SR

DEVELOPMENT IN AFRICA

GROWTH AND STRUCTURAL CHAMGE IN EAST AFRICA:
DOMESTIC FOLICIES, AGRICULTURAL PERFORMANCE AND
WORLD BANK ASSISTANCE, 1963-1986

PART I AND PART II

Uma LELE
AND
L. Ric4aRD MEYERS

Researcn
- Report #1



GIOWTH AND STRUCTURAL CHANGE IN EAST AFRICA:
DOMESTIC POLICIS, AGRICULTURAL PERFORMANCE AND
WORLD RANK ASSISVANCE, 1963-~1986

Part I
by
Uma Lele
and

L. Richard Meyers

May 1987




Abstract

A comparative overview will be presentéd of domestic policies
(macroeconomic and agricultural) in Kenya, Malawi and Tanzania and their
influence on the extent and character of agricultural growth. The
contribution of the World Bank to agricultural growth in the three countries
will then be reviewed, from the perpectives of both policy advice aﬁd lending
provided by the BKanitc, The presantation will be based upon the findings of
case studles .° the Bank’s involvement in the three East African countries,
carried out under DRD’s Managing Agricultural Development in Africa (MADIA)

Research Project,
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OVERVIEW

Comparisons between Kenya, Tanzania and Malawi are of interest
becruse all three started with somewhat similar initial conditions at
Independence but nave followed quite different policy paths with very
different economic outcomes. Agriculture 1s nonetheless the most lmportant
source o employment, income and exports in all three countries. Not
surprisingly, the performance of the sgricultural sector and the agricultural
policies pursued in each have been closely related to the country's overall
economic performance and policies.

Kenya and Malawi have both done quite well in terms of growth of
export crop production, but Kenya's performance has been far superior in
reconciling growth with equity. Tanzania has done least well on gruwth of
export crops, includiig those produced by smallholders. Tanzania's efforts to
sustain policies to achieve equity have been hampered by the lack of growth of
the economy. Malawi's strong export growth has until recently diverted the
attention of many observers, including the Bank, from the sources of that
growth, including examinatior of the basic structural policies the government
has pursued as well as the technological constraints that have adversely
affected Malawi's smallholder sector performance.

The relative performance of each country in the food sector is more
difficult to compare due to weak data. Again, however, Kenya appears to be
more advanced in promoting the process of cechnical change in the smallholder
sector, especially in maize production.

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

the nroces. of economic development in each country. Achieving equitable



growth requires the development of a sophisticated network of institutions to
service the needs of a large number of small, geographically dicpersed
producers with diverse resource endowments. Kenya, which admittedly started
out with the most favorable ilnstitutional base at Independence derived from
1ts large (Euronean) farm structure, cashed in on this base and greatly
broadened small farmer access to institutional services. Malawi's historical
base of institution: serving a modern European agriculture was narrower than
Kenya's. Its subsequert growth has maintained this narrow base oi a European
estate sector along with sn evolving but equally narrow indigenous cstate
gsector in which growth appears to have occurred at the cost of incentives and
investment opportunities for the asmallhcider sector. Tanzania pursued
policies aimed at dismantling its higstorical institutiomal base, and
experimented with many itew 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 microeconomic 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
1970s. Depending on the particular policy under examination, Kenya and Malawi
exchange places in terms of demonstrating superior macroeconomic mansgement --—
however, if the interaction of structural (estate-oriented) policies with
macroeconomic policies is considered, Kenya was certainly superior to
Malawi. Both Kenya and Mzlawi have in addition provided a more stable
institutional environment for development than has Tanzania. Also, external

shocks were more adverse in the case of Kenya and Malawi than of Tanzania.
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Tanzania's resource base is far more diversified and favourabie for
srowth than that of Malawi and perhaps even ¥Fanya. 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 hizh
quality,

Per capita ODA levels have, however, been substantially higher in
Tanzania than in Kenya and Malawi. While they began to decline from their
1981 peak due to Tanzania's tardiness in ad justing i:s macroeconomic and
sectorai policies, they were still higher than in Malawi and Kenya in 1984 as
donors were slow to recognize the adverse effects created by Tanzania's
domestic policy envirocament.

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,

been distributed.

The Role of the World Bank

With the exception of smallholder tea, coffee and dairying in Kenya,
there appears to be relatively little connection between where growth has
occurred in the agricultural sectors of the three countries and where the Bank
has providad about $994.1 million worth of agricultural project agssistance 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 thz Bank concentrated

its resources in the smallholder sector but in which there has been little
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growth. Growth in smallholder tea and coffee in Kenya ~~ the main source of
its agricultural growth -- occurred cortrary to the Bank's worldwide advice on
tea and coffee expansion to countries producing these commodities (although,
paradoxically, the Bank's lending for agro-processing wzs crucial for
expansion of smallholder production in Kenva).

In Tanzania the Bank's 1973 Agricultural Sector Report covrrvectly
identified the constraints to growth and stressed (hu‘need for a sequential
approach to the development of smallhclder agriculture that could capture the
most obvious sources of growth. However, this ap;roach conflicted with
Tanzania's policies. The Bank's policy analysis after that was very
constrained by the Bank's reluctance to directly question Tanzanian
policies. Its project portfolio was, until about 1981, very conditioned by
Tanzanian policies that were ncot growth-oriented.

By the early 1980s macroeconomic difficulties were reinforced by
external shocks 1in all three countries. These were combined with severe
p oject implementation difficulties being encountered, especially in kenya and
Tanzania, but also in Malawi. This was partly a r2sult 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 institutional capacity.

The World Bank financed a total of 68 agricultural project operations
in Kenya, Malawi and Tanzania between 1965 and 1986 -- 26 operacions in Kenya
with commitments of $500.50 million; 17 in Malawi with commitments cf $172.69
millior and 24 in Tanzania with commitments of $320.95 million. Of 24 World
Bank agricultural project operations completed in the three countries between

1965 and 1986, involving investments of $266 million, only 14 had positive



rates of return; ten had EERs.équal to or exrceeding 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, especlially ones concerning interregional income distribution.
While taking these concerns into account, it can nonetheless be argued that
the projects tinanced were often not necessarily the most cost effective way
of addressing such concerns. This and'other evidence‘suggests that the
countries would have been better off if they had not borrowed from the Bank
for many of the activities funded. Thiuy is more true for Kenya and Tanzania
than for Malawi where ERRs for a larger number of projects suggest a more
positive impact. However, aconomic evaluatione are done immediately upon the
completion of projects. Mare »ecent data on Malawiau swalllintier zgricolture
raigse questions obout rhe long~term effecrs of projects initially regarded as
favourable.

Another nuteworthy 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 macroeccnomic and sector analysis.

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

Bank to seek macroeconomic and sectoral policy and institutional reforms in
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each of the three Eountries;l/ (2) cancellation of poorly performing projects;
and (3) development of new projects that were geared to improving the capacity
of the governments to more effectively deliver basic agricultural services,
e.g., research, extension and input supply.

Policy distortions in the chree countries have been the least in
Kenya although some difficult institutional problems remain with regard to
laad tenure and the role of the private sector in agro-processing and
marketing. The Bank, however, was slow to appreciate the complexity of these
1ssues. Thig led to an untimely effort at grain marketing liberalization
attempted through the gsecond SAL in a period culminating in a severe
drought. By 1985, the Bank's policy and project dialogue in Kenya had
returned to a more balanced effort to address the problem of priorities in the
sector as well as 2 number of institutional issues of a long standing nature
that had repeatedly been confronted in the course of project lending.

The past and future scurces of growth in Kenya center on the issue of
intengification in tea, coffee, maize, dairying, etc. The Bank would appear
to 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. Nevertheless, the relatively limited diagnosis,
through primary datae collection and analysis, of the precise constraints to
achieving growth and hence the speed of reform may continue to be problems
unless the btalance of resources devoted to lending versus analysis changes.

Secondly, 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 in Malawi and $50.0 in Tanzania) in support of macroeconomic and
sectoral rerorm.
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important policy distortions -- those that favoured estates at the cost of
smzllliclders in the 1970's. On other sectoral policy issues which will have
profound long term effects ou development; e.g., the land issue, the speed of
removal of fertilizer subsidies and the restructuring of ADMARC (the
agricultural marketing parastatal), the Bank in our view needs to go further
in analysing the baszic sourcas of Malawl's structural problems and needs to
help develop a lon: term gtrategy ot devctopment thatswill address the
question of how to better veconcile growth with equity. In this analysis the
political economy aspects of policy reform need far greater emphasis than is
true of che more narrowly defined economic analysis usually conducted by the
Bank.

The most important conclusicns of our research concern the
recognition of the Bank's obvious comparative advantage in policy analysis and
in the articulation of long~term country specific development strategies in
support of which donor assistance and domestic resource mobilization can be
organized through aid coordination. However, we observe a pattern in the
Bank's operations of incufficient analysis 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
capital/institutional development in the recipient countries relative Lo the
emphasis phaged on financial resource transfers. There is also inadequate
effort at aid coordination in which the comparative advartages of other donors
to undertake specific activities in support of a long term strategy are

explicitly recognized.
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The issues of donor comparative advantage and lack of analysis of
specific constraints are cleosely related. Lack of attention to critical
constraints 13 due in part te the insufficient attention pald to micro level
factors that potentially might inhinit the success of investments. This ir

turn stems tvom limited analytical capacity in recipient countries with which

to undertake the necessary microanalysis. Thus, donors need to devote greater
attention to building up such analytical capacity., While this is an area
where the Bank does not have a particular comparative advantage, it needs to

both recognize and encourage the efforts of those donors who do possess such

comparative strengths.



GROWTH AND STRUCTURAL CHANGLE TN EAST AFRICA:

DOMESTIC POLICIES, AGRICULTURAL PERFORMANCE AND

WORLD BANK ASSISTANCE, 1963-1986

Una Lele

L. Richard Meyersw

INTRODUCTICN

This paper on three kast Afvican countries, Kenya, Malawi and
Tanzania, draws upon the results of a wider study cf the rule of foreign
asgistance in African agricultural development, which is in turn a componernt
of a major World Bank research peoject, "Managing Ageicultural Development in
Africa” (MARIA).Y  Tie focus of the MADIA atudy on agriculture is the result
of the wide recogaition amcng Afiican governments and donors of agriculture's
central imporrance in overall economic development and their acknowledgment
that past failures in Africa have been largely a result of the failure of the
agricultural 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 to agriculture in six African countries since their

P

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

* We are grateful to Henry Russell, Lien Tran, Natasha Mukherjee, Linda
Nunes-Schrag, Jan Sundgren, Pierre Seka, Narendra Rustagi, Robert
Geraci and Maria Cancian for research assistance and computer work and
to Kim Tran and Estela Zzamora for tireless typing of drafts.

1/ The other two major components of MADIA consist of: 1) a study of the
politics of agricultural policy and 2) a sctudy of the relationship
between agv.cultural policies and performance.

2/ Other donors are USAID, SIDA, DANIDA, ODA, EEC, W. Germuny (BMZ) and
Frauce,



summarizes the World Bank's experience in Kenya, Malawi and Tanzania, drawing
on detailed reviews of the Bank's activities in each.l/ It draws on the
World Bank's Tanzania Agricultural Secror Report prepared under Uma Lele's
dirsction 1o 198!-83, and sulsequent comparative work on Tanzania, 4s well as
reports prepaved for the MADLA study on the World Bank's role in Kenya and

9/
Malawi's agricultural development.Zz’

The data on macro economic structure and performance weve developed
by Yaw Ansu. Thosze oun agricultiral performance and policies for Kenya were
developed by Michae! Wesrlake and Kevin Cleaver, Chandra Ranade for Malawi,
and Uma Lele and Ellen Hanak fFov Tanzania.

The analvwsis of the Bank's role has involved a detailed reviaw of the
Bank's formal and informal eccnomic and :iec or work as reflected in Basic
Econcuic Reports, Annual Economic Memoranda, Agricultural Sector Reports and
various project relaved documents, including Scaif Appraisal Reports (SARs),
Supervision zgncrty, Project Completicn "eports (PCRs) and Project Performance
and audit Reporcs (PPARs). Cousultution with the concerned Bank's operational
staft has alsu been an equally important independent source of data and
analysis.

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

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

1/ The other three countries included in the MADIA study are Nigeria,
Cameroon and Sc<negal. .
2/ Umz Lele and L. Richard Meyers, "Agricultural Developmeuz and Foreign

Assistance: A Review of the World Bank's Experience in Kenya'; and J.
Ta

G. Kvdd and N.J. Spooner, "lhe World Bank's Analysis of Malawian
Agriculture: Changing Perspectives, 1966 to 1985". (Drafts).



projects (in particular ZDC, ODA, and USAID) and intcorviews with Kenyan and
Malawian governmeat officials and farmers. Lela's investigations in Tanzania
extended from 1372 to 1974 and from 1977 to 1982. During 1979-82 she was
responsicle ror the Bank's agricultural sector analvsis and lending ocerations
in Tanzania. The study also draws on other research on eact of the countries

1/

by Bank staff and outside researchers.’ The study would not have been
poseible without the cooperation and encouraging suppért of the Bank's
operational gtaff and the governments concerned.

While the analysis presentnd bere is necessarily historical in
approach, it 1s intended tu be more than just a retrospective treatmenc of the
Bank's involvement in the azricultural sectors of the three countries. Its
objective in tracing past developments is to try to understand the relative
roles of domestic palicies and the Bank in the agricultural development of the
three countries over the past two decades and then to explore priorities for
future government policies and douner (especially Worle Bank) ass stance.

Thus, the paper examines in detail rhe uature and patterns of agricultural
growth ir Kenya, Malawi and Tanzania and then reviews the contribution of the
World Eank to che process of agricnltural 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 500 Ph.D. theses on MaDIA countries have been
written in the U.S: a number are on agriculture -- 43 deal with Kenya,
20 are on Tanzania and 4 are on Malawi. These have been drawn upon
extensively a3 they often contain valuable detailed iuformation on
specific problems. We bave also drawn on the publications of Fa0, ILO,
IFPRI and thz Ingritutzs fer Developmenct Studies in Sussex and Nairobi
as well as those of scholars in MADIA countries.



economists who have been concerned with rhe process of structural trans-
formation.l/ These economists have explored patterns of agricultural growth
which simultaneousiv created ilncreased employment and incomes while expanding
output. They recognized that &t the edacly stages of development there are
diminishing returns in agriculture under traditional technologies. However they
point out low efficiency increasing reallocation of resources in agriculture
wnich favours the increased use of labor in agricultural output growth shifts
effective demand outwards, while at vhe same time achleving rapid growth in
employment and incomeg.  Purther that this increased effective demand las
important growth linkage effects which make the process of dovelopment gself-
sustaining. This paper therefore examines the policies and performance of the
three East African countries in thelr post- Independence period from the
viewpoint of the extent to which they have achieved equitable growth and have
created growth linkages.

The procesgs of agricuitural prowth has also been considerced from the
viewpoint of [ ensification, which iz defined in three different and inter-
related ways: (i) 4 shift from low to high value crops on aay given land; (ii)
increase in yields per ha, of any given crop; and (iii) a geographicai shift in
production of crops from areas cf pcor land quality to tnose of higher land
quality. The policies affecting agriculture in each country are evaluated from
this perspective.

Lastly, 1t i3 hard to review relationships between donors and the

1/ See J. ¥. Mellcr, The New Eccnomics of Growth: A Strategy for India and
the Developing Horld. Tthaca: Cornell Univeraity Press, 1976;

B. F. Johnston and P. Kilby, Agriculture and Structural Transformation:
Economic Strategies in Late Developing Countries. New fork: Oxford
Univergity 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,




recipients of aid without seeming to he second guessing -he protagonists with
the bencfit of hindsight. To some excent this is umavoidable if lessons are
to be learned for the future. Nevertheless the study devoted considerable

efforc to identifying rthe intormation that was available at the rime decisions

were made. [t discusses how this information was (or was not) applied, and uses
decisions and outcomes to suggest policy, analytical, procedural, statfing and

management implications for Bank/government interacticns in the future.

Organization of the Paper

The paper is divided into two perts. Part I provides a comparative
overview of key macroeconomic indicators as well as the post-Independence
structure and performance of agriculture in the three countries. It also
briefly summarizes the effects of externsl Ffactors, including terms of trade
effeccs, on economic growch. The cumulative effects of overall foreign aid
levels are briefly reviewed, with particular attention to the relative
contribution of the World Bank. Lastly, the domestic agricultural policies of
the turee countries that have contributed to the agricultural perfermance of
each are discussed,

Part Il describes the evolution of the Bank's assessment of the
agricultural potential, performance and policies of each country It then
reviews the nature of policy advice provided by the Bank tz each. A description
of the Bank's agricultural lending by subsector follows in which lessons learned
by the Bank and the governments are identified as well as some that might still

L/

be learned.=

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



PART I

A COMPARATIVE OVERVIEW OF THE THREE COUNTRIES

I. STRUCTURE AND PERFORMANCE OF THE AGRTCULTURAL SECTORS OF

KENYA, MALAWI AND TANZANIA

A. Initial Conditions at Independence

All three countries are former British colonies (or protectorates),
have relatively similar vcological conditions and grow many of the same
crops. At Independence rheyv inherited similar agricultural structures,
consisting of a large number of small African farms and a modern agricultural
sector operated by colonial secclers. Of the three courrries, Kenya had the
most favorable conditions in terms of the size and development of its modern,
largely Euvopean agricultucal sector, and of its economy, physical
infrastructure and institutions. Both Kenya and Tanzania enjoy good ports,
while Malawi 15 landlocked and has faced serious transportation difficulties
since the late 1970s. In 1965 Kenva's per capita income of $103 in 1965 was
the highest followed by Tanzania's $77 and Malawi's $63. Kenya and Tanzania
had simiiar size populations (9.5 and 11.7 million in 19§53, resrectively)

compared to Malawi's 3.9 miilion.

B. Agriculture's Role in Overall Zconomic Development znd the Process

of Structural Transformation

Agriculture accounted for quite gsimilar employmenr. shares (84 to 91
percent) in the three economies 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 KENYA MALAWI TANZANIA *

Agriculcure

1960 86.0 92.0 89.0
1945 84.1 80.6 37.6
1970 82.0 89.C 86.0
1975 80.1 87.6 84.6
1380 78.0 86,0 83.0
Indusgtry
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 55
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
197+ 11.5 7.9 9.9
1980 12.0 9.0 11.0
Noce: Industry i3 defined here as Manuracturing, Mining and Quarrying,

Constructica, and Public Urilicies (electricity, wacer, gas, saultary
services).

Sourca: World Bank, World Tables, Vol. LI, 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 tall during lat:r stages. Surprisingly, during the 1967-73 period
agriculture alread - conrributed a relarively low 34.3% to Kenyz's GDP,
compared to 44.4% In Malawl and 40.8Y in Tanzania (Table 2), once again
reflecting Xenya's more advanced stage of structural transformation. 8y the
1982-1984 period, nowever, agriculture's share had fallen slightly to 32.6% in
Kenya and 3%.3% in Malawi, but had risen to 51.6% in Tanzania. Meanwhile,
industry’s share in GDP, which was around 12% during 1967-1973 in each
country, had risen by 1982-84 to 15.6% i. Kenya and 11.8% in Malawi, while
falling to 9.7%7 in Tanzania. Tanzania'y Basic [ndustrial Strategy of the
1970s (which stiongly discriminaced against agriculture -- see Section
IV.C.3.F balow) actually had the roverse of its intended effect: it raised
agriculture's shar2 in GDP and reduced industry's.

The shara of trade in GDP was initially alsc similar in the three
countries (Table 3), in which agricultural exports dcminated. Trade shares
amounted to 58.5% 1n 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 &). In Kenya, however, it had fallen over time, from 74.7%
during 1967-73 to 56.67 in 1979-81. By 1974-1978, trade shares had risen to
67.52 and 56.9% in Kenya and Malawi respectively, reflecting increases in
agricultural export volumes as well as prices. In Tanzania, hovever, trade
shores had declined co 48.5%7 deuypite the relatively more favorable movements
In its barter rerms of trade compared to Kenya and Malawi (Figure 1.
Tanzania's stagnancy or decline ir exports is reflected in its nuch poorer

income terms of trade (Figure 2). All three countries registered falling



Table 2

GNP NECOMONSTTINN RY SEATNRS
(PERCPENT NF GNP)

TEAR KENYA MALAWI TARZANTA

1967-73
Azriculture 34,3 24.4 40.8
Industry * 12.2 11.0 1.8
(Manufacturing) 11.8 11.0 9,9
(Mining) Neb 0.0 1.6
Infrastructurae?® 15.0 11.6 14,5
Puhlic Adminisctr.
& Dafanse 14.9 11.7 11.3
Othergwav 23.6 21.3 21.9
1974=78
Agricultuvs 37.3 40.8 45,7
Industry 12.1 11.4 11,1
(Manufacturing) 11.9 11.4 10.5
(Mining) N.1 n.n N.4
Infrastructure 12.8 12.6 12.1
Puhlic Adminiscr,
& Nefensc 14,1 A.7 11.4
Nthars 23.5 26.% 19.7
1979-A1
Agriculturs 31.0 4.0 51.9
Tnduscry 13.3 11.A 11.0
(Manufacturing) 13.0 11.8 10.4
(Mininy) N.2 N.N 0.5
Infrascruccure 14.2 13.4 10.5
Public Admintscr.
& Dufengs 14,8 9.8 9.9
Nthara 24,7 27 .0 17.1
1982=~R4
Agriculzure 32.68 39,9 51.6
Induﬁ:n 1516 11-8 qo7
(Marmufacruring) 1%.4 11.8 9.3
(Mining) N2 N.0 0.4
Infrestructurs 9.1 12.0 1n.2
Pelic Adminiscr,
& Nafenue 9.9 11.0 11.3
Nthers 12.8 295.4 17.2
n Industrv 15 defined as “Yining (fuel and other macals) and “anufacturing,

* Tnfrantructura {s Jdafingd as “onwcructicn and Transoort and
Cormmunication,

##%  Ochary includez ‘radas, Rank/Tnsuitance/Raal Bgtate Sarvices and
Onegpacified.

Sourcas: World “ank, ZPY for data up te 1983 for Kenya and Malawi, to 1982
for Tanzania. 1984 dsta are obtzined from CEBMa for Menya and
Mplawi., 'apublished dets obtainaed from the Rank o¢f Tanzania and
othar Tanzania Authorities for 19R31-1984 data.
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Table 3

TRADE SHARES IN GDP*
(PERCENT OF CURRENT VALUES)

KENYA MALAWI TANZANIA
sShare of Exports¥”
1967~773 28.5 19.7 25.6
1974-78 32.0 22.8 19.5
1979-81 26.8 25.2 14,9
1982-84 26.5 20.2 10.9

[mpeorts?r*

"‘L?.@'E?:n 30.0 31.5 28.2
197478 35.5 J4.1 29.0
1979~-81 35.6 39.1 26,12
1982-84 29.3 2743 2247

Share of Trade
1967-/3 58.5 51.2 53.8
197478 67.5 56.9 48,5
1979~81 62.4 64,3 41,1
1982-84 55.8 47.5 33.6

Share of Net Exports
196773 =1.5 -11.8 -2.6
197478 =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 Kenyz and Malawi, to 1982 for
Tanzania, 1984 data are obt:ined from CEMs for Kanya and Malawi.
Unpublished data obtained from the Bauk of Tanzania and other
Tanzania authorities for 1983-1984 data.



Table 4

COMPOSITION OF TRADE *

( PERCENT)
YEAR KENYA MALAWT TANZANIA
A. EXPORTS
1967713
agriculture 74,7 97.0 78.2
{(fcod) 60,0 91.7 48,2
Manufacture 12.5 2.7 13,2
Fuals 12,0 0.1 7.8
Metalas and Minerals 0.7 0.2 0.8
19764~78
Agriculture 66.1 95.5 84.3
(Food) 54,5 93.5 58,0
Manufacturs 13.1 4,4 11.1
Fuels 19,9 — 4,1
Marals and Minerals 0.9 0.1 0.5
197981
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
1982-8ann
agriculture 6L.¢
(Food) 55.4
Manufacrturae 11.8
Fuels 24,0
Metals and Minarals 2.3
3. IMPORTS
196773
Agriculture 9.5 15.3 9.3
(¥Food) 7.4 14.2 8.4
Manufacturae 78.4 76.3 79.8
Fuels 10,8 7.1 9.4
Merals and Minerals 1.3 1.3 1.6
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Table 4 (continued)

YEAR KENYA MALAWL TANZANIA
1974=78 .
Agriculture 8.8 9.9 15,2
( Focd) 6.7 9.1 14,0
Manufacture 66.3 76.8 63,4
Fuels 23.5 11.8 14,4
Metals and Ainerals 1.4 1.5 2.0
1979-31
Agriculture 8.2 9.1 9.3
(Food) 2.0 8.3 8.3
Manufaccure 58.8 73.9 67.3
Fuels 3l.7 15.6 21.9
Metals and Minerals 1.3 1.4 1.5
1.982~84Mu% :
Agriculture 10.5
(Food) 8.6
danufac:zure 51.5
Fuels 6.7
Metals and Minerals 1.3
Food Imports Per Capifta (in constant 1967 USS$)
1967713 2.3 2.5 1.5
1974-83 2.6 1.7 (74-8L) 2,3 (74-81)

# legead: The Standard International Trade Classification (sitc) code has
heen used:

Agriculture SITC (O+l+246-27-28)
(Food) SITC (O0+1+22+4)
MANUFACTURE SITC (5+6+7+8+9-68)
Fuels SITC 3

Metals and Minerals SITC (27+28+68)
Total Merchandise Exports, (mports = aAgriculturet+Manufacture+Fuels+Mecals
and Minerals.

k%  1982-84 figures are for 1982-33 for Kenya and are not available for Malawi
and Tanzania, J

Sources: The World Bank Trade System (EPL) for trade data. IMF -
Internatlonal Financing Stacisrnics (L985) for population.
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trade shares in the 1952-84 period. For Kenya and Malawi the terms of trade
declines were far ygreater relative to the 1972 base, than for Tanzania, and

indeed during the 1983 and 1984 pericd Tanzania's terms of

T

rade had recovered
from a low of 1982, whereas in Kenye and Maiawi they continued to cremain
depressed. Tanzania's trade share had fallen to 33.6% by 19821984, over 20
points below its 1967-1973 level. as volumes for a number of its agricultural
exports {sisal, cashews, tobacco) sctagnated or declinéd.

Table 3 also shous that Kenya has had the besr record for net
exports, which were ~1.5% of GDP in 1967-73, dropped to -£.8% in 1979--81 and
rose to =2.8% in 1982-84. Tanzania': uet ewports were ~2.6% of ODP in rthe
1967-73 period and worsened to move than -11% after 1979. Malawi has
consistently had much largev nepative net cxporte (slightly over -112Z of GDP)

than Kenya ov Tanzamia uncil 1982-84, when its negative balance improved to

ts in the three countries shaw.d roughly similar

[,

~7.0Z. Cuvrent accouut defic
patterns to those of nat exports. Th. reasons for ithe differential behaviour
of the trade shares and net exports are better undevstood through the moru

decomposed picture of exporv and food crop performance presented below.

C. Agricultural Performance

l. Export Crops

Coifee and tea are the two major export earners in Kenya. The share
of coffee ranged between a quurter to a half of agricultural exports,
depending on inrernational prices, and averaged 20-28% of toral exparts in
Kenya during the 1970 to 1985 period. The share of tea in agricultural
expocts rangea between 134 and 36%. On average, tea constituted 12-19% of

total exports. Coffee and tea export volumes increased at 3.8% and 7.5%
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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 have played an active role in Kenyan export crop
production through a shift in cropping patterns to higher value crops. The
growth rate of smallholder coffee production was 6% ~ompared to l% for estates
leading to an increass in the shave of s.allholder coffee production from 35%
(60% of total area) In 1964 to around 60% in the 1980s (757 of area).
Smallholder tesr production increased at an impressive 13,5% compared to the
5.5% growth in volumes from estates and the share of smallholder ctea
procuction {and arca) increased from around 5% in the mid-1960s to 438% i1n 1985
(65% of total area). Smallholder sugar production grew ac 16.97 and estite
production at 5.3% with the smallholder share of sugar growing from 11% of the
total in 1973 to 48% in 1984. 1lMuch of the impressive growth 1a the volume of
horticultuial crop exports in 1970-85 came from smallholders. The gmallholder
share of marketed maize sales, which was negligible at Ind2pendencea, ig
currently 45%. Smallholder dairying ;:oduction increased at 8.5% with the
smallholder share increasing to 50% of the country's milk (co which
smallholders contributed little at Independence). Almost all the markeced
production of rice, pulses, cotton and pyrethrum comes from smallholders.

In sharp contrast to "enya, tobacco, tea and sugar, the three
important exports of Malawi, have all been esrate crops, with tobacco earnings
ranging from 43% to 51% of the total earnings during 1970 and 1985, those of
tea between 15% and 22% and sugar rising from a low base of 1.7% in 1970 to

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



STRUCTURAL CHANGE AND CROWTH:

Table 5
AGKTCULTURAL PERPORMANCE IN XKENYA, MALAWI AND TANZANIA

1970-1985 a/

{Growth Hates-TB—Volumes)

Exports Production Food Production
Kenya Keiya Malawl Megize d/
Coffee 3.8 Coffee Tea Production Purchases Sales (Net Sales)
Tes 7.5 - Smallholder .0 ~ Estate 4.5 Kenya 3.9 2.4% g.2 (6.8)
Horticultural crops 12.7 - Fsgtate i.0% Tobacco Malawi 1.5% 19.1 23.7 (4.6)
Tee - Smallholder 0.3* Tanzania 2.1 | 9 1.9 (0.8)
“1lawl ' - Semallholder 13.5 - Fatate — Burley 15.4
~ Tobzcco - Egtate 5.5 Estate - Flue- Food Impor.s
- Burley b/ 14.1 Sugar cured 10.4 Kenya 6.4
- Flue-cured b/ 9.2 - Smallholder 16.9 Sugar Halawi 3.1
Tea b/ - 5.2 -~ Estate 5.3 - Estate 14.7 Tanzanls 3.0%
Suga;-ﬁf 28.1 Datrying Rice
Groundnute c/ -13.2 - Smallholder 8.5 - Smallholder -2.7% Fccd Afd (Total Cevea.ms)
Cotton ¢/ -12.5 - Large Fara 0.0* Groundnuts - Kenya 43.1 e/
- Rice - Smallholder -7.2 - Malawl 28.6
- Smallholder 2.8 Cotton - Tanzanta 22.5
Coiton - Swmallholder 1.1%
- Smal'nolder 4.9
Tanzania Tanzania
Cotffee N.8* Coffee
Cloves ~-2.7% — Samallholder 2.3
Tobacco ~-4,7% - Estate -4.1
Cotton ¢/ -2.3 Tea
Stsal -5.9 - Smallholder 13.7
Cashewnuts &/ -6.8 ~ Estate 1.0
Tea 1.9 Tobacco
- Smallholder -4.8*
- Estate -7.5
Sugar 0. 8% '
Cottan
- Smallholder 1.6%

Statistically fnsignificant {all other ffigures significant at the

See sccompanying “Years and Sources for Table 5.7

Estate crop.

Smallholder crop.

Purchases and sales refer to "officlal”™ purchases and sales.

.05 level).

Started from a very low base durlng 1970 to 1978 and then dramatically tncreased in 1979.

“Net galeg” are uales mlnus purchages.

In gome cases dats are not avallable for the complete 1970-85 period.



VEARS AND SOURCES rOR TABLE 5

Expart Yoluaes Naize Production
1EEYA 1470-1985 tconoert Surveys KEWYA
Producticn 1570-1784 NCFB
MALAYI 1970-1985 ADRARC Purch2ses & Sales 1970-1385 HCPB
TAHIANIA NaLAY] .
Cottee 1970-1951 1976-1948; Hin. of Agriculture; 1979-198i: iBRD Production 1970-1964 FAD
Cloves (970-1981 134D Purehases 1970-1985 ADMARC
Tobacca 1979-19895 1970-1978: Hin. of Agricutture; 1979-1983: HOB Sales 1972-1985 RORARC
Cotton 1979-1984 1970: E1n. of Agriculture; §971-1973: ®DB; 1976-1981: IBRD
Stsal 1970-1981 KB TARIANIA
Casneunuts 1970-1985 1970-1970: Kin. of Agriculture; 1977-1%85: MDB Producties §9790-1784 FAD
HEP] 1970-19a4 1970-1977: Internat '} Yes Cozsitiee; 1978-1994: USDA Purchases 1370-1949 nig
dales 1970-1+83 i}

Frocuction Ynluaes

---------------------- Food leports 1976- 1963 Borld 3znk Trade Systee (EFD) and Countrv Econosic Neeorandy
KEHYA

Cotiee 1976-1785 kenya Cottee Board Food Ard

tec i970-1985 kenya fea Pevelopeent Authoetty —  —emeeee

Sugar

--Saal tholder 1973-1985 Econoaic Surveys KENYA 1570/71-1964/8% FAR, "Food Aic 1n Fiqures®, Decesher 1383

--Estate {970-1985 fconpaic Surveys

Dairying 1970- 1783 Jata cospiled by 1. R, WcDonald hALARL 1970/71-1983/84 £AD, “Food A:10 1a Figures®, Leceabar 1983

Rice 1970-1982 ¥enys Statistical Abstrect

Cotton 1970/71-1964/85 Loiton Seed and iant Marketing Board TARIANIA 1970/71-1984/85 FAD, ‘Foos Atd 1s Fiqures®, Teceabrr 1583
RAL Al] 1970-1383 ADHARC
TANTARIA

Coffee 1970-1585 1970-1972: EEC; 1973-1985: MDB

fea 1970-1985 nDB

lobarco 1979-1985 1]

Sugar 1970-1985 noB

Cotton 1971-1384 Hoy



Production of burley tobacco increased by 15.4% annually, flue cured tobacco

by 10.4%, tea by 4.5% and sugar by 14.7%. Groundnuts (the arly crop grown by

~

smallholders). which was previonsly a majer CXpOri generating abourn 11¥ of
total export earnings in the 1970-73 period. dezlined to 1.2% in rhe 1982-85
period. Groundnvts euport volumes declined by 13.2% annually and the
production of cectton (another smaliholder crop) alsa declined by 12.5%
annually.

Tanzania has had a much more diversified export base compared to
either Kenya or Malawi with coffee contributing 23% to 35% of total export
earnings during the 1970 to 1985 period, but with other lmportant exports
either stagnating or declining in shares, 2.g., cloves and tobacco remained
steady ar around 10% anag 4% of earnings, respectively, but cotton declined
from 20% to 14%, gisal from 1. to 6%, cashewnuts from 9% to 4%, etc. Only.
coffee and tea export volumes grew in Tanzania, but by only 0.8% and 1.9%
respactively. FExport volumes of all other major crops showed a decline e.g.,
cloves annually by 2.7%, and tobacco by 4.7% (both of these albeit at
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, 1in
Tanzania it declined even more sharply than agricultural exports leading to an
increased share of smallholders in export crop production, if only by default,
For example, estace coffee production declined by 4.1%0 annually whereas small-
holder producticn increased by 2.3%Z annually. Smallholder tea production
increased by 13.7 znnually albeit from a small base, wheress escare production

increased only by 1%. Both smallholder and estate tobacco production declined by

4.8% and 7.5%7 annually from 1979 on. Sugar production increased only by 0.8%.



