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Note to Conference Participants

This paper is divided into two parts, Part I, which is attached, provides a
comparative overview of macroeconomic and sectoral policies and performance in
Kenya, Malawi and Tanzania with parricular focus on agricultural policies ani
performance. Part IIl, which summarizes the World Bank’s economic and sectoral
analysis and policy advice on the agricultural sector in the three countries
as well as lending for agriculture, will be made available shortlv,
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OVERVIEW

Comparisons between Kenya, Tanzania and Malawi are of interest
Lecause all three started with somewhat similar initial conditions at
Independence but have followed quite different policy paths with very
different ecoranic outcemes. Agriculture 1s nonetheless the most important
source of emdloyment, income and exports in all three countries. Not
surprisingly, the performance of the agricultural sector and the agricultural
policies pursued in 2ach have been wlosely related to the country's overall
economic performance and policies.

Kenya and Malawl have both done quite well in terms of growth of
export crop productio-  Lut Kenya's performance has been far superior in
reconciling growth with equity. Tanzania has done least well on growth of
export crops, including those produced bty smallholders. Tanzania's efforts to
sustain policiec to achieve equity have been hampered by the lack of growth of
the econcmy. Malawi's strong export growth has until recently diverted the
attention of manv obsarvers, including the Pank. from the sources of that
growth, including examination of the basic structural policies the government
has pursued as well as the technological constraints that have adversely
affected Malawi's smallholder c<ector performance.

“he relative perfermance of each country in the food sector is more
difficuit to compare due to weak data. Again, however, Kenya appears to be
more advanced 1n promoting the process of technical change in the smallholder
sector, especially in maize production.

The breadth of participation in growth has had a profound impact on

the process of economic development ir. each country. Achieving equitable



grcwth reéuires the development of a sophisticated network of institutions to
service che needs of a large number of small, meograrhically dispersed
producers with diverse resource endowments. Kenya, which admittadly started
out with the most favorable institurional hase at Independence derived f{rom
1ts large (Eurcpean) farm structure, cashed im on this base ai. preatly
broadened small tarmer access to institutional services. Malawi's historical
base ot institutions serving a modern European agricu'ture was narrower than
Kenya's. 1Its subsequent growth has maintained this narrow base of a European
estat.. sector along with an evolving tut equally narrow indigenous estate
sector in which growth appears to have occurred at Uhe cost of incentives and
lnvestment opportunities for the smallholde~ sector. Tanzantia pursued
policies aimed at dismantling its historical institutionai basz, and
experimented with mary new institutional arrangements, which greatly
destabilized the environment for smallholder production.

The structure of agricultural production and its growth is, however,
not simply determined by institutional and microcconomic factors but by the
quality and the stability of the macropolicy environment within which
agricultural production is carried out. Kenya's macroeconomic and sectoral
policies were far more conducive to growth than Tanzania's throughout the
1979s. Plepending on the particula. policy under examination, Kenya and Malawi
exchange places in terms of demonstrating superior macroeconomic management --
however, if the interaction of structural (estate-oriented) policies with
macroeconomic policies is considered, Kenya was certainly superior to
Malawi. Both Kenya and Malawi have in addition provided a more stable

institutional environment for development than has Tanzania. Also, external

shocks were mcre adverse in the case of Kenya and Malawi than of Tanzania.
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Tanzania's resource base is far more diversified and favourable for
growth than that of Malawi and perhaprs even Kenya. Land availability, as
reflected in land person ratios, is much greater in Tanzania compared to Kenya
or Malawi although a small proportion of Kenya's land (4%) is of very high
quality.

Per capita ODA levels have, however, been substantially higher in
Tanzania than in Kenya and Malawi., While they bepan to decline from their
1981 peak due to Tanzaria's tardi.ess in ad justing its macroeconomic and
sectoral policies, they were still higher than in Malawi and ¥enva in 1984 as
donors were slow to recogniz: the adverse eftfects created by Tanzania's
domestic policy environment.

The above arguments lead us to conclude that policy variables explain
much of the growth or stagnation that has occurred in the three countries.
Similarly, they help to explain how the benefits of growth have, or have not,

teen distributed.

The Role of the World Bank

With the exception of smallhclder tea, coffee and dairying iﬁ Kenya,
there appears to b2 relatively little connection between where growth has
occurred 1in the agricultural sectors of the three countries and where the Bank
has provided about $994.1 million worth of agricultural project assistance as
of 1986. In addition the Bank provided $440.9 million of assistance in the
form of sectoral or structural adjustment lending in the three countries
during the 1980 to 1986 period. The fungibility of resources diverted to the
estate sector explains this phenomenon in Malawi, where the Baak concentrated

its resources in the smallholder sector but in which there has been little



growth. Growth in smallholder tea and coffee in Kenya -- the main source of
its agricultural growth -- occurred contrary to the Bank's worldwide advice on
tea and coffee expansion to countries producing these commodities (although,
paradoxically, the Bank's lerding for agro-processing was crucial for
expansion of smallhclder production in Kenya).

In Tanzan:a the Bank's 1973 Agricultural Sector Report correctly
identified the censtraints to growth and stressed the necd for a sequential
approach to the development of smallholder agriculture that could capture the
most obviouas socurces of growth. However, this approach conflicted with
Tanzania's policies. The Bank's policvy analysis after that was very
constrained by the Bank's reluctance to directly question Tanzanian
policies. Its project portfoliv was, until about 1981, very conaitioned by
Tanzanian policies that were not growth-oriented.

By the early 1980s macroeconomic difficulties were reinforced by
external shocks in all three countcies. These were combined with severe
project impiementation difficulties being encountered, especially in Kenya and
Tanzania, but also in Malawi. This was partly a result of the rapid expansion
of Bank lending, as well as that of other donors, to the agricultural sectors
of these countries, often for quite marginal activities under conditions of
weak planning and instituticnal capacity,

The World Bank financed a total of 68 agricultural project operations
In Kenya, Malawi and Tanzania between 1965 and 1986 ~-- 26 cperations in Kenya
with commitments ¢f 5500.50 million; 18 in Malawi with commitments of $172.69
million and 24 in Tinzania with commitments of $320.95 million. Of 24 World
Bank agricultural project operations completed in the three countries between

1965 and 19E6, involving investments of $266 million, only i4 had positive
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rates of return; ten had EERs equal to or exceeding ten percent. Not all
these poor realized returns were the result of unanticipated problems. Many
marginal investments were approved in support of political objectives of the
governments, especially ones concerring interregional income disrtribution.
While rtaking these concerns into acecount, it can nonetheless be arguea that
the projects financed were often not necessarily the most cost effective way
of addressing such concerns. This and other evidence suggests that the
countries would have been bettar off if they had not borrcwed from the Bank
for many of the activities funded. This is more true for Kenya and Tanzania
than for Malawi where ERRs for a larger number of projects suggest a more
positive impact. However, economic evaluations are done immediately upon the
completion of projects. More recent dato on Malawian smallholder agriculture
raise questions about the long-term effects of projects initially regarded as
favcourable.

Another noteworthy feature is that until quite recently the Bank's
assistance (as well as aid levels) were not positively related to the
conduciveness of policies or the level of performance of the three
countries. Pressure to lend in the 1970s resulted in indiscriminate growth in
lending and weak project portfolios that did not clearly reflect the positive
features of the Bank's macroeconomi: and sector analysis.

The early 1980s ushered in an era of greater appreciation within the
Bank concerning the nature of the interactions between macroeconomic, sector
and micro constraints to gr~wth and the need to more directly relate the level
and the composition of lending to the macroeconomic and sectoral policy
environment. This reaiization had thrne consequences: (1) attempts by the

Bank to seex macrozconomic and sectoral policy and institutional reforms in



each of the three countries;l/ (2) cancellation of poorly performing projects;
and (3) development of new projects that were geared to improving the capa-ity
of the poverr.ents to more effectively deliver basic agricultural services,
e.g,, research, extension and input supvly.

Policy distorticns in the three countries have been the least in
Kenya although some difficult institutional problems remain with regard to
land tenure and the role of the private sector in agro-processing and
marketing. Tlhe Bank, however, was slow ro appreciate the complexity of these
issues. This led to an untimely efforr at grain marketing liberalization
attempted th-cugh the second SAL in a period culminating in a severe
drought. By 1985, the Bank's policy and project dialogue 1in Kenya had
returned to a more balanced effort to address the problem of priorities in the
sector as well as a number cof institutional issues of a long standing nature
that had repeatedly been confronted in the course of project lending.

The past and furure sources of growth in Kenya center on the issue of
intensification in tea, coffee, mai-ze, dairying, etc. The Bank would appear
Lo now be on the right track in Kenya in concentrating on improving
agricultural research and extension, credit, marketing, etc. in order to to
achieve intensification. VNevertheless, the relatively limited diagnosis,
through primary data collection and analysis, of the precise constraints to
achieving growth and hence the speed of reform may continue to be problems

unless the balance of runources devoted to lending versus analysis changes.

Secundly, the Bank needs to seriously reconsider its policy advice to Kenya

1/ $440.90 million were provided in the three countries ($220.9 in Kenya,
$170.0 1n Malawi and $50.0 in Tanzania) in support of macroeconomi~ and
sectoral reform.



concerning the development of coffee and tea. The policy has been prompted by
ccncerns about limited world market prospects for tea and cofirce and the
collective good of beverage producing countries whose interests are served by
limiting production. However, this advice has not scrwed Kenya well and has
been inconsistent with the realization of a dynamic comparative advantage,
Equally 1mportant, the treatment of risks has been quite weak -- including
those related to tne non-realization of the Bank's nrice forecasts in the
estimation of economic benefits. At a more general level the issue of the
prospects for primary commodities produced in Africa and its implications for
country and project specifi: advice needs serious review hy the Bank.

The eftects of macro and secioral distortions on agricultural
performance and nn the Bank's portfolio have been the pgreatest ‘n Tanzania.
The Bank was tardy in taking into consideration the importance of the policy
environment for the size and the content of its lending program and in several
ways reinforced the government's worst tendencies through project assistance
i.e., support for the government's import substitution industrialization
strategy and 1ts excessive focus on equity. These problems were identified in
the Bank's 1983 Apricultural S:ctor Report, which repeated many of the themes
of the 19773 report. Once recognized, the difficulties of the large project
portfolio combined with the government’s slowness in responding to these
problems, brought the Bank's agricultural l:ading activity to a virtual
standstill from about 1983 to 1986 when the government began to reconsider
structural reform.

In Malawi, on the other hand, the Bank, through the SAL process and
several new projects in agricultural research and fertilizer distribution, has

since the early 1980s helped the government to correct some of the more



important policy uiscortions =- those that favoured estates at the cost of
smaliholders in the 1970's. On other sectoral policy issues which wil! have
profcund long term effects on development, e.g., the land issue, rthe speed of
removal of tertilizer subsidies and the restructuring of ADMARC (cthe
agricultural marketing parastatal), tie Bank in our view needs to go further
1n analysing the basic sources of Malawl's structural problems and needs to
help develop a long term strategy of development that will address the
question of how to belter reconcile growth with equity. In this analysis the
political economy aspects of policy refcrm nead far greater emphasis than is
true of the more narrowly defined economic analysis usually conducted by the
Bank.

The most important conclusions ot -our research concern the
recognition of the Bank's obvious comparative advantage in polic analysis and
in the articulation of long-term country specific development strategies in
support of which donor assistance and domestic resource mobilizat’on can be
organized through aid coordination. However, w2 observe a pattern in the
Bark's operations of insufficient analvsis of specific constraints to long
term development, including consideration of the implications for sequencing
and phasing of policy reforms and investments, before reform packages are put
in place. This has been accompanied by the lack of a long term view of
development, one that in particular places greater emphasis on human
cajital/institutional development in the recipient countries relative to the
emphasis phased on financial resource transfers. Therz is also inadequate
effort at aid coordination in which the comparative advantages of other donors
to undertake specific activities in support of a long term strategy are

explicitly recognized.



The issues of donor comparative advantage and lack of analysis of
specific constraints are closely related. Lack of attention Lo critical
constraints is due in part to the insufficient atcention paid to micro level
factors that potentially might inhibit the success of investments. This in
turn stems from limited analytical capacity in recipient countries with which
to undertake the necessary microanalysis. Thus, donors need to devote greater
attentlon to building up such analytical! capacity. W%ile this is an area
where the Bank does not have a particular comparative advantage, it needs ro

both recognize and encourage tha efforts of those donors whe dec possess such

comparative strengths.



GROWTH AND STRUCTURAL CHANGE IN EAST AFRICA:

DOMESTIC POLICIES, AGRICULTURAL PERFORMANCE AND
WORLD 3ANK ASSISTANCE, 1963-1986

Unma Lele

L. Richard Heyersw

INTRODUCTION

This paper on three East African countries, Kenya, Malawi and
Tanzania, draws upon the results of a wider study of the role of foreign
assistance in African agricultural development, which is in turn a companent
of a major World Bank research project, "Managing aAgricultural Deve’ cpment 1in
Africa" (MADIA).l/ The focus of the MADI* study on agriculture i¢ the result
of the wide recognition among African governments and donors of agriculture's
central importaucs in overall economic development and thelr acknowledgment
that pa~t faillures in Africa have been largely a result of the failure of the
asricultural sector.

The foreign assistance component of MADIA consists of case studies
that examine the experience of eight donors, including the World Bank, in
providing assistance ro agriculture in six African countries since their

Independence.g/ This synthesis paper on three East African countries

* We are grateful Lo Henry Russell, Lien fran, Natasha Mukher jee, Linda
Nunes-~Schrag, Jan Sundgren, Pierre Scka, Narendra Rustagi, Robert
Geraci and Maria Cancian for research assistance and computer work and
to Kim Tran and Estela Zamora for tireless typing of drafts.

1/ The other two major components of MADIA consist of: 1) a study of the
politics of agricultural pelicy and 2) a study of the relationship
berween agricultural policies and performance.

2/ Other donors are USAIL, SIDA, DANIDA, ODA, EEC, W. Germany (BMZ) and
France,



summarizes the World Bank's experience in Kenya, Malawi and Tanzania, drawing
on detailed veviews of the Bank's activities in each.}/ Tt draws on the
World Bank's Tanzania Agricultural Sector Report prepared under Uma Lele's
dicvection in 1981-83, and subsequent comparative work on Tanzania, as well as
repocrts prepared tor the MADIA study on the World Bank's role in Kenya and
2/
Malawi's agricultural development.Z’
.

The data on macro economic structure and performance were developed
by ‘aw Ansu. Those on agricultural performance and policies for Kenya were
developed by Michael Westlake and Kevin Cleaver, Chandra Ranade for Malawi,
ard Uma Lele and Ellen Hanak for Tancania.

The analysis of the Bank's role has involved a detailed review of the
Bank's formal and informal economic and sector work as reflected “n Basic
Economic Reports, Annual Economic Memoranda, Agricultural Sector Reports and
various project related documents, including Staff Appraisal Reports (SARs),
Supervision Reports, Project Completion Reports (PCR.) and Proj:cr Performance
and Audit Reports (PPARs). Consultation with the concerned Bank's operational
staff has also been an equally important independent source of data and
analysis.

Field investigations were carried out by Uma Lele in April 1985,

Jaruary 1986 and July 1986, involving discussions with co-financers of Bank

1/ The other three countries included in the MADIA study are Nigeria,
Camerocn and Senegal.

2/ Uma Lele ard L. Richard Meyers, "Agricultural Development and Foreign
Assistance: A Review of the World 8ank's Experience in Kenya'; and J.
G. Kydd and N.J. Spocner, "The World Bank's Analysis of Malawian
Agriculture: Changing Perspectives, 1966 to 1985". (Drafts).



projects (in particular CDC, ODA, and USAID) and interviews with Kenyan and
Malawian governnent offi-ials and farmers. Lele's investigations in Tanzania
extended from 1972 to 1974 and from 1977 to 1982. During 1979-82 she was
responsible for the Bank's agricultural sector analysis and lending operations
in Tanzania. The study also draws on other research on cach of the countries

by Bank staff and ourside researchers.i/ The study would not have been
possible without the cooperation and encouraglng support of the Bank's
operational staff and the governments ~cncerned.

