removal contributed liccle
to tertilizer price changes, and in supporting the promorion ot high
analysis fertilizer. Nevertheless, when rices rise sharply there may be
a4 case tor the use of 4 countervailing subsldy to avoid an equally abrupt
drop in demand for rertilizer, provided "hat the cost of subsidizing
tercilizer {in terms of increased food production and welfare etffects on
low 1ncome producers) is smaller than the cost of withdrawing the subsidy,
including the need tor food imports.

Given that 85 percent of the hybrid maize area and 57 percent of the
composite maice area is fertilized, some correlacion can be inferred
pelween tertilizer consumption and hybrid Zrop area.

The influsnce o1 the trend Lerm (representing nonprice factors) exceeded
that of botn wutput and input prices. Whiie the lagpged price of maice was
estimated o nave a4 weak positive eftect on fertilizer demand, possibly
due to a combination of tarmers' expectactions and timing of official price

announcements, the oftficial fertilicer price had no effect at all. The
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37.

38.

39.

40.
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42,

43,

latcer may be expiained by the low (subsigized) price of tertilizer, in
addition to a variety of nonprice factors. Fertilizer use has increased
steadily throughout the 1970s and 19805, wnils there has been no similar
consistent trend in the real price of either fertilizer or maize.
Calculaticn o1 year to year implied clasticities also showed |ittle
consistent pattsrn In response Lo changes 10 the marze/tertilizer price
ratio: in over one-halt the cases, the response was opposite the wxpected
(i.e., when relative maize prices increased, fertilizer sales decreased),
and there were large year (0 year swings in the magnitude of response.
See Lele and Meilor (1938).

It shoula be notea, however, that even s.bstantial 1mprovements in credit
availabilicy would still leave many subsistence tarmers unable to use
fertilizers. Some experts have recommended 4 policy of targeting free
distribution ci fertilizers to the poorest group.

See Reurlinger (1986).

Oxram (1983).

For turther discussion of the income eftfect of price chan s, see Melilor
p y

4]

(1973).

It is argued that uniform prices across space and time reduced private
incencive but there were also more basic constraints such as lack of
information and access to credit.

Inceed, ¢oncrs had trequently complimented ADMARC's ztticiency without
tully knowirg its underlying source, and contrasted it with boards in

other neighoorin,

4 Countries 1n the 1970s when ADMARC was not taclng the
xinds of tinancing problems Tanzania's National Milliny Corporation did.

See Lele anu Candier (1978).

See Sen (1981).



44. DRC calculations done for groundnuts also suggest that at current
production costs and prices the proficability of groundnut exports 1§
quéstlonable. An increase in groundnut productivity will of course change
this picture. Lele and agarwal (forthcoming b).

45. The transportaticn component of the recail price index rose by 215 percent
betwean 1930 ara 1988, compared to an cverall increase in the index ot
148 percent.

46. According te a recent ILO study of transgortation in rural Malawi, since
Malawi's econsmic difficulties began, rhe number of goods vehicles
registerad annually declined from 15.) trausand to l4.1 thousand between
1982 and 1933, although the number ot cars registered during the same
period remainee 1lmost steady and the nomoer ot moturcycles continued to
increase. In contrast, the number of bicycles imported into Mataw.
declined snarply and stood at a mere 5.9 percent ot the level imported in
-970.  Needless ts say, bicycle prices nave increased sharply due to a
combination ot gevaluations, a shortage ot spare parts, and 1ncreased
import duties. The cost of an oxcart produced in Malawi is nearly §1,000
== completely peyond the reach of a large majority ot villagers -- and
oxcart haulag: rates (of K 0.70 to 2.00 per ton/km) are high and
comparable o trucking rates. See Dixon-t'yle and Relt (1938).

47. Orficials <1 in- Ministry of Agriculture estimate Malawi's area under
tmproved maicze a4t 10 percent, which 1s stiil substantially below Kenya's.

48. Roughly &5 percent of households in Malawi erow malze tor their own
consumption. Maluwians typically preter tlint Lo dent maize varielies
because handpounding of dent warieties {(ne typical method used in Malawi
Lo remove Lne vuler tibrous layer of tne seed) vields tlour with less
fiber and greater waste products than the rlint flour to which they are

accustomed. Eilis (1959).
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50.

See Quinn, Chiligo, and Gittinger (1988). Feeding practices of small
childoen hgve changed cver time as the need for low lncome women to work
in the field has increased, and this might contribute te the malnutrition
ameng 1nrants,

Malze researcners have traditionally argued that flints are lower yielding
tran dents at trne (reiatively high} duesages of fertiiizers recommended by
research statiins, and that farmers need ¢ apply high dosages in Malawi
glven its growing land presscvre and declining soil fertility. In this
view, increased production and commercialization of dent maizes 'hrough
ADMARC is tne way to solve Malawi's focd sccurity problems -- especially
since it would alse release more land tor growing other crops that are
urgently nezaed to diversity Malawians' preductior and consumer diet
(which 1s rar mcre dominated by maize than elsewhere in Atrica). Further,
1f 1C is true, as is suggested by some, that consumption of tiints in
traditional rorms of cookinyg results 1n a greater loss of nutritional
value, this stuuig be o1 concern in a country with low nutritional status,
high child mortalicy rates, growing land pressure, and declining
productivity. See Lele, Fishstein, and Westlake (tortncoming).

See Lele, Misnstein, and Westlake (rorincoming),

See Lele (1574} and Hossain (1983).

For further aciscussion of the issue of large farm vs. smallholder
productivity, and =speciallv the distorting effect of public policy
intervention on the smallholder sector, see Lele and Agarwal

\

(forthcomir, bj. also see Lipton (1973).
In Maharastra State in India the cost of creating employment to l.b
million people 1n 1987/38 tor 130 millicn serson days was $1.10/person day

or a total cost or $205 million annually. About 60 percent of the total

cost of the program is in the form of direct wages to the pooi. The
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remaining 40 percent of expenditures included the cost of skilled labor,
material costs, land acquisition, maintenance, and costs of planning and
implementing the various schemes. [t g similar program was lavnched in
Malawi's southern region, creating a J5b ror about 300,000 tarmers with
less than 1| nectare -- a4 conservative estimate —-= tor three months, 1.e.,
66 man days. person would cost $18 million. For an assumed 1ncome
elasticity _: cemand of Q.75 percent, 4an estimated S$6 million of the
incremental wages trom such schemes would be spent by poor households on
purchasing neiriy 7,000 tons cf toodgrains (maize). See Lele (1988b).
See Lele and Mevers (1937).

The IFAD/IDA suprorted Smallholder Fertilizer Revolving Fund project has,
however, provided o great deal of needed stability to the tertilizer
import policy -- and several donors hawve cuntributed to Lhe ertorcs. See

Lele, Christiansen, and Kadiresan (1988).
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