2. Food Production

The comparative pertormance in food production in the three countries
ls of interest from the viewpoinc of its effect on welfare as well 2s balance
of payments. However, the relevant data fivom FAO and the cespective
ministries of agriculture are relatively less consistent thanm in the case of
export crops. With the exceprion of Malawi we have relied on the data from
the ministries of agriculture, which appear to be liternally more consistent,
although they are based on subjective reporting systems whose validity 1s not
very certain.

We focug on maize as the mosr important toodcrop in the three
countries. Kkenya shows a growth rate of 3.9% annually between 1970 to 1985,
compared to 2.1% for Tanzania and only 1.5% for Malawi {Table 5). While Kenya
appears to have done better, ocher related indicators of maize performance
need to be considered to make & firm judgement given rthe paucity of reliable
production data. i‘rom this viewpoint, Ke-ya's food lmporte show a faster rvate
of growth (6.4% anuually) compared to Tanzania's (3.0%) and Malawi (3.1%).
There are three possible explanations for thig. First, food imports volumes
are greatly influ:nced by the incidernce of droughts. Kenya's largest imports
took place 1n 1985, i1.e., at the end of rhe period uunder consideration whereas
Tanzania's imports were great in 1974 and 1975. The timing of these increases
affects the growth r*tes.i/ 3econd, food aid data show higher receipts ror

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

1/ Also, the greater year to year fluctuations in Tanzania are reflected in a
higher 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 food aid once again show higher growth rates for Kenya (43.1%) compared

B
L

to Malawl (28.6) and Tanzania (23.5%7), albelt from a small base, Tinzania also

received more skim milk powder than Kenya wnich had a much more thriving

. . . . l/

domestic dairying industry.—
Thirdly, higher food imports may be a result of more rapid growth in

domestic demand, which would be a finction of urbanization and cverall

2/

population as well as income growth.Z Kenya's population grow:h 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, suppcrting Mellor's
observation that the 29 most rapldly growing developing countries have
experienced the most rapid rote of growth in food imports.2 ihis point also
appiles to the supply «f maize offered to official channels by producers.
Because much of the growth in Kenya resulted from the settlement of small
farmers on former!y European lands, <he productivit er ha of maize

J P 3
increased. However, marketed surpluses did not increase commensurately due to

4/

increased domestic demand.2

1/ Needless to say, Kenyaz's food import capacity was greater than that of
Tanzania or Malawi. [ts 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 »f 42% of export esrnings in 1975.

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

3/ J. W. Mellor and B. F. Johnston, "The Wor.d Food Eunation:
Interrelations Among Development, Employment and Food Consumption,"
Journal of Economic Literature, 22 (June 1984): 5.1~574.

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



Data on "officially" marketed surpluses and official maize sales
allow determination of the extent ot net official sales, which provides
additional insights concerning the growth of domestic food produccion,
performance and consumptiocn. n Kenva growch of volumes sold during 1970 to
1985 to the orficial monopsoniszt National Cereals and Produce Board (NCPB)
were 2.4% (a staristically insignificant growth rate) and maize sales by NCPB
were 9.2% annually, or a growth in net sales of 6.8% (sece Table 5). In
contrast, in Tanzania official malze purchases by the National Milling
Corporaricn (NMC) increased by only 1.1% annually and sales by 1.9%,
reflecting a growrh rate of net sales of 0.8% annually.

In Malawi, o2 tne otner hand, ADMARC purcheses increased by an
unprecedented annual rate of 15.1% annually whereas ADMARC sales increased by
23.7% annually suggesting a growth of net sales of 4.6% annually. It 1is thus
evident toat of the three countries Kenva has had the highest rate of growth
of net sales, even in the face of the highesc growth rate of maize production,
suggesting increased dependence on the market by the Kenyan population.

The growth of ADMARC's mnaize purchases has baffled many ohservers in
view of the low growth .ate of maize production, although they seem to be less
puzzling when considered in relation to sales. Some observers have arguad
that growing official maize purchases reflect an element of distress in the
post narvest season rasulting from the lack of growth of agricultural incomes

1/

and purchasing power among rthe vast majority of small producers.=L

1/ See, fer 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
. A , 1
ot this conclusion.2’
We will examine the role of price an! technology policies in
explaining the likely growth of food production and consumption in these three

countiies in Section III.

D. Agriculture and GDP Growth

The three countries have had strikingly differenc GDP growth recovds
since the mid~1960s, which have been close! - related to the growth of their
agricultural sectors. Over the 1967-1973 veriod, GDP at factor cost grew at
7.8% in Kenya, compared to Malawi's 4.6% and Tanzania's 4.4% (see Table 6).
fgricultural GDP grew at a high 5,4% in Kenye duriag the same period mainly
due to the growth of smallholder coffee, tea, maize and dairying compared to
2.8% and 2.3% in Malawi and Tanzania, respectively. During 1974-78, GDP
growth was similar (at 4.5% and 5.1%) in Kenya and Tanzania as was
agricultural GDP growth (4.1% and 4.7% respactively). In Malawi however GDP
growth accelerated to 6.4Y and, due to the policy of estate expansion detailed
below, agriculture GD? was also much higher at 5.87%. Kenya, however,

experienced a robust 4.3% GDP growth rate during 1979-81 after the second oil
P 8 2

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

1/ "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 Develcoment, Minictries of Agriculture, Finance, Tducation
and Culture, Health and Community Services, for the Interministerial
Symposium on Nutrition and Development held in Mangochi from 31st of
July to 2nd of August 1986, -



Table 6
REAL GNP GROWTH RAT®S (a)

(PRACPNT)
YT AR CFENYA MALAWT TANZ ANTA
1947=71

Agriculrure 5.4 2.8 2.1
Industey 14.0 .3 *« 4,8
(Manufacturing) 14.2 5.9 7.8
(Minirg) 12.8 -5.2
Infrasteuctury 7.7 L OBL2 . 9.5
Publiec Admintistr. -

4 Nefanne 10.1 0.1 7.8
Nehare .7 5.0 2.7
Gne ¥.C. 7.8 4.6 4.4

1974=73
Agriculture 4,1 5.8 4,7
Indusrry A.b 6.7 4,1
(Manufaccuring) 6.6 6.7 4.7
(Mining) 6.5 2.7
Infrastructure 3.3 2.h 3.9
Public Adminiscr.

& Defenue f.b Se7 11.8
Nshars J.R 7.6 4.0
GOP PO, 4,5 6,4 5.1

1979-81
Agricul ture 143 ~3.9 =1l.0
Induscry .3 2.8 -9,4
(4anufacruring) 5.5 2.8 =1n,2
(Mining) -8, 2.7
Infrastrtucture 5.9 4 =2.2 5.6
Public Administr,

& Nafensa 6.1 8.2 10.n
Nthars he3 -2.6 -N,3
nne r.C. 4,1 ~0.8 1.7

19R82=34
Agricultura 4,4 5.8 . 1.8
Industry 3.0 3.4 =10.0
(Manufacturing) 3.0 3.4 -9.9
(Mining) 0.0 -2.7
Infrastructure 1.6 0.8 -5.6
Public Adminiscr.

& Nefansae 4,0 7.7 8.2
Otharn 4.0 5.1 0.9
GDP P.C. 1.7 boh 1.1

» Induntry {s defined as Mining (fuel and other matals) and manufacturing.

LA Infrastructure {3 dafinad as Construction and Transport and Communication.

% (TP {3 at factor cost to be consistent with individual sectors whose dutput sre
at factor cout -

(a) Avarage annual growth ratas.

Source: World Rank, PNDP for data up to 19A3 for Xenva and “slawi, and up to 198
for Tanzania. 1934 Adata sre ochtained from (¥Ma for Kanva and “Malawi,
Tnpublishaed Adata obtained from the Rank of Tanzania and othear Tanzania



1.7%. During this period agricultural growth once again mirrored overall
growth performance. Kenya's agricultural growth rate was also the besc (1.5%)
of the three compared to a sharp drop of -3.%% 1n Malawi (due ro a severe
drought during the 1979/80 growing seascn) aid -1.0% in Tanzania.

By 1982-84, GDP growth had been restored to 4.6% in Malawi, rose to
3.7% in Kenya, but remained oniv 1.1¥ in Tanzania. Once agaln, the agricultural
sector growth rates contributed to the GDP growth rafes, being 4.4% in Kenya,
5.8% in Malawi buc only 1.8% in Tanzania. 3everal other sectors of the
Tanzanian ccoacmy alao experienced negative growth (-10.0% in industry, =5.6%7 i,
infrastructure, etc.) resulting from the foreign exchange crisis created by
stagnant experts. Thus. the gap between the performance of Kenya (and to a
lesser extent of Malawl) with that of Tanzania had widened considerably by the

beginning of the 1980s with Kenva's performance being the best of the three.

E. Macroeconomic Environment

Kenya's superior agricultural performance is a result in part of the

1 .
10

[T

i

extent to which Kenya adepted gererally moderate macre Zoon@mic co 5.
Figure 3 shows the trade weighted real effective exchange rates for Kenya,
Malawi and Tanzania usiag the 1972 base. Malawi and Kenya each avoided
overvaluaction of their currency through regular ad justment of the nominal
rates wheceas Tanzania's exchange rate overvaluation increased sharply over

time with the index having reached 33.9 in 1985 compared to 98.9 in Kenya and

112.1 1/ in Malawi. Kenya's gross domestic saving rate was also the

1/ The results do not change much if a current 1982 base is used.
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highest (20.8% in 1967-73), falling slightly rto 18.3% in 1982-54 (Table 7).
In Malawi 1t was 8.2% in 1967-73, rose to 18.3% in 1C74-78 and fell to 14.9%
in 1982-84. I[n Tanzania the domestic saving ratz fell sharply from 18.2% in
1967-73 to 8.37 in 1982-84,

Gross cap:tal formation as a share of GDP was 22.3% in Kenya in 1967~
73, rose to 27U in 187931 following the coffee boom and declined to 21% in
19832-84., Concommitment with Malawi's higher srowth rate in this period, gross
capital formation reached 4 high of 29.6%Z in Malawi during 1974-78 (through a
combination of increased hervowing and savings), but by the early 1980s it had
faller to a level similar te Kenya's. la Tanzania, the rate remained at
approximately 21% from 1967-73 vo 1982-84. Xenya's savings and investment
behaviour involved broader participation than in Malawi as in the latcer case
it was clogely assoclated with the growth of estates and other investments
tinancea by implicitly taxing the smallholder sector through a producer price

policy (see Section III.3.3).

1. Levels and Sources of Government Expenditures

In this section we examine budgev deficits (i.e., total revenues
exclusive of grants minus total budgetary expenditures exclusive of vending
lending). Kenya's expenditure (less net lending) as = percenr of GDP ranged
between 21X in 1974 and 1984 to 32% in 1979. However, the average share was
very stable and accounted for about 24X except between 1979-81, when it

reached 307 (see lable 8).
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Table 7
INDICATORS OF AVERAGE ECONOMIC PERFORMANCE
(PERCENT)

YEAR KENYA TANZANIA MALAWI

1967~73
Roal GDP Crowth Rates (gdp tiepe) 8> 3.2 5.2
Growth Rate of Population . 3.5 2.7 2.5
Par Capeoto wis? Growth 5.0 2.5 2.7
[nvestment to GDP Ratlio 22.3 20.8 20.0
Total Saving Ratilo 20.8 18.2 8.2
Net Kxporte Ratio =13 -2.6 -11.8
Current Account DeYlcit to GDP Ratio =3.0 =2.9 -11.7
Tural Deot to fxporcrg 6l.4% 120.6% 148.7*
Dabt Service to Exports 4,7% S.6% 7.1*
Flscal Deficit to GDP Ratio -3.4 =-5.0 -2.4
Inflacion Rate (cpil) 4,2 8.5 12.5
Inflation Rate (gdp deflator) 3.3 6.2 5.8
Real Groweh Rate of Agri. Output 5.4 2.3 2.8
Real Growth Rate of Manuf. Output 14,2 7.8 5.5
Real Growth Rate of Mining 12.8 Ty
Rea) Growth Rate of Exports 3l 3.6 5.9
Real Growth Rate of Imports 4,0 6.1 8.7
Borvowing from the Central Bauk as % GDP 1.0 3.6 1.4
Rural Population as % of Totazl 89.7 92.8 92.6

197473
Real GDP Growth Rates (gdp a.p.) 4.7 4.7 6.0
Growth Rate of Population 3.6 4.0 3.4
Par Capita GDP Growth 1.1 0.7 3.2
Investment of GDP Ratio 23.5 20.6 29.6
Total Saving Ratie 20.0 11.0 18.3
Net Exporta Rario -3.5 -9.6 ~11.3
Current Account NDeficit to GDP Ratio =6.2 -8.1 -8.9
Total Debt to Exports 74.6 147.1 181.7
Debt Service to Exports 6.4 6.6 12,5
Fiscal Deficir to GOP Ratio =-3.6 =7.6 -0.9
Inflation Race (epi) 16.0 .15.1 8.5
[aflaticn Rata (gdp deflator) 14,5 14.7 10.2
Real Growth Rate of Agrlculture Output 4.1 47 5.8
Real Growth Rate of Manufacture Cutput 6.6 4o7 6,7
Real Growch Rate of Miniag 6.5 -2.7
Real Growth Rate of Expures 2.0 -6.8 0.7
Real Growth Rate of Lmmorts 7.8 2.8 6.1
Borrowing from rhe 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 TANZANIA MALAWT

1979-81
Real GDP Growth Rates (gdp a.p.) 4,2 1.8 2.0
‘rowth Rate of Populacion 5.3 3.2 2.6
Per Capita GDP Growth -1.1 -1l.4 -0.6
Invescment to GDP Raclo 27.0 22,2 27.0Q
Total Saving Ratio 18.2 10.8 13.2
Net Exports Ratlo -8.8 -11.4 -13.8
Current Account Peficit to GDP Ratie ~10.5 -10,2 -12.7
Totzl Debt to Exports 120.2 261.1 211.4
Cebt Service to Exports 146.3 9.4 24.8
Flacal Deficit to GDP Ratio ~4.,6 -10,1 -1,0
Inflaticn Race (cpil) 11.2 23.2 4.0
Inflacion Rate (gdp Deflator) 9.0 21.9 9.1
Raal CGrowth Rate of Agriculture OQutput 1.5 -1.0 -3.9
Real Growth Ruce of Maaufacture Qutput 5.3 -10.2 2.8
Rzal Growth Rate of Mining ~8.3 2.7
Raal Growth Rate of Fxporus -1.2 3,3 11.9
Real Growth Rate of Imports ~9.9 ~8,3 -4 .6
Borrowing from the Central Bank as ¥ gdp 6.0 18.4 9.3
Rural Populatica as % of Totwal 85.8 88.2 90.5

1982--84
Real GDP Growch Rates {¢dp w.p.) 1.8 1.1 3.5
Growth Rate of Populanion 4.1 3.2 3.8
Per Capita GDP Growth ~2.3 -2.1 =-0.3
Investment to CDP Ratic 21.2 20.1 21.9
Toral Saving Ratio 18.13 8.3 14.9
Net Exvorts Racdo -2.9 -11.8 -7.0
Current Account Deficiz ro GDP Ratio b7 -11.9 ~3.0
Total Debt to Exports 158.8 490.6 257.0
Lebt Service to Exporcts - 20,9 12,7 21.7
Flacal Dzficir to GDF Ratio -3.9 -3.9 -7
Inflation Rate (cpi) 14,0 30,6 5.4
Inflavion Bata (gdp deflator) 9.6 12.9 9.4
Real Growth Rare of Agriculture Output 4.4 1.8 5.8
Real Growth Rats of Manufacture Qutput 3.0 -9,5 3.4
Real Growth Rate of Mining 0.0 =2.7
Real Growth Rate of Exporta 2.9 -15.8 -0.9
Rzal Growth Rate of Imports -6.4 -4,1 ~0.4
Borrowing f.om the Central Bank as 7 GDP 10,4 21.9 19.3

Raral Populaclon as % of Taral

The Average {a over 1970 co 1973,

Source: ‘World Bauk (EDP, CEMs, World Tables),

IMF (IFS, 1985).



Table 8

Coaposition of Government Financial Gperations
(Percent af 50F at Marxet Prices/
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1971-73 1974-79 1979-81 1982-86
henya
| Bovernment Expenditure 4.8 LA 30.4 4.3
2 Governaent Revenus 19, 18.8 23.9 22.4
3 Budgetary Deficat (2-1) -5.3 3.3 ~4.3 -1.9
4 Hoverngent Expenaiture & Net Landing 25 24.3 3i.8 28,9
5 Bovernoent Revenue & Foretgn brants 19.5 19.3 ° 24,4 U2
6 Over-all Defrcit (3-4) -3.3 -3.1 -1.2 -4,7
7 Financing The Defrcit (F+9-10) 5.9 5.1 7.2 4.8
8 External Borrouwing 2.4 1.9 1.5 1.2
§ Dosestic Borrowsng 1.2 2.9 4.2 3.4
1¢ Change 1n Cash Balances -0.2 -0.3 0, -0.2
Halawm
| Governaent Expenditure 23.5 2.1 3 30.2
2 Bovernaent Ravenue 14,2 14,1 18.9 18.1
3 Budgetary Deficit (2-1) -9.2 -8 -14,1 -12.1
4 Boverneent Expenditure % Met Lending 25 23.3 I5.1 30,3
3 Bovernaent Revenue k Foreign brants 13 153.3 2.3 20,8
& Qver-all Deficit (5-4) -10 -d -12.4 -9.3
7 Financing The Dedrcit (B+9-10) 10 8 12.9 9.5
8 Externa: Borroulng 6.9 3 1.4 3.9
9 Doaestit Borromng ) 1.7 3.9 43
i0 Change 1n Lash Balances -1.3 -1.3 -l.6 0.7
Tanzania
| Govurnoeat Expenuiture ol 28 J4.3 38.3
2 Boverngent Rovenue 16,7 18.7 2.1 22.1
3 Budgetary Oeficat (2-1) -4,5 -9.3 -13.5 -18.3
4 Governaent Expenditure L Mgt Lending 22.3 28,2 J4.3 38.3
5 Bovernaent Revenue k Foreign Brants 17 20.8 24.4 6.2
§ Qver-all Defrcat (9-4) -3.2 -1.4 -9.9 -12.2
7 Financing The Defrcat (Be9-10) 5.3 7.7 9.8 12.1
§ External Borrouing 1.9 2.7 3.2 1.4
9 Dosestic Barrouing 2 2.4 8.3 9
10 Change tn Cash Balancay -1.4 -2.4 1.7 -1.7

" = o e ha e L e e e el S A S A e e i e L e D e ot o —————- - -

Nates Host of the Data ere resrinted 1n Corresponding CENs

Tanzania Serres Start 1a 1972 and ends 1n 1983

Halani , series ends in 1989

Kenya,s 1985 and 198¢ data 2re froe Budget Estimates

Overall Defirit and total Financing may not match exactly,becausa of rounding
Sources For Kenya ,Kenyc Stast.Abstract, Central Bureau of Statistics,Ministr.of Finances

Far Malami,Public Sector Financial Statistics,Economrc Reparts 1983,

For Tanzania, Bureau of Statistics, Economic Surveys, Statistical Abstract
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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. In Tanzania, the
CDP share of total expenditure (less net lending) showed a4 continuous increase
ranging betweea a low of 207 in 1972 to a peak of 40% in 1982.

Expenditure as a share of GDP was the highest in lanzaniz followed by
Malawi, then Kenya. Also the share grew faster in Tanzanis “han in Malawi and
Kenya. Shares showed a decline after 1982 in all thrée countries,

The share of revenue (exclusive of foreign grants) in GDP does not
differ greatly among the three countries. It ringed between 19% in 1974-79
and 24% 1n 1979-81 in Kenyn: between 14% in 1974-79 and 18.9% in 1979-81 in
Malawij and between 16.7% in 1971-73 and 22% in 1982-83 in Tanzania. Both
Malawl and Keaya show a very similar pattern in terms of domestic fiscal
revenueg. 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 highesc revenue/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 niace of GDP. Malawi comes second with a relatively higher
expenditures share but with a relatively Jower reveanue share.

Tanzania showed the highest budgetary deficit in terms of GDP share
with the highest expendirure share and relatively higher revenue share. The
pattern for the bhudgstary deficit is the same as the pattern for the revenue
share in all the three countries. However, overall deficits, showed
different ranking, altering slightly “he position of Malawi and Tanzania. In
Kenya, the budgetary deficit and overall dcficit were very gimilar up to 1980,

after which the overall deficit worsened significantly due to the combination



of steady fcrelgn grants and increasing net lending (see Figures 4 and 5,
p. 25). Similar trend. were noticeable in Malawi up to 1980. From 1980 an,
while the ovevall deficit worsened in Kenya relative to the budgetary deficit,
in Malawi the oversll deticit improved over the budgctary deficit, due to an
increasing GDP share of foreign grants to Malawi, cgpecially since 1978.

In Tanzania, the overall deficit was smaller than tne budgetary
deficit throughout the period, due to an increasinyg share of foreign grants in
GDP, with the shave of foreipn grants in GDP being largest gince 1979.

Malawi, with icsg larg

o

et overall deficit relied more an foreign borrowing as
compared to domestic borrowing Lo finance its overall deficit while Kenya and

Tanzania used relatively more domestic borrowings.

2. Inflation Ra:ces

Malawi had the lowest overall inflation rates of 12.5% in 1967-73,
declining to 5.4% in 1982-84. Tanzania had the highest, rising from 8.5% in
1967-73 to 3L.6% in 1982-84. Kenya's inflation rates have been intermediate,
ranging from 4.2% in 1967-73 to 14.0%7 in 1982-84. While these general
patterns obtaln overall, there is considerable year to year variation in
inflavion rates (see Figure 6, p. 25). To the extent that the stability of
irflation rates lg important as well as their level, Kenya's rates showed less
fluctuation than did Malawi or Tancania. Tanzania's discount rates were the
least adjusted to its inflation rates compared to Kenya's or Malawi's,

although ail had negative diascount rates.

3. The Effects of External Shocks

A ccmparative examinatior of the effects of external shocks was

undertaken ir this study as African, especially Tauzanian, policymakers have



emphasized the adverse effects of shocks an their economies. Ansu decomposed
the sources of variations in current accsunts in terms of shocks (i.e.,
variation 1n terms of trade, interest payments and cho growth of foreign
demand less interest rates) and policy~hasaed changes (chang=s in market
shares, in real CDP, changes in import demand due to expenditure switching as

import substitution policles and interest payments due Lo increased debt).
Tanzania's termz of trade index fell the least over rhe period from 1967 to

. ' ' R L/ o
1984, while Kenya's fell the most (see Table 9).17  Thig may be because
Tanzania and to a lesser extent Malawi have more diversified trading partners
including African, Asian and OECD countries while Renya relies culy on the
latrar.

It is furtﬁer 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 based changes in mavket shares were the most urifavourable in
Tanzania, followed by Malawi and Kenya, as Tanzania lost market shares to a
greater extent than did Malawi and Kenya. All three countries compressed
imports, but to a lesser degree in Kenya rhen in Malawi and Tanzania. This is
because the lnccme elasticity of imports is greater in Malawi and Tanzania
than in Keaya. The inceme growth cffect contributed the most to rhe 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 of Kenya, Malawi and Tanzania -- 1967 to 1984",
Draft Paper prepared for MADIA Study, July 1986, p. 64.



Table 9
Secozposttion of Extermal SAechs and Pelicies
(prrcent of curreat gép)

[xternal Shocks and Polity Keays ! Ul H Taazsaia H

............................................................................................................................................................................. :

Averages H Lverages H Averiges H

(974-84  1%27-73 i874-70 197941 1997-84A! 1§74-82 §9el-73 1974-70 1979-81 159Z-B4¢ 1874-B4 1967-73 1974-78 1975-Ri 1982-84%

Veriatios ia Ihe Curreat Account 6.t -1.2 -5.3 -9.2 -3 -1.9 -§.7 -8.3 -13.7 -12.0 4 8. -4 -8.7 -8.2 -5

H H H
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laterest Peyoent Bue to {acreased Sebt -0.8 -9.3 -0.9 B B -1.2 0.1 -1.3 -8 -9.1 -9 -¢. & -1.4

H -1.2 6.2 -1.9 4.8 -6.2 1
Others 3.2 3 R [ 3.7 7.4 -1 A 5.9 -3 3.4 i.§ 1.5 L 5.¢
Fluctuations Around Ave ferket Share 0.4 0.2 2.0 -0.2 -1 2.4 -8.2 2.4 2.1 1.8 0.4 vl .9 6.3 -2.2
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Bet Policy Lifect®y -8 6.0 0.0 -0.1 -0.2 38 2.2 (] 1.8 2.4 2.1 -1.4 0.2 -3t 0.3 0.9

Rotes v thes lagects arceed Exports The Carreat Accouat could Deteriorate
fvea 45 the teras of Irade 1asroves
o Policy effects less real gdp growth eiiect

Scurce : IFS.IKF,1985,1984



Both Kenya and Malawi experienced greater shocks due to changes 1in
interest rates and increaseu pavments due to an increased debt burden, but
each of thoo- w»e sroaoer for Malawi than for Kenya due to Malawi's higher and
increascd borrowings. Kenya on the other hand was paying th~ highest incerest
rates on foreign loans, tollowed by Malawi. Tanzania was a distant third with
even declining rates due to greater reliance on public loans.

Table 9 shows that the contributions ot pelicies have been negative
in each of the countries. However, thisg picture is misleading for the
following reasons. In all three covantries, 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 wculd argue that it was bad

.1/
policy to allow real GDP to grow''.L’ One can also argue that growth itself is
not a policyj it i+ vhe result of policies. Hence, to better understand the
effects of policy-controlled factors, one has to substract the induced import
effect of real growth. Table 9 indicates that in Kenya the net effect of
policies (policies less GDP growth) was virtually nil; positive in Malawi, and
negative in Tanzania, thus, retntorcing the effects of stocks im the latter.

The effects of other shocks such as Tanzania's involvement in the
Ugandan war or the bhreakup of the East African Community were not measured as
reliable data on these subjects are d4ifficult ro obtain. [n any case each
country had some unique shocks (e.g., the return of the migrant workers in
Malawi in the early 1970s, and tue effect on Malawi's transport routes of the

Mozambisi ~av - coacing it $50 million dollars or 20% of Lts export earnings

in 1985).




4. Patterns of Government Expenditures

Figures 7a and b show the parrarn of capital and recurrent budgetary
expenditures of the three governments by sectors over the 1970 to 1986
period. The share of agriculture in total expendituces was hizhest in Malawi
(ranging between 10% to 16%) and lowest in Tanzaria. Alsc in Tanzania
agriculture's share declined sharply from 117 in the early 19703 to 7% by the
end of the 1970s whereas that of the industrial sector increased from 2% in
1972 to 11X in 1980, a reaulr of Tanzaria's adoption of the Basic Industrial
Strategy.

Refiecting a steadier poiicy environment, agriculture's share
fluctuated bertween 8% to 12Y im Kenya. In Kenya's case the share of the
developmental budget going to agriculture increased ¢harply reaching a peak of
23.3%7 1n 1974 from a base of 13% and declined to a low of 17% in 1985 while
showing some fluctuations from year to year. The share of the recurrent
budget goinuz Lo agriculture had declined from a high of 8% in 1970 to 4.4% in
1979-80 resulring in a shortage of recurrent finance in agricultural
projects.i/ Recurrent funding problems were also prevalent in Malawi and
Tanzania due to a similar switch in shares of recurrent and capital
axpenditures.

Total governmental expenditures (developmental and recurrent) showed
msjor differences in Kenya, Tanzania and Malawi. Kenya showed the highest

share of central government 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 explaised partle by the
trippling share of public debt in recurrent expenditures by the late
1970s from the 1970 base, going from 6% to 17.8%.
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Commensurarte with its poor social indicators (see next section),
Malawi had both declining and rhe lowest shares of expenditures on social
services with tne lavels being well below 20% == 15% in 1980 and 1981 cempared
to the high ot 25% in 1970. Malawi's expenditures on education were the
lowest of the three and Xenya's the highest. Tanzanla's share of social
services declined in rthe latter half of the 1970s from a high of 28% to a lLow
of 21Z. In concrast, the share of its defense expenditures rose from a lLow of
9.7% in 1973 to a high of 24.4% in 1979.

It is paradoxical that Tanzania, a large country with low population
densities, poor initial infrasvructure and population concentrations mostly in
the areas bordering on other countries, devoted a smaller share (averaging
about 7%) of its resources to transportation and communications compared to

1/

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

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

Tanzania's expenditures on transport and communications declined to
p

1/ Tanzania has a total road network of about 50,000 km. This means it
has about 2.9 km of rcad 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 1972.1/ However even this
limited budget reflects the facc that like Malawi, Tanzania devoted resources
to non~productive constructlon of a new capital city in Dodoma.

A factor contributing to the growth of expendifures and the stiortage
of recurrent funding fcr operating expenses was rapidly increasing public
sector employment in all three countries. The growth of public sector
employment was, however, the sharpest in Tanzania, i.e. 15.6% annually between
1976-77 and 1977~78. Reflecting the lower priority attached to agriculture
relative to other sectcrs, public sector empleoyment growth in the agricultural
sector was nonetheless siower than ia other (especially education and
industry) sectors. A small fraction of these emplovees, (10%) were involved
in the provision of bdsic services in the Ministry of agriculture, over which
the Ministry of agriculture had lost control subsequent to the
decentralization of the Tanzanian administration. Sevency seven percent were

working for paratatala.

5. Indicators of Investments in Human Capirtal

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

cssibilities by increasing capacity to plan and manage the economy. Ra 1d
p ¥ g P Y p g y p

1/ Tanzania also ranks among the lowest in Africa with respect to the
share of public capital resources (13%) allocated to transport
(compared to 22%Z to 25Z for Kenya and 31% for Malawi). The private
trucking fleet in Tanzania has been shrinking in size. BRefore 1974
private truckers provided all the commercial freight haulage

services. By 1977 thia snave had declined to about half of the total
market. Truckers left the agricultural industry and concentrated their
operations in urban areas, leaving rural areas to parastatal 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 imporkant to
note 4t the outset that Xenya started out with higher popuiation wrowth rates
(3.8%) between 1967 and 1973 compared to Tanzania (3.2%) and Malaw: (2.8%).
While population prowth rate accelerated in all three countries, in Kenya it
reached the highest level -- 4% during the 1973-84 period.

Tanzanla and Malawi started out with poarer initial conditions than
Kenya in 1965 as regards social welfare (see Table 105. Malawi had the lowest
life expectancy tor males and females compared to Tanzania and Kenya. Kenya
continued te hold a lead in female life expectancy cover Tanzania and Malawi.
However the percentage galn in Tanzania's female life expectancy was greater
(20%) compared to Malawi's (15%) and Kenya's (22%). The same applied in the
case of male life expectancies, with Kenya holding the lead but with Tanzania
showing a slight edge (22%1) compared to Kenya (21%), and Malawi showirg the
least percentage change (16%).

With regard to the aumber of persons relative to physicians, Malawi
starced out over three times as badly off (46,900 persons/pnysician 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
detericrated over time (Qith the persons/physician ratio rising to 52,960 1in
1981) while Kenya reduced the persons/physician ratio by half from 13,450
persons to 7,340 during the same period. Tanzania's ratio was 19,810 persons
per pnysician in 1978 (cthe iatest year for which figures sre available).

Kenya also ecntinued to hold the lead in tie spread of primary
education, increasing the percent of those of school going age attending
schocl from 40% to an impressive 97% for females and from 69% to 104% for

males. Tts lead in secondary education, with 4% to 19% of the age group
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receiving seconiary education, is even more impressive. Tanzania's gain in
primary education (84% of the age proup) was :ne greatest given the low base
(40% in primary aducation) but there .ae no significant movement in the
numbers atteading secondary education in Tanzania (an increase from 2% to
3. Malawi made the least progress on the prowth of primary educatian
although its rela ive position on secondary education improved from 2% to 5%
both over time and relative to Tanzania's.

Malawt had the lead in access to safe water (33% of the population)
in 1973 over Tarzania (13%) and Fenva (15%). However, Tanzania's relative
gain (an incresse o 34%) was che geeatest compared to the total coverage
achieved in 1980 in Malawt (417) or Kenya (26Y).

Encouraped partiy by the donors, Tanzania aaopted a policy of
providing pived water to the entire rural population by 1991. However, in
1984 half o? the rural water suppiies provided were either inoperative or
operating at reduced capacity.i/ [t 13 thus not prssible to indicate the

actual extent of rural water access.

II. LEVELS OF FOREIGN ASSISTANCE

Judging the appropriacencss of Official Development Assistance (ODA)
levels is not easy. Nor is it easy to sort out the degree to which overall
ODa levels have contributed to agricultural growth. ODA levels may be
'

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"
g p p

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 e:onomic performance is the criterion, then Kenya would cleariy seem
to have been more qualifted for higher ODA levels than Tanzania and perhaps
Malai. [In actuality, Tanzania received subsctantially higher 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 Figures 8a
and 8b). Although Tanzania's ODA peaked in 1981 once a pooOr commitment to
pclicy reform way noted by denors it nevertheless remained higher in absolute
and per capita terms ($25) in 1984 than Kenya's ($21) and Malawi's ($23).
Kenya's showed a significant rise from 1977 to 1982, decliiing thereafter.

ODA 1s also yivem by donors so as to induce policy changes, an
approach 1nitiated in the early 12990s. On this basis, the country with the
least distorted policies, Kenya, should have received lesas assistance than
Tanzania or Malawi, because Kenya's performance had the lesst need to
improve. In fact, however, since Kenya and Halawi appeared to be more willing
to undertake policy reforms rhan Tanzania, they received greater 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 10Y for Tanzania. &: f June 1986 Malawi had
received thrvee structural adjustment loans with amounts of $170 million by the
Bank, and Kenya three structural and/or sector loans amounting to $245.9
million whereas Tanzania received no funding from 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, oDpA
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averaged 5.3% of éenya's GDP (21.9% of government expenditures). In Malawi
and Tanzaniz, ODA was 9.6%Z and 9.7%, respectively, of GDP, (43.8% and 31.9% of
their respective povernment expénditures).