While the analysis presented here is nec2ssarily historical in
approach, 1t 1s irtended to be more than just 4 retro.pective treatment of the
Bank's involvement in the agricultural secto-s of the tliree couatries. Its
objective in tracing past developments is to try vo understand the relative
roles of domestier policies and the Bank in the agricultural development of the
three countries over the past two decades and then to explore priorities for
future government pclicies and doncr (espectiaily World Bank) assisrtance.

Thus, the pap. - 2xamine; in detail the nalure and patterrs of agricultural
growth in Kenya, Malawi and Tanzania and then reviews the contribution of the
World Bank to the process of agricultural growth in each of the three
countries.

The process of agricultural growth is examined in the paper from a

specific point of view, derived from the work of a number of agricultural

1/ For instance, more than S00 Ph.D. theses on MADIA countries have been
written in the U.S: a number ave on agriculture = 43 deal with Kenya,
20 are on Tanzania ond 4 are on Malawi. These bave been dirawn upon
extensively as they often contain valuable detailed information on
specific problems. We have also drawn on the publications of FAQ, ILO,
IFPRI and the Institutes for Developmen: Studias in Suscex and Nairobi
as well as those of schelars in MADIA countries.



economists who have been concerned with the process of structural
transformation.l/ These economists have explored patterns of agricultural
growth which simultanecusly created increased employmen: and incomes while
expanding output. Theyv recognized that at early stages of developmenrt there are
diminishing returns in agriculture under traditional technologies. However they
point out how efficiency increasing reallocation of resources in agriculture

.

which favours the increased use of labor in agriculture output growth shifcs
effective demand outwards, while at the same time achieving rapid growth.
Further that this increased effective demand has important growth linkage
effects which make the process of development solf-sustaining. This paper
therefore examines the policies and performance of the three Fast African
countries in their post- Independence neriod from the viewpoint of the extent to
which they have achieved equitable growth and have created growth linkages.

The process of agricultural growth has also been considercd from the
viewpoint of intensification, which 15 defined in three different and inter-
related ways: (1) a shift from low to high value crops on any given land; (ii)
increase in ylelds per ha. of any given crop; and (i1i) a geographical shift in
production of crops from areas of poor land quality to those of higher land
quality. The policies affeéting agriculture in each country are evaluated from
this perspective.

Lastly, it is hard to review relationships between donors and the

recipients of aid without seeming to be second guessing the protagonists with

1/ See J. W. Mellor, The New Economics of Growth: A Strategy for India
and the Developing World. frhaca: Cornell Unive.sity Press, 1976
B. F. Johnston and P. Kilby, Agricultgre and Structural
Transformation: FEconomic Strategies in Late Developing Cou-zries., New

York: Oxford University Press; U. Lele and John W. Mellor, "Technical
Change, Distributive Bias and Labor Transfer in a Two Sector Economy,"
Oxford Economic Papers, 33, 3 (November, 1981): 426-441,




the benefit of hindsight. To some extent this is unavoidable if lessons are
to be learned for the future. Nevertheless the study devotod considerable

effort to identifying the infcormarion that was available at the time di:isions

were made. It discusses how this informat on was (or was not) applied, and
uses decisions and outcomes to suggest policy, analytical, procedural,
statfing and management implications for Bank/government interactions in the

I3

future.

Organization of the Paper

The paper is divided into two parts. Part I provides a comparative
overview of key macroeconomic indicators as well as the posi-Indcependence
structure and performance of agriculture in the three countries. It alsn
briefly summarizes the effects of external factors, including terms of tfade.
effects, on economic growth. The cumulative effecté of overall fcreign aid
levels are briefly reviewed, with particular attention to the relative
contribution of the World Bank. Lastly, the domestic agricultural policias of
the three countries that have contributed tc the agricnltural performance of
each are discussed.

Part II describes the evolution of the Bank's assessment of the
agricultural potential, performance and policies of each countrv. It then
reviews the .ature of policy advice provided by the Bank to each. A
description of the Baik's agricultiral lending by subsecror follows in which

lessons learred by the Bank ana the governments are ident:fied as well as some

that might still be learned.l/

1/ Development assistance considered includes boch World Bank loans and
more concessional funding provided by IDA credits.



PART 1

A COMPARATIVE OVERVIEW CF THE THREE COUNTRIES

I. STRUCTURE AND PERFORMANCE OF THE AGRICULTURAL SECTORS OF

KENYA, MALAWI AND TANZANIA

.

A, Initial Conditions at Independence

All three countries are former British colonies (or protectorates),
have relatively similar ecological conditions and grow many of the same
crops. At Independence they inherited simi.ar agricultural structures
consisting of a large number of small African farms and a modern agricultural
sector operated by colonial settlers. Of the three countries, Kenya had the
most favorable conditions in terms of the size and development of its modern,
largely European agricultural sector, and of its economy, physical
infrastructurs and institutions. Both Kenva and Tanzania enjoy good ports,
while Malaw: 1s landlocked and has taced serious transportacion difficulties
since the late 1970s. In 1965 Kenva's per capita income of $103 in 1905 was
the highest followed by Tanzania's $77 and Malawi's $63. Kenya and Tanzania
had similar size populations (9.5 and 11.7 million in 1965, respectively)

compared to Malawi's 5.9 million.

B. Agriculture's Role in Overall Economic Development and the Process

of Structurai Transformation

Agriculture accounted for quite similar employment shares (84 to 91
percent) in the three economie; at Independence in the mid-1960s (Table 1) and

by 1980 the percentages were still quite high (78% in Kenya, 86% in Malawi and



Table 1

EMPLOYMENT SHARES BY SECTOR (PERCENT)

YEAR (ENYA MALAWI TANZANIA *
Agriculture _
1960 86.0 92.0 89.0
1965 84.1 90.6 87.6
1970 82.0 89.0 86.0
1975 80.1 87.6 84.6
1980 78.0 86.0 83.0
Industry
1960 5.0 3.0 4.0
1975 5.9 3.5 4.5
1970 7.0 4,0 5.0
1975 8.4 4.5 5.5
1980 10.0 5.0 6.0
Other Sectors
1960 9.0 5.0 7.0
1965 10.0 5.9 7.9
1970 11.0 7.0 9.0
1975 11.5 7.9 9.9
1980 12.0 9.0 11.0
Note: Industry is deflned here as Manufacturing, Mining and Quarrying,

Construction, and Public Utilicies (electricity, water, gas, sanitary
services).

Source: World Bank, World Tables, Vol. II, 1983.



83% in Tanzania). In a Kuznetzian "normal' pattern of growth, agriculture's
share in a country's GDP tends to be high early in the development process and
to fall during later stages. Surprisinzly, during the 1967-73 period
agriculture already contribuced a relatively low 34.3% ro Kenya's GDP,
compared to 44.4% in Malawi and 40.8% in Tanzania (Table 2), once again
reflecting Kenva's more advanced stage of structural transformation. By the
1982-1984 period, however, agriculture's share had fallen slightly to 32.6% in
Kenya and 39.8% in Malawi, but had risen to S1.6% in Tanzania. Meauwhile,
industry's share in GDP, which was around 12% during 1967-1973 in each
country, had risen by 1982-84 to 15.6% in Kenva and 11.8% in Malawi, while

5

falling to 9.7% 1in !

Tanzania's Basic Indusirial Strategy of the

1970s (which strengly discriminated against agriculture -- see Section
IV.C.3.F below) actually had the reverse of its intended effect: it raised
agriculture's share in GDP and roduced industry's.

The share of trade in GDP was initially also similar in the three
countries (Table 3), in which agriculzura! nxports dominated. Trade shares
amounted to 38.5% in Kenya, 51.2% in Malawi and 53.8% in Tanzania for 1967-
1973 with agriculture's share in trade being over 90% in Malawi and about 80%
in Tanzania (Table 4). In Kenya, however, it had failen over time, from 74.7%
during 1967-73 to 56.6% in 1979-8l. By 1974-1978, trade chares had risen tao
67.5% and 56.9% in Kenya and Malawi respectively, reflecting lucreases in
agricultural export volumes as well as prices. In Tanzania, however, trade
shares had declined to 48.5% despite the relatively more favorable movements
in its barter terms of trade compared to Kenya and Malawi (Figure 1).
Tanzania's stagnancy or decline in exports is reflected in its much poorer

income terms of trade (Figure 2). All three countries re tstered fallin
g g



Table 2

GNP NECAMOASTTINAN RY SEATARS
{PFRCENT OF GDP)

YEAR KENYA MALAWE TANZANTA
1967-73 ,
Agriculture 14,3 44,4 4C.8
Industry * 12.2 11.0 11.5
(4anufacturing) 11.8 11.0 9.9
(Mining) 0.4 0.0 1.6
Infrastructurer* 15.0 11.6 14.5
Puhlic Admintatr.
& Defense 14.9 11.7 11.3
Otherga»* 23.6 71.3 21.%
1974-78%
Agriculzurc 37.3 40.8 45.7
Industy 12.1 11,4 11.1
(Manufacturing) 11.9 11.4 10,5
(Mining) n.3 n.n N,k
Infraatructure - 12.R 12.6 12.1
Pubhlic A4minlistr,
& Nefense 14.3 R.7 11.4
Nthers 23,8 26,9 19,7
1979=81
Agriculture 33.0 18.0 51.5
Induatry 131.3 11.8 11.2
{Manufacruring) 13.0 11.8 10.4
(Mining) n,2 .0 0.5
Infrastructure 14,2 13.4 10.5
Public Administr.
& Defense 14.8 9.8 9.9
Nthers 24,7 27.0 17.1
1982-R4%
Agriculture 32.6 39.8 51.6
Industry 15.6 11.8 9,7
(Manufacturing) 15.4 11.8 9.3
(Mining) N,2 0.0 0.4
Infrastructure 9.1 12.0 1n.2
Public Administr.
& Nefense Q.9 11.0 11.3
Nthers 17.8 25.4 17.2
* Industrv {3 defined ag Minirg (fuel and other retals) and Manufacturing.

ok Infrastructure {3 defined 1s4 Construction and Transport and
Cormmunication.

**4  Othern i{ncludes Trades, Bank/Insurance/Real Pstate Services and
Unspecified.

Sources: World Bank, EPN for data up to 1983 for Keuya and Malawi, to 1982
for Tanzania. 19R4 data are ohtained from CEMs for Kenya and
Mglawi. [IInpublished data obtained from the Renk of Tanzania and
other Tanzania Authorities for 1981-19R4 data.



Table J

TRADE SHARES IN GDP*
(PERZENT OF CURRENT VALUES)

<

KENYA MALAWI TANZANTA

Share of Exports*#

1967-73 28.5 19,7 25.6

1974-738 32.0 22.8 19.5

1979-81 26.8 25.2 14,9

1982-84 26.5 20.2 10.9
Imports**

1867-73 30.0 31.5 28,2

1974-78 35.5 34,1 29.0

1979-81 35.6 39.1 26.2

1982-84 A . 29.3 27.3 C22.7
‘Share of Trade

. 1967-73 58.5 51.2 53.8

1974-78 67.5 56.9 4845

1979-81 62.4 64.3 41,1

1882-34 55.8 47.5 33.6
Share of Net Exports

196/-73 -1.5 -11.8 =2.6

1974-78 =3.5 -11.3 -9.5

1979-81 -8.8 ~13.9 -11.3

1982-84 -2.8 -7.1 -11.8

* GDP is at market prices.
** Both Exports and Imports include goods and non-factor services.

Source: World Bank, EPD for data up to 1983 for Kenya and Malawi, to 1982 for
Tanzania, 1984 data are obtained from CEMs for Kenya and Malawi.
Unpublished data obtained from the Bank of Tanzania and other
Tanzania authorities for 1983-1984 darta.
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Table 4

COMPOSITION OF TRADE *

(PERCENT)

YEAR KENYA MALAWI TANZANIA
A. EXPORTS
1967-73
Agriculture 74,7 97.0 78.2
(Food) 60.0 91.7 48,2
Manufacture 12,3 2.7 13,2
Fuels 12.0 0.1 7.8
Metals and Minerals 0.7 0.2 0.8
1974~78
Agriculture 06,1 95.5 84,3
(Food) 54,5 93.5 58.0
Manufacture 13.1 4,4 11,1
Fuel 19.9 — 4,1
Metals and Minevals 0.9 0.1 0.5
1079-§1
Agriculture 56.6 93.8 79.5
(Food) 48,8 92,2 60,7
Manufacture 12.5 6.2 14,1
Fuels 28,5 ~— 2.7
Metals and Minerals 2.4 - 3.7
19823 4%
Agriculture 61.9
(Food) 55.4
Manufacture 11.8
Fuels 24,0
Mertals and Minerals 2.3
B. IMPORTS
1967~73
Azriculture 9.5 15.3 9.3
{Food; 7.4 14,2 8.4
Manufacture 78.4 76.3 79.8
Fuels 10,8 7.1 9.4
Metals and Minerals 1.3 1.3 1,6



Table 4 (continued)

YEAR KENYA MALAWI TANZANIA
1974-78 .
Agriculture 8.8 9.9 15.2
(Food) 6.7 9.1 14.0
Manufacture 66.3 76.8 68.4
Fuels ' 23,5 11.8 14,4
Metals and Jdinerals 1.4 1.5 2.0
197981
Agriculture 8.2 9.1 9.3
(Foad) 2.0 8.3 8.3
fanufacture 58.8 73.9 67.3
ruels 31.7 15.6 21.9
Mecals and Minerals 1.3 l.4 1.5
1agl-gonx
Agviculture 10,5
(Food) 8.6
Manufacture 51.5
Fuels 6.7
Metals an” Minerals 1.3
Food Imports Per Capita (in constant 1967 USS)
1967-73 2.3 2.5 1.5
1974-83 2.6 1.7 (74=-81) 2.3 (74-81)

* Legend: The Standard International Trade Classification (sitc) code has
been used:

Agriculture STTC (Okl+2+46=27-23)
(Food) S(TC (O+1+22+4)
MANUFACTURE SITC (5+6+7+8+9~63)
Fuels SITC 3

Metals and Minerals SITC (27+28+68)
Total Mavchandise Exports, Imports = Agriculture+Manufacture+Fuels+Metals
and Minerals,

v* 1982-84 figures are for 1982-33 for Lenya and are not available fcr Malawi
and Tanzania. /

Scurces: The Warld Bank Trade System (EPI) for trade data. IMF -
Internacional Financing Statistics (1985) fer populacion,
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trade shares in the 1982-84 period. For Kenya and Malawi the terms of trade
declines were far greater relative to the 1972 base, than for Tanzania, and
indeed during the 1983 and 1984 geriod Tanzania's terms of trade had recovered
from a low ot 1982, wherezs in Kenya and Malawi they continued to remain
depress2d. Tanzania's trade share had fallen to 33.6% by 1982-1984, over 20
points below its 1967-1973 level, az volumes for a number of its agricultural
exports (sisal, cashews, tobacco) stagnated or declined.

Table 3 also shows that Kenya has had the best record for net
exports, which were -1.5% of GDP in 1967-73, dropped to -8.8% in 1979-81 and
rose to -2.8% in 1982-84, Tanzania's net exports were -2.6% of GDP in the
1967-73 period and worsened to mors than -11% afrer 1979. Malaw! has
consistently had much larger negative net exports (slightly over -11% of GDP)
than Kenya or Tanzania until 1982-84, when its negative balance 1improved to
-7.0%. Current account deficits in the three countries showed roughly similar
patterns to.those of net exports., The reasons for the differential behaviour

of the trade shares and net exports are better understood through the more

decomposed picture of export and food crop performance presented below.

C. Agricultural Performance

1. Export Crops
Coffee and tea are the two major export earners in Kenya. The share
of coffee ranged between a quarter to a half of agricultural exports,
depending on international prices, and averaged 20-28% of total exports in
Kenya during the 1970 to 1985 period. The share of tea in agricultural
exports ranged between 13% and 36%. On average, tea const.tuted 12-16% of

total exports. Coffee and tea export volumes increased at 3.8% and 7.5%



respectively in the 1970 to 1985 period (Table 5). Kenyan exports of
horticultural crops also grew rapidly (12.7%) between 1970 and 1985 -- albeit
from a small base.

Smallholders bsve played an active role in Kenyan export crop
production through a shift in cropping patterns to higher value crops. The
growth rate of smallholder coffze preduction was 6% compared to 1% for estat~s
leading to an increase in the share of suallholder coffee production from 35%

(60% of total area) in 1964 to around 60% in the 1980s (/5% of area).

Smallholder tea production increased at an impressive 13.5% compared to the
5.5% growth in volumes [rom estates and the share of smallholder tea
production (and area) increasec {rom around 5% in the mid-1960s to 48% in 1985

(65% of total area). Smallholder sugar production grew at 16.9% and estate
production at 5.3% with the smallholder share of sugar growing from 11% of the
total 1n 1973 te 48% in 1984, Much of the impressive growth 1n the volume of
horticultural crop exports in 1970-85 came ‘rom smallholders. The smallholder
share of marketed maize sales, which was negligible at Independence, is
currently 45%. Smallholder dairying production increased at 8.5% with the
smallholder share increasing to 50% of the country's milk (to which
smallholders contributed little at Independence). Almost all the marketed
production of rice, pulses, cottcn and pyrethrum comes from smallholders.

In sharp contrast to Kenya, tobacco, tea and sugar, the three

™y

important exports of Malawi, have all been estate creps, with tobacco earnings
ranging from 437 to 51% of the total earnings during 1970 and 1985, those of

tea butween 15% and 227 and sugar rising from a low base of 1.7% in 1970 to

17% during 1979-81, but then declining to 9.3% durirg the 1982 to 1985 period.



STRUCTURAL

Table 5

CHANGE AND CRDHTH:_*ACRICULTURAL PERFORMANCE

1970-19RS a/

(Gruwth Rates In Volumes)

IN KENYA, MALAWL AlD TANZANTA

Exports Productfon fFood Production
Kenya Kenya Malawi Malilze d/
Coffee 3.8 Cof fee Tea Product ion Purchasen Sales  (Net Sales)
Tea 7.5 ~ Smallholder h.0 - FEstate 4.5 Venya 1.9 2. L% 9,2 (6.R)
Horticultural crops 12.7 - FEatate 1.0t Tohacco Madawl 1.5* 19.1 20 (4.6)
Tea - Smaitlholder n.3* Tanzanla 2.1 .1 1.9 (1n.8)
Halaw! - Smallholder 13.5 - FEstate - Burley 15.4
Tobacco - FEstate 5.9 Estate - Flue- Food Imports
- Burley b/ 14.1 Sugar cured 10.4 Kenva 6.4
Fiuve-cured b/ 9.2 - Smallholder 16.9 Sugar Malawt 3.t
Tea b/ - 5.2 - Fstate 5.3 - Eatate 14.7 Tanzania 3.0*
sugar b 28.1 Daf-yling Rice
sreandnuts ¢/ -13.2 - Smallholder 8.5 - Smallholder -2.7* Food Ald {Teotal Cereals)
totton of -12.5 - large Farm 0.0% Groundnuts = T¥enya 43.1 e/
- Rice - smallholder -7.2 - HMalawi 28.6
~ Smallholder 2.8 Cotton - Tanzanta 23.5
Cotton -  Suailholder 1.1%
-~ Smallholder 4.9 )
Tanzania Tanzania
Coffee 0.8* Coffee
Cloves -2.7* - Smallholder 2.3
Tobacco ~4.7* - FEstate -4.1
Cotton c/ ~2.3 Tea
Stsal ~5.9 - Smallholder 13.7
Cashewnuts -6.8 - FEstate 1.0
Tea 1.9 Tobacco
- Smallholder -4.8%
- Estate ~7.5
Sugar 0.8*
Cotton
- Smallholder 1.6%
* Statisticaliy Inasigniffcant (ali other flgures significant at the .05 level).
a/ See accomnanying “Years and Sources for Table 5.7 In some cases data are not avatlable for the complete 1970--85 perfod.
b/ Estate crop.
Ef Sm=!lkalder crop.
d/  Purchares and sales refer to "offfcfal”™ purchases and yales. “Net salee” are siles minus purchases.
e/ Started from a very low hase during 1970 to 1578 and then dramatically fncreased tn 1979,



Export Volumes

KENYA
HALANI

TARLAN A
Cottee
Cioves
Tobacco
Cotton
Stsal
Cashewnuts
ieq

Production Yoiuaes

YENTR
Cotfee
Tea
Sugar
--Smailholder
--Estate
Sdirying
Rire
tottan

KaLaw|

TANIANTA
Lotiee
fea
Tobacco
Sugar
Cotien

1970-1985

1970-1985

1970-198}
1970-1981
1979- 1965
19/0-19g]
1970- 1981
1970- 1985
1970 1984

1974- 1985
1971-1985

1973-1985
19701985
1976-1985
1370 4any
§97ui71-1984:8%

1970- 1969

197i- 1985
1970- 1985
1979-1485
1970-198S
1971-1964

TEARS AND SOURCES FOR TABLE 5

Economic Surveys

AMMARC

1970-1978: Min. of Agricueiture; 1979-1981: IBRO

1BRD

1979-1978: Min. of Agricelture; 1979-1985: XDB
1970: Min. of Agricultere; 1971-1975: EDB; 1776-1981: iBRD

MOk

19791974 Min, of Agraculture; 1972-1985: npn
19700-1977: Internat 1 fea Tometctee; 1979-1984: USDA

kenya Coffee Board
Yenra Tea Developsent Authoritv

Economc Surveys
Eronamic Surveys

Data coapiled b, I, R. McDonald
Freaya Statistical Absipact
Lattor Seed and Lint Harketin~ Board

ADEARC

1970-1974: BEC; 1373-1995: M09

MIB
MDR
MDY
MDb

Maize Production

KENTA
Froduction

Purchases & Sales

MALANT
Production
Purchases
Saies

1AM EN TR
Froduction

Pur chascs
Sales

Food Isports

KENYR
HALANI

TANIANIA

1970-1984 NCPB

1976-1985 NCPB

19701984 FAD

197-1985 #OHARC

1972-1985 ADNARC

1970-1984 FAD

1970-1985 MDR

t97u-1983 MDR

1979-1985 World Rand lrade Systea (EPD} and Country Econasic Meaorand:

1976/71-1984/85 FAD, “Feol Aid 1n figures®, Deceaber 1983
1970/71-1983/84 FAG, “Food Ard 1 Figures®, December i5B3

1976/71-1984/83 FAD, “Food f1d 1n Fiqures®, Decesber iva3



Production of burley tobacco increased by 15.4% annually, flue cured tobacco
by 10.4%Z, tea by 4.5% and sugar by 14.7%. Groundnuts (the only crop grown by

smallholders), which was previously a major export generating about 11% of

[

total export earnings in the 1970-73 period, declined to 1.2% in the 1982-85
period. Croundnuts export volumes declined by 13.2% annually and the
production of cotton (another smallholder crop) also declined by 12.5%
annually.

Tanzania has had a much more diversified export base compared to
eicher Kenya or Malawi with ccffee contributing 23% to 35% of total export
earnings during the 1970 to 1985 periocd, but with other important expor:s
either stagnaring or declining in shares, e.g., cloves and tobacco remaired
steady at around 10% and 4% of earnings, respectively, but cotton declined
from 20% to 14%, sisal from 11% to 6%, cashewnuts from 9% to 4%, etc. Only
coffee and tea export volumes grew in Tanzania, but by only 0.8% aﬁd 1.9%
respectively. Export wvolumes of all otker major creps showed a decline €.8.,
cloves annually by 2.7%, and tobacco by 4.7% (both of these albeit art
statistically insignificant levels), cotton by 2.3%, sisal by 5.9% and cashew
nuts by 6.8%.

Unlike in Malawi where estate crop production showed a sharp rise, In
Tanzania it declined even more sharply than agricultural exports leading to an
increased share of smallholders in export crop production, if only by d:fault.
For example, estate coffee producticn declined by 4.1% annually whereas small-
holder producticn increased by 2.3% annually. Smallholder tea production
increased by 13.7 annually albeit from a small base, whereas esrare production

Increased only by 1%. Both smallholder and estate tobacco produciion declined by

4.8% and 7.5% annually from 1979 on. Sugar production increased only by 0.8%.
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2. Food Production

The comparative performance in food production in the three countries
ls cf interest from the viewpoint of its effect on welfar2 as well as balance
of payments. Hdowever, the relevant data fcom FAO and rhe respective
ministries of agriculture are rezlatively less consistent than ‘n the case of
export crops. With the exceptivn of Malawi we have relied on the data from
the ministries of agriculture, which appear to be internally rmore consistent,
although they 2re based on subjective reporting systems whose validity is not
very certain.

We focus or maize as the mest imporrant foodcrop in the three
countries. Kenya shows a zrowth rate ot 3.9% annually between 1970 to 1985,
compared to 2.1% ftor Tauzania and only 1.5% for Malawi (Table 5). wWhile Xenya
appears to have done better, other related indicators of maize performance
need to be considered to make a firm judgement given the paucity of reliable
production data. From this viewpoint, Kenya's food imports show a faster rate
of growtn (6.47% annually) compared to Tanzania's (3.0%) and Malawi (3.1%).
There are three possible explanations for this. First, food lmports volumes
are greatly infiuenced by the incidence of droughts. Kenya's largest imports
took place in 1985, i.e., at the end of the period under consideration whereas
Tanzania's imports were great in 1974 and 1975. The timing of these ircreases
l /

affects the growth rates.>’ Second, food aid cata show higher receipts for

Tanzania (1,647 million of cereals in the 1970/71 - 1984/85 period), compared

1/ Also, the greater yeir to year fluctuations in Tanzania are reflected in a
nigher year to year grow rate average than for the other two countries,



to Kenya (1,058 m.ton) and Malawi (only 37,000 tons). Although rates of
cereal focd aid once again show higher growth rates for Kenya (43.1%) compared
to Malawi (28.6) and Tanrania (23.5%), alheit from a small base, Tanzania also
received more skim milk powaer than Kenya which had a much more thriwving
L . L/

domestic dairying industry.>’

Thirdly, higher food !mports may be a result of more rapid growth in
domestic demand, ~hich would be a function of urbanization and overall
population as well as income growth.g/ Kenya's population growth rate has

been higher than Tanzania's or Malawi's. However, its income growth was also
- ¥

greater and more broadbased than the other two countries, supporting Mellor's

D

observaticen that tae 29 mest rapidly growing dew loping countries have
experienced the most rapid rate of growth in food imports.g/ This point also
applies to the supply of muize offered to official channels by producers.
Because much of the growth in Kenya resulted from the séttlement of small
farmers on formerly European lands, the productivity per ha of maize
increased. However, marketed surpluses did not increase commensurately due to

4/

increased domestic demand.2

1/ Needless to say, Kenya's focd import capacity was greater than thac of
Tanzania or Malawi. Its food imports ranged from 6.5% to 22% of
exports, Malawi's between 9.8% and 23.8% and Tanzania's fluctuated from
a low of 6.8% to a high of 427 of export earnings in 1279,

2/ Reliable estimates of urbanizaticn have not heen available. However,
there appears to be no significant difference in the rate of
urbanization in the three countries.

3/ J.o W.o Meirlur and 8. . Johnsten, "The World Food Equation:

Interrelations Among Development, Employment and Food Consumption,"
Journal of Feonomic Literature, 22 (June 1984): S31-574,

4/ See Chapter VI, Lele and Meyers, op cit.



ata on "officially" marketed surpluses and officia’ maize sales
allow determination of the extent of ret official sales, which provides
additional insights concerning the growth of domestic food sroduction,
performance and consumption. In Kenya growth of volumes sold during 1970 to

1985 to the official monopscnist National Cereals and Produce Board (NCPB)

oy

were 2.4% (a statisrically inzianifizant crowth rare) and maize sales by NCPB
were 9.2% arnnually, or a growth in net sales of 6.8% (see Table 5). In
contrast, in Tanzania official maize purchases by the National Milling
Corporation (NMC) increased by only 1.1%¥ annually and sales by 1.9%,
reflecting a growth rate of net sales of 0.8% annuallvy,

In Malawl, on the other hand, ADMARC purchases increased by an
unprecedented annual rate of 19.1% annually whereas ADMARC sales increased by
23.7% annually suggesting a growth of net sales of 4.6% annually., It is thus
evident that of the three countries Kenya has had the highest rate of growth
of net sales, even in the face of the highest growth rate of maize production,
suggesting increased dependencs on the marke. by the Kenyan population.

The growth of ADMARC's maize purchases has baffled many observers in
view of the low growth rate of maize preduction, although they seem to be less
puzzling when considered in relation to sales. Some observers have argued
that growing official maize purchases reflect an element of distress in the

post harvest season resulting from the lack of growth of agricultural incomes

and purchasing power among the vast majovoity of small producers.ll

1/ See, for instance, "Food Pricing Policies and their Implications on
Nutrition," Ministry of Agriculture, undated.



Critics of Malawi, including government officials, point to the high level of
malnutrition and infant mortality -- one of the worst in Africa -- in support
of this conclusion.l/

We will examine the role of price and technology policies in
explaining the likely growth of food production and consumption in these three

countries in Section II{.

D. Agriculture and GDP Growth

The three counctries have had strikingly different GDP growth records
since the mid-1960s, whicih have been closely related to the growth of their
agricultural sectors. Over the 1967-1973 period, CDP at factor cost grew at
7.8% in Kenya, compared to Malawi's 4.6% and Tanzania's 4.4% (see Table 6).
Agricultural GDP grew at a high 5.4% in Kenva during the same period mainly
cue to the growth of smallholder coffee, tea, maize and dairying compared to
2.8% and 2.1%7 in Malawi and Tanzania, respectively. During 1974-78, GDP
growth was similar (at 4.5% and 5.1%) in Kenva and Tanzania as was
agricultural GDP growth (4.1% and 4.7 respectively). In Malawi however GDP
growth accelerated to 6.4% and, due to the policy of estate expansion detailed
below, agriculture GDP was alsc much higher at 5.8%. Kenya, however,

experienced a robust 4.3% GDP growth rate during 1979-8! after the second oil

shock, whereas Malawi's growth rate declined to -0.8% and Tanzania's to

"Food Production and the Nutrition Status in Malawi." A paper prepared
by a study team comprised of members from the Department of Economic
Planning and Development, Ministries of Agriculture, Finance, Education
and Culture, Health and Community Services, for the Interministerial
Symposium on Nutrition and Development held in Mangochi from 3lst of
July to 2nd of August 1986.



Table 6

REAL (GNP GROWTH RATFS (a)
(PERCFNT)

YF.AR KENYA MALAWT TANZ.ANTA

19A7-73

Agriculture

Induscry 1

(Manufacturing) 1

(Mining) 1

Irfrastructure

Public Adminfstr, -
& Nefenge 10.1

Arhpre Ko7

Gne F.C. 7.8

1974-78
Agrizulture 4.1
Industrvy L)
{(Manufacturing) 6.6
(*ining) 6.5
Infrastructure 3.3

Public Adminiscr.

& Defense bl

Nthers 1.8

oGNP F.0. 4,5

1979=31
Agriculture 1.5
Indvstry 5.3
(Nanufacturing) 5.5
(Mining) «8,3
Tnfrastructure 5.9
Public Administr.
£ Nefense h.l
Nthers .3 -2.6 -N.,3
GNP F.C. 4,13

1982=-R4
Agriculture 4,4
Induatrv 3.0
(Manufacturing) 3.0
(Mining) 0.0
Infrastructure 1.6
Public Administr.

§ Nefnsnse &, 8.2
Others 4 0.9
GDP F.C. 3. 1.1
* Industry {8 defined as Mining (fuel and cther metals) and manufacturing.
wh Infrastructure 13 defined as Construction and Transport and Communication.