The Bank's share in ODA could be a reflection of its influecnce in two
quite different ways. A smaller share might mean lower tinancial influence
but great need for aid coovdination. [t might, however, also mark the fact
that through co-financing of projects or programs with other donors the Bank
could influence project level investments or sector level policies and
institutions. ODA was 2 smal .52 in Kenya during 137084, compared to
nearly 20% in Malawil and Tanzania {cee Figure 9). The share of Bank lending

(as distinct from IDA credits! to Kenya wag larger than in Tanzania and

Malawi. The Bank'

1

L9.4% shave in net vesource transfers (TRN) te Kenya was
similar to the 20.3% in Malawi; TPY to Tanzania was only LL.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' perceprions 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 welght than its direct
contribution to ODA might suggest; (ii) the Bank's extensive practice of co-
financine individual proiects with other donors;l/ and (iii) its recent active
role as an «id coordinator, especially given the growing importance of macro
and sector policy reformsg.

The Bank's influence hags, however, been Less strong in Kenya than in

Malawi where the sources of assistance are less diversified. World Bank and

1/ See Lele and Meyers, op cit.
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UK assistance together constitute close to half of ODA and over halt of TRN.
Malawi's debt has also heen increasing more rapidly than Kenya's. Also, the
UK has tended to align irself with the Bank on major policy issues.l/ The
Bank's influence has, hcwever, been stronger in Kenya relative to Tanzania
because Tanzania receives ovec a third of its ODA from the so-called "friendly
donors" (Scandinavian countries and the Nevherlands) who have been far more
tardy 1n ~ecoguizing the adverse conscquences of Tanzania's industrialization
and other public sector dominated policies on the efficiency of the Tanzanian

economy and have been reluctant to tie their zssistance to macropolicy

. —_ a2/ . .
adjustmenty, as have the Banli and USAID.%’ The Tanzanian government has also
been reluctant co call au aid -oordination meeting on grounds that the donors

for mucropolicy reforms that it was not ready tgc

would gang up and push
undertake. The fivst aid coovdination meeting for Tenzania after 9 years was
held in Paris in June 1986,

Legpite 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 ovarall
agreed upon long term strategy of development for each country; (2) the lack
of donors' willingness to focus on those aspects of agsiscance which they have

the :reatest comparative advantage to address, within the confines of the

limitations posed by the recipient countries' absorptive capacities: (3) the

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

2/ See M. Radetzkil op cit; E. Hanak and M. Loft,"Darish Development
Asgistance ro Tanzania and Kenya, 1962-1984: Its Importance to
Agricultural Development'; B. F. Johnston and A. Hoben, et al, "An
Assessment of A.I.D. Activities to Promote Agricultural and Rural
Development in Sub-Saharan Africa’. Papers prepared for MADIA Study.
(Drafrs).



limitations posed by the recipient countries' absorptive capacities; (3) the
lack of flexibility among donors in providing assistance to countries in the
areas of the countries' greatest need due te aid tying and assorted pressures

tcom domestic constituencies; and (4) inadequate emphasts in th
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countries on maximizing aid effectiveness by ‘irecting aid toward alleviating
their most important long-term developmentecl constraints, rather than for

. . . oo . . 1
meeting 1mmediate short-term political ObJeCClVES.—/

ITI. AGRICULTURAL POLICIES

This section 2xamires why Malawi has had a high rate of growth of
exports, achieved through an estate orient.d strategy, and why its
smallholders have done peorly. It also examines why Kenya has performed the
best in reconciling the objectives of growth with equity. Tanzania's
performance has been poor beth in terms of income generation for the poor as
well as growth. We will also show why Tanzania's welfare-orienred policies
had become unsustainable by the end of the 1970s. Our argument will be that
the relative pertormance of the three countries is not explained by a single
policy, nor indeed even by a few key policies that can be "fixed" relatively
quickly. Rather a cowbination of macveoeconomic and sectoral policies,

structural factors influencing the mobilization of land, labor and capital and

inatitutional and human capital factors brougnt to bear on the development and

1/ Support for these arguments is provided in Part II of the psper which
focuses on the Bank's policy assessment, advice and lending ia 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 the
quality of nactrral rescurce rodowments. Land qualiry differences and regional
differences in populstion densities, however, make intercountry comparisons
difficult. In addition, ecach councry uses a different classificarion system
for categorizing land by agricultural potenciasl. Table 11 presents rough
estimares of the ratio of vural population to agricultural land for all three
countries. Tanzania clearly has a much larger land resource base than Kenya
and Malawl where land pressures are far greater. Only 26 perceunt of Kenya's
land (sq. km.) is classified as agricultural compared to $6% for Tanzania and
38% for Malawi.

Aggregate figures can, however, mask considerable internal
variation. Only 16% 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 crops such ag coffee and tea. Another 29.3% consists of Zone I[II 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 Aqricultural Land

Kenya Malawl Tanzania
Total Land 56,416 9,300 88,360
Agricultural Land (000 ha) 14,703 3,550 49,100%
Ag. Land as % of Tceal Land 26.1% 38.2% 55.6%
1984 Rural Population (millions) 16.0 6,0 18.4
Rural Pop./Hectare of agric. Land 1.09 1.69 0.37

Source:

Land Areas: Kenya -- Farm Managemeni Yandbook of Xenya, Vol, LI, as
reported in Kenya: Agricultural Research Strategy
and Plavn: Priorities and Proyrams, Vol. II, Draft
Reporr, ISNAR, March 1989,

Malawi ~- Malawi Land Policy 3Study, 1986, Table 3.2.
Tanzania — Agricultural and Rural Development Sector Study,
1974, Table 23 ("Agricultural Land" and "High
Altitude Forest').

Population: luternational Finuncial Statistics (IMF), 1985,

Rural Population: World Developuent Reportu, 1986, and World Bank Annual
Report, 198b.

* If "Other Woods, Forests”' 1s included, the area for Tanzania rises to 86,760
hectares. ’
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subsistence production and (non dairy) livestock -- the latter especially in
Zoue VI.

While breakdowns for fanzania using exactly the same categories are
not available, 1t appears tnat while high quality land comprises only a small
proportion of total land in Kenya, it is more abundant relacive to Tanzania's

. 1/ . .
endowment of this type of land.2’ However, Tanzania cleacly has
proportionately vastly more of what is usually referred to as medium quality
land suitaple for rainfed annual cropping of various food crops, cotton,
tobacce and certasln perennials like cashews and gissl (in areas where in the
1950y and 12605 there was impressive growth through expansion of area under
cultivacion). Kenya has relatively little medium pocential land of the
quality enjoyed by Tenzania.

Malawi has proportionately more medium potential land than Kenya but
proportionately considevably less than Tanzania. The important point about
land quality in Malawl is that almost all of the best quality land suitable
ior tea and coffee is already under use and therefore there is virtually no
room for smallholder expangion into these areas. There is land available that
could be brought under smallholder tobacco production, however. The evidence
suggests that much of this land, currently under estate control, is greatly
undarutilized. Thus, the issue with respect to increased smallholder acreage

centers on reallocation of underutilized land rather than expansion into new

unallocated areas.

1/ The situation is less clear in absolute terms. Tanzania may have
almost as many total hectares of high quality land as Kenya with only a
slightly larger population to support.



1. Smallholder Intensification

As indicated in the Introduction, intensification of agriculture is
considered in this paper in three different and interrelated ways: (1) a shift
from low to high value crops on any given land: (ii) increase in yields per
ha. 2f any given crop; and (i1i) a geographical shift in production of crops
from areas ot poor land quality to those of higher land quality.

In view ot the cverall shortages of high quality agricultural land in
Kenya, both external analysts of Kenyan agriculture and Kenyan policies have
emphasized all three ftypes of intensification of agricultural production as
principal means of increasing employment and income generating
opportunities. In contrast, the Malawi government's concern about smal lholder
intensification in the senge of shifting from low to high value crops and a
geographical shift to high potential areas has been a relatively minor until
recently. Tanzania has made major strides in geographically diversifying the
production of maize, coffee and tea to the previously uninhabirted high
potential southern highlands from regions of Northern Arusha, Kilimanjaro and
Bukoba. But its poor agricultural policies have generally arrested
intensification. (In Part II of this paper we will show how donor policy
analysis and investments reinforced domestic pclicy tendencies in Malawi and

Tanzania in the 1970sg.)

B. Small Versus Large Scale (or Estate) Production

How production units (small and large) are defined, how factors of
production are mobilizcd, the prices ac which rhose factors ave mobilized, the

markets in which produce is sold and the prices at which it is sold are all
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policy issues that have major implications for the process of

intensification. These topics are discussed in the sections below.

14

l. Defining "Large' and “"Small"

Differentiating hetween small and large heclders is important, but not
easy. Apart from the problem caused by differences in land qualivy,
conventiong vary across countries with respect to definitions of small and
large farmers. In Kenya, for instance, the definition of a smallholder
holding (with significant implications for access ta lngtitutional credit) is
one with less than 20 ha. Yet three 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 crope are scld are conferred
by the government and/or traditional authorities. In Malawi, for instance,
estates (regardless of siz2) are defined in terms of whether cultivation takes
place on leasehold or (in a small number of cases) an freehold land or titled
land. Customary right ¢o cuirivate and transfer the land through lineage, on
the other hand, (s conferved by the traditional tribal chiefs and this area is
designaced for smallholders.

The verm estate infers a4 large scale farm, but this is not the case
in Malawi where many estates ace farming hectages similar to those of larger
scale smallholders. Further, the size of estates has declined sharply
overtime although, initially, the exnansion of burley tobacco estates involved

the very large farms. Since then the demand for "estates'" has increased due
y g



to the rent element they confer. [t ic for this reason that the distincLion
In nomenclature is significant. Rights to prow export crops such as burley
and {lue cured tobacco are conterred by the government through the granting of
licenses to estates. Estates are also allowed to sell their crops in auctiouns
at close to world market prices. But produce grown on customary land is sold
to ADMARC at lower prices determined by the government. Acress to input
supply, credit and extension ig similarly determined Ey the distinction in
nomenclature.

In Kenya the right te grow certain crops is also restricted by
licenses. Thus ¢uc ro world market demand corcerns, smallholders in Western
Kenya were not permiited to grow cotfee in the 1970a. However, on the whaole
titles to land and licenses to grow crops such as tea and coffea have been
made far move freely avallable in Kenya in areas rhat formerly were Eurcpean
settled or were used as grazing land. For ingtance, the area under tea
estates 1n Kenya ilucreased from 19,6 thousand to 25.9 thousand ha. or a 1.8Y%
annual growth race 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
undec cofiee estates increased from 29.9 thousand ha. to 35.7 thousand ha. or
1.3%Z in the same period compared to that under smallholders from 54.1 to 116.3
thousa.d ha. at 5.52. Data for total area under large scale farming 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 biroken up over time and
there 1s 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, the area under flue cured tobacco
estates increased from 5.8 thousand ha. in 1970-71 to 16.3 thousand ha. in
1984-85, or at 12.1% annually, under burley tobacco from 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. It is noteworthy,
however, that the area reportedly culcivated under burley is only 6 percent of
the area licenged as estate land, reflecting substantial underuatilization of
land use.i/ This alienation has been taking vlace in Malawi despite the fact
that ovarall land pressura is greater than in Kenyz. Table 12 shows both the
lncrease in the amount of land under estate confrol in relation to total

avaliable arable land and the negative balance in arable land suggesting that

smallholders may be cnltivating marginal land.

2. Differential Marketing Institutions

We explore in this secticn tne implications of the more diversified

and more decentralized nature of the marketing institutions in Kenya and (to a
lesser extent) Tanzania campared to Malawi. Both cooperatives and the private
gector had played a more active role in the two countries than was true for
Malawi. Thege differences are first outlined. Then we show that Kenya
broadened the scope of its marketing arrangements to increase participation of
small farmers, whercas Tanzania's policles created very great institutional
instability in marketing institutions coatributing to the growth of the

parallel market in foodcrops. 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 marketing structure. 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 dirfferences and some s.milarities in the structure and
diversity of marketing institutioas responsible for variou. 2rops 1in each
country. For instance, in all three counrries the governments have a de facro
monopsony on the purchase of cereals ~- all have discéuraged the role of the
private trade in grair markets (on grounds of curtailing the activities of
Asians or other African ethnic groups dominant in trade). Malawi went the
farrhest by formally mandating that Asians not reside in smaller towns and
rural areas. Donors have however traditionally somewhat mistakenly viewed
Malawi as a strictly private sector oriented countrey.

ADMARC, the only marketing board in Malawi {until 1973 the Farmers
Marketing Board), buyz all smallholder crops, whereas in Tanzania and Kenya
there are separate marketing organizations for euch major eXport crocp grown by
smallholders. The Nationzl Cerealz and Produce Board (NCPB) in Kenya and the
National Milling Corporation (HMC) in Tanzania have had responsibiliv, {or the
purchase and sale of cereal crops in the 1970s either directly or through
private or cooperative agentgs.

ADMARC' s responsibility for buying all smallholder crops enabled it
to cross subsidize maize producers from the proceeds of implicit taxation on
tobacco, a possibility thar Tanzania's and.Kenya's malze parascatals 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
Lhese agencies contributed to their high interest payments and debts and the
subsequent fiparcial difficulties of these buaras received considerable donor
attention. In contrast, only when ADMARC's financial difficulei. - were
accentuated by che rise in the maize producar price and the less than expected
profits on the tobacco account due to lower world market prices in 1981 did
ADMARC's pricing policies veceive donor attention. ADMARC was considered
efficient despite the gubstantial growth in its pur.hasing centers in the
1970s, which increased its overhead in much the same way as occurred in
Tanzania and Kenva.

As 1n Malavi, export crop produce from small and large holders goes
through different chaanels in Kenya (e.p., tea through KTDA and coffee through
the coffee marketing cooperatives). Large private estates process and sell
their own prcduce at local auctions and export directly to international
markets. Howewver, in Kenya there is no differential taxation of smallholders
and estaces for coffee and tea 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. PRecause che Kenyan marketing agencies (the
coffec cooperatives and KTDA) are generally quite efficient, the marketing
margins are low in relation to actual costs. In Malawi on the other hand, the
prices received by gsmallholders 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 and groundnuts. Thisg
13 shown by the profits and losses made by ADMARC on the various crops as
presented in Table 13.

The extent to which export marketing arrangements are stable and

allow reflection of the world market conditions in the terms received by
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pruducers also affects incentives for maintaining the quality of the export
produce. At [ndependence, some exports such as coffee and sisal, produced by
estates in Kenys and Tanzania, were handled on private account throuah local
auctions (in the case of coffee) and direct sales 1n Europe. Asian traders
handled food crops for small African farmers and sold rural consumer goods and
agricultural implements to them. Marketing and credit co-operatives operated
by smallholders were far more active in Kenya and Tan;ania than in Malawi.
Dairying, pyrethrum and coffce were handled by cocperatives in Kenya, as were
cotton, tobacco and coffee in Tanzania.

[n the case of export crops, especlally tea and coffee, Kenya has
retained and nurtured its earlier axport marketing strategies consisting of
local auctions in Mombassa and Nairobi and sales in European markets and has
as well brought a large number of small producers into the process cf export
marketing. After the breakup of the East African Community and the closure of
the Tanzanian border, Tanzania 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 cotton has also deteriorated due to poor

1/

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

5. Taxation'of the Smallholder Sector

We have seen that Malawi's 2xchange rate policies have been superior

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

1/ See 1983 World Bank Tanzania Agricultural Sector Report.
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implicit taxation of export agriculture resulting in adverse effects on exporr
crop production, as noted earlier. However direct taxation of smallholder
agriculture ha3 heen prevalent in Malawi through ADMARC producar prices. This
lssue was overlooked until recently by avalyste of Malawi's performance, who
explained Malawi's gooi performance wainly in tarms of the outwardness of the
economy a3 reflactoed in Malawl’s exchange rate and trade poLicies.l/ The
prices pald by ADMARC to smellholders for tobacco were as low as 137 to 27% of
the international prices throughout the 19703, whereas the estate producers
szlling on the auccisn floor enjoyed prices which were between 250 to 300

2/

percent higher than those received by smallholders (see Table 14).%

Profics made by ADMARC from paying low prices to smallholders were

invested in estate agriculture and in Press Holdings with equity interests by
President Banda. Table 13 shows the sharp increase in ADMARC's equity shares
in estates from K.(G72 million in 1972 to K14.9 million in 1984, znd in
unsecured loans from KO0.5 miliion to K3.0 million. The sharpest increases was
In income notes in Press holdings during 1983 to 1984 from 0 to K29.2 million.
In Tanzania's case, at official exchange rates the naminal protection
rates ag reflected in the ratios of domestic to international prices were
considerably better 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/ L. Balagsa, "Policy Responses to External Shocks in Sub-Saharzn African
Countries, 1973-1976," World Bank Reprint Series Ho. 270.

2/ See C. G. Ranade, op cit. Quality differences in the types of tobacco
require that these comparisons of the extent of discrimination be
tempered to some 2xtent. However, the general point holds.



Table 14 %

Malawi: Average Tobacco Prices Pald to Estate and Smallholder
Growers and Ratios of Average Pruducer Prices to Export
Unit Values by MNomenclatures

(1970-81)

Estate Tobacco Smallholder Tob:

Zurley Tlue-cured Dark-{ired
Zxport  Average  Ratic of Soort Average  Ratio of Expert  Average Tzt
Unit Grower Zrower Unit Crower Grower Gnit Qrme; o
Value Frice Price o Talue Price Price 0 Yalle ric £
L4 T/ Dpert it ~/g Az Ixport Unis <3 LK T
Value ; Value

1970 106.30 £2.33 2.39 13, 22,63 J.82 33,70 20.30
1971 %2.70 22.38 3.57 1,7 Q.76 0.7 CT.R0 22,40
1972 78.5 35,38 0.71 w460 33,5 8]

¢T3 0.0 2C.37 Q.87 8L 0 170,28 7 .20 2.0
1974 t82.3 109.46 2.57 226,00 8.0 2.26 e 21.20

1975  178.%0 93.22 0.52 207.80  1.9.76 C.23 192,80 25.20
1975 186.5 103.25 0.%6 236.50 LT84 2.93 .30 9.2 2

20 137.35 0.29 275400 72,06 2.83 252.30 33.20
Q978 166,10 1i8.72 0.5 3180 ITLES d.23 2120 L2t
<0 Q7,72 Q.57 260.60 2.3 2.%8 53,80 420

Q80 137.00 n7.7% 0.86 195,30 100.%5 J.3 57,80 4.0

SURCE: Melaw: Statistical Year 3ook, 1 31 and Mirster Agriculture Limited - Tobacco naustry

Stucy, Jel. 1T 1683

*This rable is from C. G. Ranade, op. cit,
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Table 16

RATIOS OF PRODUCER PRICES TO INTERNATIONAL PRICES
FOR MAJOR SMALLHOLDER CRQPS [N EAST AFRICA
1970 10 1963

KENYA HALAW] TARZARIA
Cotfee Tea Tobacco Tobacco Cottont  Coftee

1970 0,91 0.30 0.78- 0.73-

1971 0.99 0,79 0.33 .84 0.8l
1972 0.98 .77 0.29 0.84 0.57 0.57
1973 0.9 0.77 0.27 n.84 0.33 0.43

1974 0.97 0.67 : 0.20 H 0.48 0.33 0.43
1973 (] 0.73 : 0.20 ' 0.70 0.32 0.34

1974 1.9 D74 0.23 0.63 0.42 0.30
£977 0.93 0.89 0.22 0,63 0.46 0.33
1976 1.92 0.83 0.30 0.70 0,36 0.39
1979 0,99 0.73 0.24 0.31 0.31 0.29
1980 104 0.83 0.23 0.47 0.33 0.41
1981 0.99 0.89 0.20 0.5 0.62 0,53
1982 0.82 0.86 0.18 0.30 0.73 0.52
1983 0.90 0.68 0.31 0.70 0.47 0.47
1984 .83 v.98 0.28 0.33 0.63 0. 47
1983 0.29 0.72 1.03 0.5

tSeed cotton producer price converted to lint cotton
equtvalent ustng J41 conversion ratio.

Sources

International Prices: VNorld Coesodity Trade and Price Trends, 1983,
Kenya Coffee and Tea: Econoeic Surveys

Malaw1 Tobacca: ADHARC

Tanzania Tobacco and Cotton: NOB

Tanzanra Coffee: 1BRD (72-77}, HDB (78-8%)
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shilling increased sharply by the enu of the 19703 and the early 1980s (see
Figure 3), the implicit taxation of agriculture had increased greatly in
Tanzania.

It is also important tc consider taxation of export craops relative to
that of foodcrops competing in production. In this respect, while in Tanzania
the ratios of cotton and tobacco prices to maize moved sharply in favour of
maize by the end of the 1970s and early 1980s (see Table 17), they remained
relatively stable in Malawi over the 1970s. In Tanzaria maize showed even
more favourable rutics if parallel market prices are considered as these
prices were between 4 to 6 times as high in the aarly 1980s as the official
prices. In Malawi, on the other hand, the higher incentives for export crops
relative to those in Tanzania were eroded partly by the increased cost of
purchased inpucs (especially fertilizers) as a result of devaluation and
removal of fertilizev subsidies (see Section [IT.G below).

The situation has been different ir Kenya. Not only has the exchange
rate not been greatly overvaiued (see Figure 3), but in the case of tea and
coffee -- Kenya's major exports -- smallholders have received more than 85% of
the interrational prices, net of the costs of handling and processing (see
Table 16). Indeed, since the government is bearing the increased cost
resulting from devaluations of the previous international loans of KTDA,
rather than recovering them through in 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 ma jor export

1/ See Chapter II, Lele and Meyers, op cit.
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Table 17

TRENDS IN RATIOS OF EXPORT 70 FOOD CROP PKiCES IN KENYA, TANIANIA, AND AALAHI

KENYA RALARL TANZRAKIA

Cotfee/ Tea! Tobacca/ Cotfee/ &7 ndnuts/ Cotton/ Cottons Tubaccos Ushwnutss Coffees

Maize Haize & Maize Haize Naize Naize Kai:e Haize Maize Marze

1947 ' 6.09 9.7 130 2,731

1968 ' 4,30 19,97 3.07 3.23 0

1969 ' 4.83 14,69 1.3 3.3

1970 7.2 ' 7.84 1. 66 1.3 3.28

1974 19.1 19.3 1 7.1 8.0} 3.03 3.37 4 .23 22,31 1.4

1972 20.9 15.5 4 7.32 9.90 3.6l 2.7 | 4,358 .17 3,73 18.73
1973 23.7 15.2 % 9.97 .49 1. 51 3.43 4,33 21.88 J.db 19.94
1974 2.7 15.5 3 4,86 10.73 3.39 1,34 3.8 18.91 .73 13.33
1973 19.3 1.6 ) 6.0%9 119 0 377 1 .73 14,29 1.87 7.00
1974 32.9 .81 5,040 9.73 3ol 2,25 2,50 9.6b 1.29 10,00
1977 44,7 24,21 PPL g, 70 MR 3.52 4 2.50 10.90 1.33 18.73
1978 3.7 17.8 1 7.40 AL 3,70 3,94 4 2.1 10,47 1.3 12.81
1979 34.8 17.6 7.38 12, %+ 5.8 §.19 0 2.82 10.94 1,92 10.47
1980 27.4 16.7 1 6.31 0,49 4,40 3,28 3.00 £.99 1.73 11.42
1981 2.4 17.7 1 6.33 7.58 §,43 3,24 3. 20 9. 44 2.73 12,34
1982 25.8 18.0 4,03 4,50 2.87 2,483 1 2.47 7.41 3.09 3.93
983 2.7 14.2 % 1.56 9.33 4,04 3.59 1 2,49 9.94 2,43 8.47
1994 22.0 29.4 ! a.61 8.33 4.89 30 L3 7.61 2.9% 10,40
1983 2.2 18.0 1 8. 11 ERR .37 3.5 1 2.10 6.30 2.42 a.73

Sources

Kenya: Econoaic Surveys
Malawr: ADAARC
Tanzania Cotton, Tcbacca, and Cashewnuts: HDB

Tanzanta Cotfee: [1BRD (72-77), MDB (78-83)



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

. 1
the farmers reCELVdd.;/

C. Land Policies

In addition to those for land distribution other land policies have
also been more supportive of productive smallholder férming in Kenya than in
Malawi and Tanzania. The amount of land registered in Kenya increased from
1.75 million ha. in 1970 to 4.5 million ha. in 1983 constituting a quarter of
the total cultivable land (i.e., in zones I to IV). The share of smallholders
in total registered land was 432 overall bur it was well over 80 percent in
Wegtern, Nyanza, Central and Eastern provinces, the heart of the smallholder
production areas in Kenya. [n addition to progress in land registration there
is also an active land market in Kenya, althcugh due to differential aceess to
institutional credit and ethnic factors, land access is far frcm equal (The
Bank's credit projects may have facilitated further lnequality of land
ownership through providing unequal access to credit).z/

In Malawi, on the other hand, there has been very little registration
of customary land. Land registration has also not been encouraged in
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 cale. 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. See Lele and Meyers, op cit.

2/ See Lele and Meyers, op cit.
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(at least informally) in nmost parts of Tanzania except in parts of Arusha,
Kilimanjaro, Mosl.i and Irringa and Mbeya where coffee, tea, tobacco and estate
agriculture prevailed. The government nationalized many 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 40% of the population inte 6000 villages making "Operation
Vijiji" the largest settlement 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 following villagization came
4t a time of severe drought in '573-74 and was achieved through minimum
acreage laws. By the end of the 19703 agroeconomic evidence had begun to
accumulate that increasing doses of inorganic fertilizer and the introduction
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 fragile soils without a substantial improvement in lznd resource
munagement.

Increased walking distances to production units also increased the
cost of fuelwood ard caused deforestation and reduction in soil fertilicy,
Deforestation had a major adverse effect onlsmallholder tobacco and pyrethrum
production as obtaining fuelwood fcr curing these crops had become a greatly
more labor intensive activity. Government also attempted to promote village

wood lots with little response from producers. Attempts at collectivization



were followed by the lccal party bosses of TANU and later CCM dictating the
amount of acreages that should be allocated to different crgps as well as the

type of husbandry practices that producers should follow.

D. Policies Affecting Labor Markets

Labor policies have profound effects on incentives to intensify crop
production egpecially as export crops tend to be highiy labar intensive.
There are major differvences in the way labor 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 grouth of iabor mackets, especially in the smallholder sector.
Hired labor accounts tor as much as 50% - 60% of smallholder tea and coffee
employment. explained partly by an equivalent extent of urban male migration
from smallholder families with females heading up rural households. Whiie
out-migration is high from the semi-arid parts of Kenya, where there are
limited production and income generating possibilities, labor markets are
surprigsingly tight in areas of hign 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 l9703.£/ 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. Ccllier.



Malawi's minimum wages similarly do nor hinder the growth of labor
markets. On the contrary, prevailing discriminatory producer pricing, and the
land policies mentioned above that have favored the estais sector, have
limited income earning opportunilies in the smallholder sector. They appear
to have created a highly elastic supply of smallholder lahor for wage
employment in the estate sectorv, thus tacilitating estate growch.l/ Wage
employment in the estates is estimated to have increased from 30,000 in 1969
to 148,000 in 1978. The total estimated wayge employment in Malawi in 1983 was
387,000. This impressive growth still leaves about 60% of the rotal rural
labor torce that lives near subsistence existence. Not surprisingly, unlike
in Kenya, the real rural wage vate in Malawi has not increased due to the fact
that employment penecating possibilities in the smalliholder sector, which
contain the bulk of the labor force, have been so limited.

In Tanzania, active iwmplementation of a minimum wage, restrictions on
interregional movements of labor, encouragement of trade unions irn the case of
estate agriculture, and i ideologically prompted digcouragement of the use
of hired labor by small and medium holdec axport croup pronducers (to avoid
creation of a laboring class) have tended to create artificial labor
shortages. This has provided a disincentive for the prcduction of labor

intensive crops such as coftee, rea, sisal, tobacce, 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
Eor MADIA Scudy, January 1986. (Draft).



as tea and sisal have suffered from acute labor shortages (see 1983 Tanzanian

. . N /
Agricultural Sector Report).i‘

E. Stability of dAgricultural Service Institutions

We mentioned earlier that Kenya and Halawi have generally provided a
relatively more stable institutional environment whereas in Tanzania there has
been great instability of instirutions. Disruption of ma-keting and
processing a:rangements has occurred in Tanzania due to many changes 1n
lnstitutional arrangements. These have involved first the discouragement of
private traders in the early 1970s, then ihe vapid promorion and the
subsequent abolition of cooperative unions (in 1976), then the es:ablishment
of crops parastatals followed by their abolition in 1983 and replacement with
the cooperatives in the early 1980s, and then rhe creation of mar<eting boards
with the intreduction of some Liberalizstion in agricultural marketing in
1985. In addition, Tanzania also decentrallzed ity administration, which
greatly reduced the role of the parent technical ministries such as
agriculture. This had an especlally adverse effect ou agriculture as a result
of the transfer of responsibi tor planning and tmplementation, including
cont.ol of the field staff, from the Minigtry of Agriculture to the Prime
Minister's office.

Tanzania's institutional problems have arisen as well from increased

public secctor coatrol through a multiplicity of institutions. The number of

-1/ The Amboni Sisal estate and the Tanzania Sisal Authority reportedly had
to make do with an aging laboc 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 in 1979. In addition to the rapid growth of employment
mentioned earlier, the management of parastatals suffered from ad hoe
political interference ari commardeering of public resources for parcy and
political objectives, inadequate financial control, sncitage of working
capital and erosion of assets leading to a virtual lack of agricultural
services.

There are indications that in recent ye-rs Kenya's institutional
responses are also becoming politically prompted and thus more unstable and
centrally directed. Like Tanzania, Kenya split the miniscries of agriculture
and livestock in .Y80 and theu reunited them, and cecencly shifted the

174

responsibility for grain marketing from KFA (a cooperative of large European

1/

and African producers) to the Kenya Grain Grower's Assocliation,=’ a step
Tanzania tcok in the mid-~1970¢ by reducing the role of the Tanzanian Farmer's

Association (TFA) consiating of large farmers in lnput marketing by declaring

it a "private" institution.

F. Agricultural Research

Kenys and Malawi both have excellent agricultural research systems
for their major export crops financed through a cess oo the crops, i.e., tea,
sugar and tobacco in che case of Malawi and coffee and tea in the case of
Kenya. One indicator of the productivity of research systems 1s the specific
innovations they generate. Clonal teas were developed and issued by the Tea

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

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



Foundation has recently issued a new CBD resistant variety of coffee, Ruiri
[I. The research systems for foodcrops and those export crops lun which the
three countries are marginal exporters or imperters, 2.8+, Sugar, cotton etc.
have, on the other hand, suifered from uncertain general budgetary support,
too rapid a pace of indigenization of research management, frequent staff
turnover, lack of clear research priorities, too many rescarch stations and
fragmented donor support for varioua low priovity a:ﬁivities.l/

Although very vesk on adaptive on~farm research, Kenya's hybrid maize
program has nevestheless baen quite successful in developing an effective
improved seed distribution nroyeam and facilitating rapid adoption of hybrid
or improved maize., Sixty percent of area under maize in Kenya was under
improved maize at the end of the 1960s. This cannot be said for the hybrid
maize research program in Nalawi.

Malawi's national reseacch system was reorganized in 1986 under the
auspices of the National Agricﬁltural Research Project funded by the Bank. A
similar ceorganizat.,on is under active consideration ‘n Kenya under the
umbrella of a Werld Bank funded project involving several donors. Tanzania's
research system has been the weakeat even “or export crops such as tea and
coffee. One reason is that Tarzania sufiicred from the break-up of the East
African community upon which it bad depended for research input on wxport

crops prior to the community's breal-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. (Draft); K.
Anthony, "UK Agricuitural Research AID to Kenya, Tanzania and

Malawi." Paper prepared for MADIA S:udy. January 1986. (Draft).



located in Tanzania. Cotton research suffered from the sudden withdrawal of
the British Cotton Research Corporation {(CRC) in 1975.1/

Tea and tobacco research has similarly Leen weak in Tanzania due to
the shortage of qualified personnel, secvere recurrent budgetary shortay .,
lack of foreipn eachange for importation of critical supplies and breakdown of
the transport system, which has greatly inhibited supervision of fileld
trials. \

The fragmertation cauvsed by donors is equally prevalenr. In 1981, a
regional research station in Mbeya supported by the Nordics had a budget
larger than the entive narional agricultural budget. Unforrtunately, although
the World Ban and the USAID took an earl- lead in the reorgantzacion of thre

research gsystem in 1979, due to internal political difficulties Tanzanla never
made the basic political decisions necessary to act on this zffeer,  The
current stagnant or declining crop production and deteriorating quality of

marketed produce 1s at least partly a result of the poor quality of Tanzanian

research.

G. Fertilizer Policies

Increased use of fertilizer along with improved planting material is
frequently an important source of growth in factor productivity. Fertilizer
supply and pricing policies are therefore of considerable interest in
understanding the gsources of production and productivity increases. The
profitability of fertilizer use ig determined by the relative prices of

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

1/ See J. Howell, op cit.



reflected in input/output coefficients. Fert:lizer subsidies often have been
considered an acceptable way of promoting fertilirer use in the crucial
learning period of early adoption when adcption risks are high.

The historical (rends in the nucrient price/maize price ratios faced
by smallholders in Malavi, Kenya and Tanzaaia are compared in Table 18; ratios
for a few selzcted Indi- states are also preseated in that table for
illustrative purposes. . - most striking cspect of T;ble 18 relaces to the
montrast between the ratios for Malawi on the one hand, and those for Kenya
and Tanzania on the other. Not only are the rativs for Malawi (in the 9-10
renge) pencrally much larger than those for Kenya (4-5 range), but they are
also characierized by a subscantial increase over cime.l/ These differences
in ratios are all the more striking in light of the fact that lertilizer
response coefficients in the areas mcst favourable for maize production in
Keaya are about 30% higher than the best responses in Malawi.

Parenthetically. in is also interesting to note that the ratios for the Indian
states are simila. 10 those for Kenya and Tanzania.

Tabie 19 compares the maize and nutrient prices used to compute the

. . . , L 2/ :
above price ratios for the three countriez.= [n most years covered by the
data, cthe maize prices prevailing in Kenya (more closely approximating the

international prices) were substantially higher than “hose in Malawi at the

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

2/ Note that since the fertilizers used on maize vary by country -- i.e.,
CAN in Malawi, DAP in Kenya and urca plus TSF in Tanzania -- the prices
are expressed in nutsient terms to facilitate comparison.
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Table 18

Nutrient Price/Maize Price Ratios for Malawian, Keayan and Tanzanian

Smallholders, and for Selectad Indian Scates?

Selected Indian States (Urea) d/

Malawl a/ Kaonya b/ Tanzania ¢/ Andhra  Madhys Uttar
(SA/CANY (DAP) (UREA+TSP)  Pradesh Pradesh Rajasthan Pradesh
1972-73 7.5 -
197 3=74 5.9 6.2
1974-75 14.9 304 .
1975-76 9.5 5.3
1976-77 9,6 5.3
1$77-78 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 bob
1981-82 7.7 5.0 3.8 5.1 4.7 3.9 -_—
1982-83 9.4 4.2 3.3 4,7 4,3 5,1 -
1983-84 9.0 5.0 -- - - — -—
1964-85 9.8 - — - - - -
1985~86 11.9 _— _— - - - -—
x

The product prices of $/A (21-0-0), CAN (26~0-0), 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 cooputed as:

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

Based on the smallholder price of S/A for 1972-73 to 1982~83 and of CAN for
1983~84 to 1985-86, and the ADMARC purchase price of maize.