**% (NP {s at factor cost to be consistent with individual sectors whose output are
at factor cost

(a) Average annual growth rates.

Source: WYorld Rank, FNDP for duta up to 1983 for Kenva and “Malawi, and up to 1982
for Tanzani{a. 1984 Aata are ohtained from CFMs for Kanva and 4alawi.
Inpuhlished data obtained from the Rank of Tanzania and other Tanzania

Authorities for 19f3-R4 data.



1.72. During this period agricultural growth once again mirrored overall
growth performance. Kenya's agricultural growth rate was also the best (1.5%)
of the three compared tc a sharp drop of -3.9% in Malawi (due to a severe
drought during the 1979/80 growing season) and ~1.0% in Tanczania.

By 1982-84, GDP growth had been restored to 4.56% in Malawl, rosz to
3.7% in Kenyva, but remained onlv 1.1% in Tanzania. Once again, the agricultural
sector growth rates contributed to the GDP growth rates, being 4.4% in Kenya,
5.82 in Malawi but only 1.8% in Tanzania. Several other seccors of the
Tanzanian economy also experienced negative growth (-10.0% in industry, -5.6% in
infrastrucrure, 2tc.) resulting from the foreign exchange crisis created by
stagnant expoavris. Thus, the gap between the performance of Kenya (and to a
lesser extent of Malawi) with that of Tanzania had widened considerably by the

beginning of the 1980s with Kenya's performance being the best of the three.
g g y

E. Macroeconomic Envircnment

Kenya's superior agricultural pecvformance is a result in part cf the
extent to which Kenya adopted generally moderate macro economic policies.
Figure 3 shows the trade weighted real effective exchange rates for Kenya,
Malawil and Tanzania using the 1972 base. Malawi and Kenya zach avoided
overvaluation of their currency through regular adjustment of the nominal
rates whereas Tanzania's exchange rate overvaluation increased sharply over
time with the index having reached 33.9 'n 1985 compared to 98.9 in Kenya and

112.1 ¥ in Malawi. Kenya's gross domestic saving race was also the

1/ The results do not change much if a current 1982 base is used.
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higﬁest (2C.87 in 1967-73), falling slightly to 18.3% in 1982-84 (Tatle 7).
In Malawi 1t was 8.2% in 1967-73, rose to 18.3% in 1974~72 and fell to 14.9%
in 1932-84. In Tanzania the domestic saving rate fell sharply from 1%.2% in
1967-73 to 8.3% in 1982-84.

Gross capital formation as a share of GDP was 22.3% in Kenya in 1967-
73, rose to 27% in 1979-21 following the coffee boom and declined to 2i7 in
1982-R4, Concommitment with Malawi's higher growth rate in this period, gross
capital formation veached a high of 29.6% in Malawi during 1974-78 (ghrough a
combination of increased borrow:ng and savings), but by the early 1980s it had

. . ' _ . .
fallen to a level similar te Kenya's. In Tanzan®a. the rate remained at

approximately 217 from 1967-73 to 1982-84., Kenya's savings and investment
behaviour involved broader pariicipation than in Malawi 2s in the latter case
1t was closely associated with the growth of estates and other investments

financed by implicitly taxing the smallholder sector through a produzer price

policy (see Section III.B.3).

l. Levels and Sources oi Government Expenditures

In this section we examine budget deficits (i.e., total revenues
exclusive of grants minus total budgetary expenditures exclusive of lending
minus repayments) ari overall deficits (te include foreisn grants and net
lending). Kenya's expenditure (less aet lendirz) as a percent of GDP ranged
between 21% 1n 1974 and 1984 to 32% in 1979. However, the average share was
very stable and accounted for about 247% except betwzen 1979-31, when it

reached 30% (see Table 8).



INDICATORS OF AVERAGE ECONOMIC PERFORMANCE

Table 7

(PERCENT)

YEAR KENYA TANZANIA MALAWI

19€¢/~73
Real GDP Growth Rates (gdp m.p.) 8.5 5.2° 5.2
Growth Rate of Population -3.5 2.7 2.5
Par Capita GDP Growth 5.0 2.5 2.7
Investment to GDP Ratilo 22.3 20.8 20.0
Tc. 12l Saving Ratilo 20.8 18.2 8.2
Net Exports Ratilo =15 -2.6 -11.8
Current Account Deficit to GDP Ratio -3.0 -2.9 -11.7
Total Debt to Exports 6l.4% 120.6%* 148,7%
Debt Service cto Exports b,7% S.6% 7.1%*
Fiscal Deficit to GDP Rario ~3.5% -5.0 -2.4
Inflation Rate (cpi) 4,2 8.5 12.5
Inflacion Rate (ygdp deflator) 3.3 6.2 5.8
Feal Growth Rate of Agri. Output 5.4 2.3 2.8
Real Growth Rate of Manuf. OuZput 14.2 7.8 5.5
Real Growth Rate of Mininz 12.8 ~6,2
Real Growth Rate of FExports 3.1 3.6 5.9
Real CGrowth Rate of Imports 4.0 6.1 8.7
Borrowing from the Central Bank as % GDP 1.0 3.6 1.4
Rural Population as X »f Total 89.7 92.8 91.6

1974--79
Real GDP Growch Rates {gdp a.p.) 4.7 4,7 6.6
Growtt Rate of Popuiation 3.6 4.0 3.4
Fer Caplra GDP Growth 1.1 0.7 3.2
Investment of GDP Ratic 23.5 20.6 29.5
Total Saving Ratio 20.0 11.0 18.3
NetL Exvorts Ratio -3.5 -9.6 ~11.3
Current Account Deficit to GDP Ratio -6.2 -8.1 -3.9
Total Debt to Exports 74.6 187.1 181.7
Debt Service to Exports 6.4 6.6 12.5
Fiscal Deficit to GDP Ratilo -3.6 -7.6 -0.9
Inflation Rate (zpi) 16.0 15.1 845
Inflation Rate (gdp deflator) 14.5 14.7 10.2
Real Growth Rate of Agriculture Output 4.1 4.7 5.8
Real Growth Rate of Manufacture Qutput 6.6 by 6.7
Real Growth Rate of Mining 6.5 -2.7
Real Growth Rate of Exp.rts 2.0 ~-3.8 -0.7
2eal Growch Rate of ILmports 7.8 2.8 6.1
Borrowing from the Central Bank as % gdp 3.6 8.2 2.9
Rural Populationas % of Total 87.4 90,1 91.6



Table 7 (continued)

YEAR KENYA TANZANTA MALAWI

1679-81
Real GDP Growth Rates (gdp m.p.) - 4,2 1.8 2.0
Growth Rate of Population 5.3 3.2 2.6
Per Capita GDP Growth -1l.1 -1.4 =0.6
Investment to GDP Ratilo 27.0 22.2 27.0
Total Saving Ratio 18.2 10.8 13.2
Net Exports Ratio -8.8 -11,4 -13.8
Current Account Deficit to GDP Ratio -10.5 -10.2 ~-12.7
Total Debt to Eaports 120.2 261.1 211.4
Debt Service to Exports 14.3 9.4 24,8
Fiscal Deficir to GDP Ratio -4.6 -10.1 -1.0
Inflaction Rate (cpi) 11.2 23,2 4.0
Inflation Rate (gdp Deflator) 9.0 21.9 9.1
Real Growth Rate of Agriculture Output 1.5 -1.0 -3.9
Real Growtn Rate of Manufacture Output 5.5 -10.2 2.8
Real Growth Rate of Mining -8.3 2,7
Real Growth Rate of Exports -1.3 8.5 11.9
Real Growth Rate of Imporcs -9.9 -8.3 -4.,6
Borrowing from the Central Bank as % gdp 6.0 18.6 9.3
Rural Population as % of Tetal 5.8 88.2 90.5

1982-84
Real GDP urowth Rates (gdp m.p.) 1.8 1.1 3.5
Growth Rate of Population 4,1 3.2 3.8
Pe: Capita GDP Growth -2.3 -2.1 -0.3
Investment to GDP Ratio 21,2 20.1 21.9
Total Saving Ratio 18.3 8.3 14.9
Net Exporcs Ratilo -2.9 -11.8 -7.0
Current Account Deficit to GDP Ratio -4,7 -11.9 -3.0
Total Debt to Exports 158.8 490.6 257.0
De'n Service to Exports 20.9 12.7 21.7
Fiscal Deficit to GDI Ratio -3.9 -3.9 -0.7
Inflation Rate (cpi) 14,0 30.6 5.4
Inflation Rate (gdp deflator) 9.6 12.9 9.4
Real Growth Rate of Agriculture Output 4,4 1.8 5.8
Real Growth Rate of Manufacture Qutput 3.0 -9.9 3,4
Real Growth Rate of Mining 0.0 =2.7
Real Growth Rate of Exports 2.9 -15,8 -0.9
Real Growth Rate of Imports -6.4 =4,1 -0.4
Borrowing t.om the Central Bank as 4 GDP 10,4 21.9 19.3

Rural Population as % of Total

* The Average 1s over 1970 to 1973,

Source: World Bank (EDP, CEMs, World Tables),

IMF (IFS, 1985),



Table 8

Composition of Governaent Financiai Operations
(Perzent of 6DF at Marxet frices:

1971-73 1974-79 1979-81 1962-40
kenya
| Governaent Expengiture 4.6 A 30. 4.5
2 bovernment Revenue 19.3 18 23 2.6
3 Budgetary Deficit (I-1 -5.3 =5.3 -4 -1.9
4 Governaent Expenditurs & Net Lenaing 23 24.3 31.8 28.9
5 Government Kevenue & Foreign brants 19,38 19.3 24, 24,2
& QOver-all Defrcat {3-4y -3.5 -3.1 -1.2 4,7
7 financing The Deticat (Be9-14i 3.5 5.1 7.2 4.8
8 External Borrowir, 41 1.9 3.5 1.2
9 Dosestic EBorrowing 3.2 2.9 4,2 3.4
10 Change 1n Casn Baiances ~G.2 -0.3 0.5 -0.2
Haiawl
| bovernaent E£xpenditure 23.8 22.1 M 30.2
2 Bovernsent kevenue 14,2 14,1 18.9 18.1
3 Buogetary Deficit Z-1) -9.2 -8 -14.4 -12.1
4 Governgent Expenciture & het Lending 25 23.3 9.1 30.3
§ Governsent Revenue & foreign brants IS 18,3 22.3 20.8
6 Over-all Dericat (9-4) -10 -8 -12.8 -9.3
7 Financing The Deficit (B+9-10) 10 8 12,9 9.5
8 External Barrowing 0.9 b] 7.4 5.9
9 Doeestic DBorrowing f.6 1.7 3.9 4.3
10 Change 1n Cash Balances -1.3 -1.3 -1.4 0.7
fanzania
| Bovernaent Expenditure A1 B J4.3 38.3
2 Bovernsent Revenue 16.7 8.7 1.1 22.1
3 Budgetary Defrcat t2-1) ~4,5 -9.3 -13.5 -16.3
4 bovernaent Expenditure & Net Lending 22,3 28.2 34,5 38.3
5 Governaent Revenue L Foreign brants 17 20,4 4.6 6.2
6 Gver-all Deficit (5-4 ~3.2 -7.4 -9.9 -12.2
7 Financing The Deficat (8+49-10) 3.3 1.7 9.8 12.1
8 External Borrowing 1.9 2.7 3.2 .4
9 Dosestic Borrowing 2 2.4 8.3 9
10 Change 1n Cash Baiances -1.4 -2.4 1.7 -1.7

Notes Rost of the Data ar2 rcorinted in Corresponaing CEMs

Tanzania Series Start 1n 1972 and ends i1n 1983

Maiawi . series ends in 1985

kenva,s 1985 ing {98s datz are froa Budget E.:1aates

Overali Deficit ant total Financing say not matcn exactly,because of rounding
Sources for hefiva ,kenya Stast,Adbstract, Central Pureau of Statistics,Ministr.of Finances

ror Halami,Fublic Sector Financial Statistics,Econoaic keports 1985,

For Tanzanta, bureau of Statistics, Economic Surveys, Statistical Abstract


http:btatistics,Ministr.of

In Malawi, the GDP share of total expenditure (less net lending)
ranged from a low of 20% in 1974 to a high of 36% in 1981. 1In Tanzania, the
GDP share of total expenditure (less net lending) showed a continuous increase
ranging between a low of 20% in 1972 to a peak ot 40% in 1982,

Expenditure as a share of GDP was the highest in Tanzania followed by
Malawi, then Kenya. Also the share grew faster in Tanzania than in Malawi and
Kenya. Shares showed a decline after 1982 in all three countries.

The share of revenue (exclusive of foreign grants) in GDP does not
differ gzreatly among the three countries. It ranged between 197 in 1974-79
and 24% in 1979-81 in Kenya; berween 14% in 1974-79 and 18.9% in 1979-81 in
Malawij and between 16.7% in 1971-73 and 22% in 1382-83 1n Tanvania. Both
Malawi and Kenya show a very similar pattern in terms of domestic fiscal
revenues. Revenues fell between 1974-79, then increased between 1979-81, then
fell in subsequent periods. On the other hand, Tanzania showed a steadily
increasing trend throughout all these periods.

In terms of magnitude, Kenya had the highest rewvenue/GDP share,
followed by Tanzania and then Malawi. The lowest expenditure share combined
with the highest revenue share meant that Kenya's "budgetary deficit" was the
lowest in terms of share of GDP. Malawi comes second with a relatively higher
expenditures share but with a relatively lower revenue share.

Tanzania showed the highest budgetary deficit in terms of GDP share
with the highest expenditure share and relatively higher revenue share. The

same as the pattern for the revenue

o]

pattern for the budgetary deficit is th
share in all the three countries. However, nverall deficits, showed

different ranking, altering slightly the position of Malawi and Tan:ania. In
Kerya, the budgetary deficit and overall deficit were very similar up to 1980,

after which the overall deiicit worsened significantly due to the combination



of steady foreign grants and increasing net lending (see Figures 4 and §

p. 25). Similar trends were noticeable ian Malawi up to 1960. From 1980 on,
while the overall deficit vorsened in Kenya relatise to the budgetary deficit,
in Malawi the overall deficit improved over the budgetaryv detficit, due to an
increasing GDP share of foreign grants to Malawi, especially since 197§,

In Tanzania, the overall deficit was swaller than Lhe budgetary
deficit throughout the period, due to an increasing share of foreign grants in
GDP, with the share of foreign grants in CDP being iargest since 1979.

Malawi, with its largest cverall deficit relied more en foreigr borrowing as
compared to domestic borrowing to finance its overall deficit while Kenya and

Tanzania used relatively more domestic borrowings.

2. Inflation Rates

Malawi had the lowest overall inflation rates of 12.5% in 1967-73,
declining to 5.4% ir 1982-84. Tanzania had the highest, rising from 8.5% in
1967-73 to 30.6% in 1982-84. Kenya's inflation rates have been intermediate,
ranging fcom 4.2% in 15067-73 to 14.07% in 1u872-84. While these genera:
patterns obtain cverall, there is considerable year to ycar variation in
inflation rates (see Figure 6, p. 25). To the extent that the stability of
inflation rates is important as well as their level, Kenya's rates showed less
fluctuation chan did Malawi or Tanzania. Tanzania's disccunt rates were the

least adjusted to its inflation rates compared to Kenya's or Malawi's,

although all had negative discount rates.

3. The Effects of External Shocks

A comparative examination of the =2ffects of external shocks was

undertaken in this study as African, especially Tanzanian, policymakers have



emphasized the adverse effects of shocks on their economies. Ansu decomposed
the sources of variations in current accounts iIn terms of shocks (i.e.,
variation in terms of trade, interest payments and the growth of foreign
demand less interest rates) and policy-based changes (chanzes in market
shares, in real GBP, changes in import demand due to expenditure switching as
lmport substitution policies and interest payments dus to increased debt).
Tanzania's terms of trade index fell the least over the period from 1567 to
1984, while Kenva's fell the most (see Table 9).1 This may be because
Tanzania and to a lesser extent Malawi have more diversified trading partners
including African, Asian and OECD countries while Kenva relies only on the
latter.

It 1s further noteworthy that Tanzania's pure terms of trade effects
are negligible while these are substantial in both Kenya and Malawi. On the
other hand policy basec changes in market shares were the most unfavoyrable in
Tanzania, followed by Malawi and Kenya, as Tanzania last market shares to a
greater extent than did Malaw:! and Kenya. All three countries compressed
imports, but to a lesser degree in Kenya than in Malawi and Tanzania. This is
because the income elasticity of imports is greater in Malawi and Tanzania
than in Kenya. The income growth effect contributed the most to the worsening
of the current account through increased imports. Import compression, on the

other hand, had a positive effect on the current account.

1/ Yaw Ansu, ''Macroeconomic Shocks, Policies and Performance: A
Comparative Study «f Kenva, Malawi and Tanzania -- 1967 to 1984".
Draft Paper prepared for MADIA Study, July 1986, p. 64.



Table 9

Decoagosition of Externai Shocks and Palities
tpercent of current gdn)

txlernol Shocks and Folicies Kenya H Malam H Tanzania
Aver ages | Areri o H Averages
1674-84 1967-73 1974-78 197%-81 1982-B4: I974-84 1967-73 1974-78 1975-B: 1992-84" 19/6-84 1967-73 1974-28 i979-8§1 1982-84
Varration an Tee Curreal Account 8.1 -1.2 -5.3 -9.8 -yoa 9.9 -7 -8, 3.7 -12.0 % 8.9 -4l -6.7 -8.2 -5.7
Shocts ’ -4.5 -0.4 -5.1 -10d -4.0 -3.7 1.9 v.0 -11.0 -2.5 1 P 0.4 -1.8 -4 -2.4
Terns of Irade -%.0 -1.8 -1 -12.1 -8.5 -b.9 1.3 -b.0 -iht ELN I -1 -0.4 -6.3 8.8 -1.0
‘ore1gn Demand e 1.8 J 5.9 5.8 ¢ i 0.5 [P LI} 3.y 3.7 0.3 1y 3.0 3.5
laterest Fate Prace efiect -v.} <0.1 -0 -0.4 vl ¢.0 -8y -0 5.3 0.3 0.2 0.c
Xet Faclor Inceee tless Lapital Incosel A -1.6 -9 -1.9 =12 =05 1.5 1.8 -2.8 P 2.4 0.7 3.3 0.4 0.5
Faltoyes -3.8 -1.8 -1.9 -3.2 b I -1.7 -8.2 -1.9 -6.7 -6.% 3 -10.9 -6.0 -1 -9 -1.7
Eiports Martet Share -1.9 ~2.0 -1.6 A -2.2 2.4 -2.3 1B 1 -5.§ -1.3 -3.0 4.8
Reai bep broath 3.1 3.8 3.8 3l 3.5t 9.4 8.2 3.7 9.4 0 B.& 6.V 8.7 e 8.5
Change i Ieaort furction -2.% 0.0 -2.1 -2 -3 -5.8 0.0 -t.% KR! -6 4 9.7 0.0 -3.? -b.t b.b
Interest Fayaent Due to increased Debt -0.8 -0.3 -0.9 B8 I I -1.2 -u.7 -1.9 -1.8 0 5.7 -0.5 -0.4 -1.1
H -1.? 8.2 -1.9 4.8 6.7 ¢
Dthers 5.2 3L 5.4 A1 5.7 ¢ i.4 -2 AN | 5.9 -1.5 5.4 1.3 1.5 [ 1.0
Fluctuations Aroend Avg Martet Share 0.4 9.2 .0 -0.2 -l PN ] -0.2 2.5 2.1 1.9 . ¢4 0.7 2.0 0.3 -2.2
Fluctuaticns Arcund leport Flasticily -0.3 0.2 V.2 v.3 -6 -0.1 0.4 0.4 0.5 -1.8 -5.4 0.3 -0.4 ¢.0 -0.9
transter Faygent 1.5 1.7 1.2 t.b 1.8 ¢ 1.7 -2.1 c.4 4.0 1.3 2.5 0.0 2.8 1.0 1.7
Ket trport of Kom Factor Services Il 1.9 .t AN] Lo -ty ) 0.9 -0.3 -4 2.9 1.l ik 6.9 2.4
Resitual -1 v.0 -1.3 0.8 -0.8 ¢ -1 -0.3 -i.8 -1.9 -0.7 4 0.3 0.0 0.0 0.0 1.4
Rewsn H H
Inbalanced teras of Irader -1.2 -0.b6 -1.9 -3 H -2.7 -0.6 -3.3 -2.0 1.1 3 -b.5 -6.2 6.7 -5.9 -5.6
Pure leruy of irade -1.8 -2 -5.5 -9.0 H -2 2.1 -0.7 9.1 -5.2 -0.4 -0.§ 0.5 -1.7 1.4
Ket Policy £fiectnn -0.1 0. 0.0 0.4 H 2.2 2.9 1.8 2.4 2.7 -1 0.¢ -1.8 0.3 0.9

Wotes + Wher Jsports prceed Lxports ihe Current Account could Deteriorate
Cver as the terss of Irade tepraves
s¢ folicy eftects 1ess redl gdp growty effect

Source : IFS.iM ,1585,1984



Both Kenya and Malawi experienced greater shocks due to changes in
interest rates and increased payments due to an 1increased debt burden, but
each of these was greater for Malawi than for Kenya due to Malawi's higher and

hest lnterest

TV

increased borrowings. Xenya on the other hand was paying the hi

T

rates on toreign loans, followed by Malawi. Tanzania was a distant third with
even declining rates due to greater reliance on putlic loans.

Table 9 shows that the contributions of policies have teen negative
in each of the countries. However, this picture is misleading for the
following reasons. In all three countries, the income growth effect
contributed the most to the worsening of the current account through increased

imports. As Ansu has put it "Certainly no one would argue that it was bad

policy to allow real GDP to grow".l/ One can also argue that growth icself is
not a policy; it is the result of policies. Hence, to betrer undersrand the
effects of policy-controlled factors, one has to substract the induced import
etfect of real growth. Table 9 indicates that in Kenya the net effect of

5

1 positive in Malawi, and

[,

policies (policies less CDP growth) was virtually n
negative in Tanzania, thus, reinforcing the effects of shocks in the latter.
The effects of other shocks such as Tanzania's iuvolvcienat in the
Ugandan war or the breakup of the East African Coemmunity were not measured as
reliable data on these subjects are difficult to obtain. In any case c¢ach
country had some unique shocks (2.g., the return of the migrant workers in
Malawi in the early 1970s, and the effect on Malawi's transport routes of the
Mozambian war -- costing it $50 miilion dollars or 20% of its export earnings

in 1985).




4. Patterns of Government Expenditures

Figures 7a and b rhow the pattern of capital and recurrent budgetary
expenditures of the three governments by sectoars over the 1970 to 1986
period. The share of agriculture in total expenditures was highest in Malawi
(ranging between 10% to 16%) and lowest in Tanzania. Also in Tanzania
agriculture's share declined sharply from 11% in the early 1970s to 7% by the
end of the 1970s whereas that of the industrial sectoc increased from 2% in
1972 to 11% in 1980, a result of Tanzania's adoption of the Basic Industrial
Strategy.

Reflecting a steadier policy envirornment, agriculture's share
fluctuated between 8% to 12% in Kenya. in Kenva's case the share of the
developmental budget going to agiriculture increased sharply reaching a peak of
23.3% 1n 1974 from a base of 13% and declined to a low of 12% in 1985 while
showing some fluctuations from year %o year. The share of the recurrent
budget going tc agriculture had declined from a high of 8% in 1970 to 4.4%Z in
1979-80 resulting in a shortaze of recurrent finance in agricultural
projects.l/ Recurrent tunding problems were alsa prevalent in Malawi and
Tanzania due to a similar switch in sharss of recurrent and capital
expenditures.

Total governmental expenditures (developmental and recurrent) showed
major differences in Kenya, Tanzania and Malaws. Kenya showed the highes:
share of central povernment expenditures going to social services (ranging

between a low of 25% and a high of 33%).

1/ The decline in agriculture’s share may be explained partly by the
trippling share of public debt in recurrent expenditures by the late
1970s from t%. 1970 base, going from 6% to 17.8%.
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Figure 7b

molowi: davelopment expenditure percent
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Commensurate with its poor social indicators (see next section),
Malawi had both declining and the lowest shares of expenditures on social
services with the levels being well below 20% -- 15% in 1980 and 1981 compared
to the high or 25% in 1970. Malawi's expenditures on education were the
lowest of rhe three and Kenya's the highest. Tanzania's share of social
services declined in the latter half of the 1970s from a high of 28% to a low
of 21%. In contrast, the share of its defense expenditures rose from a low of
9.7% in 1973 to a high of 24.4% in 1979.

It is paradoxical thar Tanzania, a large country with low population
densities, poor initial infrastructire and population concentrations mostly in
the areas bordering on other countries, devcoted a smaller share (averaging
about 7Z) of its resources to Lransportation and communications compared to

L/

Kenya and Malawi.=' Kenya and Malawi's expenditures on transport and
communications have heen similar (12% to 14%) although Malawi's rose to a high
of 26% between 1976 and 1979. Additional expenditures in Malawi, however,
included rhe construction of the capital city and government buildings,

including the State House, which did not benefit the rural population.

Tanzania's expenditures on transport and communications declined to
p p

Tanzania has a total ioad network of about 50,000 km. This means it
has about 2.9 km of road per 1,000 inhabitants, one of the lowest
ratios in Africa. Thirty-five percent of the agricultural traffic goes
by rail. This is high by other countries' standards, again reflecting
lack of investment in roads.



4% to 6% in the late 1970s from a high of 18% in l972.l/ However even this
limited budget reflects the fact that like Malawi, Tanzania devoted resources
to nen-producrive censtruction of a new capital city in Dodoma.

A factor contributing to the growth of expenditures and the shortage
of recurrent funding for operating expenses was rapidly increasing public
sector employment in all three ccountries. The prowth of ;ublic sector
employment was, however, the sharpest in Tanzania, i.e. 15.6% annually between
1976~77 and 1977-74. Reflecting the lower priority attached to agriculture
relative to other sectors, pub.iic sector employment growth in the agricultural
sector was nonetheless slower than ir other (especially education and
Industry) sectors. & small traction ot rthese emplovecs, (10%) were involved
in the provision of basic services in the Ministry of Apriculture, over which
the Ministry of Agriculture had lost control subsequent to the

decentralization of the Tanzanian administration. Seventy seven percent were

working for paratatals.

5. Indicators of Investments in Human Capital

The extent to which each government allocated resources to the
building of human capital has affected rural welfare as well as growth

possibilities by increasing capacity to plan and manage the economy. Rapid

1/ Tanzania also ranks among the lowest in Africa with respect to the
share cf public capital resources (13%) atlocated to transport
(compared tn 227 to 25% for Kenya and 31% for Malawi). The private
truckirg fleev in Tanzania has been shrinking in size. Before 1974
private truckers nrovided all the commerc’al freight haulage
services. By 1977 this share had declinec to about half of the total
market. Truckers left the agricultural industry and concentrated their
operations in urban areas, leaving rural areas to parastatral trucking
(40% of the total vehicle fleet was in Dar-es-Salaam in late 1970s).



population growth can erode many welfare gains. It is therefore important to
note at the outset that Kenya started out with higher population growth rates
(3.8%) betwezn 1967 and 1973 compared to Tanzania (3.2%) and Malawi (2.8%).
While population growth rate accelerated in all three countries, in Kenva it
reached the highest level -- 4% during che 1973-84 period.

Tanzania and Malawl started out with poorer initial conditions than
Kenya in 1965 as regards sccial welfare (sce Table 10). Malawi had the lowest
life expectancy for males and females compared to Tanzania and Kenya. Kenya
continued to hold a lead in female life expectancy over Tanzania and Malawi.
However the percentave galn in Tanzania's female life expectancy was greater
(20%) compared vto Malawi's (15%) and Kenva's (2279). The same applied 1n the
case of maie life expectanciec, with Kenya holding the lcad but with Tanzania
showing a slight edge (22%) compared to Kenva (21%), and Malawi showing the
least percentage change (167).

With regard to the number of persons relative to physicians, Malawi
started out over three cimes as badly off (46,900 persons/physician in 1965)
compared to Kenya (13,450). Tanzania was about one and a half times as badly
off (21,840) as Kenya. Malawi's situation, however, appears to have
deteriorated over time (Qith the persons/physicien ratio rising to 52,960 in
1981) while Kenya reduced the persons/physician ratio by half from 13,450
persons to 7,540 during the same period. Tanzania's ratio was 19,810 persons
per physician '‘n 1978 (the latest year [or which figures are available).

Kenva also continued to hold the lead in the spread of primary
education, increasing the percent of those of school going age attending

school from 40% to an impressive 97% for females and from 69% to 104% for

males. 1Its lead in secondary education, with 4% to 19% of the age group
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receiving secondary education, is even more impressive. Tanzania's gain in
primzry education (84% of the age group) was the greatest given the luw base
(40% in primary education) but there was no significant movement in the
numbers attending secondary education in Tanzania (an increase from 2% to
3%). Malawi made the least progress on the growth of primary education
although its relative position on secondary education improved from 2% to 5%
both over time and relative to Tanzania's.

Malawi had the lead in access to safe water (33% of the population)
in 1973 over Tanzania (13%) and Kenya (15%). However, Tanzania's relative
gain (an increase ro 34%) was the greatest compared to the total coverage
achleved in 1980 in Malawi (41%) or Kenva (26%).

Encouraged partly by the donors, Tanzania adopted a policy of
providing piped water :o the entire rural population by 1991, However, in
1984 half of the rural water supplies provided were either inoperative or

1/

operating at reduced capacity.=’ It is thus not possible to indicate the

actual extent of rural water access.

II. LEVELS OF FOREIGN ASSISTANCE

Judging the appropriateness of Official Development Assistance (oDA)
levels is not easy. Nor is it easy to sort ..t the degree to which overall
ODA levels have contributed to agricultural growth. ODA levels may be

1

considered on a "need" basis, in which case it could be argued that Kenya

(with its higher per capita income than Tanzania's and Malawi's) may "need"

1/ Marian Radetzki, '"Swedish Aid to Kenya and Tanzania: Its Impact on
Rural Development'. Paper prepared for MADIA Study, August 1986.



less ODA than the other two countries. On the other hand, if demonstrated
overall economic performance is the criterion, then Kenya would clearly seem
to have been more qualified for higher ODA levels than Tanzania and perhaps
Malawi. In actuality, Tanzania received substantially hipher ODA, in both
absolute ($669.0 million in 1981) and per capita terms (a peak of $35 in 1981)
than either Kenya (a peak of $428.3 million in 1981 and $26 per capita) or
Malawi (a peak of $140.3 million in 1979 and $24 per capita) (see Fipures 8a
and 8b). Although Tanzania's ODA peaked in 198! once a Hoor commitment to
policy reform was noted by donors it neverthele"s remained higher in absolute
and per capita terms ($25) in 1984 than ¥Yenya's ($21) and Malawi's ($23).
Kenya's showed a significant rise from 197/ to 1982, declining thereafter.

ODA is also given by donors so as to induce policy changes, an
approach initiated in the early 1980s5. On this basis, the countiy with the
least distorted policies, Kenya, should have rec2ived less assistance than
Tanzania or Malawi, because Kenya's performance had the least need to
improve. In fact, however, since Kenya and Malawi appesred to be more willing
to undertake policy reforms than Tanzania, they received preater structural
adjustment support than Tanzania. Thus, "non-project lending" for the period
1980-86 was 24% and 37% of the Bank's total portfolio for Kenya and Malawi,
respectively, compared to 10% for Tanzania. As of June 1986 Malawi had
received three structural adjustment loans with amounts of $170 million by the
Bank, and Kenya three structural and/or sector loars amounting to $245.9
million whereas Tanzania received no funding fcom the Bank for projects in the
agricultural sector from 1982 nor for SALs until 1986.