Baged on the F.O.R. Nakuru price of DAP and the official price of waize,

Based on tha average price of urea (unsubsidized) and TSP (subsidized) and th.
officlally announced producer price of ma..e.

The ratios are based on the official Government of India price of urea, and the
farm harvest price of waize in individual states. The official price of ures
13 1nflated by 152 to account for distribution costs that may be passed on to
fa mers,



Table 19

Comparative Maize and Nutrient Prices for Smallhclders {n

Malawi, Kenya and Tenzania*

MAIZE a/ NUTRIENTS b/

U.s. ¢/

Gulf Ports Malawi Kenya Tanzanila Malawi Kenya Tanzs:. .

{(f.o.b.) ' (USS per m.t. of nutric: . '

(US$ per m.t.)

1972-7. 98 41 - - 307 246 o
1973~74 122 52 56 - 309 349 -
1974-75 119 51 101 e 759 337 .
1975-76 112 61 108 - 582 567 -
197677 95 60 107 - 577 564 —
1977-78 101 62 112 — 604 4656 -
1978-79 115 64 120 115 648 542 517
1979-80 126 83 99 122 655 548 543
1980-81 131 80 140 122 750 825 632
1981~82 115 122 140 180 944 701 681
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 pricas have been converted from local currencles to USS using the offi.

exchange ratec as published by the IMF.

a/ ADMARC price of maize for Malawl, and tho official prices for Kenya and
Tanzania.

b/  Based cn tha smallhclder price of S/A for 197273 to 1982-§3 and of CAN fo

1983-84 to 1985-86 in the case of Malawi; the f.o.r price of DAP in the c:-

Kenya; and the average price of urea (unsubsidized) and TSP (subaidized) §

case of Tanzania.

¢/ [U.S. No. 2 yellow.

1972-73 refers to 1972, etc.
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official exchange rates; the exceptions were 1973-74, 1979-80 and 1981-82 when
the Kenyan prices were only somewhat higher.

At the official dcllar exchange rate, the maize prices in Tanzahia,
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 of Tanzania's currency overvaluation the dollar price of
Tauzanian maize would be lower at a real effective ex;hange rate.

Turning to the nutrient price differentials, once again at the
ofticial excnange rates, Malawian smallholders come out at a disadvantage
relative to their Kenyan and Tanzanian counterparti. In 1973-74, the nutrient
prices wec: lower in Malawi than in Kenya. 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 than those in Kenya; this is despite fecrrilizer
subsidies having existed in Malawi throughout the period in question, whereas
in Kenya they end:d in L976.£/

The mu. @ conclusion arising from this analysis is that the nutrient
price/maize price ratios for Malawi 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 Kznya 1in 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.

1/ Fertilizer subsidies in MADIA countries are discussed in a forthcoming
paper by U. Lele and V. Bindlish.
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Fertilizer prices in Malawi need to be considered in light of the
fact that Malawian smallhclders have few production alternatives to growing
maize. In Kenya more than two thirds of the fertilizer used by smallholders
1s accounted for by export crops (especially tea and sugar), which have very
high output/nutrient price ratios: similarly, in Tanzania export crops account
for 507 of the total smallholder use of fertilizer. In Malawi, on the other
hand, ncarly 853% 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 fertil:zer 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
from various sources present conflicting figures. Moreover, fertilizer igs
often guhsidized 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 areas; rhe extent of gsuch diversion is usually not known. For instance,
estimates of leakages of ftertilizer to the estate sector in Malawi from
subsidized supplies for smallholders vary from 10 to 25 percert. It is also
not clear how much of the fertilizer in Tanzania provided by crop parastatals
for export crops iy diverted for use on foodcrops. Bearing these measurement
problems in mind, our best judgement (based on field investigations) 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
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result of both inadequate foreign exchange allocations in Kenya for fertilizer
imports as well as fertilizer's greater profitability in coffee and tea
production.i/

Tanzania's fertilizer use was considerably higher than Malawi's in
the early 1970's. However, it declined at the rate of 0.3% annually since
then. On th= other hand, fertilizer use has increased annually by almost 6%
in Kenya and by over 8% in Malawi.

The rather low rate of growth of maize and other smallholder crop
production in Malawi contrasts strikingly with the considerable growth 1in
smallholder use of fertilizer. This contrasr raises important questions
concerning the reliability of estimated fertilizer regponse coefficients,
malize 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. It seems clear that unless a gub~tantial
investment - orimary data collection is made to investigate these various
inportant issues, few insights are likely to result concerning the factors
affecting levels of fertilizers use, and the impact of policies on these
levels, from simply reshuffling the existing data.

In spite of the uncertainties enumerated above, in the case of Malawi
1t zan 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 crops, and in setting back

progress toward achieving the Bank-supported objective of crop diversification

1/ It should be noted, however, that tea mainly uses nitrogenous
fertilizers, whereas maize uses mostly phosphetic. Thus, there is not
an nbvious clear substitution in use that is efficient.
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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 cost
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 palicy prescriptions on abolition of subsidies are

made.

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 af the three countries. We have indicated the ways in
which individual policies as well as various combinations of policies have
influenced the nature and dtructure 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 follows reviews the results of the Bank's policy
advice and lending experience in light of the policy environment in each

country outlined in Part I.
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PART II

ACTIVITIES OF THE WORLD BANK [N KENYA, MALAWI AMD TANZANIA

Preface

Part I of this paper provided a comparative overview of the
macroeconomic and sectoral policies of Kenya, Malawi and Tanzania with a
particular focus on policies and performance im their agricultural sectors.
The policy environments reviewed i1n Part | have previded the context in which
World Bank agricultural operations have functioned in each country. They have
played a critical role in determinirg the extent to which Bank lending to
agriculture has or bas not been successful. They have, of course, in turn
also been influenced by Bank economic and sector analysis, policy advice and
lendiag. It is to the topic of this inreractjon between country policy
enviroaments and Bank analysis, advice and lending that we ncw turn.

Part II, which follows, first examines World Bank economic and sector
analysis and advice in each country. It then reviews the pattern and content
of project lending to agriculture in each. Finally, it examines the Bank's
experience wich structural and sectoral lending. In treating this threefold
involvement of the Bank in each country, we attempt to show the relationship
(or lack thereof) between economic and sectoral analysis and the content of
projects financed. We also examine the results of the policy advice and
lending provided to each recipient country. The paper ends with some brief
conclusions that energe from this review of the Bank's experience in the three

East African counrries.



Iv. BANK ECONOMIC ANL SECTORAL ANALYSIS AND POLICY ADVICE

A. Introduction

The Bank's economic advice to Kenya, Malawi and Tanzania has been
provided eilther in the context of economic and sectoral analysis or the
financing of investments. This first section (IV) summarizes the Bank's

ach of the three countries and indicates how these

4]

economic assessments of
assessments have chanyed over time. Section V examines the lending programs
in each and relates this to general policy advice provided by the Bank.

Bank economic analvsis has consisted of basic economic reports,
annual economic memoranda and agricultural sector reports through which
periodic assessments have been made of rthe countries' economic {or sectoral)
performances, policies and potentials. Also, areas have been identified in
which policy (and, in the more recent period, also institutional) reforms have
been considered necessary. These reports have also heen a vehicle for
identifying a lending program for the Bank. Majov basic economic reports were
written for Kenya and Tanzania between 1973 and 1977 as well as agricultural
sector reports for all three countries. In the early 1980s anocher basic
economic report was produced for Kenya and an agricultural sector ceport was
written for each of the countries. In between (and subsequently) there have
been periodic updating economic memoranda.

A considerable amount of informal sector work has also been done on
specific issues in Kenya such as on agricultural credit, land policy, input
supply and grain marketing and in Malawi on food security and land policy. As
policy reform has become more important, the resources devoted to lssue

specific informal sector work, e.g., budget rationalization or parastatal



n

inances, have greatly increaseq relative to the more Comprehensive basic
economic report work,

In general AvoWever, the Bank's Te€pcris have tended ¢o suffer from
lack of microeconomic dnalysis of some of the most fundamenty] brocesses of
development., We will demonstrare ip this part of the paper thar It is the
lack of adequate 1inkg between Mazroeconomic, sectoral analgcqg and micro
level procosses infiuencing rha decisions of indiVid;aL BCONOMIc actors that
has often [imjiteq Lae efieci:verags vt the Bank's policy advice apg lending
Program. This problinm cuntinues, in oup view, despice the gYeatar degree of
specificity of Lopics being examined inp TECRNL vears and (he increased
knowiedge accumulared from concentrating analvgig on individusl Subsectors,
€.8., the a:itenrion Zlven to Parastatals,

Another strikiag feature of the Bank's economic worlk hag been the
lack of agricul tural £conomics inpyr (especially micro but also Sectoral) ip
Che preparation of Many of i1t Lconomic Reports. Thig once again in our view
reflects the lack Of an acecuate appreciation of rjpe nee: for both In-depth
knowledge of (he “€ctor and the need rg link thar knowledge tg macroeconcmic
Processes. The Basic Economic Repe -ts fop Reaya (1574) ang Tanzania (1977)

had annexsq op agriculture ang 2ach drew op earlier agricultural seccor

The 1963 Hagic Econenic Report for Kenya includeq SO0me excellent analysis on
agriculture ip the annexes of the report, Unfortunately, Its significance for
najor economiec Policies was pat explored in the Main body of the reporc. 1p

fact, the latter CChtradicted severa] of the conclusiong contained in the



PAR[-2

1/

annexes.-—-

economies, we have found quite striking

Given the overwhelming importance of agriculture in these

the omission in this work of a central

treatmen” of the process ob agricultural development and its relationship to

overall ecoromic developmenc,

The contradictory conclusions on specific issues contained in

different Bank reports that were produced at similar rimes (and oven at times

found in the same report, as mentioned

for us to escablish precisely whar the

Bark's

above) have sometimes made it difficult

positions were on a given

issue. This is alsc a problem for the recipient governments, especially as
the reasons fcr the differences in conclusions are not usually contained in
the rovocts.  They appear to rcesclt more from the differing perspectives of
the individuals iavolved rather than necessarily being based cn thorough
analysis of the situztion, "ncluding expilcit comparisons of conflicting
viewpoints., This problem 1s compounded by the fact that there is a iack of an

institutional memory and therefove an hi

the conclusions reached.

changes 1in

S

In iight of cthe above, it i

only a weak cornection between the spirit of the Ean

and sector reports and the wav the Bank'

1970s. Nevertheless, it 1s possible to

focus on these first by identifying the
judgements made in each ccuntry,
1g

It lmportanit to note at the

treated in the Bank's work on the three

1/

storical treatment of the reasons for

perhaps not surprising that there was

k's individual economiec
s lending program evolved in the
We

discern some central terdencies.

content of economic and sectoral

outset the great diversity of issues

countries despite the many

See Chapter I, Lele and Meyers, op cit,



similarities between them in terms of possible Lypes ot growth and how these
mighc be exploited through a systematic agriculturaj strategy. This diversity
appears to be the result of a lack of a common analytical framework, albeir
informal, for identifying constraints to and potentials for growth. [t also
reflects a minimally data based orientation to agricultural sector and
economic work, especially with respect to the importance of viewing the
experience of anv ziven country from a broader CrOss .country perspective.,
Consequently personalitie: rather than a framework and faccs have [requently
unduly influenced the scope and conclusicns of the Bank's analysis. We
document these points Sy reporting below the main themes of the Bank's
economic and sector work ing each country and also by comparing these themes
across countries, in light of where growth ocrurred or could occur (as
discussed earlier in Part 1). In Section V we examine the size, the pattern
and the impact of the Bank's lending program and pick up again the theme of
the Bank's policy advice in connection with lending,

While we have reviewed reports beginning from the period in the 1960s
when the Bank first commenced its operations in each of the three countries,
we focus on the pariod of 1970 o 1986. This is because the bulk of the
Bank's lending growth in fast Africa, and its heightened concern with
development, took place in the 19705 after Mr. McNamara's 1973 Nairo»i speech.

The Bank deserves very high marks in its economic (especially basic
and sector) reports for focussing attention on the central importance of the
smallholder agricultural sector in the overall economic develcopment of each of
the three countries. It i35 in rhe translation of this concern into advice and
lnvestments that problems have occurred. This is in part a result of the

aforementivned poor link between the Bank's macroeconomic and agricultural
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sectoral work. Key general policy concerns through which we illustrate this
problem are:

l. The Bank's t:eatment of equity issues, especially its approach to
reconciliation of equity and growth in its policy analysis and project
financing;

2. The Bank's treatment of international market prospects and
domestic pricing issues in its economic and lending wsrk;

3. The importance attached by the Bank to resource transfers vis-a-~
vis that atrached to long term institutional and manpower development in order
to increase the capccities of governments to utilize resources more
efficiently;

4. The Bank's treatment of policy reform in the 1980's and the

relationship >f this treatment to issues identified by the Bank as being

critical policy concerns in earlier periods.

B. Policy Advice to Kenya

l. Changes Over Time in the Overall Policy Context

We established in Part I that there are major differences in the
agricultural policies and performance of Kenya, Tanzania and Malawi despite
considerably commonality in the types of crops they grow. These differerces
partly resulr from the fact that Kenya's cconomy has not suffered from ma jor
(domestically induced) macroeconomic distortions like that of Tanzania. Most
of Kenya's institutions have moreover been more stable and effective than
Tanzania's. Kenya has also not evidenced the acute structural problems of
Malawi. The primary focus of the Bank's attention in Kenya has therefore been

on sectoral issues (although we argue that both structural and institutional
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issues have nonetheless figured in the Bank's economir analysis to a greater
extent in Kenya than in Malawi and Tanzania, perhaps due to the greater
openness ot the Kenyan governmznt tu examination of these issues in the
1970's).

Given Kenya's relativelv more conducive policy and institutional
environment, it is reasonable to expect that the Bank's financial assistance
has been more effective in Kenva rthan in the other t&o countries. We will
show that this has not been Uie case, and drgue that the reasons lie more in
the Bark'se prajact celaection and approval process, wiilch succumbed to
political pressures from the Kenvan governmen and pressure from the Bank's
rop management ro expand lending to agriculrure, rather than in Kenya's policy
weaknesses. In Tanzania and Malawi, on the other hand, the important
questions we will cxplore focus less on the effectiveness of the Bank's
assistance =-- which has bern senerally recognized ro be low -- than on when
the Bank detected major policy, institutional and structural weakness and how
it interacted with the two governments to corrsct chem; also how quickly this
learning got reflected in the level and composition of lending, especlally in
the light of the tay the governments reacted to pulicy advice.

We will argue that the Bank's 1974 Kenya Economic Report was more on
target in identifying constraints to Kenya's development, and in integrating
its analysis of agriculture's fundamental role in Kenya's economic development
with the policies, institurions ai4 investment strategy needad for the typé of
overall development the Bank was supporting, than was the case either in
Tanzania or Malawi., In Kenya there were stronger conceptual linls between the

Bank's sectoral and macroeconomic strategy than in the otker two countries.

In spite of this, some of the most lmportant prescriptions that emerged from
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the Bank's economic analysis in Kenya are questionable in terms of their
assegsment of growth potential. Also the connection between tie Bank's
economic analysis and its agricultural portfolio has been weak. The projects
financed in the 1970's were more a resulr of lending pressures wichin the Bank
and political presswures emanating from Kenya than they were a product of Baik
economic analysis. They were also influenced by the stance the Bank took at
the time (wor'dwide) toward lendi.ig for expansion of‘tea and coffee. The
cumulative reczult of these factors was a large agricultural portfelic which,
with the exceptiun of a handful of projects (credit for smallholder dairying
in addition to the tea and coffee projects), contribured little to Fenya's
agricultural development. Paradoxically, precisely because of the lack of a
close connecticn between macropolicy advice and lending, the tea and coffee
projects made a uceful contribution.

Kenya's macroeconomic difficulties in rhe second half of the 1970's
were a blessing in disguise because they led to the closing down of a number
of Bank-funded projects, which Kenya was clearly better off without. Attempts
by the Bank to promote macro and sectoral policy reform in Kenya were,
however, less successful than they were in Malawi, partly because its weak
project portfolio had been accompanied by an atticude in the Bank that most of
the problems with the projects in Kenya were almost exclusively the result of
the policies and weaknesses of thc Kenyan government. This strainead
relationships with the ¥enyans at a time when Kenya was in economic
difficulty. Also the timing for policy changes urged by the Bank, such as
grain marketing liberalization, unfortunately turned out to be inopportune as

tnis cuincided with the emergence of a severe drought, a situation which made
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the government less willing to incur any risks that might be entailed by
policy change.

Budget rationalization is one major area in the 1980s in which a Bank
sponsored iead in the agricultural sector appears to have had genuine impact
as well as broader payoffs in ocher sectors. However, ziven the lack of any
major macro ov structural weaknesses in Kenva (in which the %ank had a clearly
demonstrated potential to be of assistance), and giveﬁ the povernment's
lukewarm reaction to such proposuls as £rain markecing Liberalization, the
Bank appears to have returned to - strategy for agriculrural development that
focuses on agricultural research, extension, eotc,, as well as on institutional
issues such as para<-atal reform -- provlems that were at the heart of rhe
project difficulties experienced in rhe 1970s.

Import support tunds have provided greater leverage for these reforms
in the 1980's than did tr2 vehicle of project lending in the 1970s. However,
the legacy of the Bank's long~term involvement in Kenyan agriculture also
neccesitates that it have a more precise dlagnosis of the reasons for past
failures. Here we find a mixed story. To the extent that the lessons of past
project experience can serve as a guide, tne Bank is on the right track. On
the other hand, to the extent that future success depends on doing things
different’y, including radically altering Bank procedures, it is less clear
that the Bank will be able to achieve its objectives in Kenya either alone or

in collaboration with other donors.

2. The 1974 Basic Economic Report

While the Bank's operations in Kenva began in 1953 when the first

ecoaomic mission was mcunced, and two agricultural projects (focusing on
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resettlement) were financed as early as the 1960s, the 1974 Basic Economic
Report (BER) was clearly a watershed in the Bank's relationship with Kenya.
It tollowed McNamara's famous 1973 Nairobi speech and was the first
comprehensive report prepared after Kenva's initial decade of [ndependence.
The time was considered right for assessing the economic performance of the
first decade, and for designing a strategy tor the second. Retflecting the
high esteem ard trust in which the Government held the Bank, it requested the
Bank's input in the Third ?lan (1974-78), which wes then 1n draft form.
Finally, the BEK followed hard on the heels of the I1LO/UNDP "Report on
Employment, Incomes and Equality in Kenya'. The TLO repor's emphasis on the
issues of unemployment and poverty had beon reinforced by HMcNamara's Nairobi
speech. It 1is therefore not surprising that these issues rook center stage in
the BER, which emphasized development of smallholder agriculture as
fundamental to Kenya's overall development, a position the Bank has
consistently adhered to over time.

The BER concluded that while Kenya's performance up to 1973 iad been
remarkable in expanding emplovment and alleviating the poverty of the lowest
l1ncome groups, the Kenyan economy had reached a turning point. The task of
mobilizing resources and using them erficlently was likely to become
increasingly complex over the aev: decade. A fast pace of development might
be harder to sustain, and the problems of widespread poverty ard growing
unemployment could worsen significantly, without a pronounced shift in the
nature of the development process. (Summary and Conclusions, paras 2 and 3),

Stressing the emeryence of constraints on the resources avatlable for

1"

development and the aeed to enforce a "... harsher discipline on the economic
p p

choices facing Kenya", the report called for a chanyje in the pattern of
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growth, so as to increase employment intensity, and for a change 1in the
process of growth, so as to increase the efficiency of resource use. This
meant allocating a larger proport on of investment, foreign exchange and
skilled manpower to directly productive sectors such &s agriculture, and to
rural toads, low-cost housing, etc. The report recommended that the average
annual growth rate of agriculture should be raised from the 6.5% assumed in
the Third Plan to 7.5%.L/ ~

The BER also saw the strategies for agriculture and industry as
highly complementary. Reform of the manufacturing sector involved eliminating
inefficient firms and reducing the extent to which protection allowed industry
Lo operate at the expense ot agriculture and other sectors, A switch of
emphasis from import substitution to resource-based export industries was
recommended, a recommendation that we will document was not satisfactorily
reflected 1n the Bank's lending program in the sugar and the cotton sectors.
Implementing a dynamic agricultural strategy posed critical problems,
however. The report recognized! thar the overriding consiraint on the

development of an integrated ex ort-oviented, agro-industrial sector was the
% i 2

"absorptive capacity of the agricultural sector" (empnasis added). It

observed that the heart of the problem wis to "increase the sector planning
capacity, and particularly the capacity to design large-scale productive
programs for the mass of small-scale farmers, in the Ministry of Agriculture"

(para 5.11).

1/ The relevant question according to the report was not "Ig a high rate of
agricultural development possible', but rather "What needs to be done to
attaln a high rate of development" (para 5.03 and footnote 1, p. 40).
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While recommending improvements in the efficiency of project design
and appraisal, the report srtressed the need to avoid complex social costing in
favor of simpie techniques, since the former could be "spuriously used to
justify unsound projects and thus to mislead the policymaker". [n anv case,
shadow pricing and other social costing methodology were not to be regarded as
substitutes for bringing actual prices into line with the real economic

, ) . o 1/
scaccity value of domestic and foreign resources (para 5.30).~" It also
stressed the importance of improving incentives to agriculture by reducing
taxes, correcting interest rates, and aligning domestic and world market

prices. The public sector was also expected to become more efficient by using

better project design and appraisal methods.

1/ The Report singled out other key elements of a resource mobilization
strategy, as follows: (i) domesriz savings should be encouraged by
raising deposit rates of interest and reforming the structure and
operations of financial intermediaries; (ii) although management of
public finances had been good, there was scope for obtaining more
revenue through direct taxation: wealth and land taxes were proposed;
(i1i) the report cautioned against reliance on foreign commercial loans:
"... only a remarkably pruductive use of loans, combined with a package
of really sound domestic policies, could Justify such a course of
action"; (iv) government should play an active role in identifying new
opportunities for overseas investment and in seeklng out potential
investors; (v) it would be essential "to increase both the volume and
effectiveness of official aid". Better cocirdination was needed, between
technical assistance flows and capital aid, between different donors,
and berween competing domestic users. Greater attention was also to be

given to identification, packaging and presentation of projects for
'

external assistance; (vi) there was a need for donors to be ", .. much
more tlexible in their aid programs, and more willing to initiate and
experiment and join with Kenya in risky ventures when the stakes are

high enough. In additioan, donors had to learn to cooperate.
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a. Evaluation of rhe BER

The BER presented an excellent overall diagnosis of Kenya's economy
and recommended ai appropriate macroeconomic strategy whose many components
interlocked, especially in terms of the linkages between agriculture and the
rest of the eccnomy. With hindsight, however, the report's recommendations
for the crucial agri-ultural sector now seem tlawed in several respacts,
First, the ldea that the critical shortage of agricultural policy planning and
implementing capacity could be remedied by simply shifting macro planners to
work on agriculture was naive, and underrated the importance of rtechnical
expertise for managing a modernizing apricultural sector, Second, the major
increases in public investment in agriculture it called for were to be
achieved primarily through large scale [ntegrared Area Projects rather than
through a phased approach aimed at lmproving Kenya's planning and implementing
capacity, an approach that was recommended in the Bank's Tanzanian
Agricu.tural Sector Reporr in 1974 (see below) and also in a study
conmissioned by the Bank at around the same time, based on an analysis of the
. ‘ . . : 1/
experience of 20 agricultural and rural development projects.i

The study cof 20 projects had pointed out thet integrated projects had
been ineffective due to the demands they made on the limited planning and
implementing capac.iy of reciplent governments. Instead, it had recommended a
sequential approach similar to that recommended in the Bank's 1974 Tanzanian
Sector Reporc. A& policy of financing Integrated Rural Development projects

was simultaneously adopted by the Bank following Mr. McNamara's Nairobi

1/ See U. Lele, The Design of Rural Developmerc: Lessons from Africa.
Balt.more: The Johns Hopkins University Press, 1975.
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speech. Also, informal but well understood guidelines were instituted thar
required that 25 percent of the Bank's resources be committed to agriculture
and rural deve!opment resulting in a substantial growth of commitments to this
sector in all three countries (see Section V).

Third, new technologies were assumed to be available. This
technological optimism had not been shared by the 1973 Agricultural Sector
Report (ASR), which provided the basis for the BER's ;trategy. Apart from
maize, for which hvbrids had been sueccessfully jntroduced in high potential
areas of assured rainfall, the 1973 ASR had not been particularly sanpuine
about the prospects for new technclogies == either fc. maize (in other areas)
or for several other crops. The Bank's subsequent economic and project work
in Kenya has continued to be ambivalent on this tmportant issue due to lack of
systematic, extensive data based analysis of existing technologies within

1/

particular crops and arens.. And while some limited farm management data
certainly show high fertilizer response coefficients in selected assured
rainfall areas, as in the case of the IADD cariiev, the T and V project has
involved expansion of geographical coverage to 30 districts (albeit with a
focus on the high potential portions of these districts). This problem of
expansion of projects to additional areas, without clear c¢vidence that

technologies appropriate for these areas are available, has plagued Bank

projects everywhere in Africa.

Thus, while the completion report of the IADP concluded that lack of
adequate cechnologies was one major reason for the project's failure,
the subsequent T&V project was premised on existence of profitable
technologies (see Lele and Meyers, op cit).



PART-2 . - 14 -

The ASR on which the BER was based also had wecknesses of its own.

[N

While the projects it proposed constituted the basis of :he Bank's lending to
Kenya, none were envisaged for the development of tecnnjcal ¢rop packages, or
for establishing a nacional agricultural research capacity (although such an
effort had been meunted a decade carlier in Asia ro address some of the same
proolems -- the TADP in Tndia had net had any major impact uncil the new
technelogies became available for wheat and rice), Moreover, the investments
proposed in the ASR were nor prioritized even though the ASR acunowlaedged the
government's limited planning and implement ing Capacity and the uncertain
avallability of rechnical packages. Finally, on its own admission, the ASR's
analytical foundations were shaky. For example, come of Vhs recommendations
were rather vague, "Some type of integrated arca hased program is the best
approach ... Such programs form rhe backbone of the development effort in
many countries, as for example, the Lilongwe Project in Malawi and the package
programs ia Ethiopia,"

Both pricive an¢ marketing as well as land tenure issues, which were
later to become major bones of contention between the government and the Bank,

were addressed esriy on in the Bank'es economic and sector work. With respect

to grain mavketing, the 1974 BER recommended loosening of direct controls and

. . - - . CoL C
opening up of opportunities for mora private initiative by Limicing' ...
parastatal activity in grain markets to lmplementing governmenc price and

stock management programs". 5 land tenure, it urged the government co

encourage and faciiitate the sub-division of large farms irco smallhaoldings,
glving land titles to those who had de facto ownership. It also urgerd the

development of a2 competitive land market .
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One additional important policy position at this time concerned the
rather pessimistic view the Bank took of export market prospects for tea and
coffee. It then advised and has continued to advise the government to
diversify our of these twe crops. It alse adopted a policy in 1972 of aot
financing expansicn of tea (and coffee) production except in situations where

countries had no other optione. We have shown earlier tharc Kenya's good

agricultural performance in terms of reconciling agricultural zrowth with
equity 1s explained mainly by its success in shifting to these two nigh value
crops, actions which Kenya took in contrrdiction to the Bank's advice. Also,
the effects of cthe Bank's lending with respect to this ilssue have ended up
being inconsistent with the intent of its formal pelicy. Because the issue of
expansion of tea and coffee nroduction is currently of major importance for
future growth in Kenyan agricuilture, it is taken up beiow in the context of

the Bank's more recent analysis and advice to Kenya.

3. Economic Policy Assessmanrt in Subsequent Reporrts
— — —————— s . e e e e st e

Much of the policy dialogus on ¢ griculture becween 1974 and 1979 took
place through project lending, which grew rapidly in line with the emphasis
placed upon agriculture and rural development in MeNamara's speech and the
1974 BER. {The prowth of the tending porttolio and its generally poor
performance is discussed in Section V). Until the early 1980s, annual
economic memoranda served more to report on new economic developments than to
spell out a strategy. For example, they commnented intermittantly on the
extent to which the prices of particular agricultucal commodities -- malze,
milk or beef -- had been out of line with border srices from year to year,

noted the problem of maize surpluses (and deficits), and endorsed various
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sovernmen® commissions’' conclusiols that the maize board should be the buyer
and seller c¢f last resnrrt.

The Bank's treatment of the effects of weather, which caused great
production and marketed surplus tastability in Kenya in the 1970's, was,
nowever, relatively casual and was in no wdy commensurate wirh the lmportance
the govern:iznt attached to food seécurity. The reports tended to criticize the
gevernment tor the tact that realized international prices had not been in
line with those formulated by the government (formulared nearly 15 munrhs
prior to the time they were to take effect) even though prices projected by
the Bank also often did not materialize. Eunk investments based on price
projections, and the government s response to Bank advice on prices for
commodities in which Bank investments were involved, were later to be major
bones of ccntenticen, e.3., in the case of sugar (~hese issues are discussed in
Section V un lending experience).

The economic memoranda also commenced on che lack of cost of
production data (which hampered the government's ability to formulate
agricultural pricing policies), the weak analytical capacity within the
Ministry of Agriculcure fer policy formularion, and the need to draw more
heavily on Kenyan professionals from (DS and the University of Nairobi for
more basic analysis of the sector. These critical lssues of creating
analytical capacity in the government or of tapping the capacity that already
exists in the University and the IDS have, however, not received priority in
the Bank's program. The Bank's philosophy of capacity buildirg contrasts with
that of USAID. which has in many countries sought to strengthen indigenous
analytical czpicity by supporting research and analysis carried out by

nationals. Also in contrast to the practices of USAID fieid offices, the Bank
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ases few financial resources to finance local consultant input in economic and

sactor wcrk.l/ Instead much of the Bank's economic work is done in Africa

by the use of expatriate consultants from Western universities.
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ushered 1n a turbuient period for Kenya's economy. Another BER was thereforz
begun in 1578, but was not completed until 1982; it incorporated a review of
macroeconomic developments and an evaluation of the éolicy reforms undertaken
by the government .

By 1979 accumulacing implementazion difficulties had led to the
classification of several loans and credits approved in ine 1974~79 pericd as

"probiem projects

and the ensulng macroeconomic policy dialopue increasingly
emphasized agricultural sector issues. “eflecting these concerns, the 1981
Cocuntry EZconcmic Memorandum contained a separate annex on agriculture, and the
1982 Basic Eczonomic Reporr contained substantial annexes on agriculture and
poverty. The 1982 BER argued that poverty in fenya wasg largely rural, and
explored the relationshin of both poverty and agricultural development to
growth. A scparvate agricultural secunr report was issued in draft form in
1983 ana in final form in 1986, The Latter was preceded bv a series of

suosectoral reports on grain pricing and markering, land and credit policy,

input uce, efhc.

4. Strategy Recommended by *he 1987 BER

0]

By 1982, the Bank had 2 policy mandate to consider structural

adjustment ioans. It ig therefore not surprising that the 1982 BER stressed

1/ See U.-Leie and A. Coldsmith, op cit.
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that Kenya's problems were not exclusively caused by external developments and
identified several fundamental structural problems, including the slowing of
agricultural growth, the diminishing scope for import substitution and Che
stagnation of nontraditional exports.

It ascribed the slowdown in agricultural growth to (i) the reduced
scope for expansion of agricultural production on new or underutilized high
potential -land (a problem not fully recognized in the 197) BER, which had
yrojected an acceleration ol the agricultural growth rate to 7.5% a year);
(ii) the lack of readily available techrical packages for farmers in the semi-
arid zores; (iii) the limited opportunities for switchirg to higher value
crops such as tea and coffee; (iv) government intervention in agricultural
pricing and marketing; (v) severe problems in the management of viral programs
and projects; and (vi) the pursuit of import substituticn policies tha:
favored industry at the expense of agriculture.

Recognizing that between half and threc fourths of all additions to
the labor force would have ve find agricultural jobs, the report concluded

that "the majov counstraints to achieving this are economic and policy related

vather than technical and ayropomic” (p. xvii). The priority arzas for policy

reform were identified as being liberalization of the grain market and the
issue of land titiing, both of which were later to become conditions for
structural adjustment lending.

The 1982 BER also spelled out a number of ways to raise employment
and output. If lett unclear, however, to what extent Kenya's growth had been
constrained by weak policies (as stated in the main body of the report), or

limited by a whole range of technical factors (as suggested 1in the annex on

agriculture). The Report also gave little indication of an appropriate
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timeframe for dealing with the policy and technical problems outlined in the
annex, thus leaving undefined the issue of optimum sequencing and phasing of
proposed policy and tecnnclogical reforms.

A comparicon between the main raport and the anuex on agriculture
aptly illustrates the conflict betwezn principles and practice in the Kenyan
context. The main text's recommendations for revitalizing the agricultural
sector included "expanding the supply of agricultural land through irrigation,
drainage, clearing of forest or drvland Farming, switching cropping patterns
to high value, high labor input crops such as tea and coftfee, or intensifying
land use through better farming practices and land redisteiout ian" (p. xvii).

- The annex, howewver, spelled out some of the formidable technical
censtraints involved in these and other proposaed sources of additional output

and employment. First, it expressed "skepticism sbout irrigation due to its
high cost (by then the $25,000 per ha c¢rsts of tha Bank financed Bura had made
lrrigation questionable -- sce discussion of this in Parr V) and the

"technical d economic problems in some irrigation schemes" (p. 348).

Second, on the drainage of valley bottoms, which the main raport recommended

as being cheaper than irrigation, the annex pointed out the externalities of
drainage development, tha need for a strong government role in its
organization and the difficulties of apportioning the costs and benefits in
view of the "litcle experience with drainage pro ects in Kenya" (p. 350). The
latter concern was an implicirt admission chat establishing government capacity
for planning and undertaking valley bottoms development would entail a long
term effort thoush this was not explicitly acknowledged in the report.

Third, on the clearing of forest for crop development, especially for

the expansion of tea, the annex noted "its highly controversial nature because
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of its unknown ecological effects" (p. 350). In the specific case of tea, the
main report said that the poterrial tor tea expansion was limited. (The
reasons were not spelled out but presumably centered on the Bank's long-
standing concern with international market prospects). The annex observed
however that "i:, as claimed, 400,000 ha. of high potential (forest) land
could be sately cleared, 't would provide 800,000 jobs and ¥k200,000 million
of gross output. In practice of course, i1t is highly unlikelv that this

" (p. 351). The annex did not specify

amount of lard could be planted to tea'
whether future development was expecrted tu be impeded by the limited
international market prospects, inadequate local planning and implementing
capacity, competition from other crops, =cological problews assocliated with
forest clearing, the loss of wildlife and tourist pocential -~ or a
cambination of several or all of these factors; the annex simply concluded
that "There is little doubt ... that converting forest to permananc crop land
could significantly increase output and employment. But as long as
environmental effects ... remain unclear ... extensive clearing of forest
cannot be permitted" (p. 351).