Overall, ODA constituted a smaller share of GDP and government

expenditures in Kenya than in Malawi or Tanzania. Between 1970 and 1984, 0ODA
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averaged 5.3% of Kenya's GDP (21.9% of government expenditures). In Malawi
and Tanzania, ODA was 9.6% and 9.7%, respectively, of CDP, (43.8% and 31.9% of
their respective governmenr axpenditures).

The Bank's share in ODA could be a reflection of its influence in rwo
quite different ways. A smaller share might mean lower financial influence
but great need for ald coordination. It might however, also mark the fact
that through co-financing of projects or programs with other donors the Bank
could influence projz2ct level investments or sector level policies and
institutions. UDA was a small 9.5Z in Kenya during 1970-84, compared to
nearly 20% in Malawi and Tanzania (see Figure 9)., The share of Bank lending
{as distinct from IDA credits) to Kenya was larger than in Tanzania and
Malawi. The Bank's 19.4% share in net resource transfers (TRN) tc Keaya was
similar te the 20.3% in Malawi; TRN to Tanzania was only 11.6%.

The Bank's influence on Kenyan policies and investment allocations
has been distinctly more significant than that suggested by ODA levels, owing
to three factors: (i) other donors' perceptions of the Bank's professionalism
in the field and status as an international institution -- which have tended
to give its presence and advice to the government more weight than its direct
contribution to ODA might suggest; (ii) tne Bank's cxtensive practice of co-
financing individual projects with other donors;l/ and (1i1) its recent active
role as an aid ccordinator, especially given the grouing importance of macro
aud sector policy reforms.

The Bank's influence has, however, been less strong in Kenya than in

Maiawl where the sources of assistanc: are less diversified. World Bank and

1/ See Lele and Meyers, op cit.
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UK assistance together constitute closec to half of ODA and over half of TRN.
Malawi's debt has also been increasing more rapidly than Kenya's. Also, the
UK has tended to align itself with tne Banx on major policv issues 1/ The
Bank's influence has, however, been stronger in Kenya relative to Tanzania
because Tanzania receives over a third of ivs ODA fram che so-called "friendly
donors" (Scardinavian countries and the Netherlands) who have been far more
tardy in recogniziug the advarse consequences of Tanzania's industrialization
and other public sector dominated policies on the efficiency of the Tanzanian
economy and have been reluctant to tie their assistance to macropolicy

. , 2/ . .
ad justments, as have the Bank and USAID.Z The Tarczanian povernment has also
been reluctart to call an aid coordinati.n meeting on grounds that the donors
would gang up and push for macropolicy reforms, that it was not ready to
undertake. The first aid coordination meeting for Tanzaunia atter 9 years was
held in Paris in June 1986.

Despite greater and more effective attempts at aid coordination by
the Bank in recent years, we will argue that failure on this important front
continues for a variety of reasons: these include (1) the lack of an overall
agreed upon long term strategy of develupment for each country; (2) the lack
of donors' willingness to focus on those aspects of assistance which they have

the greatest comparative advantag. to address, within the confines of the

i/ John Howell, "UK Agricultural Aid to Kenya and Malawi. Paper prepared
for MADIA Study.

2/ See M. Radetzki op cit; E. Hanak and M. Loft,"Danish Development
Assistance to lanzania and Kenya, 1962-1984: Tts Importance to
Agricuitural Development'; B. F. Johnston and A. Hoben, et al, "An
Assessment of A.l.D. Activities to Promote Apgricultural and Rural
Development in Sub-Saharan Africa". Papers prepared for LA[IA Study.
(Drafrs).
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limitations posed by the recipient countries' absorptive capacities; (3) the

lack of flexibility among donors in providing assistance ro countries in the
. S,

areas of the countries' greatest need due to aid tying and assorted pressures

from demestic constituencies; ard (4) inadequate emphasis in the recipient

countries on maximizing aid effectiveness by directing aid toward alleviating

their most important long-torm developmental constraints, rather than for

meeting immediate short-term political objectives.l

III. AGRICULTURAL P)ILICIES

This section examines why Malawi has had a high rate of growth of
exports, achiaved through an estate oriented strutegy, and why 1ts
smallholders have done poorly. It also examines why Kenva has performed the
best in reconciling the objectives of growth with equity. Tanzania's
performance has been poor both in terms of income generation for the poor as
well as growth. We will also show why Tanzania's welfare-oriented policies
had become unsustainable by the end of the 1970s. Our argument will be that
the relat:ve performance of the three countries is not explained by a single
policy, nor indeed even bv a few key policies that can be "fixed" relatively
quickly. Rather a combination of macroeconomic and sectoral policies,
structural factors influencing the mobilization of land, labor and capital and

institutional and human capital factors brought to bear on the development and

1/ Support for these arguments is provided in Part II of the paper which
focuses on the Bank's policy assessment, advice and lending in the
agricultural sectors of these countries.
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application of technology to smallholder agriculture all explain agricultural

performance.

A. Natural Resource Endowments and Policy Choices

Agricultural performance is to a large extent determined by theo
quality of narural resource endowments. Land quality differences and regional
differences in population densities, howover, make lntercouiltry comparisons
difficult. In addition, each country uses a different classification system
for cateporizing land by agricultural potential. Table 11l presents rough
estimates of the ratia of rural population to agricultural land for all three
countries. Tanzania clearly has a much larger land resource base than Kenya
and Malawi where land pressures are far greater. Only 26 percent of Kenya's
land (sq. km.) is classified as agricultural ¢ ympared to 56X for Tanzania and
382 for Malawi.

Aggregate figures can, however, mask considerable internal
variation. Only l6% of the agricultural land in Kenya consists of Zone I and
IT ("humid and sub-humid" land), the primary area for production of high value
cash creps such as coftee and tea. Another 29.3% consists of Zone III and
IV ("semi-humid and transitional') land, suitable for basic cereals

1/

production.= Finally, 54.7% of all agricultural land consists of Zone V and

VI (“semi arid and arid') areas in which farming is mainly limited to

1/ The limited amount of good quality land is reflected in the size of
holdings. Thus, the average size of Kenya's 1.7 million smallholdings
is 2.3 ha.; over three quarters of these holdings are under 2 ha. By
the year 2000, Kenya is projected to have only half an acre of high
potential land per person.



Table 11

Population and Agriculctural Land

Kenya Malawil Tanzania

Total Land 54,416 9,300 88,360
Agricultural Land (7000 haj 14,705 3,550 49,100%
Ag. lLand as % of Tocal Land . 26.1% 38.2% 55.6%
1984 Rural Population (millions) 16,0 6.0 18.4
Rural Pop./Hectare of Agric. Land 1.0¢ 1,69 0.37
Source:

Land Areas: Kenya -- Farm Management Handbook ¢f Kenya, Vol, 11, as

reported in Kenya: Agricultural Research Strategy
and Plan: Priorities and Programs, Vol. 1I, Draft
Report, ISNAR, March 1985,

Malawi -- Malawi Land Policy Study, 1986, Table 3.2.
Tanzania — Agricultural and Rural Develcpment Sector Study,
1974, Table 23 ("Agriculrtural Land'" and "High
Altitude Forest').

Population: International Financial Statistics (IMF), 1985,

Rural Populatiosn: World Development Report, 1986, and World Bank Annual
Report, 1986,

* 1f "Other Woods, Forests" is included, the area for Tanzania rises to 86,760
hectares.
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subsistence production and (non dairy) livestock -- the latter especlally in
Zaone VI,

While breakdowns for Tanzania using exactly the same categories are
not available, 1t appears that while high quality land comprises onlv a small
proportion of total land in Kenya, it is more abundant relative to Tancania's
endowment of this tvpe of 1and.l/ However, Tancania clearly has
preportionately vastly more of what is usually referred to as medium quality
land suitable for rainfed annual cropping of various food crops, cotton,
tobacco and certain perennials like cashews and sisal (in areas where in the
1950s and 1960s there was impressive growth through expansicn of area under
cultivation). Kenya has relatively little medium potantial land of the
quality enjoyed by Tanzania.

Malawl has proportionately more madium potential land than Kenya but
proportionately considerably less than Tanzania. The important point about
land quality in Malawi is that almost all of the besi quality land suitable
for tea and ccffee is already under use and therefore there is vittually no
room for smallholdev expansion into these areas. There is land available that
could be brought under smallholder tobacco production, however. The avidence
suggests that much of this land, currently under estate control, is greatly
underutilized. Thus, the issue with respect to increased smallhc’der acreage

centers on reallocation of underutilized land rather than expansion into new

unallocated areas.

1/ The situatinn is less clear in absolute terms. Tanzania may have
almast as many total hectarer of high quality land as Kenya with only a
slightly larger population to support.
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l. Smallholder Tntensificatio:n

As 1ndicated in the Introduction, incensification of agriculture is
considered in this paper in rhree different and interreiated ways: (1) a shift
from low to high value crops on any given land; (ii) increase in yields per
ha. of any given crop; and (iii) a geographical shift in production of crops
from areas of poor land quality to those of higher land quality,

In view of the overall shortages of high quality agricultural land in

Kenya, beth external analysts of Kenyan agriculture and Kenyan policies have

[34)

emphasized all three tvpes of intensification of agricultural production as
principal means of increasing employment and income generating

opportunities. In contrast, the Malawi government's concern about smallholder
intensification in the sense of shifting from low to high value crops and a
geographical shift to high potential areas has been a relatively minor until
recertly. Tanzania has made major strides in peographically diversifying the
production ot maize, coffee and tea to the previously uninhabited high
potential southern highlands from regions of Northern Arusha, Kilimanjaro and
Bukoba. But its poor apricultural policies have generally arrested
intensification. (Ir Par: II of this paper we will show how donor policy

analysis and investments reinforced domestic policy tendencies in Malawi and

Tanzania in the 1970s.)

B. Small Versus Large Scale (or Estate) Production

Hew production units (small and large) are defined, how factors of
production are mobilized, the prices at which those factors are mobilized, the

markets in which produce is sold and the prices at which it is sold are all



policy issues that have major implications for the process of

intensification. These topics are discussed in the sections below.

l. Defining "Large'" and "Small"

Differentiating between small and large holders is important, but not
easy. Apart from the problein caused by differences in land quality,
convenc.ions vary acruss countries with respect to definitions of small and
large farmers. In Kenya, for instance, the definition of a smallholder
holding (with significant implicacions ror access ro institutional credit) is
one with lese than 20 ha. Yet turee quarters of all smallholder holdings are
under 2 ha.

Different policy and institutional rules also apply to "small" versus
"large'". Thus, there are differences among countries in terms of the way in
which the right to cultivate, own or transfer land, produce specific crops,
and have access to the markets in which specific crops are sold are conferred
by the government and/or traditional authorities. in Malawi, for instance,
estates (regardless of size) are defined in terms of whether culzivation takes
place on leasehold or (in a small number of cases) on freehold land or titled
land. Customary cight to cultivate and transfer the land through lineage, on
th . other hand, is conferred by the traditional tribal chiefs and this area is
designated tor smallhoiders.

The term estate infers a large scale farm, but tnis is not the case
in Malawi where many estates are farming hectages similar to those of larger
scale smallholders. Further, the siz2 of estates has declined sharply
overtime although, initially, the expansion of burley tobacco estates involved

the very large farms. Since then the demand for "estates" has increased due
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to the rent element they confer. It is for this reason that the distinction
in nomenclature is significant. Rights to grow export crops such as burley
and flue cured tobacco are conferred by the government through the granting of
licenses to estates. Estates are also allowed to sell their crops in auctions
at close to world market prices. But produce grown on customary land is sold
to ADMARC at lower prices determined by the government. Access to input
supply, credit and extension is similarly determined by the distinction in
nomenclature.

In Kenya the right to grow certain crops 1is also restricted by
licenses. Thus due to wcrld market demand concerns, smallholders 1n Western
Kenya were not permitted to pgrow coffee in the 1970s. However, on the whole
titles to land and licenses to grow crops such as tea and coffee have been
made far more freely available 1in Kenya in areas that formerly were European
settled or were used as grazing land. For instance, the area under tea
estates in Kenya increased from 19.6 thousand to 25.9 thousand ha. or a 1.8%
annual growth rate between 1970 and 1985, but that under smallholder tea
increased from 4.9 thousand ha. to 48.9 thousand ha. or at 15.3%. The area
under coffee estates i1ncreased from 29.9 thousand hka. to 35.7 thousand ha. or
1.3%Z in the same period compared to that under smallholders from 54.1 to 116.3
thousand ha. at 5.5%. Data for total area under iarge scaile iarming for
recent years are not available but there appears to be little reason to
believe that much new area has been brought under large scale farming. On the
contrary considerable numbers of large farms have been broken up over time and
there is currently political resistance to expanding tea and coffee production
through estates, although a general policy of expanding production of these

crops has been adopted.



In Malawi on the other hand, che area under flue cured tobacco
estates increased from 5.8 thousand ha. in 1970-71 ro 16.3 thousand ha. in
1984~85, or at 12.1% annually, under burley tobacco trom 7.2 thousand ha. to
22.6 thousand ha. or 14.3% annually, and under sugar from 2.6 thousand
hectares to 14.9 thousand ha. by 1981-82 or 47.0% annually. Tt 1s noteworthy,
however, that the area reportedlv cultivated under burley 1s only 6 percent of
the area licensed as estate land, reflecting substantial underutilization of
land use.i/ This alienation has been taking place in Malawi despite the fact
that cverall land pressure is greater than in Kenva. Table 12 shows both the
increase in the amount of land under estate control in relation to total
avallable arable land and the nepative balance in arable land suggesting that

smallholders may be cultivating marginal land.

2. Differqg}ial Marketing Institutions

We explore in this section the implications of the more diversified

and more decentralized nature of the marketing institutions in Kenya and (to a
lesser extent) Tanzania compared to Maldwi. Both cooperatives and rthe private
sector had played a more active role in the two countries than was truz for
Malawi. These differences are fivst outlined. Then we show that Kenya
broadened the scope of its marketing arrangements to increase participation of
small farmers, whereas Tanzania's policies created very great institutional
instability in marketing institutions contributing to the growth of the

parallel market in fnodcrops. Malawi continued to have a relatively

1/ See C. G. Ranade, "Agricultural Marketing and Pricing in Malawi."
Paper prepared for MADIA Study, January 1986 (Draft}).
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monolithic centralized marketin~ -tructure. This allowed cross—subsidization
of the smallholder agricultural sector and provided a mechanism for resource
transfers from the smallholder to the estate sector.

There are some differences and some similarities in the structure and
diversity of markeling institutions responsible for various crops 1in each
country. For instance, in all three countries the governments have a de facto
monopsony on the purchase cf cereals -- all have discouraped the role of the
private trade in grain markets (on grounds of curtaiiing the acrivities of
Asians or other African ethnic groups dominant in trade). Malawi went the
farthest by formally mandating that Asians not reside ia smaller towns and
rural areas. Donoars have hawever traditionally somewhat mistakenly viewed
Malawi as a strictly private sector oriented country.

ADMARC, the only marketing board in Malawi (until 1973 the Farmers
Marketing Board), buys all smallholder crops, whereas in Tanzania and Kenya
there are separare marketing organizations for each major export crop grown by
smallholders. The Hational Cereals and Produce Board (NCPB) in Kenya and the
National Milling Corporation (NMC) in Tanzania have had responsibility for the
purchase and sale of cereal crops in the 1970s either directly or through
private or cooperative agents,

ADMARC's responsibility for buying all smallholder crops enabled it
to cross subsidize maize producers from the proceeds of implicit taxation on
tobacco, a poscibility that Tanzania's and Kenya's maize parastatals have not
had available (see Table 13). This partly explains the fact that the NCPB in
Kenya and the NMC in Tanzania experienced substantial financial difficulties

resulting from year to year fluctuations in official maize purchases and sales
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in the 1970s. The governments' failure to provide adequate working capital to
these agencies contributed c¢o their high interest payments and debts and the
subsaquent finrncial difficulties of these boards received considerable donor
attention. In contrast, only when ADMARC's financial difficulries were
accentuated by tre rise ia the maize producer price and the less than expected
profifs on the tobacco azcount due to lower world market prices 1in 1981 did
ADMARC's pricing policies receive donor attention. ADMARC was considered
efficient despite the substantial growrh in its purchasing centers in the
1970s, wh.ch increased its overhead in much the same way as occurred in
Tanzania and Kenya.

As in Malawi, export crop produce from small and large holders goes
through different channels in Kenya (e.g., tea through KTDA and coffee through
the coffee marketing cooperatives). Large private estates process and sell
their own produce at local auctions and export directly to international
markets. However, in Kenya there ig no differential taxarion of smallholders
and estates for cotfec and tes as reflected in the prices received by the two
except for those resulting from differences in marketing costs where scale
economies are enjoyed by estates. Because the Kenyan marketing agencies (the
coffee cooperatives and KIDA) are generally quite efficient, the markering
margins are low in relation to actual costs. In Malawi on the other hand, the
prices received by smallholders are considerably lower than those by estates
in the case of tobacco mainly due to the price policy which has involved
implicit taxation of tobacco as well as that of cotton aud groundnuts. This
1s shown by the profits and losses made by ADMARC on the various crops as
presentzd in Table 13.

The extent to which export marketing arrangements are stable and

allow reflection of the world marketr conditions in the terms received by



producers also affects incentives for maintaining the quality of the export
produce. At Independence, some exports such as coffee and sisal, produced by
estates in Kenva and Tanzania, were handled on private account through local
auctions (in the case of ccfiee) and direct sales in Europe. Asian traders
handled food crops sor small African farmers and sold rural consumer goods ana
agricultural implemenr- to them. Marketing and credit co-operatives operated
by smaliholders were far more active in Kenya and Tanzania than in Malawi.
Dairying, pyrethrum and coffee were handled by cooperatives in Kenya, as were
cotton, tobacco and coffee in Tanzania.

In the case ol export crops, especrally tea and coffee, Kenya has
retained and nurtured its earlier export marketing strategies consisting of
local auctions in Mombassa and Nairobi and sales in Eurcpean markets and has
as well brought a large number of small producers into the process of export

marketing. After the breakup of the East African Community and the closure of
the Tanzanian bovder, Tancania suffered from lack of access to the Mombassa
tea auctions. In the case of coffee, Tanzania's bilateral sales outside the
quota market increased, in part reflecting a poorer quality product. The
quality of Tanzanian tobacco and cct-on has also deteriorated due to poor

1/

handling and processing of the products, and poor export arrangements.-

3. Taxation of the Smallholder Sector

We have seen that Malawi's exchange rate policies have been superior

to those of Tanzania. In Tanzania the exchange rate appreciation explains the

1/ See 1983 World Bank Tanzania Agricultural Sector Report.



implicit taxation of export agriculture resulting in adverse effects on export
crop production, as noted earlier. However direct taxation of smallholder
agriculture has been prevalent in Malzawi through ADMARC producer prices. This
Iscue was overlooxed until recently by analysts of Malawi's performance, who
explained Malawi's good performance mainly in terms of the outwardness of the
economy as reflected in Malawi's exchange rate and trade policies.l/ The
prices paid by ADMARC to smallholders for tobacco were ac low as 13% to 27% of
the incernational prices throughout the 1970s, whereas the estate producers
selling on the auctiun floor enjoyed prices which were between 250 to 300

. . . 2/
percent higaer than those received by smallholders (see Table 14).%

Profits made by ADMARC from paying low prices to smallholders were
invested in estate agriculture and in Cress Holdings with equity interests by
President Banda. Table 15 shows the sharp increase in ADMARC's equity shares
in estates f-om K.072 million in 1972 to K14.9 million in 1984, and in
uncsecured loans from KO0.5 million to K3.0 miJli.n. The sharpest increases was
in income notes in Press holdings durinz 1983 to 1984 from O to K29.2 million.

In Tanzania's case, at official exchange rates the nominal protecticn
rates as reflected in the ratios of domestic to international prices were
considerably petter than those for smallholder tobacco producers in Malawi

(see Table 16) but worsened in the 1970s. They recovered their 1970 levels in

the early 1980s. However, given that the overvaluation of the Tanzanian

1/ B. Balassa, "Policy Responses to External Shocks in Sub-Saharan African
Countries, 1973-157," World Bank Reprint Series No. 270.

2/ See C. G. Ranade, op cit. Qualitv differences in the tvpes of tobacco
require that these comparisons of the extent of discrimination be
tempered to some exient. However, the general point holds.
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Malawi: Average Tobacco Prices Paid to Estate and Smallholder
Crowers and Ratios of Average Producer Prices to Export
Unit Values by Nomenclatures
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1970
1971
1972
1975
1974
1975
1974
1977
1978
1979
1989
1981
1982
1983
1984
1985

Table 16

RATIUS OF PRODUCER PRICES TO INTERNATIONAL PRICES

FOR MAJOR SMALLHOLDER CROPS IN EAST AFRICA

1670 70 1985

KENYA HALAW] |
Coffee Tea Tohacco '
0.91 0.30 '
0.90 0.79 0.33 :
0.98 0.77 0.29 '
0.96 0.77 0.27 :
0,97 0.67 0.20 :
1.0; 0.75 0.29 :
.94 0. 74 0,23 '
0,93 0,89 0.22 '
102 0.83 0,30
0,99 0,79 0,24
1,04 0.83 0,23
0.89 0.89 0.29
0.87 0.84 0.18
0.90 0.68 0,31
0.83 0,98 0.28
0.29

0.78
0.84
0.84
0.84
0.68
0.70
0,65
0.63
0.70
0.31
0.47
0.50
0,50
0.70
0.53
0.72

TANIANIA

Tobacco Cottont

0.73
0.6l
0.97
0.3%
0.33
0.952
0.42
0,46
1,36
0.%1
0.53
0.562
0.73
0.67
0.43
1.03

tSeed cotton producer price converted to lint cotton

equivalent using 341 conversion ratio.

Sources

Coffee

0.57
0.43
0.43
.36
0.30
0.33
0.39
0.29
0.41
0.33
0.52
0.47
Ny
0.50

International Prices: MWorld Commodity Trade and Price frends, 1985,

kenya Coffee and Tea: Econoaic Surveys
Malawi Tobacco: ADHARC
Tanzania Tobacto and Cotton: NOB

Tanzania Coffees [BRD (72-77), MDB (78-83)



shilling increased sharply by the end of the 1970s and the early 1980s (see
Figure 3), the implicit taxation of agriculture had increased greatlv in
Tanzania.,

It 1s also important to consider taxation of export crops relative to
that of foodcrops competing in production. In this respect, while in Tanzania
the ratios of cotton and tobacco prices to maize moved shavply in farour of
maize by the end of the 19705 and carly 1980s (see Table 17), they remained
relatively stable in Malawi over the 1970s. In Tanzania maize showed even
more favourable ratios if parallel market prices are considered as these
prices were between 4 to 6 times as high in the early 1980s as the official
prices. In Malawi, on ihe other hand, the higher incentives for export crops
relative to those in Tanzania were eroded partly by the 1ncreased cost or
purchased inputs (especially fertilizers) as a result of devaluation and
removal of fertilizer subsidies (see Section TII.G below).

The situation has been different in Kenya. Not only hes the exchange
rate not been greatly overvalued (see Fipgure 3), but in the case of tea and
coffee -- Kenya's major exports -~ smallholders have received more than 85% of
the international prices, net of the costs of handling and processing (see
Tables 16). Indeed, since the government is bearing the increased cost
resulting from devaluations of the previcus international louns of KTDA,
rather than recovering them through an increased cess on tea, smallholder
producers of tea are being subsidized, albeit inadvertently.i/

In all three countries partial price elasticities of supply appear to

have been quite high (perhaps between 1 and 3) in the case of major export

1/ See Chapter II, Lele and Meyers, op cit.



Table 17

TRENDS IN RATIDS OF EXPORT TD FOOD CROP PRICES IN KENYA, TANIANIA, AND MALANI

KENYA HALANI TANZAKIA

Coftfee/ Tea/s Tobacco/ Coffee; &r ndnuts/ Cotton/ Cotton/ Tobaccos Ushwnuts; Coffee:

Karze Marze | Maize Maize Maize Naize  Haice Haize Haize Maize

1967 ' 6.09 9.79 1.30 .73 4

1968 : 4,30 10.07 3.07 3.3

1969 : 6.83 14,69 1,31 3.38 1

1970 27.2 ' 7.84 11,06 AR 3.28 )

1974 19.1 19.5 1 1.71 8.03 3,03 3,37 4.23 22.31 3.4

1972 20,0 19.9 1 7.32 9.9¢ 3.6l 2.87 1 4,58 .17 3,75 18,735
1973 37 19.2 1 9.97 9.49 3.91 3,483 ) 4,35 21.88 3,46 15,96
1974 AT 19.9 % 4.86 10.73 3.39 4,34 J.&2 18.91 .73 13.33
1975 19,3 oo ! 6,05 1119 3.70 3.77 2.73 14.29 1.87 7.00
1974 2.9 13.8 1 5. 40 8.79 3.1 2,25 1 2.50 9.66 1.29 10.00
1977 "] .0 b, 24 8,70 3.39 3,921 2.30 10.90 1.33 18.7%
1978 3.7 17.8 . 7.80 11,28 3.70 3.94 1 2.71 10,87 1.3 12.81
197¢ 38.8 17.6 1 7.48 12,54 5.81 4,19 2.82 10.5¢ 1.92 10. 67
1949 27,6 16,7 1 6.31 0.40 4,40 3.9 3.00 8.93 1.73 il.42
1981 22,6 17.7 6,83 7.58 4,65 .24 3.70 9.64 2.75 12.36
1982 25,8 18.0 ! 4,03 +.90 2.87 2,65 1 A7 7.44 3.09 9.93
1983 2.7 L P 7.9 9.39 4.4 3.39 2.69 9.9 2,65 8.47
1984 22,0 29.6 ¢ b.61 B.33 4.89 LI 2.73 7.41 2,99 10,40
1983 .2 18.0 1 8.11 ERR .97 356 0 2.10 b 30 2.42 6.73

Sources

Kenya: Economic Surveys
Malam: ADHARC
Tanzania Cotton, Tobacco, and Cashewnuts: HDB

Tanzania Coffee: [BRD (72-77), MDB (74-83)



crops. Kenya's growth of tea and coffee hectarage is at least partly
explained by the increase in the international prices of tea and coffee which

the farmers received.l/

C. Land Policies

In addition to those for land distribution other iand policies have
also been more supportive of productive smallholder farming in Kenya than in
Malawi and Tancania. The amount of land registered in Kenya increased from
1.75 million ha. in 1970 to 6.5 million ha. in 1983 constituting a quarter of
the total cultivable land (i.e., in zones I to IV). The share of smallholders
in tctal registered land was 43% overall but it was well over 80 percent 1in
Western, Nyanza, Central and Eastern provinces, the heart of the smallholder
production areas in Kerya. Ia addition to progress in land vegistraction there
1s also an active land market in Kenya, although due to differential access to
institutional credit and ethnic factors, land sccess is far from equal (The
Bank's credit projects may have facilitarzd further inequality of land
ownership through providing unequal access to credit).g/

In Malawi, on the other hand, rhere has been very little regisiration
of customary land. Land registration has also not been encouraged 1in
Tanzania. Tanzania formally abolished the traditional tribal village

authority, replacing it with public ownership of land whereby an individual

has no right of ownership or sale. Communal land rights nevertheless obtain

1/ These were accompanied by investments in the crucial agricultural
processing sector for which the government borrowed from the World
Bank. S-e Lele and Meyers, op cit.

2/ See Lele and Meyers, op cit.
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(at least informally) in most parts of Tanzania except in parts of Arusha,
Kilimanjaro, Moshi and Irringa and Mbeya where coffee, tea, tobacco and estate
agriculture prevailed. The government nationalized manv private estates in
the 1970s and prevented the development of further private property ownership
in land as well as a land market.

Tanzania has, moreover, pursued another land policy which has been
detrimental to production. Villagization, enforced without the consent of
villagers, led by the middle of 1975 to the settlement of over nine million
people or about 60% of the population into 6000 villages making "Operation
Vijiji" the largest sectlement effort in African history. Poor citing of
villages and their large size increased the distances villagers had to walk to
farms.

The introduction of communal cultivation ftollowing villagization came
at a time of severe drought in 1973-74 and was achieved through minimum
acreage laws. By the end of the 1970s agroeconomic evidence had begun to
accumulate that increasing doses of inorganic fertilizer and the introductinn
of block-farming would be unlikely to counteract the damage to the environment
or reverse the decline in soil fertility being caused by continuous production
on rragile soils without a substantial improvement in land resource
management.

Increased walking distances to production units also increased the
cost of fuelwood and caused deforestation and reduction in soil fertility.
Deforestation had a major adverse effect on.smallholder tobacco and pyrethrum
production as obtaining fuelwood for curing these crops had become a greatly
more labor intensive activity. Gcvernment also attempted to promote village

wood lots with little response from producers. Attempts at collectivization
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were followed by the local party bosses of TANU and later CCM dictating the
amount of acreages that should be allocated to different crops as well as the

typc of husbandry practices that producers should follow.

D. Policies Affecting Labor Markets

Labor poiicies have profound effects on incentives to intensify crop
production especially as export crops tend to be highly labor intensive.
There are wajor differences in the way iabor markets have evolved in each
country.

Labor markets (including intra-rural ones) are quite active in
Kenya. A minimum wage provides guidelines for rural earnings but does not
hinder the growth of labor markets, especially in the smallholder sector.
Hired labor accecunts for as much as 50% - 60% of smallholder tea and coffee
employment explained partly by an equivalent extent of urban male migratiot
trom smallholder families with females headiny up rural households. While
out-migration is high :rom the semi-arid parts of Kenya, where there are
limited production and income generating possibilities, labor markets are
surprisingly tight in areas of high value crops, despite the high growth rates
of population and evidence of increases in real rural wages in tea and coffee
areas since the early 19705.1/ The wage increase is, of course, partly
explained by structural obstacles to the migration and settlement of
populations from low potential areas into the highlands, constraints imposed

by ethnic and political barriers.

1/ See Annex to the 1983 Kenya Basic Economic Report by P. Collier.



Malawi's minimum wages similarly do not hinder the growth of labor
markets. On the contrary, prevailing discriminatory producer pricing, and the
land policies mentioned above that have favored the estate sector, have
limited income earning opportunities in the smallholder sector. They appear
to have created a highly elastic supply of smallhoider labor for wage

l/ Wage

employment in the estate sector, thus facilitaring estate growth.
employment in the estates 1s estimated to have increased from 30,000 in 1969
to 143,000 in 1978. The total estimated wage employment in Malawi in 1983 was
387,000. This impressive growth still leaves about 60% <f the total rural
labor force that lives near subsistence ex:istence. HNot surprisingly, unlike
in Kenya, the real rural wage rate in Malawi has not increased aue to the fact
that employment generating possibilities in the smallholder sector, which
contain the bulk of the labor force, have be=. so limited.

In Tanzania, active implementation of a minimum wage, restrictions on
interregional movements of labor, encouragement of trade unions in the case of
estate agriculture, and the ideologically prompred discouragement of the use
of hired labor by small and medium holder export crop producers {(to avoid
creation of a laboring clas. have tended to create artificial labor

shortages. This has provided a disincentive for tie production of labor

intensive crops such as coffee, tea, sisal, tobacco, etc. Indeed, crops such

1/ See R. E. Christiansen and J. G. Kydd, "The Political Economy of
Agricultural Policy Formulation in Malawi, 1960-1985." Paper prepared
for MADIA Study, January 1986. (Draft).



as tea and sisal have surfered from acute labor shortages {see 1983 Tanzanian

1/
Agricultural Sector Report)...