The question of whether tea production should be expanded is
currently an important pclicy issue in Kenya. The Bank's position on this all
important issue i3 not clear. 1In its 1986 Sessiunal Paper the government
adopted a policy of expanaing tes and coffee production -- a policy that it
pursued with much success in the 1970s. Consistent with the policy it adopted
in 1972, the Banlk has continued to recommend diversification out of tea arnd
coffee on grounds of iimited world marketrs. On the cother hand, at the
operational ievel rthe Bank 1s currently actively pacticipating in a review of
the coffee subsector. In the case of tea, however, it has .. to address many

of the technical problems of tea expansion associated with the reduction of
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the forest land that were set forth in the 15583 BER. The Bank also continues
to be against providing financing for expansion of tea and coffee production,

Fourth, on the semiarid and arid ecological zones, che annex stressed

their limited farming potential "contriry to the widespread perception that
dryland farming could provide income and empleoyment to much of Kenya's growing

t

population' (p. 351). It also noted the effects of intensificacion on "the

fragile environment of many marginal areas, nigh rizkg and limiced land
potential and the impact of rheir development throuzh migration of population
from high potential areas on the tradirtional pasioralism'. It is noteworthy,
however, that tihe Bank has little basis for making recommendaticns to the
government on the lmportant icsue of land utilization in a lcng term

context. The Bank's project lending has dealt with the sroblems of semi-arid
areas mainly by investing in area devolopment projects, with relatively
limited success (i.e., Baringo and Narok). Few systematic, in-depth studies

of land tenure or soil degradation have been undertaken, especially studies

that investigate migratory patterns, the nature of land markets and the

o)

factors affecting them, ethn ¢ factors affecting land access, etc.

Fifth, as regards the high potential areas, che annex ro the 1983 BER

recognized the tremendous porencial for shifting cropping patterns to high

value labor intensive crops -~ an issue, incidentally, that was not related in
the BER to growing land pressures 1n semi-arid areas -- 5.t the annex observed
tha: the "most imoortant limitation on changing cropping patterns is the need

te fit into the farming syscem -~ as peak seasona: labor requirements ...
constrain production of some high value crops, (there are) high risks in
complete specialization for lew inzome small farmers due to weather and price

induced risks, and {there is) the high degree of variability in the optimal
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crop mix by farm size and region ... finally the supporting services are
inadequate" (p. 360) .1/

The contrasts drawn above between the general policy recommendations
in the main text of thc 1982 BER and the technical and sociopolitical problems
identified in its annex on agriculture illustrate the dichotomy between the
desirable and the feasible, or planning and implementarion, that runs lLike a
fault line through the structure of the Bank/Kenvya reiationship. Problems
assuclated with the interaction of economic policy with technical and
institutional issues have persistuntly plagued the Bank's agricultural policy
dialogue with Kenya and its project portfoilo. Thus, the failure o translate
the general principles of policvy 1nto practical implementarion mechanisms or
to define a time horizon in which policy objectives could "¢ realistically

achieved has limited the Bank's success.

5. Inceraction of Poverty with Growth

The attention devoted to rhe poverty issue has been far greater in
the Bank's economic and sector work on Kenya than on Malawi although the
problem of poverty 1is quite serious in Malawl due to the dualistic nature of
the government's policies. JTn its project lending i1n Malawi in the 1970s,
however, the Bank primarily financed smallholder projects designed to

alleviate poverty. While several of the Bank~financed projects in Kenya (Bura

1/ In spite of the impressive growth of smallholder tea and coffee,

smallholder yields -anpge from halr to two-thirds of those on estates --

a phenomenon also fcund in Malawi that appears to result from the

difficulty faced by small farmers in mobilizing additional labor. This

constraint coutd have profound significance for Kenya's long term policy
!

towards access to high potencial land.
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Irrigation, South Nyanza Sugar. AFC Credit, etc.) also were direct attempts at
poverty alleviation, thay benefitted relatively few of the pocor. This wns
either because >f the capital intensity of these projests or because scme,
such as the ear..er AFC credit projects, excluded farmers with small holdings
from eligibilityv altogether.

The BER's analysis of rural paoverty contained a number of new
insights but few clear policy conclusions ot immediate relevance were drawn
from these insights. Also there was little examination of the implicacions of
the BiR's findings for the Bank's already substantial program of lending to
agriculture.

Using data from the Central Bureau of Statistics' Integrated Rural
Surveys, the repcrt argued that, centrary to the general concern about
employment and income distribution (based on assumed structural rigidities and
poor intersectoral linkages), the proporrion of Kenya's population pelow the
poverty line had tallen between the early 1960s and the m1d-1970s, although
population grewth had increased the absolute number of the pocr. The poorest
40% on average experienced no gains whereas most of the gains had accrued to
the 60Z of swmalinolders with the nighes: incomes. Further, adoption of cash
crops was highly concentrated both among and within regions. Smallholder
poverty was thus closely relarted to the level of innovation (as measured by
adoption of cash crops, hybrid maize, impreved livestock, and use of purchased
inputs). Nonfarm income earning onportunities were, however, fairly
widespread with only about 20% of households not enjoying nonfarm income or
substantial sales of food.

The report's novel contribution related to the exam.nation of

intersectoral linkages in explaining these observed changes. Contrary to the



general view of agriculture as the engine of overall economic growth -- and
also in contrast to the themes of the 1973 BER -- the 1982 BER argued that

Y

nontarm income greatly influcnced smallholder income. Ditferences In

innovation and the use of purchased inputs were said to be related to
avallability of finance from nontarm income and loans.2/ The avaitiability of
loans was 1n turn seen as being closely related to the availability ot nonfarm
income, influencing both the ability and the willingness of smallholders to
borrow. Finally, variations in nonfarm incume depended on differences in the
urban-based component of that income, which was in turn related Lo education.

One major (and presumably long-term) policy implication of this
analysis stressed by the BER was the need to provide more formal sector, urban
Jobs for poorer smallholders, so as to facilitate rural innovacion; wider
access to education was also recommended. Given the Bank's criticism of
Kenya's weak urban industrial policies, however, ir is noteworthy that the BER
had relatively litctle to say about the immediate operational policy
implications of this analysis for agricultural poliecy. For instance, while it
stressed the importance of finance as an explanation of agricultural

innovation, the role of agricultural credit in alleviating poverty was not

1/ Remittances from family members, earnings in urban employment or wages
earned working for other agricultural enterprises together constituted
three forths as large a source of i1ncome for the average smallholder as
farm operating surplus and constitured 407 of hcusehold income.

2/ If the average poor smallbolder were o increase his purchasad farm
inputs to the level of the mean for all smallholders out of direszt
income, the financial burden would require a reduction in household
consumption ol 253% {pp. 4H-47).
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mentioned -- even thcuph the Bank had been actively involved in four self-
contained agriculture credit projects and seven other projeccs lnvolving
credit and had achieved little success in reaching lower income farmers.

Also, the report clearly desumented the lower average incomes in Western and
Nyanza Provinces compared to Central Province, but drew no policy conclusions
about the former regions' differential potential for agricultural innovation
nor implicaticns for the development of suirable agricultural technology even
though sugar and cotlton, two of the most tmportant crops ita Western Kenya, are
both crops with major technological problams in which resecarch and
agricultural services had been weak (facts that the Bank was aware as a result
of its project lending experience). Thus the practical implications of this
analysis for doing things differently were not made clear.

In line with the spirit of the reporr, general recommendations were
made for raising agricultural prices and changing the terms of trade hetween
agriculture and industry (through removal of protective QRs aad uniform
tariffs), although which c.rops and regions would benefit, what magnitude of
price increases was required and how poverty would be alleviated were not made
explicit. This lack of specificity in the Bank's reocommendations in terms of
particular policy and investment implications, including whom they mignt
benefit in what time horizon, has been a continuous problem.

The veporc assumed the policy issues involved in the growth/equity
debate had been settled in favor of distributing land to smallholders. It
used regression analysis to indicate that '"both output and employment per ha

are closely linked to size of helding keeping soil quality constant.'" One

implication of this analysis is that rural labor markels do not function well
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because of intrarural strucrural rigidities in contras:z to rural/urban
flows.l/
Other recommeniations for revitalizing the agricultural sector
included preventing lanc concentration, encouraging subdivision, imposing a
ceiling on holdiny size, a capital pains tax, restricting borrowing ro
discourage land purchnases, ralsing interest rates and redistribution of large

, . .
"accelerate the regularization and

farms. A project was to be prepared to
rationalization of individual holdings on informally subdivided large farms"
(p. 101). As we shall show later, however, in practice rural lsbor markets
have been easter to organize for large estates than for smallholders in the
important cases of tza and cotfee, and much greater intensification has been

pessible on estates than in smallholder production.

6. Recommencdations of the 1986 Agricultural Sector Report

The {ssues identified in the 1986 Agricultural Sector Report were in
substance quite similar to many of these discussed in earlier reports. One
important exception was a new stress on increasing and improving input use (on
which original work was done invoiving {ield investigations of input pricing
and distribution policies). Many very useful recommendations were made. The
Bank's increased awareness of Kenya's lLimited planning anuy implementing
capactty was also reflectad in the sector report. Otherwise, its subsectoral
components essentially summarized information that already existed in Kenya or

. . . . 1
that was drawn from the Bank's projecrt implementacion experience. However, a

1/ We indicate in Part V how these rigidities have influenced the supply of
labor for tea, coffee and other crops.
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large number of constraints were concidered to be "key'". The report conveyed
little sense of priorities that the government should forus on (this was also
a major prublem in the Bank's lending to Kenvan agriculture in rhe 1970s).

0o . ,
window of opportunicy”

Proposed individual investmerts ware viewed as a
rather than as integral components of an overall strategy lavolving sequencing
ard phasing of the most important investments and elimination of those of
lesser priority,

Although the changes the Bank has proposed in Kenyan agricultural
policies and practices have generally been sectorally based (tocussing on
malze pricing, land policy, agricultural plaaning and budgeting, etc.), in the
1980s 1t has tended to look to the exchange rate policy for the desired
realignment of inter - (and intra) sectoral incentives (e.z., see Annex to the
CPP and CEM Tnitiating Memorandum of April 1985). Kenva's management of the
exchange rate has, however, not been bad from a macroeconomic standpoint (see
Figure 3 in Part I) and has received a stamp of approval from the IMF.

Two other weaknesses of the Bank's economic and seztor work are worth
highlighting i1n conclusion. First, there has been a relatively poor link
between the Bank's uxamination of agricultural development concerns and its
examination of other sectors, especially educacion and inf{rastructure, in
light o¢f their relationship to the development of agriculture. This narrow
focus has tended to result in translating priority to agriculture into lendiug
for agricultural projects, even though the lack of absorptive capacity in
agriculture has bheen recognized as a problem (this has been an even more
serious problem in Tanzania where both infrastructure and education are major

constraints). Second, analysis of the industrial sector has generally
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excluded the prcblems of agro-ba<ed industry, i.e., sugar, textiles, ctc., and
follows almost textbook recommendations on liberalization with relatively
little attention vo the fact that at least some of Kenva's inefficient
industries, (e.g., sugar processing and cotton ginning) have been supported by
the Bank's project lending.

The Rank's current agricultural strategy in Kenya represents a
substantial improvement in addressing the above weaknesses, although it is
perhaps not as fully articulated, nor considered in a long term and broad
context, as it might be. The strategy involves emphasis on agricultural
research, extensicn, credit and developing the planning and budgetting
capacity of the Ministry of Agriculture. The Bank has also begun to formulate
a unumber of pilot operations., Hopefully lending pressures will not, as has
been the case in the past, lead to premature expansion of and increased

funding for these pilot operations before their potential is adequately

teslec.

C. Policy Advice to Tanzania

l. The 1974 Agricultural Sector Report

The most striking diffecence in the Bank's treatment of agricultural
issues in Tanzania and Kerya has been the general neglect of factors which
promote intensification (i.e., the shift from low to high value crops) and the
lack of awareness of the extent to which a variety of agricultural policies
pursuad by the Tanzanian government idiscussed in Part 1) were causing

ref.rogression in the agricultural sector.
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Althougn the Tanzanian agricultural sector and economy had done well
in the 1960s, by 1969 Tanzania tad begun to experience a trade defizit. Only
tea and tobacco were showing (mild) growch. By 1972 the Bank nbserved thal
overall growth was clearly sluggish ard uneven and attributed this at least
partly to domestic policies in addition to the effects cof poor rainfall and
world prices. By 1974 the oil price shock and a drought had bought on the
first of the two severe economic crises Tanzania was to encounter in the
1370s.

The 1974 Agricultural Sector Report (ASR) was a benchmark in the
Bank's analysis of the sector in tecrms of the correctness of its diagnosis of
Tanzania's problems. Observing that there had been regative growth, the
veport concluded that the country faced critical production problems and
recommended a sequential (as opposed to integrated), production oriented
approach with top priority to be accorded Lo those investments thac would have
an immediate production impact. Ti.> report observed that the governments'
equity objectives were being achieved at substantial cost in terms of
growth., It stressed the importance of feeder roads for crop producticn,
laying stress on road maintenance, and decried the reduced private actiwvity
observed in the transportation sector. It recommended establishment of a
transport authority to plan and ccordinate road maintenance and transportation
development.,

On agricultural technology, the report pased its argument on the
assumption that farmers w.uld first adopc improved techaologies (use of modern
inputs) and that improved ausbandry would then follow, a phenomenon observed
in much of North America, Europe and Asia. This approach was contrary to that

followed in the Bank's National ™aize Project approved in 1974, which focused
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first on improving husbandry through an emphasis on extension to be followed
by making increased amounts of inputs available to farmers.i/

[he report supported taie prazmatic recommendation of a 1969 (Krisel)
expert committee not to overwhelm cooperatives with increased funding. It
also argued against thelr rapid expansion.

Although Tanzania had abundant land, recognizing that areas of land
pressure exisred, the report recommerded promotion of -voluntary resettlement
through investment in infrastructure in less populated, high potential areas
as the way to relieve land pressure. It also stressed the advegse effects of
villagization on producer incentives and soil fertility.

Adoption ot the Bank's 1974 ASR recommendations by the government
would have entailed a complecte reorientation of the Tanzan.an dzvelopment
strategy. When presenting the report to the government, the Bank was cautious
not to raise basic questions of a change in strategy out of concern for
Tanzania's national sovereignty,

Indeea, 1n compliance with of the tenor of the 1973 McNamara speech
and contrary to the findings of the Agricultural Sector Report, as well as
that of the study referred to earlier on the design of 20 agricultural and

rural development projects, the Bank had at this time already begun to help in

the preparation of the Kigoma Integrated Rural Development Projezt. This

1/ This philosophy of emphasizing improvements in husbandry underlies T & V
projects. Important untested hypotheses in the case of Arrica concern
the extent to which improved husbandry will by itself increase yields
without major technological change and whether the returus to labor use
provide adequate incentives for farmers to improve husbandry reiative to
the returns to labor in other pursuits.
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project had been first menticned in the Economic Report of 1972 as a way of
tackling rural poverty through a multisectoral area based approach,

The ASR, 1t should be recalled, explicirly criticized rhe
government's lack of focus on preductivity gains and hizh potential areas. To
capitalize on such productiviry gains, the ASR had recommended a National
Malze Project in areas of high potential to be followed by cthe MNational
Agricultural Development Program (NAD’). The Nationai Maize Project approved
by the Bank in 1975, however, did no- give priority to high potential areas
as, for political reasons, the government wished to spread coverage throughout
the country. Also the government's policy of decentralization of the
administration had greatly undermined the ability of the Ministry of
Agriculture to implement "national" projects in th: regions because its
technical staff reported to the Prime Minister's office. The NADP concept was
subsequently abandoned by the Bank as 2 consequence of this decentralization
approach. Instead preparation was begun of rural development projects in

Mwanza/Shinyanga and Tabora. The B8ank's tendency to give in to Tanzania's

political wishes was by then thus well established.

2. The 1977 Basic Economic Report

The 1977 Basic Economic report did not continue the tale of woes
found in earlier reports. Indeed, despite agriculture's importance, the
report did not contain any major new analysis of the agricultural sector. An
annex, did, however, contain a very good synthesis of the existing knowledge
on Tanzanian agriculture,

Given the small amount of attention to the agricultural sector in the

BER it, is no wonder that the main body of the report lacked any treatment of
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the strategic intevaction between agriculture and macroeconomic development.
For instance, the report conslidered the government's commitment to the idea of
villagization & falt accompii ani attempted to fozus wo how to make it work in
practice. In the main report villagization was described as an imporranc
Instrument Lo raedress rural poverty in light of Tanzanian policymakers' views
on the unwelcome trends of socroetonomic differantiation and neglect of
brnadbared rura! development. PRecognizing rhe proble&s of poor siting and

"satellite villages" bur did not give

overcrowding of villages, i1t recommended
an indication of what mechanisms might ne used to establish them. Finally,
the report cit«d Tanzanla's demonstrated structural commitment to rural
development as an indication of its bright future, while at the same time
pointing out the great risks involved in a villagization program that was to

depend for its success on undefined modern methods of cultivation rather than

proven traditional ounes.

3. Critical Issues of the 19705

a. Equity versus Growth

It is evident Irom the above discussion that the Bank's economic
reports in the 1970s were cauticus not to challenge the means by which the
government's equivy objectives were being pursued or the extent to which
equity objectives should be pursued at the caost of growth. For instance the
1974 Agricultural Yecter Report had included a detailed discussion of rhe
negative effects on efficiency of rhe "pan-territorial pricing' policy of the
government whereas che 1377 Basic Economic Report simply observed that
existing price policy was considered important by the government to alleviate

rural poverty and sugpested that considerations of increasing agricultural
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output vere secondary. Similarly, while the 1974 report suprorted the "model
farmer" approach, the 1977 Economic report accepted the government's stance

that differential access to extension in the 19605 had fostered inequity.

b. Pudblic Versus Private Sectar

On the role of the private and public sector, except for the case of
private transport referred to earlier, the generally ;ritical 1974
Agricultural Sector Feport did not suggest any scaling down of parastatal
activities; this in contrast to the more critical itance taken bv the Bank in
Kenya where it recommended liberalization of the grain trade as early as rhe
1973 Agricultural Sector Repurt, with repeated calis for this in subsequent
economic reports. While the 1977 BER pointed out the need to increase
competition and notea the government's 1376 policy of closing down private
shops under "Operatior Maduka", it did not make any negative comments about
this policy. Also it noted that the goverument had abolished cooperative
societies and unions as a way of holding down costs and that this had not been
efficient. But it merely observed that if greater efficiency was nnt
achieved, either a devaluation or subsidization of parastatals would perhaps
be necessary. Only in 1981 did a CEM for the first time suggest the need to
improve the efficiency of parastatals through management contracts and cutting
down the range of parastatal operations. The 1983 Agricultural Sectcr report

than explored this issue more explicitly.

c. Large Scale Agriculture

There was relatively little questioning in the Bank's reports of the

government's treatment of large scale estates even though private estates were
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being nationalized and public ones had hegun to proliferate in the 1970s. The
Bank did, however, observe that state farms would be higzhly dependent on
trained manpower, which Tanzania did not have, and that expatriate management
would be needed.

There was no treatmenc of the wifferential productivity of the
private and public sector estates (e.g., in sisal and coffee). The 1983
Agricultural Report highlignted the greater productivity of che private sector
despite the discriminatory treatment it had received in the 1970s. It
stressed that export crop producticn was stagnaring, as opposed to declining
largely because private estates nad maintained cor increased their production

even as smallhoiders and public sector ‘arms retrenched 1into subsistence.

d. Weather

Weather had been a major cause of fluctuations in food supplies and
food insecurity but was given little attention in the Bank's analysis of the
maize issue (4s was also true for Kenva). The Pank placed great reliance on
rainfed agriculture and clearly came out against large scale ircigation though
the government had atcached peioritv to the latter in order to achieve food
security. The 1974 ASR had identifled the need for exploitation of high
potential areas of assured rainfall., The 1983 ASR articulated this need even
more strongly oy identifying the Southern Highlands as an lmportant potential
area in which to stabilize production. The Bank, however, in general did not

1

take up such long term strateglic questions concerning now the government might
meet its concern about food security at lower costs than were implicit in the

government's irrigaticn proposals.
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e. World Commodity Markets

Most eccnomic reports in the 1970's took the view that Tanzania could
live wich commodity pricze fiuctuations and could compete provided it paid
attention to the quality of its produce (the latcer had atready bezun to
surface as a major problem by the mid-1970"s espacially with respec: to
exports). Toward this end, the Bank's tobacco processing and handling
projects were directed at improvinag robacco quality.f/

The 1972 Economic Report took a highlv pessimistic view of the world
market.g/ Sisal and coffee were particularly singled out as commodities with
poor prospects. The Bank recommended z program of diversification of sisal
estates. Roughly 25% of the investments by the Tanzania Sisal Authority (a
public sector parastatal) in the 1970's went into dairy farming, an activity
which the Bank al:o financed (with disastrous effects). By the end of the
1970s the public sector sisal estates had bee-~ run down and a single
multinational private company nad become a major source ot sisal exports from
Tanzania.

he Bank was similarly highly pessimistic about the prospects for
coffee, Tanzania's most important crop. Although non-quota markets had
already become ar increasingly important source of sales for Tanzanian coffee,
the Bank did not explore their potential. The Bank also refused to finance

investments in coffee due to its 1972 policy referred tc earlier. (The REEC

1/ However, they focussed mainly on the marketing sector and overluvoked the
problems posed by poor handling of tooacco at .ne farm level.

2/ Note that this was the period when the Bank adovbted a policy of not
p p Y
promoting expansior of rea and coffee production. Also world sisal
prices had been unfavorable since 1969.
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did finance the establishment of coffee in Southern Tanzania through a coffee

lmprovement program). Tanzania has, however, mostly neglected its coffee
export potential by adoption of a number of discriminatory policies discussed
in Parc I. As a result of its lack of involvement in the coffee secror, the
Bank had relatively little knowledge of this most important sector until 1982
when investigations for the 1983 Agricultural Sector Report were undertaken.

Market prospects for cashews were also considered by rhe Bank to be
poor. India had earlier been Tanzania's major buyer of raw cashewr and
Tanzania experienced considerable difficulty when the cashew trade was taken
over by the Stare Trading Corporation of India in the late 1960s. The Bank
argued that Tanzania's prospects would improve if furthe. processing was
undertaken. This led to the financing of two cashew processing projects.
lowever, both suifered negative rates of return due to lack of adequate

J—

throughput caused by, among other things, laborers' increased walking distance
to cashew groves as a result of villagizaticn. The decline in Tanzania's
cashew expcrts was so sharp that in the early 1980s India was offering

Tanzania higher prices for raw cashews than those it received for processed

cashews.

f. Industrial Policy

As we documented in Part I, the government's Basic Industrial Policy
(BIS) was in strong comperition with agriculture for budgetary resources and
policy attentiosn. Hovever, the 1977 B3asic Economic Report's recommendations
were couched mainly 1n terms of the need for a gradual transition to the

BIS. The Zank's lack of opposition to this policy is surprising but seems

once again tu have been a result of the Bank's concern with respecting
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"Tanzanian sovereignty". Indeed, we will show later that Tinzania is the only
countc¢y in the sample of MADIA countries in which the Bank's lending for
industiv represented the highest proportion of total lending compared to other
sectors. The Bank thus reinforced rather than counteracted Tanzania's

premature pursuit of industrialization.

4. New Policy Emphases of the 1980s

The sharp deterioration in Tanzania's macroeconomic situation
following the coffee boom and decline in Tanzania's basic infrastructure
resulting from a balance of payments cr.sis -~ Tanzania's second economic
crisis orf the 1970s -~ combined with the difficulties of project
implementation in the late 1970s led the Bank to approve a balance of payments
export rehabilitation credit in 198l. Providicy foreign exchange was,
howaver, clearly not enough to address Tanzania's fundamental economic
problems. In March 1982 the Bank recommended that the goverament develop a
major program of structurz!l adjustment and firanced an advisory group to help
Government produce such a program. It also proceeded to prepare an
agricultural sector repert as a possible input to the government's structural
adjustment program. This effort drew on thea experience of the Bank's Projects
and other in-house starf,.

The 1983 Sector Report argued that Tanzanian policy needed to be
reoriented away from an excessive focu. on equity and government control
toward a focus on growth to be achieved through increased private initiatives
and institutional pluralism. The ASH made 39 specific recommendations for the

short and long term. The short term recommendations fell into three broad

categories: (i) the need for adjustments in Tanzania's exchange rate and in
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producer and consumer prices; (ii) the need fto improve the institutional
framework for agricultura by reducing the role of the public sector: and
(ii1) the need tu increase the share of foreign exchange resources folng to
agriculture by correcting the imbalance herween agriculture and industry as
well as correcting the imbalance in the allocation of budzetary resources
between productive aud social services in the rural sector.

We pointed out earlier that a problem with Bank reports has been the
lack of consistency in strategies from year to year, this being determined to
a large extent by the predilections of the staff involved in preparing
individual reporzs. In keeping with the pattern of the 19705 and contrary to
the 1683 Agricultural Sector Economic Repor:t's focus, the Bank's 1984 Economic
Report diluted the messages of the 1983 Agricultural Secror Report by focusing
more on external shocks, the decapitalization of agrviculture and Tanzania's
lack of resources rather than on the nead for a major restructuring of the
economy that could benefit agriculture,

The greatest bottleneck to reform has been the lack of willingness of
the government to adjust an excessively overvalued exchange rate. The
government, however, did begin in the mid-1980s to allocate more foreign
exchange to agriculture, expanded the torelgn exchange retention scheme that
had been Introduced under the Banw's export rehabilitation credit, and, as an
incentive to exporters, ralsed a number of producer ard consumer prices., It
liberalized the grain market in 1984/85 to some extent by increasing the
amount of maize that could be moved on private account across administrative
boundaries to 450 kgs. (5 bags), and began to bring the budget more under
control (although this was made difficult by the lack of adequate adjustment

in the exchange rate). Almost all donors had by this time shifted their



PART=-2 -39 -

assistance away from projects ia tavor of import support. However, the Bank
did not approve any agricultural projects after 1982 because 1t corsidered
these reforms 1nadequate in the absence of an exchange rate adjustment.

In June 1986 the sovernment made a relatively major adjustment in th

40

exchange rate devaluing zhe Siilling to 40 to the US dollar and aszreelng to
eliminate overvaluation by 1988. This action by the government has been
perceived in the donor community as a major new commlfment to reform. The
Bank approved a multisector Rehabilitation Credit in November 1986 involving a
commitmert of US$ 50 million from IDA and US 46.2 million from the Spec:ial
African Facility.

farller balance of payments support by the Bank is now to be followed
up by a series of Bank project loans in much the same way that Malawi has
received fertilizer supply and agricultural research loans in conjunction with
its SALs. However, the road to agricultural reform is likely to be more
difficult in Tanzania than in Malawi. For instance, unlike in Malawi, the
recent attempt by the Bank to appraise an input supply project (undertaken
Jointly with [FAD), stallad because of governwent disagreement wiin pioposals
concerning responsibiiity for impcrting inputs as well as for their internal
distribution (currently restricted to a few parastatals), It is therefore not
clear at this stage to what extent the government 1s willing to make the
<nanges needed to bring about the resuscitation of a greatly rundown
economy.

v

D. Policy Advice to Malawi

1. The 19603
The Ban''s initial rhetoric on Malawi indicated that the smallholder

sector was the key to the development of the rest of the economy. Yet this
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view was not reflected in cconomic analysis and sector reports until 1978,
Malawi's low savings rate and balance of payments deficit appear to have led
the Bank 1ua its early analysis to {ocus mainivy on tnese two macroeconomic
indicators in Judging Malawi's performance. Ruports in the 1960s gave Malawi
high marks for its GDP growth, investments and savings, and its effort at
reducing its dependence on UK budgetary support. A shortage of skilled
manpower was observed o be a constraint tou developmerit in the reports of 1967
and in 1972 L/ and uire Bank's 1973 Economic Repo-t argued for the need for
increased investment in education and training. However, from our earlier
discussion of Malawi's pclicies and performance in Part I, it is evident that
this advice did not influence Malawi's overall allocation to education,
(although the Bank provided greater support to this sector than in other
countries -- see Section V.A).

2. The 1970s

The Bank's economic and sector reports of the 1970's clearly indicate

that the Bank was aware of the dualistic nature of Malawi's agricultural
sector and the extent to which there was competition rather than
complementarity in resource use among the two sectors. However, as in the
case of Tanzania, the Bank confined itself to repcrting on government
policies, Based cn its exchange vate and trede regime, Malawi was
characterizaed as a capitaliﬁt, p:ivate “nrerprise economy. Government was
viewed as generally non-interventionist and as providing a domestic framework

conducive to growch.

1/ However, as in Kenya and Tanzania, subsequent Bank~funded integrated
projects such as the Lilongwe Land Development Program were highly
dependent on lots of trained manpower.
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The 19/3 Agricultural Sector Review racognized that the smallholder
sector represented an important source of financial capital for che estate
sector as a result of the government's priciny and investment policies. The
report ncted that the marketing boara, ADMARC, and its predecessor (FMB) nad
made substantial profits con crop trading in the early seventies (a total of
MK14.7 million between the years 1969/70 and 1972/73). It was also noted that
the corporation had made a number of investments unrelated to smallholder
production. Somz of these investments were not profitable and the reoort
indicated that these had been written off. These observations
notwithstanding, the constraints to smallholder agricultural development were
characterized almost exclusively in terms of lack of credit, trained manpowr
and marketing outlets. Integrated projects were seen as a way of removing
these constraints.

The conflict between estate and smallholder development was most
clearly articulated in the 1975 Country Economic Memorandum:

Two lines of agricultural developmenc are peing encouraged by
Government--for smallholders and for estates--and a difficult
balance will have to be struck in the next few years. Competition
for land in the mere densely populatad areas :s the most apparent
constraint, which can only be resolved ny the development of new
land or by substantial increases in preductivity among
smallhoiders to velease land for estate development. Comperitioc
between the two types of producers 1s not restricted .o iand, bur
also extends to land and medium-term credit, scarce lnputs and
managerial skills. Institautional constraints in offering credit
for both estates and smallholders has involved competition for
those funds available. The advantage in mobiiizing credit has
probably been with th. estates due to rheir greater familiarity
with modern brsiness methods. Competition for credit can be seen,
in particulav, in the use of ADMARC surpluses ta finance estate
development . When inputs have been scarce, as in the case of
tertilizer 1n the past year, the allocation of these laputs also
presents a case where the two types of producers have differing
interests. [ the desree of cempetition between estates and
smallholders increases in the future, it may be difficult to
reconcile expansionary policies for both, and eventually may prove
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necessary to reappraise the extent to which the interests of
either group should be traded-oft apgainst those of the other
(para 61).

By 1978 the Bark's project work had produced abundant evidence that

l/ However,

producer pricing was 4 major ceonstralnt te production increases.
at this point the idea of the Bank's direct involvement :in urging major policy
reforms on basic issues such as producer pricing had not yet taken holid.
Instead the Bank 1intrcduced a clause in the 1978 NRDP. project agreement
reguicing consultation with IDA, and setting forth both marketing and pricing
criteria and policles rthat CGovernment was to adopt (agreements that the
government did no: keep).

Because of its lack of involvement iu the estate sector, the Bank's

understanding of the factors influencing rthe efficiency cf the sector was

1/ The audit report of the Karonga Rural Development Prcject (Phase I)
igssued iu 1979 mawes the following observation:

Supervisian missions raised the issue of ursatisfacte 'y producer
prices on numerous occasions, not only for the Karonga but also
for the 2ther Malawian rural development projects (Shire,
Lilongwe). ...In rheir discuysion with Government officials the
missions tound that due to the highly policical nature of the
officral pecicing policy a high level dialogue between che
Government of Malawi and the Bank would be required. RMEA
informed Bank headquarcers accordingly, but no action was -aken by
the Banl unril recently (pera 28).

A similar ¢viticism was made in the audit report of the Lilongwe
Land Development Progiram (Phxse [1I), issued 1n 1981:

Despite tae efforts of AMEA staff, the Bank made vary slow
progress 1u co.vincing Gevernment to link operationally its
production programs and targets to i1ts price policy. In fact
since price policy continues to be an issue in other devulopment
proj2cts in Malawi (on-noing or being prepared), it appeors
questionable whether Government i1s fully convinced of the
seriousness of the negative e2ifects on development programs of
unfavorable price policies, and whether the Bank, despites the
continuous dialogue with the country, has done all it could to
assist Government 1n operacionally shifting towards a more
production-oriented price policy (para 227.
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limited. This situation did rot change until the preparation of an estace

sector report in 1979,

3. The 1980s

It was only in the context of the 1981 Structural Ad justment Loan
tha'. the Bank became actively invoived in examining the interaction of the
smallholder sector with the rest of the economy. As é consequence, the
quality of its analysis improved substantially. The 1981 Agricultural Sector
veport observed, for instance. that "the single most important factor in the
phenomenal success of estat= zgriculture has been the Government's {low] wage
policy ... wnich allowed the estates to lower the unit costs of production fcr
each of the crops" (2.02). As indicated in Part I, while lou wayge costs have
made Malawlan estate tcbacco production competitive oun world markets, the
success of the estace sector has also depgended on continuation in the
smallholder sector of policies towards pricing, marketing, land access and
rights to grew certain crops, all of which have tagether reduced the returns
to smallholder labor and increased the supply of labor to the astare sector
(at a low minimum wage).

Pricing, which had become a concern well before the firsrt SAL, was
taken up in the 1981 First Structural Adjustmert loan but largely at the
methodological level. As was the case in Kenya the Bank was not well enough
prepared o make major project recocmmendarions since it had undertaken
relatively little economic worik in this area. Thus ia 1930 Government and the
Bank agreed only on a pricing methodclogy.

At around the time of the first SAL the government decided to raise

the price of maize sharply so as to avoid the problem cf severe drought and
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subsequent food imports experienced in 1979-80. The Bank strongly criticized
this decision, a concern that proved to be valid in view ¢ the maize
surpluses that stemmed freom this acticn. As & result, the Bank delayed
releasing the second tranche of the first SAL.