E. Stability of Agriculturalnﬁurvice Institutions

We mentioned earlier that Kenya and Malawi have generally provided a

relatively more stable inscituticnal environment whereas in Tanzania there has
.

been great iastability of institutions. Discuption of marketing and
procescing ar angements has occurred in Tanzaaia due to many changes 1n
institutional arrangements. These have involved first the discouragement of
private traders in the early 1970s, then the rap'd promotion and the
subsequaent avclition of cooperative unions (in 1976), then the establishment
of crops parastatals followed by their abolirion in 1983 and replacement with
the cooperatives in the early 1980s, and then the creation of marketing boards
with the introduction of some liberalization in agricultural'marketing in
1985. In addition, Tanzania also decentralized its administration, which
greatly reduced the role of che parant technical ministries such as
agriculture. This hLiad an especially adverse effect on agriculture as a result
of the transfer of responsibility for planning and implementation, including
control of the field staff, from the Ministry of Agriculture to the Prime
Minister's office.

Tanzania's institutional problems have arisen as well from increased

public sector control through a muitiplicity of institutions. The number of

1/ The Amboni Sisal estate and the Tanzania Sisal Authority reportedly had
"o make do with an aging labor force in 1981 of persons ranging from 40
to 60 years old. The Bank funded smallholder tea development project
similarly suffered greatly in the Bukoboa area where the hiring of
migrant labor was discouraged by Government.



parastatals increased from 64 in 1967 to 373 in 1979/80 and over 1000 prices
were controlled n 1979. 1In addition to the rapid growth of employment
mentioned earlier, the management of parastatals suffered from ad hoc
political interference and commandeering of public resources for party and
political objectives, inadequate financial control, shortage of working
capital and erosion of assets leading to a wvirtual lack of agricultural
services. '

There are indications that in recent years Kenya's institutional
responses are also becoming politicaliy prompted and thus more unstable and
centrally directed. Like Tanzania, Kenya split the ministries of agriculture
and livestock i1n 1980 and then reunited them, and recently shifted the

responsibility for prain marketing from KFA (a cooperative of large European
and African producers) te the Kenva Grain Grower's Association,l/ a step
Tanzania took in the mid-1970¢ by reducing the role of the Tanzanian Farmer's

Association (TFA) consisting of large farmers in input marketing by declaring

it a "private" institution.

F. é&ricultural Research

Kenya and Malawl bcth have excellent agricultural research systems
for their major export crops financed through a cess on the crops, i.e., tea,
sugar and tobacco in the case of Malawi and coffee and tea in the case of
Kenya. One indicator of the productivity of research svstems is the specific
innovacions they generate. Clonal teas were developed and 1ssued by the Tea

Research Foundation in the late 1960s in Kenya and the Coffee Research

1/ This now includes all producers. While this approach is more
participatory, it is also more inefficient.



Foundation has recently issued a new CBD resistan® variety of coffee, Ruiri
II. The research systems tor focdcraps and those expurt crops in which the
three countries are marginal exporters or importers, e.g+, sugar, cotton etc.
have, on the other hand, suffered from uncertain general budgetary su ,oru,
too rapid a pace of indigenization of research management, frequent staff
turnover, lack of clear research prioritics, toc many research stations and
fragmented donor support [or various low priority activi:ies.l/

Although very weak on adaptive on-farm research, Kenya's hybrid maize
program has nevertheless been quite successful in developing an effective
improved seed distributicn program and facilitating rapid adoption of hybrid
or improved maize. Sixty percent of arca under maize in #Xznya vas under
improved maize at the enc of the 1960s. Thic cannot be said for the hybrid
malze research program in Malawi.

Malawi's national research system was reorganized in 1986 under the
auspices of the Naticnal Agricultural Recearch Prcject funded by the Bank. A
similar reorganization is under active consideration in Kenya under the
umbrella of a World Bank funded project involving several donors. Tanzania's
research system has been the weakest even for export crops such as tea and
coffee. One reason is that Tanzania sufffered from the break-up of the East
African community upon which it had depended for research input on export

crops prior to the community's break-up when sub-research stations only were

1/ See D. Jha, "Diffusion and Generation of New Agricultural Technology in
Africa," Paper Prepared for MADIA Study. June 1986. (Drafr); K.
Anthony, "UK Agricultural Research AID to Kenya, Tanzania and
Malawi." Paper prepared for MADIA Study. January 1986. (Draft).



located in Tanzania. Cotton research suffcred from the sudden withdrawal of
the British Cotrton Research Corporation (CRC) in 19751/

Tea and tobacco rasearch has sim:larly been weak in Tanzania due to
the shortage of qualiflied personnel, severe recurrent budgetary shortages,
lack of foreign exchanme for importaticn of critical supplies and breakdown of
the transport system. ~hich has greatly inhibited supervision of field
trials.

The fragmentation caused by donors is equally prevalent. In 1981, a
regional cesearch station in Mbeya supported by the Nordics had a buaget
larger than the entire natioral agricuitural budget. Untortunately, although
the World Bank and the USAID tock an earlv lead in the reorganization of the
research system in 1979, due to internal political difficulties Tanzania never
made the basic polirical decisions necessary to act on this effort. fhe
current stagnant or declining crop production and Jetericrating quality of
marketed produce is at least partlvy a recsult of the poor quality of Tanzanian

research.

G. Fertilizer Policies

Increased use of {ertilizer along with improved planting material is
froquently an important scurce of growth in factor productivity., Fertilizer
supply and pricing policies are therefore of considerable interest in
understanding rhe cources ot production and productivity increases. The
profitability of fertilizer use is determined by the relative prices of

fertilizers and crops and by the nature of the production function as

1/ See J. Howell, op cit.



reflectecd in input/output coefficients. Ferrilizer subsidies often have been
considered an accertable way of promoting fertilizer use in the crucial
learning period of early adoption when adoption risks are high.

The historical trends in the nutrient price/maize price ratios faced
by smallholders in Malawi, Kenya and Tanzania are compared in Table 18; ratios
for a few selected indian states are also presented in that table for
illustr;cive purposes. The most striking aspect of Table 1§ relates to the
contrast between the ratios for Malawi on the one hand, and those for Kenya
and Tanzania on the other. Not only are the ratios for Malawi (in the 9-10
range) generally much larger than those for Kenya (4-5 range), but they are
also characterized by a substantial increasc over time.L/ These differences
In ratios are all the more striking in light of the fact ti.' rertilizer
response coefficients in the areas most fabourable for maize production 1n
Kenya are about 3OZ higher than the best responses in Malawi.

Parenthetically, it is also interesting to aote that the ratios for the Indian
states are similar to thoss for Kenya and Tanzanic.

Tabie 19 compares the maize and nutrient prices used to compute the
above price ratios for the three countries.z/ In most years covered by the

data, the maize prices prevailing in Kenya (more closely approximating the

international prices) were substantially higher than those in Malawi at the

1/ Thus, maize smallholders in Malawi have needed to sell 9-10 bags of
maize in order to buy one bag of nutrient. Their counterparts in Kenya
and Tanzania (or for that matter in the Indian states) have needed to
sell only 4-5 bags of maize.

2/ Note that since the fertilizers uced on maize vary by country -- i,e.,
CAN in Malawi, DAP in Kenya and urea plus TSP in Tanzania -- the prices
are expressed in nutrient terms to facilitate compartson.



Table lo

Nutrient Price/Maize Price Ratins for Malawian, Kenyan and Tanzanian
Smallholders, and for Selected Indian States*

Selected Indian States (Urea) d/

Malawi a/ Kenya b/ Tanzania ¢/ Andhra  Madhya Uttar
(SA/CAN) (DAP) (UREA+TSP) Pradesh Pradesh Rajasthan Pradesh
1972-73 7.5 -
1973274 5.9 6.2
1974-75 14,9 3.4 ‘
1975-76 9.5 5.3
1976-77 9.6 5.5
1977-78 9.7 4,2
1978-79 10.1 4,5 4.5
1979-80 7.9 5.5 4,5 3.8 3.3 3.0 3.3
1980-81 9.4 5.9 5.2 4,8 4,5 3.7 4.4
1981-82 7.7 5.0 3.8 5.1 4,7 3.9 -—
1982-83 3.4 4.2 3.3 4.7 4.3 4,1 -
1983-84 9.0 5.0 -- - - - -
1984-85 9.8 -~ - -- -- - -
1985-86  11.9 - - - - - -

* The product prices of S/a (21-0-0), CaN (26-C-0), DAP (18-46-0), Urea (46-0-0)
and TSP (0-46-0) are transformed to reflect the nutrient contents of these
fertilizer types, i.e., the ratlos are computed as:

Price of 1 kg of nutrient
Price of 1 kg of maize

a/ Based on the smallholder price of S/A for 1972-73 to’l982-83 and of CAN for
1983-84 to 1985-86, sad the ADMARC purchase price of maize.

b/ Based on the F.0.R. Nakuru price of DA® and the official price of maize,

c/ Baged on the average price of urea (unsubsidized) and TSP (subsidized) and the
officially announced producer price of maize.

d/ The ratios are based on the officlal Government of India price of urea, and the
farm harvest price of malze in individual states. The official price of urea
1s inflated by 15% to account for distribution costs that may be passed on to
farmers.



Table 19

Comparative Maize and Nutrient Prices for Smallholders {n
Malawil, Kenya and Tanzania*

MAIZE a/ NUTRIENTS b/

U.S. ¢/

Gulf Ports Malawi Kenya Tanzanla Malawi Kenya Tanzania

(f.o.b.) . (US$ per m.t. of nutrient)

(USS per m.t.)

1972-73 98 41 -— - 307 246 -
1973-74 132 52 56 _ 309 349 -
1974-75 119 51 101 - 759 337 -
1975-76 112 61 108 -— 582 567 -
1976-77 a5 60 107 - 577 564 -
1977-78 101 62 112 - 604 466 -—
1978-79 115 64 120 115 648 542 517
1979-80 126 83 99 122 655 548 548
1980-81 131 80 140 122 750 825 632
1981-82 115 122 140 180 944 701 ) 683
1982-83 136 97 138 183 912 574 594
1983-84 136 92 127 - 829 637 -
1984-85 111 78 - - 762 - -
1985-86 103 73 - - 870 -— -
* The prices have beeu converted from local currencies to US$ using the official

exchange rates as published by the IMF,

a/  ADMARC price of malze for Malawl, and the official prices for Kenya and
Tanzeaia.,

b/ Based on the smallholder price of S/A for 1972-73 to 1982-83 and of CAN for

- 1983-84 to 1985-86 in the case of Malawl; the f.o.r price of DAP in the case of
Kenya; and the average price of urea (unsubsidized) and TSP (subsidized) in the
case of Tanzania.

&/ U.S. No. 2 yellow. 1972-73 refers to 1972, etc.



official exchange rates; the exceptions were 1973-74, 1979-80 and 1981-82 when
the Kenyan prices were only somewhat higher.

At the official dollar exchange rate, the maize prices in Tanzania,
too, exceeded those in Malawi by a considerable margin. The Tanzanian maize
prices became higher than even the Kenyan ones in 1981-82 and 1982-83.
However, because cof Tanzania's currency overvaluation the dollar price of
Tanzanian maize would be lowe} at a real effective exchange rate.

Turning to the nutrient price differentials, once again at the
official exchange rates, Malawian smallhoiders come out at a disadvantage
relative to their Kenyan and Tanzanian counterparts. In 1973-74, the nutrient
prices were lower Iin Mzlawl than in Kenyz. But since 1974-75, when they
increased two and one-half times over the 1973-74 level, the nutrient prices
in Malawi have been higher tnan those in Kenya; this is despite fertilizer
subsidies having existed in Malawi chrdughout the period in question, whereas
in Kenya they ended in l976.l/

The main conclusion arising from thi:z analysis is that the nutrient
price/maize price ratics for daiawi are out of line with those for Kenya and
Tanzania, because Malawian smallholders pay higher nutrient prices and they
receive less for their maize from ADMARC. These prices appear to reflect
differences between Malawi and Kenya in internal transportation costs,
differences that in turn reflect the Southern African political situation
(which has prompted the closing of the Beira and Ncala routes) -- a variable

that is beyond the control of small farmers in Malawi.

Fertilizer subsidies in MADIA countries are discussed in a forthcoming
paper by U. Lele and V. Bindlish,



Fertilizer prices in Malawi need to be considered in light of the
fact that Malawian smaliholders have few production alternatives to growing
maize. In Kenya more than two thirds of the fertilizer used by smallholders
is accounted for by export crops (especially tea and sugar), which have very
high output/nutrient price ratios;: similarly, in Tanzania export crops account
for 50X of the total smallholder use of fertilizer. In Malawi, on the other
hand, nearly 85% of the fertilizer used by smallholders is on maize.

It is difficult to estimate the growth of fertilizer use on a
comparative basis across countries as data on fertilizer use by crop is not
readily available except from occasional surveys. Also, the composition of
nutrients has changed over time and thus data on fertilizer imports and supply
frcm various sources present conflicting figures. Moreover, fertilizer is
"often subsidized and directed toward use on certain crops, areas or types of
farms by fiat, but alternative more profitable uses lead to its diversion to
other -eds; the extent of such diversion is usually not known. For instance,
estimates cf leakages of fertilizer to the estate sector in Malawi from
subsidized supplies for smallholders vary trom 10 to 25 percent. It is also
not clear how much of the fertilizer in Tanzania provided by crop parastatals
for export crops is diverted for use on foodcrops. Bearing these meacurement
problems in mind, our best judgement (based on field investigaticns) is that
smallholder use of nutrients on maize in Kenya is now plausibly only half as

much as in Malawi, which but is similar to that in Tanzania. This may be the



result of both inadequate foreign exchange allocations in Kenya for fertilizer
imports as well as fertilizer's greater profitability in coffee and tea
production.l/

Tanzania's fertilizer use was considerably higher than Malawi's in
the early 1970's. However, it declined at iLhe rate of 0.3% annually since
then. On the other hand, fertilizer use has increased annually by almost 6%
in Kenya and by over 3% in Malawi.

The rather low rate of growth of maize and other smallholder crop
production in Malawl contrasts strikingly with the considerable growth in
smallholder use of fertilizer. This contrast raises important questions
concerning the reiiability of estimated fertilizer response coefficients,
maize crop production figures, estimates of fertilizer use in the smallholder
sector and, more generally, the factors affecting fertilizer use both within a
single country and across countries. Ir seems clear that unless a substantial
investment in primary data collection is made to investigate these various
important lissues, few insights are likely to result concerning the facturs
affecting levels of fertilizers use, and the impact of policies on these
levels, from simply reshuffling the existing data.

In spite of the uncertainties erumerated above, in the case of Malawi
it can be argued that higher fertilizer prices will likely result in a
reduction in fertilizer consumption, in substitution of land and labor for
fertilizers in the production of subsistence crcps, and in setting back

progress toward achieving the Bank-supported objective of crop diversification

l/ It should be noted, however, that tea mainly uses nitrogenous
fertilizers, whereas maize uses mostly phosphetic. Thus, there is not
an obvious clear substitution in use that is efficient.



into higher value export crops. Though changing crop licensing and producer
pricing policies in Malawi will increase incentives for use of fertilizer on
high value export crops, fertilizer subsidies nevertheless need to be
considered on a selective basis. For example, there is no reason why the cosct
of fertilizer distribution in Malawi should not be subsidized rather than its
price. Thus, to be fully effective, the principle of subsidy abolition needs
to be applied selectively, involving careful analysis of its possible impact
before rather than after policy prescriptions on abolition of subsidies are

rn:ade.

Concluding Comment

This section of the paper (Part I) has reviewed the contributions of
macroeconomic, sectoral and domestic agricultural policies to agricultural
development in each cf the three countries. We have indicated the ways in
which individual policies as well as various combinations of policies have
influenced the nature and structure of agricultural growth in each country.

The policies reviewed in this section of the paper have provided the
context in which World Bank policy advice and lending have operated. They
have influenced, and have also been influenced by, the Bank's activities in
each country. Part II which {nllows reviews the results of the Bank's policy
advice and lending experience iu light of the policy environment in each

country outlined in Part I.