The governm raised prices for export crops in March of 1983,
several months before the second SAL was approved. While the issue of
incentive pricing has therefore been addressed, the prfohibitions on
smallholder cultivation do not appear to have been a major issue in the Bank's
policy dialogue, despite the 3ank's support for increased smallholder tobacco
production, For instance, the 1973 Ap:icultural Sector Keview had recommended
greater smallholder participation in production through the promotion of
smallholder fluez-cured tobacco production schemes. Yet little progress
appears to have been made 1n this area.l/

The 1981 Agcicultural Sector Report similarly observed that there are
"no technical reasons why burley should not be grown on customary land
provided sufficient supervision is given in the initial stages" (6.06).
Proposals for the lifting of lepal restcrictions on smallholder burley
production were, however, made contingent on analysis of the world market
prospects for burley. A tobacco study was carried out to examine this
issue. The Bank, however, did not push the issue during negotiations, on

grounds that restrictiong on burley production were being relaxed and that the

1/ CDC-funded Kasungu Flue-Cured Tobacco Authority efforts had demonstrated
some success but were curctailed in 1979-81 due to unprofitability.
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Government needed to strictly enforce regulations on prcduction levels as
increases in burley production had already led tc a sharp drop in price, given
Malawi's 26% share in the world markec.

The wnrld market prospect, however, is not the only factor which has
constrained expansion of burley production. Malawian policymakers have argued
that scale economies ure more favourable tor largeholder production. Ewvidence
from Kenya on tea, coffee and sugar indicates this isicertainly the case with
respect to the financial and organizational costs of serviclng the smallholder
agricultural sector. Alsoc vields in the smallholder secror have tended to be
lower due to labor censtraints. Yet in Tanzania a cechnological change in the
curing barns reduced the cost of curing flue-cured tobacco by small tarmers
and production expanded rvapidly in the smallholder secto- in the 1960's (when
government services for tobacco were then well organized, as they currently
are for smallholder tea in Kenya). Indeed, as a result of their success, the
Tanzanian smallholder tobacco schemes were the focus of considerable study in
the early 1970" 5./

We have documented that iu the Kenyun case, even with the relatively
impressive organization of smallholder services, increasing yields per ha. can
be more difficult in the smallholder sector than in estates as a result of the
labor intensity of crops such as tobacco and tea and the labor constraints
faced in the smallholder sector (dus to the competing demands of food crop

production, the lack of simple labor saving technologies and the lack of cash

for payment of laborers). Yet relatively little primary analysis has been

1/ See U. Lele, op cit; also M. Wahid, "Production of Burley Tobacco in
Tanzania." Paper prepared for MADIA study.
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done to identify the precise factors which could improve smallholder yields,
thereby reducing growth/equity tradeoffs.

The duality iscue is, however, not only of interesrt from the
viewpoint of income or factor productivity differences among the small and
largeholder sectors buf also because of the disparities in asset distribution
that it generates over time, and the consequences of this maldistribution for
the pattern ot long term growth., From this viewpoing the Malawian
government's practice of licensing of new estates in the face of considerable
underutilization of estate land is a particularly serious issue. The Bank's
1685 Land Folicy Study veinforced the finding of the earlier tobacco study on
this matter, 1.e., Jess than 20 percent of the land on established flue-cured
estites is utilized. Also, licensing of new estates appears to be progressing
rapidly even though there is substantial land pressure in the smallholder
gsector, There 15 considerable cause for concern that the traditional system
of the rights of chiefs to distribute land in a relatively equitable manner
may be breaking doun because there are financial incentives far chiefs to
declare land as surplus.

The greatest long term effects of duality are therefore likely to
occur in the pattern of overall economic growth. 1In this context the
contrasts between Kenya and Malawi are already striking. Kenya shows signs of
much more rapid and broadbased growth in effective demand for goods and
services, in the growth of 4 smallscale entrepreneurial class, and in a
pattern of development in which employment effects can become self-

1/

sustaining.=’ Malawi on the other hand shows all the signs of pursuing

1/ As is outlined in Mellor's "new economics of growth" strategy. See

Mellor, op cit.
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the bimodal strategy that Johnston has so decried.l/
As 1n the case of the right te grow estate crops, however, the Bank

has been hesitant to emphasize the land distribution issue despite the

r

findings of the Land Policy Study. In contrast in Kenya the Bank has been
y
considerably more vocal on the land issue for some time.:’

Despite the above shortcomings, through the SAL process the Bank has
focused on improving its understanding of some cf the~most 1mport structural
constraints to Malawi's agricuitural and overall growch including:

1. The slow growth of smallholder exports., Apart from the policy
constraiars discussed above. rnis has resulred from the narrow
geographical coverage of Bank (and other donor) financed
agricultural projects, despite their repeated attempt to "spread"
services.

2, The need for diversification of both smallholder and estate
production. The Bank has over time become more keenly aware of
the non-price (technoloagical and goveirnment expenditure pattern)
iscues That (uliaenre this ic,e.

3. Distorticns in welfare bencfits caused by the government's
resource mchilization process and expenditure patterns. This has

led to atrention bteing directed to the questicn of subsidies as

well as expenditures. We argue that in the case of the fertilizer

1/ Johnston and Kilby, op cit.

2/ Though the analysis of the process by which land alienation is taking
place has been perhaps iess systematic than in Malawi, thus prompting
few recommendations on how government might intervene.
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subsidy removal, a more careful analysis of the fertilizer price

output price ratios 1n Malawl combined with tlie orher factors

would have led the Bank to gzo slower on fertilizer subsidy removal

{see Section V.D)

4. Deterioration of the financial position of the parastatals as a
resulc of the government's ad hoc pricing policies.

5. Inefficiencies in ADMARC's cperations. Wé argue that the Bank was
too favorably disposed roward ADMARC for too leng despite the fact
that ADMARC's policies and operations {including irs increased
monopsony role through abolition of rhe Asian trade) were not very
different than those of 1ts counterparts in Xenya and Tanzania.

6. Failure to vigorously push for privatization of domestic trade
especially with respect to the participation of Asiars in this
process.

The Bank's handling of these issues is taken up in Section V.D in

connection with the discussion of the Bank's lending program.

V. BANK LENDING TO KENYA, MALAWI AND TANZANTA

A. Overall Lending Patterns

As of che end of fiscal year 1986 the Bank had approved 74 operations
in support of agriculture (67 agricultural projects and 7 nonproject loans or
credits) iu the three MADIA countries in East Africa involving a total
commitment ot $1435 million. Kenya received commitments for 29 operations (of
$721 million), Tanzania for 25 operations ($371 million) and Malawi for 20
operations ($342.7 million).

Table II.l ghows the number of agricultural projects approved and



Table II.1

LEXDIES 10 ASRICATURE ‘Rill:ions of SYS)

XEXYA TOTALS bitkdir
1945-49 © 1970-18 1973-1% ; 1980-8b v Projects Nor S¢ i 101/

KUHTR OF OPERATIONS 4 i ¥ 1 ‘ 7 2 1 ; 2 3 2

T1RE OF DPEHATION [ AR ' rrojecty : Projacts Nor S ‘ Prajects N or S TA : .

ARCURT APRROVED 13.50 4,59 157.%0 30,00 172.00 150,90 17.50 183,00 720.90 1.5 721,40

"ALAY ] TOTALS GrL
1963-49 ¢ 1976-74 | 1972-7% ' 1980~ i Prajncts Nor 5¢ TA E [

MINBER OF OPERATIONS 2 3 ¢ ] 8 - : 17 M 0 ::

T1PE CS DPERATION Projects Projects 2 Projects ' Projects N or St ; !.

AA0GHT APPROVED 1.u 24,52 50.40 ‘ 86.30 170.00 ; 17289 170,00 0.00 : 3y,

TAUTARIA TOTALS Bii
1985-89 & 1970-74 1973-19 : 1980-86 { Prosects Nor S¢ TA L TR

YURGER OF OPERATIONS 2 ] it b 1 ; U 1 0 ;'

Uit OF (PEHATION Projects ' Projects ’ Projects ' Projects Nor 5t ‘ ;

WAQUHT APPROVED 1,58 . 76,91 . 140,70 . 73.80 50.00 ; 320.9% 0.0 0,00 ; M

LARER0x TOTALS bai:
1983-89 | 1970-74 1975-79 ‘ 198¢-84 1 Projects K or S¢ TA S IO

KUMBER OF OPERATIONS 2 . 2 ' 9 : 9 | l' 22 0 1 '

TYPE OF OFERATION Projects I Projects . Projects . Projects TA :. ;

SPOUNT APPROVED 8. 16 17,00 124,00 204,10 4,30 ' ARl 0.00 .30 :’ 9.0t

L[6ZRIA ) TOTALS . bl
1943-69 & 1970-74 1973-79 ! 1980-84 ! Projects Nor St A} i

WINIER OF DPERATINNS 2 13 ' ] 1 23 0 t :

TOE 3F QPERAVION : Projects ' Projects Projects TA .

LHOUNT APPROVED ' .20 ' 333,00 ' 1013.%0 47.00 ‘ 1397.70 0.00 47.00 : 1

SERESM TOTALS Litis
1963-4% ! 1970-74 . 1973-19 H 1980-86 H Projects N or it TA . 1000

KURRZR Of JPERATICMS 1 : 3 ; b ; ] 2 | ; 16 1 | ; 19

TYPE OF (PERATION Projects Projects ' Projects ; Projacts Aor S5 TA ; ::

KROUIT APPROYED 10,43 20.19 ; 47.3 ; 33.9 124 49 : 134,42 124 49 ; i

thocro or uactoral

SOURCE: Joaes (1983), [BRD's *Statesest of Loans®, and [DA‘s *Stateseat of Credits’. : n

PR
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amounts committed by five-year periods for individual MADIA countries. Kenya
showed a sharp rise in the volumes committed after Mr. McNamara's Nairobi's
speech 1n 1973. The number of agricultural projects increased tfrom 4 to 9 and
the amounts incrzased even mcre sharplv from $40.5 million te $257 million.
In Tanzania, the number increased from 5 to 1l from 1970-76 to 1975-79, and
amounts doubled from $76 million to $140.70. In Malawi the build up, both in
amounts and the number of projects, was more gradual. The number of projects
approved increased to 4 1n the 1975-7% period from 3 in 1970-74 with the
amounts only doubling to $50 million from $24.35 million. Jfn the 1580-86
period the number of projects approved declined ia Kenva and Tanzania to 7 and
6, respectively, but increased in Malawi to 8. Malawi and Keonva received 3
non-project lending commitments each of $220.9 million and $i70 million
respectively while Tanzania received only one of $50 million.l/
Table I71.2 shows the intersectcral breakdown ¢f the cumulative IBRD
and IDA lending operations to the three MADIA countries in relation to total
commitments to the East and West Africa regions.g/ The share 1n total
commitments for the three East African countries that went to agriculture and
rural development was similar to the average for the Caztirn Africa Region and
met the McNamara guildeline of 25% to agriculcture almost to the last decimal
(25% in Kenya, Tanzanla and Malawl compared to 24.4% in all of East

3/

Africa).z These percentages are noteworthy since such high shares were

1/ These figures for Kenya exclude SAL I which had only minimal emphasis on
agriculture.

2/ Countri=s are listed by their r@sspective reglons on p. 52,
3/ [n the West Africa region rhe commitments to the MAD'A countries for

agriculture and rural development were a far higher 42.9% of the total
compared to 29,57 for the region,



Table IT1.2

COMBIMED 1BRD AND IDA CUABDLATIYE LENDIXG OPERA1TIONS BY SECTOR AND REGION
AS OF JURE 30, 1984
{aillicrs of $US)

1 EAST AFRICA : YEST AFRICA ' OVERALL '

SECTOR : RADIA KL KADIA'S SHARE : RABIA ALL BAD{A'S SHARE : HADIA AL HADIA'S SHARE :

1. ASRICLLTURE AND : : : ;
AARM DEVELOPXEHT : 974.% 2883.4 313,81 1953.6 3112.0 $2.81 2931.2 5997.4 48.91 !
---Jperceatage of totil : 25.01 23.41 : 42,51 29.51 : W 24.81 '

2. BASIC I RASTRUCTURE H 1343.7 4499.2 78.61 1308.3 3593.7 36.31 2650.0 5794.9 3.9
---)percentage of total ! 34.51 39.71 : 28.71 RLTS B ] It 3.1 :

3. IMDUSIRY : 344.0 1291.3 Y82 312.4 902.% AU .Y S b5b.4 2194.1 9.9t
---)percantage of toial i 8.81 10.51 : 6.91 8.61 : 7.81 9.81 :

4. OTHER IKFRASTRUCTIRE i 282.7 b74.4 i1.81 460.3 8£5.0 5.1 7424 1539.4 18.21 |
---)percoatage of total : [Y3S .71 : 10,11 8.21 i 8.91 6.91 !

3. HUAAH RESDURCE SEVELODPRERT : 3423 1004.5 411 254.1 b77.4 .51 596.3 1681.9 3531
---)percentage of total : 8.51 g.51 ; 3.61 b.41 ; 1.11 7.51 :

b. HDA PROJECT LEWDIKE 1 540.9 1070.4 30.50 ¢ 204.0 1138.9 I7.91 1 744.9 2207.3 3.1
---)percentage of total : 13.91 9.01 : §.31 10,81 H g.81 9.91 :

7. TECHALCAL ABSISTAKCE ; 69.3 2114 32.91 60.0 251.3 23,81 129.% 482.7 28.01 &
---)percentzae of *atal : 1.81 (N : .31 2.41 : .51 211 !
XIITEXPIZIZ AN EBRX CXErRICE S IEICEN IR X IR IS XIS S S X I S IR X XK T AN AL I SIS LI T DI TSI SIS SIS I I IS TS N T SIS XIS IS IR R TS EEREE R LI S X XIS CC O RN IICIECETICINRISISEIINRIESIS
GRAE TOTAL i 3899.3 11837.0 3.9 4531.7 10549.9 43.2 : 2431.1 22377.9 37.et

' 100.01 100.01 H 100,01 100.01 : 100.01 100.01 '
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Sourcest Yorld Bank Annual Report, 9B, and Jores, 1985,
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reached despite poor domestic absorptive capacity, as is documented later in
Section V on lending experience.

The proportion spent on basic infrastructure in the Eastern Africa
MADIA countries was slightly lower than the regional average for Eastern
Africa (34.5% compared to 39.7% for the entire Eastern Africa Region). Kenya
stands out in terms of the share of total Bank commitments going to basic
infrastructure (38.7%) (see Table [I1.3). Transport received 20.4% compared to
13% in Tanzania. It is important to recall that Kenya's hetrver performance in
the smallholder sector compared to Tanzania's and Malawi's is partly the
result of a better developed netwecrk of physical infrastructure to service
smallholder agriculture, especially in the high potential tea and coffee
areas.

The Bank's commitments to the industrial sector, on the other hand,
stand out in Tanzania (as high as 20% -- Table 1I.3 - of the total compared
to 8% in Nigeria and 9% Senegal). This funding obviously helped reinforce the
government's Basic [ndustrial Policy. It is noteworthy that both Kenya and
Malawi, which experienced high agricultural growth, received little Bank
financing for industrial development (4.6% of toral financing in Kenya and
only ,8%Z in Malawi).

[t 1s also worth tozalling that prior to the Nairobi speech the Bank

Ui

was largely an infrastructure oriented institution. Commitments to
infrastructure in all MADIA countries constituted 54% of the total ia the
1965-69 period and remained at about that level in rhe 1970-74 period but took
a sharp downturn coincident with the rise of the agricultural and development
emphasis (Table [I.4). The former's share declired to 23% in 1975-79 and then

increased again to slightly less than 30% in 1980-86 period.



Table II.3

COMBINED [BRD AND I1DA CUMMULATIVE LENDINE OPERATIONS BY SECTOR
AS OF JUKE 30, 19Q4
(s1llions at $US)

SECTOR KENYA MALAKL  TAMIANTA CAMERUON  NIBERIA SENEEAL TOTAL
1. AGRICULTURE AND

RURAL DEVELOFKENT 483.00 172,49 320,93 375,26 1444,70 134,562 2931.22
--=)percentage of total 24,01 26,21 26,11 37,31 - 50.01 20.6% AL

2. BASIC INFRASTRUCTURE 178,45 167.89 397. 80 483,17 611.96 .2 2650.04
--=spercentage of total 38.71 29.5% 32,41 4.1 1.2 32.5% 34X

3. [HDUSTAY 92.00 3.00 247.00 18.00 237.00 57.40 656,40
s-ippreentage of total .61 0.81 20.11 1,01 8.21 g8.681 7.81

4, (THER [HFRASTRUCTURE 194.30 15,00 62.00 56.00 373.80 40.3 742,40
---rpercentage ot fotal 3.71 3.91 5.01 4,61 12,91 5.21 8.81

5. HURAH REGOURCE DEVELGPRCRI 160,17 115,33 64.90 57.87 124,49 59,31 594,47
-—-opercentige of total 8.0 17,51 5.41 6,83 4, 4% 9.11 7,11

6. HOW PRCIECT LENDIHE 274,90 170.00 93,00 0.00 80.00 124.00 744,90
--~percentage of totai 15.71 25,91 7.71 0,01 .81 18,91 8.8%

7. TELHHICAL ASSISTANCE 28.00 2,50 39,00 14,30 18.00 21,30 129,30
--=)percentage of totdl L 41 0,41 3.21 1. 4% 0.6 2 1.3%
ZERETAWTRoSTILNTZITNILIRC ‘..'.‘.l.‘.:“.::::::::::::::::::::::‘.'::'1:::::2::::':::::::E2:::‘1::3::3:3:::2::-‘:: TITTHI=STIDITE
saang Total 2011.82 659.41 1228.25 1004,76 2992.1% 654,74 8431, 13

1994 POPULATION (e1llrong) 19,34 5,83 FARRS! 9.87 94,49 6. 38 160,43
°ER CAPITA LENDIRG ($/persan! 192,96 94,32 AL 101,76 29.98 107,09 32,47
ITTIAITAZ=2INT ::.':::::::.'::::::::z:::;:::::::1::::::::3::::z::::::::.‘::::::::::::::::::::::::::::::::::::::::::::7.:::

Source: Jonew (198%), IBRG's *Statecznt of Loans® (9/86)
and IDA’s “Statement of Cradits® (10/84), and
World Bank Annual Report, 1986,
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KAD1A: EORLD 8AM LEXDIHG DPERATIENS BY SECTOR (Fillrons of uss#:
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SOURCE: Adapted frca Joass (1985), and IDA's "Stateaent of Developeent Credits’ (10764}
and [BRD's *Statesent of Loans® [9/86).
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The shave devoted to human resource development also declined from
15.6% in 1965-69 to a low of 5.78% in 1975-79 (Table II.4). Thus, basic
"public goods", which have important externialiries in tne development of
agricultu~re, received less support from the Bdnk.l/

The proportion allocated to nont.oject itending was higher in the
Eastern 4Africa MADIA countries compared to the regional average for all of
East Africa (13.9% 1n the three MADIA countries compared to 9% in the Fastern
Africa Region) -- see Table I1.2. Nonproject lending was very heavily
weighted by the amounts going to Malawi and Kenva. As noted earlier, Tanzania
recelved no project or nonproj.ct loans or credits in support of agriculture
petween 1982 and 1986,

The shace of nonproject leading was lowest at 7.7% ($95 million) in
Tanzania compared to 25.8% in Malawi {5170 million) and 13.7% in Kenva ($276
million) -~ Tables II.3. Tanzania continued to receive commitments for other
non-dgricultural sectors of its economy -- most of thesa were for basic
infrastructure (i.e., port, power ad highway rehabilitation, petroleun
2xploration, education etc., as well as suppiementary loans for the Mufindi
pulp and paper mill and urban water supply).v

An ironic etffect of conditiomality i1 the Bank's agriculture and
macroeconomic lending in Tanzanlia nas :herefore been to further reinforce the
bias of the Bank's lending against agriculture. Had the lending strategy been

carefully related to the soundness of the recipient's overall development

1/ Part of this reducticn, however, resulted from a shift in the
cemposition of lending for infrascructure with more funding going to
construction of rural feeder roads than to (more expensive) highway
construction.



strategy, then all aspects of the lending program rather than only that goiag
to the agricultural sector would have been affected.l/ in the Tanzanian case
such an approach would have included rehabilitation of basic infrastructure
but not lending fur large scale industry that competes with agriculture,

Table [I.5 shows the intersectoral breakdown of IBRD versus IDA landing

to MADIA ccuntries and to the Eacc Africa regions by sectors. Table 11.6
provides the sam2 information fcr East Africa countries over time. [BRD
commitments declined in East Africa MADIA countriss .o tpe 1980s over the
previous two five year periods due to increased debt service problems (see Table
IT.6). A smaller proportion of IBRD resources was committed to agriculture in

MADIA East Africa countries (17.4Z) than of TDA resources (30.52),3/ although

1/ In such a situation lending strategies might have two components, namely,
- "baseload" lending and "variable" lending. Countries that do not have
policy enviroamenis conducive to development would pe eligible only for
"baseload" lending for investments essential to lonyg term growth.

2/ In the West Atrica ropion, haowever, the proportion of IBRD resources was
greater (&5.4% of the torsl [BRD commitments went for agriculture; 86.3%
of the IBRD commitments to agriculture and rural development made in West
Africa were to MADIA counrries. This is because Nigeria and Cameroon,
both o1l exporting countries, ceased to receive IDA loans in the =arly
1979s and 1982, respectively, as a resule of having achieved too high per
capita income levels. Not being able to qualitfy for tne softer IDA loans
in the agriculture and rural sector continues te be an Lszue between the
Bank and Camercon. This in turn influences the Lypes of prujects the
Camernonian goverament 1s willing to accept tunding for from the Bank,
Thus, for instance, it was very reluctant to accept a resedrch project
that involved a long gestation lag and was particularly concerned about
the level of technicol assistance that it would have to borrow for on hard
terms.



Table T1.5

188D AND 1DA CUNUBATIVE LEKDING DPERATIONS BY SECTOR AND REG!DW

A5 0F JUME 30, 198b
irill10ns of SUS)

EAST AFRICA WEST AFRICA
[BRD 104 N 1BRD 10R

-—-- mapla --- RADIA HH ---- MRDIA ' ~-- BADIA @

HADIA ML SHARE H BADIA ALL SHARE HH RADIA ALL SHARE ' BADIA ML SHARE :

1. ABRICULTURE AKD ' " ’ H H
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the proportion of IBRD commitments to agriculture in the three East Africa
MADIA countriee¢ was higher than the Eastern Africa regional average (17.4%
compared to 10.6X) and that of IDA lower (30.5% compared to 32.9%) -- see
Table II1.5.

The higher proportion of '"hard'" IBRD loans in MADIA East Africa
countries resulted from loins that went to a number of commercially oriented
agro-processing projects in both Kenya and Tanzanla as well as an irrigation
and credit schemes 1n Kenya. Projects in direct support of smallholder
production, t.e., inte ated rural development projects, were funded with IDA
resources.

IBRD loans in agriculture helped to meet the Bank's overall lending
targets for IBRD in each of the countries, while simultaneously meeting the
McNamara guideline of allociting 25% of all resources to agriculture and rural
development. Thus, the ezlection of parastat.i agro-processing projects in
Kenya and Tanzania and capital intensive irrigation, or credit projects, such
as those financed in Kenya helped to create the impression that poverty was
being alleviated because funds were being directed to the agricultural
sector. In reality, however, the Bura irrigation project at a realized cost
of $25,000/ha. (or even at it3 originally estimated cost of $13,500/ha.) was
very capital intensive but created relatively few jobs. The same applied to
the South Nyanza sugar project. The AFC agricultural credit projects provided
litzle benetit to the poor because AFC's credit guidelines in the mid-1970¢
meant those farmers whose holdings were less than 15 ha. were ineligible for
seasonal credit. The Bank was able get this limit reduced to S ha. by the

beginning of the 1980s, but this srill excluded the vast majority of small
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farmers. The Group Farms Project in Kenya simila-ly did not benefit many
small farmers and much of the credit was cancelled due to faulty project
design.

Tt is noteworthy that as a result of human capital development having
been given low priority in the 1970s, nonproject lending in the 19895 entailed
significantly increased amounts of technical assistance. The share of self
standing technical assistance projects increased frombnil in the 1970-74
period to 2.3% for all MADIA countries in 1980-86 (Table I1.4) and 3.7 for
East African MADUA countries (Table II.6). In this regard, although the
recent policy focus of the Bank is a welcome one, the Bank's demonstrated
willingness to address the problems o1 basic inscitutional and human capacity
-= which likely require fewer finan:zial resources but greater rroyring ~-
appears to be still quite low. The Bank continues to opt in favour of
measures such as technical assistance, which serve seccndarily to prime the
pump of lending. We believe more {lexible policies concerning the ievels and
composition of assistance Lo countries are essential if the current problem of

negiect of institutional and human capital development is to be adequately

addressed.

B. Lending to Kenya

The types of projects the Rank financed in Kenya and Tanzania in the

1970s were fairly similar.l/ They fell into two basic categories:
1 The Annex provides brief descriptions of World Bank agricultural crop
projects in each country -- sources of finance, crop focus, project

purpose, etc.
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(i) smallholder integratad area development projects and (ii) parastatal
operated projects directed mainly towards ugro-processing of export {(or
Import suvstitulion) crops -- tea, coffee, sugar, tobacco, pyrethrum and
cashews, etc. In addition, the Bank also financed a number of miscellaneous
other projects in Kenya -- a large scale irrigation project, a series of
four agriculrural credit projects, a group farms project and projects in
semiarid areas.

These projects did not evidence a clear sense of priorities derived
from an analytical perspective with respect to the types of investments
needed to modernize smal.:holder agriculture in the early suages of
development. They therciore did not reflect the concern for appropriate
sequencing and phasing of activities that such a framework necessarily
implies. Such a view would likely have stressed development of national
capacity for agricultural research and extension and improvement of the
policy, planning, budgetary, monitoring and evaluation capacity 1in the
ministvies ot agriculture (including substancial investment in the training
of nationals as well as in improving incentive systems in the governments in
order to retain qualified staff). These emphases were to become priorities
of the Bank 1n Kenya in the early 1980s but only after the generally poor

implementation experience of an overextended 1970s project poertfolio.

l. Agro-Processing Projects

The number of agro-processing projects was greater in Tanzania (8)



J

" Bank projects tcok the role of the public sector as

than in Kenya (4).1
given, cspectally in Tanzania, and indead reinforced its role through
substantial investments 1n parastatals. The growing number of parastatals
served as vehlcles for channelling relatively large scale, centralized
lnvestments in a reasonably short pertod of time. Indeed, it would have much
more been difficult to provide this magnitude of resources to a decentralized,
small scale agro-processing sector.

There were, however, other reasons for supporting public jsector agro-
processing. Due to scale eccnomies dictated by the lack of alternative
technologies, large investments are ruquired for processing some crops.g/ In
the absence of a well-developed indigenous private sector, the development of
public sectur agro-processing was deemed necessary.

The tea and coffee projects in Kenya represent probably the best

example of Bank agro-processing projects in Africa. The first two tea

1/ Of the 29 agricultural operations financed in Kenya with total funding
commitments of $721.4 million (s5ee Annex for more complete project des-
criptions), three were for the development of smallholder tea (two for
establishing smallholder production in the 1900s and one for establishing
tea factories in 1974), one for improvewent of already established small-
holder coffee production including processing (in 1979), two sugar
projects (one involving a new f.ctory in 1977 and another rehabilitation
of existing supar factories in 1978}, a cotton prucessing project in 1982,
a fisheries projects, two livestock projects (involving the development of
ranches in 1969 and 1974), three forestry projects, four agricultural
credit projects, one group farm project, one irrigation project, two in-
tegrated agricultural projects, one extension project, two semi-arid areas
projects, two technical assistance projects and three structural/sectoral
ad justment operations.

()
T~

This appears to be more Lrue ror coffee and tea than ftor flue cured
tobacco, although in Malawi the goveranment has promoted large scale
estate production of flue cured tobacco because of the belief that
smallholders cannot atfort the costs of investments in processing. (See
forthcominy paper by U. Lele on estate versus smallholder production
strategies).



PART-2 - 64 -

projects, funded in collaboration with CDC, helped establish smallholder

1/

production.— In addition, the provision of tea processing facilities through

a third lecan in the 1970s alleviated a major constrazint to the otherwise well
organized tea sector., The Bank also made a very important contribution to the
analysis and resolution of KTDA's tinancial problems that resulted from the
exchange rate losses that followed unanticipated davaluations.

The Smailholder Coffee Project financed by the Bank in 1980 also
alleviated an important constraint to the development of smallholder coffee
production by p oviding assistance for the rehabilitation or construction of
cooperative factories, Coffee cooperatives In Kenya have on the whole been
impressive 1n providing effective servicess to smallholders. The Bank
contributed to this excellient performance by addressing the imporcan® problem
of delays 1n coffee payments to producers.

The experience with the remaining agro-processing projects has been
less positive. Sugar processing projects in Kenya have had many problems.
The South Nyanza sugar project was locared in a drougnt prone area and
inadequate production services were provided to the outgrowers by the sugar
factory. The factory also expirienced substantial cost overruns due to
unancicipated exchange rate adjustments at the same time that world SUgar
prices collapsed, thus making imports more competitive.

The South Nyanza project stresses the particular vulnerability of
projects that at the outset are only margirally profitable only to have world

market prices move in the opposite direction to that predicted. The South

1/ CDC deserves much of the credit for creating KTDA's impressive
institutional capacity. See Lele and Meyers, op cit,
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Nyanza project -- as were several other projects in ¥Venya -- was funded partly
In response to the government's concerns ahout regional income distribution.
When shortages 1n cane throughput were encountered by the factory, the Bank
recommended that the Covernrent of Kenya raise its entlire suzar price
structure in order to improve producer incentives. However, this occurred in
a sitvaticn where producer prices were already above import parity. Other
sugar factories in Kenya had much lower cost structures and therefore could

. . . . 1/
potentially earn considerable rents from increased prices.2’ FEfforts by the
Bank to also assist in the rehabilitaticn of the sugar sector in Kenya were
undermined by the government's reluctance to engage in subsi ‘ary financing
agreements with the private sector and thus this project also did not achieve

its objectives.

a. Other "Marginal" Projects

The Bank's agricultural portfolio in Kenya in the 1970s had the
effect of contributing to a level of expenditures in agriculture beyond t*e
government's financial and administrative capability as well as increasing the
marginality of the overall investment portfolio. It can be argued that the
Bank ought to underteke high risk, difficult to implement projects while
leaving those investments with higher and more certain returns to the
government. Accepting this argument, the question then is one of whether in
undertaking such risky investments the Bank's involvement helps reduce future

risks for similar investments; also whether its investments represent the most

1/ See Chapter IV, Lele and Meyers, op cit.
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cost effective apprcaches. On both these grounds, the Bura Irrigation
Settlement Project receives low marks.

When bagun, the Bura project was by the Bank's own admission quite
costly but this cost was justified on the basis of the government's keenness
to ilnvest 1n lrrigation in order to relieve land pressure and create
employment opportunities. A project of this magnirude should, however,
arguably have never htave been financed as Xenya had litcle experience 1in
irrigation. There were many problems with soils and with the design of the
irrigation system as well as with settling the target population in an
inrospitable area.

Certainly once it became clear that cost escalations would be very
high (tota' base costs in 1982 were 187% of appraisal escimates), the
economics of the project should have appeaved questionakle and the government
should have been persuaded to stop the project before the construction of the
dams began. However, this did not happen. Several other projects in Kenya
were similarly of questionable value when approved, e.g., rhe Group Farms
Project, 2nd [ADP and at least two phases of the AFC credit projects. All
performed poorly. For instance, considerable skepticism was voiced by
technical staff in the Bank about tne viability of the Group Farms Project and
yet 1t was approved. As a consequence much of the credit had to be cancelled
because of farmers lack of interest in group farming.

The first AFC agricultural credit project was quite successful in
increasing the production of smallholder dajrying, thcugh this result was not
one that had been anticipated in the project’s design. Subsequent credic
operations, however, expanded credit provision well beyond the institutional

capacity of AFC and, although AFC's institutional weaknesses were quite
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obvious, continued to be approved. By 1986 rhe Bank was forced to consider
alternative mechanisms to AFC for provision of credic.

The Cetton Processing and Marketing project was also a ‘ailure
because of a host of problems aot adequately anticipated in project
appraisal. These included the lick of udequate research findings on cotton,
institutional weakness of the cotton marketing board, the voiatility of
climate and gloomy world market prospects. )

The fntegrated Agricultural Developrent Projects (IADPs) were found
Lo be too complex. In the first [ADP 13 institutions and 5 ministries were
involved and project coverage extended over four provincss, Uwo of wnich
suffered from problems of weak cooperatives, lnadequate extension services and
questionable technical packages. Once again the Bank agreed to finance the
first IADP partly to oblige the government in meeting its politically
important regional income distribution objectives. What is puzzling, however,
is that a large follow-on second phase of IADP was financed even though the
first phase was encountering major difficulties.i/

The generally poor performance of the Bank's porrfolio is shown in
Table II.7 which categorizes projects by re-escimated economic rates of
return. Since a number of projects weuld have very low ERRs but are still on-
going (Bura, Baringo) or are ones For which PCRs either were not done (AFC
III) or have not yet been officially issued (Sugar Rehabtilitation), the

overall picture is even less pcsitive.

1/ The above review has contained only very brief bighlights from the
Bank's project experience. A detailed project by project treatment is
found in Lele and Meyers, op cit.
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3. Issues Raised By The Bank's Project Lending Experience

The problems encountered in the Bank's project portfolio in Kenya
suggest several general observations about rhe factors that have iimited its
success as well as factors that might contribut2 to increased success in the

future.

a. Comparative Advantage and World Market Prospects

The first issue arises from the Bank's tea and coffee projects. It
has to do with the type of advice and financing the Bank should provide for
crops with Timited world market prospeccs in situations where countries
producing these crops have a strong comparative advantage in their
production. In the case of manufactured goods the Bank has consistently
supported the principle of dynamic comparative advantage. In the case of tea
or coffee, hcvever, due to perceived contlicls among its various borrowers
(e.g., Sri Lanka and India vis-a-vis East African councries) and the licely
decline in their individual incomes from augregate expansion of production,
the Bank has stressed intensification of existing production and processing
rather than area expansion.l/ Fungibility, of course, means that it does not
particularly matter which investments the Bank finances. It is the marginal
investments made possible by such financing that are of interest. In the

Kenyan case the financing provided by the Bank for processing facilities for

1/ The policy, has however, al.owed for considerable flexibility in icts
implementation based on the consideration that countries with no
alternative crop opportunities shculd be ailowed to receive support from
the Bank. The Bank therei{-. e undertook a tea project in Tanzania, which
established 15,000 ha. of tea, whereas in Kenya it restricted 1ts
financing to the establishment of factories.
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tea and coffee provided : strong incenrtive for smallholders to expand the area
under cultivation, especially given Kenya's positive incentive price policies
and effective services €2 smallholdevs. However, intensilication of
production (i.e., increased yields per ha), which the #ank did seek to

promote, has not marerialized in either tea or coffee.l/

b. Factors Influencing Decision Making at tae Farm Level

The factors influencing intensification and how the government might
assist in this process from the perspective of fostering both short and long
term growth are areas that require detailed analysis. Indead, the lack of
farmer uptake in a2 number cf the Bank's ovrojects (e.g., the Narok, AFC and
Group Farms projects) suggests a more general point, namely, that despite the
Bank's substantial investments in smallholder agriculture in Kenya, relatively
little is known concerning the factors that influence small farmer decision
making. Similarly, desplce the Bank's substartlial lnvestments in tea,
relatively little systematic knowledgz exists of the factors affecting

2/

resource allocation 1n Ltea production.=

c. Influeace on Allocation of Capital

The third issue relates to the Bank's influcnce on resource
allocation decisions made by the government. Bank-supported projects in the

1970s, though undertaken to assist the goverrment in achieving regional equity

1/ See forthcoming paper by Lele on estate versus smallholder productirn.

2/ The Bank is, however, currently carrying out a major review of the
coffee subsector.
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objectives, nonetheless absorbed disproportionately large shares of scarce
Kenyan public sector financial and administrative resources for activities
that achieved low rates of veturn. This diversion of resources nas had both a
human capital and a financial dimernsion. The ¢ mer is hard to quantify, but
is reflected on the one hand in the demands made on scarce adminiscrative and
manpower resources and, on the other, in the postponement of necessarcy
investments in agricultural research, rural physical infrnstructure and human
capital,

The problem of misallocation of resources can be succinctly and
graphically illustrated in numerical terms. Bank-sponsored activities in just
four subsectors =~- Bura, Sugar, [ADP and AFC, all of which were marainal
projects -- accounted for at least half of the MOA's development expenditure
budget during the 1977/78 to 1982/83 period. Total gross budgetary
expenditures by MOA increased by 46% in these five years or al an annual rate
of 9.2% in nominal terms. Irrigation exvenditures, of which Bura represented
the major portion, reached a peak of KSH 9 million or 28.4% of the development
budget in 1981/82, and sugar accounted for KSH 7.5 million (18.6%) 1in
1982/83. Together these two activities alone accounted for Just over 40% of

the develupment budget in 1981/1982 and 1982/83.

d. Riskbearing
A related issue concerns risktaking behaviour by the Bank. The
relatively poor racord of the Bank's agricultural portfolio in Kenya in
comparison to Kenya's overall agricultural performance can be explained only
to a limited extent by the Bank's willingness to be innovative and take

risks. The poor performance of the portfolio in the 1570s stemmed more from a



PART-2 - 72 -

tendency to acquiesce to the government's political objectives and to
undertake quite risky marginal projects. Moreover, subsequent phases of these
projects (IADP, AFC, etc.) were approved even though the earlier phases had
not demonstrated affective resulcs,

Undue risks were also undertaken when evidence indicated that
projects were unlikely to be feasible and yet strong actions were not taken to
stop such projec:s. E.g., when major cost escalations for the Bura irrigation
dam became evident, the Bank took a far more optimistic posture toward the
expected internal rate of return than the evidence from the project appraisal
or subsequent supervision expervience would appear to have warranted. Thus the
government ended up having to provide financing for a substantially greater
investment than was originally envisaged.

As a result of the above problems, the overall quality of the Bank's
portfolio suffered. Moreover, the anticipated long term gains in country
relations that were to have resulted from maintaining or increasing lending
levels did not materialize.

The Bank's shift to a tougher posture after the late 1970s, at a time
when Kenya was facing serious macroeconomic difficulties, was, of course,
justified on grounds of Kenya's overcommitments. But the contribution of the -
Bank's poot project porttolio to this situation tends to be overlooked —- as
does the possibility that this factor affected Kenya's receptivity to Bank
overtures during the SAL process and subsequently.

Despite the above problems, it is important to point out that there
has been a significant change in the Bank's approach to the agricultural
sector in the last four years -- much of it in the very desirable direction of

improving agricultural research, extension, credit and marketing capacity on a
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subsectoral basis. In this connection, we believe it is necessary for the
Bank tc use its considerable influence in its policy d alogue with the
government to press for development of Xenya's own planning and anaiytical
capacity. This will involve getting the best Kenyan manpower to work on -he
problems of agriculture as well as engineering a larger supply of such
manpower -- as opposed Lo contlnuing reliance on the short cerm palliative of
external technical assistance.l/ ‘

Any comprehensive effort to address the above analytical and
managenient constraints will obviously require a dialogue between the Bank and
the government about setting up mechanisms by which tie best Kenyan minds can
be deployed (and retained) to worl on Xenya'c policy problems on a long-term
basis. It will also mean the Bank will need to seek help from other donors,
e.g., the U.S., in achleving this objective as the Bank does not have a
comparative advantage in providing long~term financial support to Kenya's
unlversity and research institutions that are engaged in agricultural and
social-economic research. It will require investment in increasing the supply
of Kenyans with post-graduate training in disciplines that are important for

formulating and implementing effective agricultural policies.

1/ Success in achieving these objectives will obvicusly depend on the
government's willingness to adopt measures to streng:hen governmental
capacity. This migat be prompted by providing assistance with which tc
give long term (five year) contracts to Kenyan foreign trained
university and research personnel with advanced degrees in economics,
sociology, etc., who are now in relatively abuadant supply in Kenya and
who swell the ranks or consulting firms that serve foreign donors.
However, this would require considerably change in the government s
current stance toward use of highly trained non-civil servants.
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4. Structural Adjustment Lending

Increasing economic difficulties in the second half of the 1670s led
Kenya to seek support from IDA and the IMF. Thi: cesulted in the financing of
the first Structural Adjustment Loan (SAL). The first SAL did not involwve an
agricultural component. Instead the Bank began an increa.od program of sector
work on agriculturs in the early 1980s. The second 5AL (U3$ 130.9 million)

" constraints in the agriculrural

included components designed tn address 'key'
secter.  Specifically, the program was to supporc: 1) ceforms of pricing and
marketing policies; 2) vegularization of land subdivision; and 3) removal of
budgetary and management bottlenecks.

Relatively litrle policy action was forthcoming from the government
in the above three areas, suggesting that the Bark and GOK were not equally

committed to the set of

refovms specified in SAL II. It is also likely that
commitment to these objectives varied within the government. The one
exception to this has been the progress made in the area of planning and
budgetting in the Ministry of Agriculture, which has in turn has led to
similar reforms in other government ministries.

The Bank has recently moved tuwards a broader approach to
agricultural development in Kenya. In support of general economic and
agricultural reforms, in 1986 it approved twc operations that demonstrate a
more comprehensive vision of future agricultural development in Kenya, namely,
the Agricultural Sector Adjustment Operation (USS$S 20 million) and an
Agricultural Sector Management Project (US$ 11.1 million‘, hoth using IDA

funds. The latter involves a technical assistance projecc designed to support

the strengthening of major agricultural insticutions in the public sector
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while also providing support for reforms promoted by the Agricultural Sector
Operation,

The Agricultural Sector Operation involves an import 5.Dpory
compenent to fund fertilizers, pesticides and chemicals, agriculrtural
machinery and spare parts, veterinary services, seeds, petroleum and transport
equipment for the sector. In addition to the inputs component, the Sector
Operation contains a further set of ambitious objectipes for its short (two
year) time frame. [t seeks to (i) improve production and investment
incentives with a focus on prices, marketing and private sector development;
(11) implement programs of parastatal reform including divestiture and
rehabilitation: (iii) support futher restructuring of the public invescment
and expenditure program; and (iv) increase the flow of credit to
smallholders.

The initiatives contained in these two new efforts are clearly steps
in the right direction. In light of the problems noted earlier in the Bank's
past lending program, the question needs to be raised whether they involve too
many initiatives spanning oo many iasticutions within too short a time
period. They also convey great optimism about the extent to which, and the
pace at which, the government will be willing to significantly alter past
policies. The experience of the past twenty years denonstrates that the Bank
has been consistently unduly optimistic about proposed policy changes.

Finally, we note that after 26 years of involvement in Kenya, the
Bank is now considering financing an agricultural research project. We very

much support an effort tu improve Kenya's apgricultural research capacity.
pp p y g p y
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However, we also recognize that this is a formidable task in which success

1/

will only be realized over the long term.=

Tanzanra

D. Lending to

Althoush the Bank provided some assistance to the Tanzania Rural
Development Bauk tor on-lending of agricultural credit, lending to Tanzania
has been mainly concentrated in two areas: (1) support for crop parastatals

and (1i) support for regiona! integrated rural development projects.2/

l. Support for Crop Parastatals

IBRD and IDA have provided loans and credits of $261 millioa in
support of various crop parasctatals handling tea, cotten, cashews, sugar,
tobacco, pyrethrum and grains (see Annex). The total costs of these
lnvestments were, however, even larger in that the government and other donors

also provided funding for these projects (see Annex).

1/ See Lele and Goldsmith, op cit.
2/ In Tanzania there were 25 operations including two tea projects: three

tobacco projects, one involving (smallholder) production and two
involving processing and handling of tobacco; two cashewnut processing
projects involving the establishment of cashew factories; one
smallholder cotton production project; one sugar prsject involving
financing of a sugar factory and nucleus estate production; one
smallholder maize production project and one project in support of the
national milling corporarion that handled the marketing, storage,
milling and sale of maize on & monopsony basic; on: smallholder
pyrethrum production and processing project; cne coccnut¢ production
project; two livestock ranching and one dairy development projects; one
fisheries project; two furestry projects; two credit projects; three
integrated area development projects; and one Export Rehabilitation
Credit in support of macro and sectoral policy reform.
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The objective of the first tea prujec: (in 1972) was to improve tea
processing, handling, marketing, extension and cooperative services. As in
the case of the tea factory project in Kenya (financed in 1974), the project
in Tanzania tocused on intensificaction of smallholder rea. However, as was
also true in Kenya, the result was largely an increase in the area under
cultivation rather than increased intensification. This was followed by the
financing ot a smallhclder tea consolidation project i+ 1980 (we indicated in
Part 1 that smallholder tea is one of the few crops which has shown positive
growth —-- 13.7% annually -~ in production in Tanzania). The tobaccs
processirg (1976) and handling (1978) projects were aimed at lmproving these
functions in the tobacco subsector. The Kilembero Sugar Project in 1974 (like
the South Nyanva project in Kenva) financed the construction of a sugar
tactory and the esrvablishment of a nucleus sugar estate a: well as services
for outgrowers.

The twc cashew processing projects in 1974 and 1978 financed the
mechanical processing of cashews. The 1980 Pyrethrum Project financed
improvements in smallholder production of pyrethrum. Finally, the Grain
Storage and Milling Project was, despite its name, undertaken primarily to
address the problem of ineftficiency in the grain marketing board (NMC), which
nad accumulated financial losses of TSh 3 billion by the end of the 1970s.

The above apgro-processing projects in Tanzania generally did poorly
because of crop production failures. Project appraisals in the 1970s did not
fully enrticipate the full effects of the government's policies towards the
smallholder sector (ocutlined in Part [ of this paper), which led to either

stagnation or decline in the production of most EXpOrt Crops.
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The Bank, moreover, did not question the monopsony functicns of the
parastatals involved in agroprocessing. I[n fact by channelling nearly half of
its total commitments to the agricultural sector direcctly to the parastarals,
it inadvertently reintorced their already deminant positian. By 1983,
however, the Bank's agricultural Sector Repor: concluded that "due to
overwhelming institutional and national problers this assistance [to
parastatals| has had little pesitive effect" (p. 70).~

Tanzania has the highest number of projects with zero or negative
rates of return amony all MADIA countries (see Table II.7). Of the (10)
Tanzanian projects audited by OED only two (Flue Cured Tobacco and Smallholder
Tea Development) had economic rates of return over 10 percent, one (Kilombero
Sugar) had a rate of rerurn of 4% and 7 (Kigoma, Naticnal Mai:ze, Tabora,
Geita, Cashewnut, Tobacco Handlinpg, Tobacco Processing) had negative rates of
return. The aud:ts were done soon after completion of these trojects and the
situation in these craps has deteriorated further since then. It is doubrful
1f the Kilombers Sugar or the lobacco Projects weould now show a positive rate
of return. In view of the fact that 22% ot the tortal $133.6 million borrowed

for these projects was on IBRD terms, it is clear that Tanzan.a would have

been better off if it had not borrowed for these projects.

2. Support for Regional Development Projects

The projects which received the most attention in Tanzania in the
mid-1970s were the rural or regional integrated development project (RIDEPs)
While the RIDEPs in Kigoma (1974), Tabora (1977) and Mwanza/Shinyanga (1978)
varied in emphasis, they had in common a multisectoral approach to the

development of a geographical area.
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Government actively pursued donor financing for RIDEPs. As in Kenya,
it viewed these projecrs as a vehicle for spreading development assistance
throughout the countryside, especially to the traditicnally poarer, neglected
regions. The i1dea was appealing to the Bank (and to other donors) for both
developmental and pragmatic reasons. Civen the decencralized governmental
system in Tanzania, donors were able to channel resources to several sectors
at once, rather than having to deal with different central ministri:s. Also
the number of beneficiaries "reached" through these agricultural and rural
development projects increased, giving the impression that the donor poverty
alleviation mandates of the 1970s were being met. By the 2nd of the 1970s
most regions were covered with RIDEPs funded by various donors (it.¢., France,
UK, EEC, USAID).

Most of these projects were prepared and implemented through the
provision of technical assistance. GCiven their complexity, the government had
insufficient capacity to plan and implement such projects. The government was
less willing to accept technical assistance for World Bank RIDEPs than for
those of other donors, =.g., France and USALD, on grounds that IDA resources
were "expensive' compared to those acquired with grant monev. Also the
bilaterals recruited their own TA whereas the Bank policy was to minimize its
involvement in administering TA.

The RIDEPs often included social welfare components that only
marginally contributed to economic productivity (i.e., water supply, schools,
health clinics). The projects were also frequently not located in the areas
of much agricultural potential, e.g., Kigoma, Mwanza, Tabora. They were often
justified on y-ounds on improving interregional equity. However the crops

they frequently focused on (usually foodcrops) were not the ones with the
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greatest lncome earning possibilitlies., For instance in Tabora few resources
were devoted to the development of -obacco or to cotton in Mwanza/Shinyanga in
much the same way that donor funded projects in Africa in the 1960s had
completely overlooked concern for food crops and had concentrated solely on
export crops.

Performance in these projects was so far below expectations that the
Mara RIDEP, a project the Bank had already appratised and negotiatced in the
early 1980s, was not presented to the Bank's Board for approval. Due to the
macropolicy and sectoval policy environment in Tanzania discussed in Part I of
this paper, the RIDEPs also suffered from lack of trained Tanzanian manpower,
frequent institutional changes and shortage of recurrent financing, fuel and
spare parts. Officials also frequent!y commandeered vehicles and equipment
provided by the Bank for Party or personal use.

The difficulties of implementing complex inultie~croral projects, even
in the absence of macve and structural constraints, had already become evident
by 1974, A Uorld Bank-inicisted study of African rural development designed
to suggest lessons tor Bank cperations had documented this evidence.l/ The
findings of the study were endorsed by the Bank and were reiterated in an
agricultural and rural development sector study on Tanzania at around the same
time.

The interesting question is why these integrated projects were
financed in light of the evidence of the study. It is evident in retrospect

that the spirit of Mr. McNamara's Nairobi speech was congruent with the spirit

1/ Uma Lele, op cit.
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of Mr. Nyerere's Arusha Declaration. Both contributed to the Bank's decision
in 1973 to go ahead with the Kigoma project. Once begun the momentum
developed by these nrojects was difficult to curtail. Also, as we peinted out
in Section [V on policy analysis, the Bank was slow 1n facing up to the
consequences of the policy failures that were increasingly becoming obvious in

Janzania.

3. Structural Adjustment Lending

By the end of the 1970s Tanzania's domestic economic crisis had been
accentuated by the break up of the East Africa community, the Ugandan war, the
second o1l shock and the drop in the commodity prices following the coffee
boom. Project implementation was hampered by a shortege ot foreign exchange
for recurrent costs, spare parts and fuel. The government therefore
approached the Bank in 1981 for balance of payments support.

As in the case of Malawi and Kenya, little systematic macroeconomic
or sectoral analysis existed in the Bank on constraints to growth. Thus there
was insufficient knowledge that could be .<sed to stipulate the conditions
necessary for government reform, although the project lending experience in

all sectors had certainly provided abundant evidence of the existence of

various constraints to growth. The Bank's Lroad mandate to use structural
ad justment lendinyg to obtain macroeconomic and sect oral policy reform had also
not yet been agreed to by the Bank's major sharcholders. Thus the 1981 Export

Rehabilitation Credit of $50 million was from the Bank's perspective fairly
conservative in terms of the conditions it sought to have GOT agree to. It
appeared quite radical to the government, however, which was not ready to

consider such drastic reforms.
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The major objective of the credit was to increase tae allocation of
scarce resources to the agricultural sector and to improve incentives for
export production through a toreign exchange retention scheme for exporters as
well as increases in producer prices. These reforms were, however, too puny
in relation to the extent of overvaluation of the currvency and greatly
overexpanded government expenditures. The Bank's exporrt rehabilitation credir
thereforc had relatively little positive impact although it perhaps served to
avert to some minor extent further decline in Tanzania's export agriculture.

In 1984/85 the government adopted a number of reform measures
including the devaluation of the shilling from TSM12 to TSM17. However, the
shilling still remained hopelessly out of line with the market rate, which was
5 to 10 times the official rate. Official producer and consumer prices and
prices of inputs were also raised sharply to reduce budgetary subsidies. The
National Milling Corporation was declared to be the buyer and seller of last
resort. Cocperatives were ceintroduced 25 che primary agents for procurement,
storage and delivery of export crops. Marketinp boards were created to
undertake the remaining responsibilities of crop authorities. Several public
enterprises in the agricultural and the industrial sector were dissolved and
the number of ministries was reduced from 22 to 15. The foreign exchange
ratention scheme introduced under the Bank's export rehabilitation audi: was
expanded. Discrimination agalnst the agricultural sectoc, however, continued
in the foreign exchange retentinon scheme as only 10 to 157 of the foreign
exchange could be retained by traditional mostly agricultural exporters
whereas 507 to 1007 could be retained by non-traditional mostly manufacturing

exporters.
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The effect of tne above refoims was rather shortlived. Once again in
1985/86 the lack of adequate adjustment in the exchange rate (nil) and only
small adjustments in producer prices (20%) weakened the effectiveness of these
measures given the domescic inflaction rate of 30%.

Ald coordination meetings had come to a halt in Tanzania after
1977. The government did not want to provide a forum in which the donors

could "gang-up" against it to press for policy reforms. The so-called

', 1.e., Sweden, Denmark, Norway and the Netnerlands, shared

“"friendly donors'
the government's concern on this matter.

In November 1986, after a hiatus of five years in Bank funding to the
agricultural sector, the Bank approved an IDA loan of US$50 million and a
special African Facility loan (USS$46.2million) for a multisector
rehabilitation effore.

In June 1986, hrwever, the first Consultative Group meeting was held
for Tarzania in nine years based on a number of measures the government had
already undertaken or proposed to undertake. For axample, the government
announced the devaluation of the shilling to 40 US$ and stated its intention
to eliminate overvaluation by 1988 by devaluing at a rate equal to or greater
than 1% per annum in real terms. It proposed to dismantie quantitative
restrictions and to switch to tarifts. [t indicated its intention Lo
reconsider foreign exchange retention rates so as to eliminate discrimination
against agriculture, to impose limits on borrowing by the six major crop
marketing boards and NMC, to reduce budgetary deficits, to restructure the
public investment program, and to undertake a study of parastatal
efficiency. Price ccntrols were also to be reduced from a total of 400 down

to 47 (over 1000 prices were controlled in 1981). The practice of confining
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imports of goods to specific parastatals was to be dismantled. Lastly, in
agriculture producer price iavels were to be 60% to 70% of f.o.b. prices (or
to result in at least a4 5% Increase in real terms, whizhever was higher).

Grain trade from farmgate to consumer was liberalized. NMC as well
as individuals were permitted to move up to 450 kgs. ({ive bags) across
regional borders without & permit. However, permits would still be needed
for interregional trade althéugh even these were to bé abolished by March
1987.l/ The quality of produce was to be improved by giving premiums for
higher grades.

Private estates were to be allowed to undertake their own exports.
Cooperative unions and other producers also were going to be encouraged to
undertake exports, as vell as to import and distribute seeds and
fertilizers. Studies were to be undertaken of seed, fertilizer and crop
marketing.

There is once again much excitement in the donor community (similar
to that noted after Mr. lyerere's famous speech 10 years after the Arusha
Declaration) about the potential change that will result from the above
announced intentions. Ald commitments have already begun to increase in
response to chese statements. However, the history of policymaking in
Tanzania is one where a strongly entrenched and highly ideological political
party has wielded a great deal of intluence over policymakin, (much more than
in Kenya and Malawi where technocrats play a greater role). Also, Tanzania

has in the past shewn greater willingness to introduce controls than to

1/ It is noteworthy that Government of Tanzania had gone further in
liberalizing grain trade by 1985/86 than had Xenya.
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implement new policy reforms. Thus, before large aid commitments are once
again flowing, 1t will be important to have clear agreements with the
government on specific reforms that will be implemented, to carefully monitor
this implementation and to stand ready to stop lending if reforms are not

implemented in pood faith.

E. Lending to Malawi

1. Integrated Rural Development

In Malawi the Bank focussed almost exclusively on the problems of
smallholder production by funding integrated avea development projects. The
Lilongwe Developmeni Project was the showpiece. Started in 1967, the Lilongwe
project was the forerunner of a series of integrated rural development
projects (IRDPs) in Malawi and elsewhere in Africa.t/ Eleven inteyrated area
development projects (see Annex) were approved in HMalawi. These included
Shire in 1968, a second Lilongwe in 1971, the Karonga and Shire projects in
1972, a third phase of Lilongwe in 1975, followed by a second phase of Karonga
in 1976 and a third phase of Shire in 1978. [IDA, IBRD and poverament
commitments to these eight projects tocalled $70.8 miilion. It is noteworthy
that $62.5 million ar over 88% of these resources came from the Bank.

Three addictional projects were f[inanced when the Bank began to shift
away from an intensive area development approach in 1978 and the first
National Rural Development Program (NRDP) was begun., The NRDF invcived a

modification of the IRDP approach with greater emphasis on provision of

1/ Sce U. Lele, op cit. Also Lele, Oyejide, Bumb and Bindlich, "Nigeria's
Agricultural Policy and the World Baunk's Role". Papzsr prepared for
MADIA Stiudy.
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agricultural inputs and farm services and less on intensive staffing and on
infrastructure. The cost of NRDP I, $66.0 million, was, however, similar to
that of earlier area development projects ($56 million of which was financed
by a number of doncrs ~-- IDA, CDa, CDF, U.K., Germany). Subsequent phases of
NRDP were finarced by the Bank ia 1981 and 1983.

The abowe IRDE projects sought to increase the productivity of

cmallholder crops such as maize, groundnuts, tobacco, cotton, rice, beans and

potatoes, and also livestock. Their emphasis was on group credit, input

supply and extension. The initial Lilongwe projects involved a much heavier
empnasis on improvement of physical infrastructure (i.e., roads and soil
conservation, rthan did the subseauent area or national p.ojects.

The most impocrtant weakness of these projects concerned the lack of
attention to sequencing and phasing of investments. Large investments in
physical infrastvucture, office buildings and expansion of the agricultural
service staff wevre undertaken without first developing profitable technical
packages for crop production.i/ This occurred despite the fact that project
implementation experience repeatedly demons.rated the poor performance of
technical packages.

One consequence of these expenditures on infrastructure was a

substantial growth in governmernt capital and recurrent budgetary commitments

in the agricultural sector once Bank funding was phased out. However, without

1/ Jones' analysis of World Bank project cost data shows that Malawi had
the highest aliocations to physical infrastructure (13%) of all project
component costs compated to any other MADIA country -- 9.8% in Nigeria;
8.2 in Cameroon; 6% in Tanzania: 3.9%Z in Kenya; and 3.82 in Senegal,
See C. Jones, "A Review of World Bank Agricultural Assistance to Six
African Countries'. Paper prepared for MADIA Study, May 1985.
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an increase in productivity or in production growth, it was difficult to
sustain these expenditures. It is also important to recall that, as we
indicated in Part I of this paper, much of the benefits from .hese
expenditures were belng captured oy the government through a producer pricing
policy and werc being invested in the rapid oxpan-ion of the es: aLe secoor.
The Bark was relatively slow In the 1970s in recognizing that
technological along with price constraints were inhibiting the growth of

smallho:der production, aithough IRDP proiect evidence had pointed in this

direction since 1972. The Audit Reports for selected projects make this

abudantly clear -~ Shire Valley Phase I: '"The maize component was just
"thrown 1: at the last minute ... no varieties of maize existed that were
suitable for the project area" (p. 3); Shire Valley Phase ITI: "... there

was no proven technology available to be extended to farmers'" (PCR, 4.5.5).
Yield targets for maize and sorghum were not achieved due to unavailability of
drought resistant seeds. (PCR, 4.6.5.); Lilongwe Phase I: "Maize yields
showed no sustained incrzase and proundnut vields decreased. Poor weather may
have been partially responsible. There is no discussion of the viability of
the technical packages" (PPAR, pp. ii and 10); Second Karsnga Rural
Development Project: '"Survey evidence showing that the percentage of farmers
following extension advice declined for most part in the second phase of the
project. Data suggest that the second phase project failed to introduce new
technology to additional farmers' (PPAR, 10-11).

While the Bank was obviously aware of the problem of poor adoption of
technical packages, later phases of preparation of Lilongwe and NKDP continued
to emphasize improving infrastructure and extension and marketing services.

When it became evident that investments in area development projects were too
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expensive in terms of the manpower and finances required for reprcducing this
approach on a country-wide basis, NRDP consolidated its coverage and the
projects provided services on a less Intensive basis. The emphasis
nevertheless still continued to be on extension, which along with credit was
to take up 40X of the costs; other costs were road construction (26%), credit
(12%), health (6%) and forestry (5%).

The problem of slow adoption of improved maize is to date still a
significant one. Thus, in spite cf 1l separate Bank-funded rural development
projects with commitments of close to $104.3 million, only six percent of
acreage in Malawi 1is currently under improved maizz compared to 60% in
Kenya.

A willingness tc ask searching questions about underlying technical
problems cccurred only in the 1980's. The lack of growth of smallholder
agricultural production from investments in the area development projects in
Malawi in the 1970s led to two new types of financing. On the one hand a
number ot functional projects were financed in support of agricultural
research, lertilizer distribution and extensicn, all designed to alleviate the
constraints that had been identified by the area development projects. On the
other hand, the SAL's addressed the issues of agricultural prices, subsidies
and public expenditure patterns.

One of these new initiatives, the Bank's 1985 Agricultural Research
Project resulted from high qu.!ity work undertaken by Bank staff in Malawi on
analysis of local technological requirements. It would appear that the issue

of technological constraints is at last receiving the attention it deserves.
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2. OQverall Project Impact

Smallholder agriculture in Malawi has not suffered from rapid changes
in institutions serving agriculture nor frem macropolicy distortions to the

the case 1n Tanczania. However, as in othe rwo

degree that has been
countries, area development projects suffered from technolicgical optimlsm

conceived without socio-aconomic review and were dependent upon planning and

\

implementing resourccs on a scale well beyond whuat Malawli had available,

There has tharefore been a heavy reliance on expatriate manpower for planning

and implementatior for an even longer period than in Nenya and Tanzania.

Malawi's institutions have, howevaer, generally been weil run and a

surprisingly large number of well trained Malawizcns have raken over

agricultural management aud, increasingly, policvimaking despite the extent and
length of the expatriate presence.

The above relatively favorable macrc and administrative environment
has meant that project implementation has been generally carried out
may partly explain the fact that of the seven

satisfactorily. This

agricultural projects
estimated to have had
I) had ERRs of 3% and
I1) were estimated to
25%

III) ERRs of

(see

estimates somewhal given that in most cases
precisely calculate benefits, especially in

food crops and rhe weather fluctuations involved.

audited by OED in Malawi not a single project was
negative rates of return, two (Litongwe II and Karonga

6% raspectively, three (Shire IT, Shire III and Karonga

have ERRs of 13%, 15% and 14%, and (Shire J and Lilongwe
Table 11.7). One, of course, must qualify these

the data were not adequate to
light of the subsistence nature of

Also ERRs were calculated

immediately upon completion of these projects and sometimes reflected a degree

of optimism concerning their achievements based on marketed food production
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that has not being torne out in other c:ra on Malawi's agricultural
performance. Recall also the earlier observation that Malawi's nutricional
levels are still some of the lowest in Africa.

[n spite ol the above qualifications, the quantifiable inpact of the

Bank's project invclvement has undoubtedly been gceater in Malawi tharn in

Tanzania. Ore of 12 main causes of the nonetheless relatively limited impact
has been the Bank': excessive focus on investments while not devoring adequate
attention to matter of implicit and explicit agricultural taxation,

technological constraints, land access and smallholder participation in export
crep production. The Bank has taken measures to address at least two of
these, ramely, agriculcural taxation and technologies (althougt it is not
clear that major rechnicar breakthroughs will occuv relatively quickly in
rainfed crops like cotron and grovndnut). A major lesson of the Malawian
experience 1s the need to take a holistic view of agricultural development.
C-herwize critical issues cuch as land access and rights to grow export crops

are lost si,; .~ of,

3. Structural Adjustment Lending

There have been three SALs; a fourth is under negotation. The first
SAL in 1981 did not contain many peiicy conditions as the Bank had not
undertaken sufficient backgrocund sector work Lor this when the first SAL was
apprvoved. The second (1284) and third (1985) SALs have had substantcial
agricultural components. [mportant amphases affecting agriculture stressed in
these SALs include the following: improving producer prices far smallholders,
estate diversification, restructuring of Press (Holdings), ADMARC's asset

rationalization, improved cost recovery, lmproving the operational efficiency
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of parastatals, abolition of fertilizer subsidies, increasing allocations to
agriculture, health and education, and reducing expenditures on government
buildings.

Progress achieved by the 3ALs in four major areas critical to long-
term growth are sumnarized below. We also indicate several areas in which

additional progress would be desirable.

a. Slow Growch of Smallholder Exports

We pointed cut in Section IV that the SAL process has resulted in a
significant restructuring of producer inzentives for export crops, especially
with respect tu their relationsiip with the price of maize (the latter was
raised by 613 in 1981 leading tc substantial accumulation of stocks at the
cost of decreased export crop production). SALs II and 111 have progrecssively
aimed at oringing smallholder producer prices for cottan, groundnuts and
tobacco closer to expaort parity.

The above correction of price incentives has, however, not resulted
in as significant a price response as had been expected. This has prompted a
recognition that the factors underlying the slow adoption of improved
practices are not well understood (albeit somewhat belatedly given the project
experience of rthe 1970's and the emphasis in the early 1980s on the need for
improvement in the fertilizer import and distribution system, and the
agriculturai extension and research systems). The Bank's current agricultural
diversification study ls expected to lead to an increased understanding of
these factors. It should be stressed again, however, that the Bank has been

stow (in all three countries) in recognizing the need for long~term,
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systematic collection and analysis of farm management data in order to acquire

an understanding of basic micro level constraints.

b. Diversification of the Export Base

The Bank has emphastzed the importance of diversification c¢f the
estate sector., However, investments also will have to be made 1n the
smallholder sector to encourage diversification of prbduction of export
crops. Smallholder export crop development cannot occur without public
investments in rural i1nfrastructure marketing and processing such as occurred
in Kenya. While there has been some growth 1n smallholder tea and coffee
production in Malawi (only 12% of tea 1s produced by smallholders in Malawi),
on the whole the Bank has not addressed the issue of diversification of
smallholder export crop production. Also, the issue of licensing of
smallholder producrion of tea, coffee, burley and flue cured tobacco will need
to be addressed in order for there to be future expansion of export crops in
the smallholder sector. The current emphasis on increasing the efficiency of
estates (medium and long-term credit, management training, extension, etc.)

may be divertiag attention away from this basic issve, which will have a

profound effect on the nature of future project investments in Malawi.

c. Budgetary Considerations

We pointed oul ear'jer that the Bark's agricultural project
investments contributed to the expansion of Malawi's recurrent budgetary
expenditures. While the Rank became aware of the budgetary implications of
its own investments through carrying our an excellent analysis in the context

of the NRDP Review in 1982, this did not result in a reducticn of project
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financing until the emphasis in the Bank's dialogue shifted fcom project
lending to SAL's.

Budgetary concerns in the SALs have focussed on the issue of
intersectoral resource allocation (e.g., pleas for increased budgetary
resources for agriculture, educatlion and water supply as well as for reducing
the governrent's share of expenditures on the censtruction of government
office buildings). One result of{ the focus on improvéd resource mobilization
through increased cost recovery has been the removal of fertilizer
subsidies. This is understandable on budgetary grounds, especially in view of
increased producer prices for smallholder crops, but it i neverthelwess
somewhat ironic in view of the fact that the Bank had in the course of its
project lending persuaded a reluctant Malawian government to introduce
subsidies, based on the rationale that the process of fertil,zer use was still
in the early stages in Malawi. (also. as we noted above, slow adoption has
been a percistent problem tn date).

w.ile cost recovery considerations are indeed important, they must be
balanced against other considerations such as incentives for technology
adoption, Near)y 80% ot fertilizer use in the smallholder sector in Malawi 1is
on relatively low value maize compared to Kenya where the majority of the
fertilizer use is oa high value export crops. Yet only 6% of the area under
maize 1n Malawi 1s planted with improved varieties compared to 50% in Kenya.
Provided the Bank continues to stress the need to develop a solid
understanding of farming systems constraints, the removal of fertilizer
subsidies may not be a serious problem. Nevertheless, it is important to_view

this issue and technolugy adoption in Malawi in general, from a comparative
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perspective in order to fully appreciate the extent of Malawi's less advanced

technological progress.

d. Parastatal Financing

The Bank's concern with ADMARC's efficiency in the course of SALs has
led it to focus on three aspects: (1) day to day operationsj (ii) those
resulting from ADMARC's investments in Press (Holdings); and (iii) those
arising from government pricing policies.

The lack ot earlier Bank attention to the issue of ADMARC's
efficiency appears in rastrospect to have been partly a result of the fact
that, unlike 1ts counterparts in Kenya and Tanzania, ADMARC has had ample
surpluses with which tc operate without needing to be strictly cost effective
-==- a fact the Bank overlcoked. Indeed, until quite recently, the Bank
regarded ADMARC as a relatively efficient organization. The Bank's new
position on ADMARC's efticiency seems to result partly from the fact of losses
stemming from its having to flnance accumulated maize stocks, which resulted
from a government pclicy decision to raise maice prices by 617 in 1981 -- a
decision over which ADMARC had no control.

An additional concern arises from ADMARC's loans and equity in Press,
an igsue the Bank also overlooked :n the 1970s. The Bank's 1975 Economic
Report described estates as privately owned and benefitting from favorable
tobacco prices, liberal truade and payment arrangements and relatively modest
taxation. Competition between use of ADMARC's resources for estate versus the
smallholder sector, especially for credit, were noted in the same ceport but
this was not followed up on. The restructuring of ADMARC's finances in the

course of the SALs has involved efforts to reduce ADMARC's financial role in
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Press. This has proven to be a lengthy process although much progress has
been achieved.

ADMARC's need for strengthened financial management and increased
efficiency stemmed in part from the serious liquidity problems it has facea
due to the sharp fall in the export price of tobacco in 1985 and less than
experted maize exports. The restructuring of ADMARC has also involved efforts
to enable 1ts management to concentrate on its primar} marketing function,
selling off of entities that have ro direct bearing on irs agricultural
marketing operations (including swapping of assets with the Malawi Development
Corporation), and assessment of its monopsony position in marketing in order
to determinc the potential for iavolvement of private traders in smallholder
marketing. Efforts were also to be made by Government to improve smallholder
producer and output pricing taking into account the effect of these on

ADMARC's financial health.

&¢. Land Policz

Lastly, in light of our analysis in Part I of the effects of policies
toward land allocation in the smallholder and estate sectors, we would once
again call attention to the critical importance of land distribution in Malawi
for future growth. Despite the very useful Land Policy Study carried out by
the Bank, to date structural adjustment lending has not exerted a major
influence in this essential policy area. We would support recant proposals,
suggested as part of the preparation for SAL IV. that call for three studies
of land issues. These are a nationwide land .se and soils capabilities study,
a study of pilot efforts to register land titles under the Customary Land Act

(security of tenure, effect on productivity and conservation, etc.), and a
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study to measure the comparative efficiency of the smallholder and estate
secrors in their utilization of the factors of production and adoption of
technoloygies. Civen the continuing expansion of land under estates, few
policy issues are more urgent and more important *o the structure of future

agricultural growth in Malawi than that of land policy.
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Tanzania. Kenya built on its admittedly superior institutional base inherited
at Independence to breoaden smallholder access to inscitutional services.
Malawi maintained a narrow base in ravor of tne estdte sectur at the cost of
incentives and investment opportunities for the smallholder sector.

Tanzania's experiments with different institutional arrangements destabilized

the environment for smallhelder production resulting in substantially reduced

roduction of most cash crops, including eritical export Crops.
p | [

The Role of the World Bank

Descriptions of specific Bank contributions in individual countries
have been set forth in Part IT in some detail. This brief conclusion
abstracts from that discussion a number of observations about the Bank's
operations that are more general and cross-cutting,

The Bank's censistent focus on the importance of the smallholder
sector for ovecall economic growrh has been noteworthy in all three
countries. [n dgpite uf this, the achicvements, with the exception of those in
smallholder tea and coffee in Kenvya, have been relatively limited. We have
argued that the Bank's greatly expanded lending for agricultural and rural
development in the 19/0s resulted from broad policy initiatives from top
management as well as from external factors such as the general international
economi<c environment of t970s.  These factors had a significant influence
on the character of the Bank's development assistance for agricultural
development ~- even more so than did country specific constraints, the Bank's
rich operatinnal experience and the substantial expertise of its staff. In

light of these considerations, it is not surprising that the Bank's assistance
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was not particularly effective in achieving equitable growth, especially where
the policy and institutional enwviconments were not favorable.

A further consequence of this "investment approach' stems from the
fact that agriculture is a poor direct absorber of capital atr the early stages
of development. [ts ability to use capital efficiently is hishly dependent on
the complementary development of other sectors, especlaily rhe infrastructure
ana education sectors. Lack of attention to complementary investments in
these sectors also helps explain the limited success achieved in smallholder
agriculture in East Africa.

In light of the Bank's concern with smallholder agriculture, and
given the somewhat similar natural resource and political/insticutional
endowments of the three countries as well as considerable commonality in the
crops they grow, one would have expected that the Bank's treatment of each
country would have been fairly similar. Yet the analysis in Part [I indicates
that the Bank's treatment of each was quite different. In some sense each
country dealt with a different Bank hecause rhere was not a consistent
approach to tundamental agriculruri! development quescions that was applied to
each (it is in this respect that the point made early in Part [l about the
influence of individual Banlk sraif perspeccives has particular relevance).
There ~vas a kind of accommodation berween tue Baalk and each individual country
in which to some extent the policy advice, and especially the composition of
the lending portfolio (at least in the 1970s), was stroangly intluenced by the
policy predispositions of policymakers in reciplent couatries. In particular
there was a mutuality of Interest hetween the Bank's objectives concerning
resource transfers and recipient governments' sociopolitical objectives --

regional income distuibution, food security, etc. While the reasons for this
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mutudlity of interest are understandable, the paper argues that, when
vperationalized 12 projects, it frequently did rot result in increased
agricultural growth {<enva and Tanzanis). ©Cr it lcd ta 4 pattern ol growth
that, uespite the Bank's best intentions, was not broadbased (Malawi).

The Bank's focus on pclicy reform in the 1980s has gon2 a long way

toward contrenting the problem of country policirs that discourage 2rowth or

that have led to patterns of grcwth rhat are 1nsuffic;ently broadbhased.
Nonetheless, two caveats must be made about the achievements o/ this recent
policy based emphasis. First, the Bank's ability to ercourage countries to do
thirze that they have been particularly reluctant to do has beer fairly
limited, e.g., grain market liberalization in Kenya, exchinge rate adjustment
in Tanzania (until very recently), and limitiag the licensirg of land for
estates in Malawi. Perhdps in no area is this more the rase cthan with respect
to the thorny political question of land policy. Yet our analysis in Part I
suggests that in both Kenya ara Majawi this pelicy 1esue is or fundamental
importance to long term agricultural growth. While we rocgnize that this is
an extremely sensitive and difficult political area, w= also believe that irns
importance argues for the Bank atremp ing: 1) <o search for creactive and more
effective ways to insinuate this issue ints its policy dialogue with the two
countries; and 2) making available the highest qualirty analytical support
with which to do the analysis that can serve a3 a basis for implementing
potential reforms.

A seccnd acea that in our view has received :nd continues to recelve
insufficient attention in the Bank's policy reform thrust of che 1980s is that

of building the capacities of recipient ccuntries for agricultural policy

formulation and implementation. The analysis in this paper has repeatadliy
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called attention to the fant that a major contributing factor to the poor
performance of the Bank's agricultural portfolio 1n the 1970s was the lack of
analytical and administrative/management capability in each of the three
countries. This will continue to be a major bottleneck to significantly
improved agriculteral performarce. The Bank has not been particularly
sensitive ©o t!is oroblem ta duate nor is 1t clear that “he PFank has a
comparative advantage in developing this capability. We would nonetheless
argue that at a minimum the Bank reeds to exert its considerable influence sas
a coordinato:r o. doncr assistance to encourage those bilaterals with
demonszrated comparative aagvantage irn this area to capitalize on these
comparative strengths.

ihe lessons of our analvsis of the Bank's portfolic in East Atrica

suggest that cthe essenzial {ine tuning of policies and programs necessary to

romote agricultural growth wiil require action in three major areas. These
P g 34

are! 1) a substancial investment in human “apital that can create a much
larger reservoir of trained Manpower to undertake critical analytical and
tmplementation functions; 2) building and/or strengthening institutions that
can provide the full range of agricultural services nacessary tor a thriving
agricultural sector: and 3) creatlng considerably more capaciry for data
collection and analysis efforts that can provide essential indigenous
«nowledge on whict to base more informed and effective agricultural policies
and programs.

S5ince the mid~1980s the Bank has moved toward a mo-e judicious blend
of policy reform and irvestments than was true earlier when one was emphasized
to the exclusion of the other. Our detailed analysis of cthe Bank's lending

experience over two decades SUggests tnat to meet the requirements for
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modernizing smallholder agriculture the Bank will need to do more to:

- understand the social, political and ethnic factors that motivate
government policies and that in turn have a significant influence
on Bank's ability to realize Bank-funded project objectives;

- understand and assess the relative importance of microeconomic
factors that influence producer decision making in the context of
Bank-funded projeccs;

- address the problem of the risks and uncertainties of international
markets ~-- risks and uncertainties tnat, as we have documented,
have not been adequately rveflected in the Bank's pelicy advice and
lnvestments;

- better determine how to advise countiies with strong comparative
advantag=2 1n primary commodities that have poor prospects in the
global markec;

- adopt a longer term perspective (15 to 20 years) for articulating
with the recipient government the requisite components and the
necessary sequencing of an agricultural development strategy for a
given ccuntry.

Finally, we note that in the last several years 1in both Kenya and
Malawi rthe Bank has bepun to move in the divection of addressing a number of
fundamencal cor:vralirs that nave limited its success in the period revieved
in this paper. &fforts to improve the quality of agricultural research
systems and extension, credit and marketing services all focus on problem
areas that have plagued the effectiveness of Bank programs 1n the past in East
Africa. This renewed focus on some old problems, coupled with an emphasis on
the importance of appropriate policies and a new (and sustained) emphasis on a
strengthened human resource and institutional base, will hopefully allow the

Bank to, over the long term, make a significantly increased contribution to

future agricultural development in East Africa.
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Annex

Description of World Bank Agricultural Crop Projects 1/

1/ The material in this Annex is taken from Table 9 in C. Jones, "A Review

of World Bank Agricultural Assistance to Six African Countries." Paper
prepared for MADIA Study. May 20, 1985.
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Pro ject
{Date of Approval)

Financing
(5US Millions)

DESCRIPTION OF WORLD BANK AGRICULTURAL CROF PROJELTS

Crop Focus

Target Group

Zxecuting Apency Functiornas

Comment s

AMrlcan Agriculture
ond Roads

(5-24-30)

Land Battlement
and Development

(11-28-81)

Kanys Taa

(1-21-64)

Agricultur.l Credit

(5-09-67)

Second Kenys Tes
Developaent

(6-11-68)

IBRD 5.6
Govt 16.9
FY
IBRD A.40
v.x, £.50
Col. Dev. &
Welf. Fund 3.95
onc 4,20
Covt .50
21.55
DA 2.8
che 2.7
KTDA 1.}
Gov". _s1
1.5
IDA 3.6
Govwt & AFC 1.4
Renef. 1.0
6.0
1DA 2.1
che i.0
Benef, 5.1

|

»
~

Cash cropsa,
food crops,
liveetock

Cash crope,
food cropa,
Iivestock

Tea

Cash crope,
food crops
liveatock

Tea

Seallholdere
(primarily
Centrsl
Frovince
nnd Hyanze)

Aseiared ownercs
150 scrae each)

& apallholders
(15 scree esch}
in high potenti=i
areas

Smallholdera

Smallholders
(ferme in the
high potential
areas where

holdinges hae bheen

consolidated
and registered)

Srallholdera

The agpriculturel component of rhe project would he executed by
the Miniestvy of Agriculturc und African Affatrs,

i. Land concidersticn wou'd be the responasibility of the
Hinfcicy of Africen Afizirs,

2, Ths Hinlstry of Apgriculture would provide extenafon services
and would oppretne loan applitcstions 2nd prowide credtt.

The Lsnd Development and Setrlement Foard wvould heve principal
recponeihiifty for coordinating end executing the project. The
Nepasries=nt of Agriculture, actinp s5 agent of the Settlemsnt loard,
ould be responstible for fore developoent,
1. The Settlemsnt Nosrd would exiend credit and grante t~ settlers for
purchase of land and Ste developrent gnd for purchese of !iwvestock.
?. On-fare would inftially he provided by Scitlement OFficera snd
end then by the Txtenzlan Service of the Department of Agriculture,

The prolect would be {mplemented by the Fenye Tea Nevelopment
Authorlty (XTDA) estshlfahed tn 1960, KTDA eectshliches and

finzncen tea nureeries for the ' production of plenting material snld
to smallholders for cesh or on credit and it supervises smallholders”’
planting and culttvation. Tt collects the green leaf and makes
arrengementes with the fsctories for the processing of smallholders’
green leaf. The proiect vould finance th~ constructlon of additionsal
¢actories to be owned ond operated Ly ETRA,
buyer of tes leaf,

KETDA {8 a monopsony

The Agricultursl Finance Cerporation (AFC) would have primary
reaponaibtlity for administretion cf the credft program with the
acsistance of the Mintatry of Agriculture., The agricultural
extenglon servicea would be responsible for draving up of farm
plane, technical apprataa’ of loan applications, and supervistion
of farmern during the loan perfod,

KTDPA (see shave)
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Project
(Date of Apprcval)

Pinancing

Crop Focus

Ta-get Group

Executing Agency Functions

Comments

f. Becond Ssaliholders
Agriculrurel Credtt

(11-1&-72)

7. EKenya Tea Factory
(S-14-74)

8. Croup Farms
Rehabilitation

(3-11-79%)

3. Integrated
Ag-iculturel
Development

(7-09-76)

10. Thicrd Agricultaral
Credit

(3-29-17)

iDA 5.88
Govt. 1.82
Farmers 1.54
9.24
I1BRD 10.4
cnc 6.3
Govt. 6.6
22.7
IRRD 1.5
1DA 7.%
Govt. 3.7
GCovt., EARA
or other
Coffee
Hgt. Coe. 4.3
FAN)
iDA 10.0
182D 0.0
BADEA 5.0
Gavt. 6.0
Farmers A.7
V5.7
IDA 20.0
Bank 5.0
Govt. 7.3
Farmers 1.7
6.0

Cash crops,
food crops,
maize

Tea

Caoffee,

aixed faraing
(nalze, whesat,
l1iveatock)

Cash crops,
food crops,

Ylvestock

Cssh crops,
food crops,
livestock

Smailholders

{tea processing}

Large~scale
farmo
(3 districte

{n Rift Valley
Province and

2 districtes in
Central
Province)

Seellholders

(t4 dietricts
in Eastern,
Central,
Hyanra and
Wegtern
Provincea)

Small-scale

and aed{ium-
acale farmers
(20-400 ha
farms) and
fnput esuppliers
(2R districte)

A¥C (see above)

ETDA (cee ahove)

AFC would have epectfic reeponsthtlity for Profect {mplementation
under the direction of a steering committee.

1. AFC would establigh o large

resaunaibtility for project {mplementation and manageament.

be reeponsible for approval
wanagere, enouring that the
te tcplerented, and {or the
2. The Hintatry of Agriculture

cervices to the lerpe farae,

Ferm Msnagement Section with overall

It would
and supervicion cf individucl farm
developasnt plan prepared for ezch farm
provision of credit to the large farmn.
would provide pgenersi extenafon

The Miatstry of fsriculture would heve overell reeponallilicy lor the

project.

tapectes of the prolect

fnvolvtng the Cooperstive FRank, the

Kenyez Hatlunal Federation of Cooperstives, and Cooperativen iinfone and
Societier to he carried out by the Minietry of Cooperstive Development.

1. Tne supply of inputs wvould he organized by the Progrem linft.
Moat inpute would be ptocured by the Kenya Netional Pederation of
Coaperetives (FRFCY which would distribete the Inpute to

cooperative unifonn,

2. rredit tor fars tnpute would be channeled through either the

Cooperative Rank and unlone
The prolect wili strengthen
3. Fxteneion gervices would he

or to & lesser extent through AFC.
these credit fnatituttiona.
p.ovided by the MOA.

4, The protect would fmprove the marketing and etorsge capacity of

the Ma'r7e snd Produce Raard
of most food crops.

(HPR), the national annopsony buyer

The project woild he {mplemented by the AFC.

Extenaton etaff of Land and Fare Hansgement
Divislion of the Mialatry of cfrriculture will prepare
farm hudgets and provide ertencfon services to project farmers.

Mixed farm
component
costed at
11556 .A
million;
coffee esta
compchent
at USS12.6
mi{llton.
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Project
(Date of Approval)

Finoncing

Crop Faocus

Targat Croup

Executing

Azency Suncttone

(gumanta

12,

1},

14,

South I3RD 25.0
Nysnza Suppllar’a Credtr:
Sugsc¢ Carmany 6.8
Indie 6.2
(1-258-71) EIB 13.2
B, Africs Dgv, 3ank 2.4
Eximbank 2.6
ADS 5.3
Govt 3.7
Hehta Group 1.2
Company Salf-
gensratad funda 8.7
553
Taxes & Dutios 10,0
1053
Bura Irrigatton i28D 34,0
104 6.0
($-07-1717) EDY 12.0
Ketherlands 8.8
Uk (Oob) 8.5
chC 8.5
Gave, 20,6
71
MWarok Agricvltural IDA 13.0
Davelopmsant CIDA i.4
Vvt 3.4
(12-0%-13) Tarmare 1.0
T8
taxae _0.1
18.9%
Sugar Rehabtlitation IBRD 72.0
AD3 6.0
(12-05-78) GoK 3.5
Sugar Cos, 46.9
128,
taxes 9.6

Sugar

Cotton,
groundauts,
nalze,
covpeas

WVheat,
rapesecad,
1iveatock

Sugar

Fatate/
smallholder
oulgrowars
(Nyanza
District)

Saallholdars
copniract
“farmars

(Tana River
Diatrict)

Medium~-scsele
tarmers (more
than 10 ha)
(N_rok
Deirlct)

Wicleus eetatesf
amallholder
outgroweré
(Hyanza Sugar
Relr and
Ramisi Sugar
Zone)

This protect would he exacuted “y South Nyanta Supar Company Jid.
The cugar coapsny would furnfal all production Inpute to oukfrowvers

and

which would Le

recover its coets upon delivary of fsrpers’ cane to the factory,
financed under the prolect, The Compsay wouid slso

provida extension sarvices to outgrowers,

The
for

The profect i
noreally responsinle fo
Director of c

National Irrigsation Roard (WIR) would have ovarall reaponsibility
carrylng out tha proijsct.

Tre NI® would purchmse inputs requirad hy farmars,. Cost of the
the irrigation
aycter would be rapatd by the farmer from cotton sale procaeds.
Extensicn sarvicee would - provided by MIR,

MIZ would heve roncpeony gutchesirg righte to tenantea’ seed
cotton, which would be procensed in the etnnery o~nad aod oparsted
opersted by HIE, =nd finesoced under the zrolect,

fnputs snd the operetive z02 calnterance comis wf

would be aslemented through the dletiict iavel azrvicea

¢ the verioue sctivities concerned under tha
t Aprtculrural Offfce, whe would ba dcsigoatad

the Dlaivt

ae proect voordinatoer,

1
2,

Ths project woold -chabtlitsie end expand four o
would crecute (ne crop developmenl and processis

.

The proiecct would provida teproves sxtznaton services.
Sesronst snd Cum-tarm credtt sould ke provided through the
ftetrfcs offtce of AFC, which wuuld be strengthened under ihe

proiscet.

? -

The sugar cospaniss would finances ouigrouer oparattona through
outgrower losns 3nd would deduct luss repayeenie [rom the
farmecs’ cane sale proceede.
The sugar coxpanies would procenn
which wculd be rahabtlitsted and cspsndad under tha project.

the ceoa In inesir factoriea,

The pro jact
would davelop
2,650 ha
nucleus eolaia
sugarcane

and 7,050 hs
cutpgrover
sugarcana.,

ugsr coopenies which would
s ccemponsnts of the prolject.
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Project
(Date of Approval)

Financing - Crop Pocus

($US Hillion)

Targst Croup

Fxecuting Agency Functiona

Comments

15. Sweallholder Cofles

(5-22-1%)

16. 1lapr I1

(12-04~79)

17. Barfogu Pilot
Semi-Arid

(12-51-79)

IDA 27.0 Coffee
cnc 15.0
Co-op
Socfetfea 11.5
Govt. 8.7
2.2
1DA 6.0 Cash cropa,
17AD 17.0 food crops,
Covt, 16.4 1iv - stock
Farmers 5.0
91.7
Caxes 7.3
9.7
INA 6.5 Livestock,
Gavwt 2.1 drought
8.6 stasles
texes 0.2
8.8

Smallholderan
{el! coffee
growing
areas)

Ssallholders
(15 districts
fn & provinces)

Smallholdera
(Rariago
Dietrict)

The profect will be mansged &nd (mplemented by the exleting TADP
Maregement Unft vithin the Minlstry or Agriculture, Thoee aspects
of the project which favslue the Cooperative Rant of Xenys (cex),
unfong ard szocietles wouid = czrrled out by the Depertment of

Cooperstive Developzment,

. * . . >

i. The prodec? would wmirengthen co' fea in crarvices ol
= H

the M4,

. Tha prefjec

towould provide meddum-ters credit fhrough the Co-
operstive Pent of Yenye tc farmers to rehebliiitate thelr holdings.
J. The project would conetruct 14 nev fsctorlee und rehabilitate 4NN
morz, The fzcltorles sre owned Ly ! cooperative aocleties,
sezherehip In vhich iz comouloory efl coflea growers. The
Coffee Bosrd of Fanrs {CEEY monep surchesing cights to all
coffea produced,

leaentetion wenld vreat with the

Overal!l recponeibit ri
Frod nd Zvaluction Nizslalcn ol HWOA.

ty far YALP §o
newly created 4 H

H
ect HMsnersoont
te The KHFC smuld be the princtlpel suppliar of lupute te ite members.

it would be strenztiened under the profect.

1, Tove operetions of the CBF and the AFC would be eirengthened
to enghle then to on-iend the zddftional funds provided hr tha
prolect,

}. The eztenefon aervices of the HOA would be strengthened.

4. The storepe wnd trenspore fsciiftlesc of many of tha ccoperative
unfone en! zacletfee 2ra expected to bhe tnocufficient to market
the tncrezaed production profected fc occur under the proifect,
The project would provide sdditfonel storege z2nd trancpost
facilftte=z. 1t would rieo tncrease the storzgze and marketing
facilitlea of the Mralre and Produce Board (MPR}.

5. The project would zoneolidate .“e Cotton lint end Sead Warketing
Roerd {CLSMR) posi-hza-veat sctfivlities,

The Profect would he orpenized mnd map.ged within (he fraeework

of the exlating institutions of the "arfngo Dietrict Adminfatrstion.
A Project Courdinetinp Committes would he czteblizhed to eupervise
and coordinete the psoiacc.

Project 1a o pitot effort deetgned tc teet & nimber of different
packagee sz the baels for deslgning e developsent program for the
area. fittle Investsent {8 aimed i i{m=acdiate increases in
sgricultural production.



XENYA

Projact Finaacling Crop Focus Target Group Frecuting Agency Punctlors Cosmeanta
(Dste of Approval) (3Us Mitlifon)
18. Fourth Agriculrural IBRD 25.0 Cash crops, Hot apecifted The "roject would finence technical acrvices to {mprove AFC’s
Credtt IDA i0.0 food cropa, (netional) opersting capeci.¥ ond & llne of credit to asatst {n financiag
Govt 12.0 livestock AFC’a lending progras.
{(5-19-B1) 471.0
tezee _3.0
50.0
19, Cotton Procsssing 1DA 22.0 Cotton [Improvement of A Profect Coordincting/Steering Comnmlttec would ba ectaulished,
and darketing Sovt 1.3 post-harvest CILHS5Y would continue to he the wmein insiltutfios reaponstble for
793 handling of for fepiementing Government polfcfes {n the cottoa sector.
(4-27-812) taxas A cottonl]

337 t.

tton operate in arass where

cooperztiva movseen 5 too weck to underteke marketing
functiorz. Prodact wouléd zuprort activitlies of CLSHB
burlne tzomz.

¥, "in the ghort-terx, however, the preccert Aiecorgsnization of the

cianeries coupled sUth poor nackward linveges to the buying and
trinsport sysiem would ceke trenaport of eced cotton to the ginneries
srohfhitively expensive, 85 waliting tise at huving centers and
at huying centerc end plnnertes would dizzourape private truckers
fron carrying cut thelr tsoke st affordeble prices. Therelore, CLSHR
waould durdiag the profect perfcd he responalple for crpanf-..» and
coardinating traneport of ceed cotton from huying centers to
ginnesfes efther In tis owr trucks or in thoee owned hy connevrstives
or by privete tvuckera.” (SAR, para, 3.06},

1, The orotsct would feprove CLSME'm mtorcpe tanilitles for oeed cotlon
and corton lint

4. The proieci wos =¢ ccoperattve ead CLSMA
» P

culd
ginafag fac'iities,

20, Nsttonal Extenstion IDA 13.0 Maize, beans, Smallholders Overall responathillity for Projest fr-i:-2ntetfcn would he wilth the
IFAD 6.0 cotton, (national) Minlegtry of Agricuirture,
(6-14-813) fiovt 2.3 coffee,
1.3 sugarcane, Under the proizct, Yenve’'s Agpriculturzl (crop) extensior services
taxes 5.1 potatoea vould te reorgenired and intenztfied followlng the trai-ing and vieit
256.8

aystem zpproach.



TANZANIA

Prajeck
(Date of Approval}

Finencing
(U3 HMtllion)

Crop Focus

Target Croup

Executtng Apency Functions

Comnente

1. Agricultural Credtrc

(11-23-65)

2, Flue-Cured
Tobacco Project

(10-06-17C)

3. Saallholder Tea

(3-03-72)

IDA 5.0
Co-cpu,

HDCA, HDC,

& private
technlcal
partners 2.1

IDA 9.00
Tohacco
Board . AR
Cavrt. 4.85
14.73
IDA 10.50
NORAD 1.86
Govi. 3.1
16.08

All major
sgricultural
products

Tabacco

Tea

Smallholders
(natlonal
fn scope)

Smaliholders
(Tabora and
Mheya Regions)

Smallliolders
(arcam of
Bukoha,
Heat Usambara,
Ruagwe, and
lLupenhe)

NDCA (National Development Credit Agency’ fa the laplementing agency.
The project will provide short-term credft fn the form of

fertilizers and pesticides, medfum-ters credit for faraing,

doatrytng znd flahing equipoent, and long-term credft for tea and
efnel wowllholder devalopment and light sgricultural proceesing
fucilities. The protfect would lend to and tnroueh farmers”’
cooperatives.

Hatlonal tobwcca Jdevelapaent ta the re thiltty of the
Mintetry of 4

Acrtculture, food, and (noperstives In which a
Tohacco Sect.o

'
fn to e estabitehed to coordinate activities.
t Crovp would ke get up in Takore to oversee

obecca developoent in the profect area,

. Credit provided unicr the gradecs to farmers, cooperarives,
TTH (Tengenytke Totero o srd), aud TTPO (Tanrania Yobacco
‘Tacessing Conpsany) won e charneled through the NDCA,

HPCA would be respons ¢ far procuring farms {npurs.

o

ravided by the Tobzcco Profect Group,

2., Fxtensfon vervicee

J. TTR hag monoupocny ‘hasuing riphte ro tohacco crop,

4. Profect wt 1l construact central storage, precensing, and
sucttoning fecilitics., Procesuing {8 carried out by the
TP vnder the contrel of the TTR, which fo responetble for
tobacce markeling,

The prolzct vauld be executed by Tannant: VTeo Authorfty (TTA),

t. TROB {c tie credit chanael for ltoans fo TTA and the . ooperatives.
To TTA tt will make avatlable credit for the processing equlpment,
leat cotliction gervices, oftice gquipaent, and the establighment
of nurse- es. To the cooperatives it would =make avsilshle for
on-lendin. to profect groverz the funds required for floancing
tea stuam .t and fertiitzer. A fixed sua would be deducrted by TTA
factory or repeyment of TROB loane to cooperatives for purchsse
of plant g matertal and materfal land fertilizer. TTA would
remit the proceeds of cesn Adlrectly to TRDR,

2. ¥Fxtenalor services provided by TTA,

3. TtA's lest collectfon and procesnfng capsclity would he fncreased
under the protect.

The Natfonal
levelopment
Credit Agency
vas renamed
Tanzanfan
Rural
Develapment
Rank (Tahk)



TANZANIA

Project
(Date of Approval)

Financing

Crop Focus Target Group txecuting Agency Punctlions

Comments

4, Gelts Cottorn

(1-08-74)

$. Cashewnut Developwent

(5-21-74)

§. Kigoma Rural
Devalopment

(8-06-74)

1DA 17.5
Govt. 6.9

FEN )
IBRD 21.0
CATA 4.7
Covt. 4.6

0.3
IDA 1n0.o
UNCDF 1.5
Govt. 1.8

Cotton, malre 8azailhalderc Project lafit with heeduusrters et Gelte vould he set up 23 a cemi-

(Gelta sutonozous divislon of the Tanzanfan Cotton Authority {(TCA). Cottom

Digtrict and cajze marteting ore handled by statulory marketing sgencies.
in Muenra
Region) 1. Protect would provide for & procurement aofffcer to he attached
to TRDE to hendle procurement ic this and other IDA prolecte.
3. Trofect will provide credit in :ind for the purchsse of seasonsl

tnpute for cotton zod mafze, the hire of tractor zervices, end
the purchsse of trectors. Credit would te chenneled through the
TROA. Prodect wil! provide cooperstive cradft supervicors.
Cooperetives would deduct credit repayments from farmere’ cotton
axle proceede. &ill rotton prowers vwould be rezguired to reglster
with the cooperative tn wuhich they would seil thelr cotton. Only
cotton gproverc would recefve credfL for eelze Inputa.

Smsllholders
(Lindt and
Htwara Regione

Cashewnuts The prodect would bz tuplezented by the Tashewnut Anthority of
Tenzarla (Ci\TA}, zn independent statutory body set up $n 1873,

deplignated to coordinate =i}t amprecte of producticu, proceesing and

and the markegSap of cosheownuta,
Tunduiu
Difetrfct of 1. An extenelen and prading cervice would he cet up within CATA,
Ruvuma Reglon) 2. CATA hee conopeony riphis to purcheses of rezu caeheunuta.
3. erofact worid finance CATA procecsing zrd storage factlitles
for Ceghewnni Shell ifauid,
Haise, beans, Seallholders The Seglonzi Developrent Divector would ho responsihle for overall

cotton,
groundnuts

(Xigome Regfon) profect planning and leplezencation.

l. The %eglonal Coaperctive !nfan (inlon) wouid evchzit a loan
requeat to TRDR Lo cover the reguczets {or cessonal Inputs by
villapea approved by the unfcu. The Unlon would mleo horrow
cedlun-tere credit fros TRDE for its own transport needs and
for on-lending to villaegen for
TRIIR would prorure the inputs f

3w

roductfon infrestructure.
v appraoved losng and arrange
The Hnlon would errange for

e}

1

for thetr ehipeent to Tigo
detributinn to the »illepe:z.

2. Unfoa wauld huy and collect vilinme crops froa which seasonal
credlt charper are dedu-ted,

3. The cooperativee act ae markefing agents for the parwsstatals.
The markettng of malze, heans, cotron aad groundauts is

controlled hy parastntnls with aonoprony purchasing righte.



TAHZANRIA

Projact Finan~ing Crop Focus Tarpet Group Frxecutlng Agency Functlonn Comacnte
(Date of Approval) (5Us ¥illton)
7. Eillomberc Sugar I8RD 8.0 Sugsar fucleus astate/ Kiloshero Sugar Company Ltd. (¥SC) would have averall Tevelopeent of 7,100-scre
1DA ' 8.0 saaliholder vespousthlility for =zanezlng the proiect. sugser sctate. Developmen
(P-05-74) Duiteh outgrouvers of 2,400 acree for out~
Covt 1.n (Xfloea i. Cast of lcod develapxent and extenmtion services . grovers. Fapanelon of
Dealish District ¢r provided by FST would be recovered from outprovers «,200 scres of extating
Covt 17.3 Morogora by deducticns froz cerne enlca. actaroveres laand,
Covt 9.5 reglon) I, Prolect would fingnce the canztruction cf a FeCule snud outprover
5318 sugar factory. program costed at
U8623,.0 millton; the
factory component costed
at US532 R0 wmiilion,
6. Wationcl Matze IDA 13,0 Mafze Smallholders A Protect Servicing Unfr (¥SU)} wouid he established tn the
Profact AREDIA 5.0 (natfonal) Crop Production Divisicn of the Minletry of Agriculture.
Govt 1.1
{12-23-1%) Farmers 4.0 1. Tho PSU wguld b2 rtezponaihle for procuring sand
381 dletsibuting malze productinr inpute eold for cesh
st zubaldized orices,
2. PSU would provide terhnical cupport to reazional
apricelitural stsaif,
3. In =mo3c reglons the primecy cnoperative eccletles would
purchaze malze at the villopge leve®, acting ae agents of
the veglonal cocperztive unfcn, which frn turn would act
cu ngent for the Hatfonazl Mt13fn; Corporation (MMC).
in rzgtons vhere the coorevalive avslem fc unable
te methet mgire cflffcliently, «he 1MT would purchzae
Afrzctly fron protect viliaper
9. Tobacco Processing DA 8.0 Tobacco [Tanzanis Tobarco Authority of Tanwsnizs (TaT) woild heve overall TAT directiy reaponstihle
TAT 0.8 Tohaczo rasponsibhility (or protect implementction., TOPC would for all facets of the
(9-07-76) TTPC 2.5 Processing have apecific responathlility for the 2upanzlon of procesning tohscro tndustry tncludl
T3 Company, ltd, facilitles’ capactlty ard far the constvuction of etorape euperviaton of prowera;
(TFPC)} and infrastructure at the pisnt. TTPC $g & vholly oward

rersearch on cultivatton,
precessing and marketing
control ovar tranaport

and sroceasing; snd the
repulatton of marketing,

suheldlary of TAT,


http:iISS12.90

TANZANIA

Project
(bDzte ot Approval)

Financing
(5U8 Million)

Crop Yocua

Target Group

Fxecut ing Agency Functlions

Ccmments

i0. Tabora Rural
Develogment

(4-26-717)

i1. Second Cashewnut
Bevelopaent

(5-16-18)

12. Tohacco Handling

(5-16-78)

13. MHwanza/Shinyanga
Rural Development

{5-21-7R)

IDA
Canada
onH (UX)
Govt
Renet .

IDA
Govt.
NBC

IDA
Govt.

1DA
I7AD
Govt,
Renef.

1.20
4.80
5.60
5.26
n.64

23.50

-
(SN N ]
“wm oo

Cotton,
groundnuts,
goigum, paddy

Cashewvnuta

Tohacco

Maize,
aorghum,
cassava,
liveatock,
cotton

Smaliholders
(Nzegr. and
Tgunge
Dtatricta in
Tahora reglon}

[Cashewnut
Authoclity of
Tanzanial

Smallholders

Smallholders
(Muwanza and
Shlnyenga
ceglnna).

The Regtonel Administration would have overall tesponathiifty
for the prolect. The profect would be executed throuzh the
Reglonal and NDieivtct tunctinnal unite or oarastutsls se
appropriaste under the Afrection of the "exfonal Planning

Officer saglriad by & prolect coordlastor,

i, YThe trop om0 would be administered by the Regfonal

apment Of ftre {REDDY.

tturai bDeve

e cotton villrgen, TOX woiuld conlfinuz to be

vreaponzible far Atatiibatinon of lmpreved seed and
{pnate far coil & znd grovndnute. The Mintstry

of Agriculiure Troperstiver would srrange te provide

leaproved = s and arocundnauts to the
paddy-cuitive wher fnpats for paddy
T

vilizper wuic

The proiect
Cazhewvnul futhoy?

mented rod

hy the

ranta.

The project would finrnce
tnfrent cucturs o

tor snnatiichnent snd related

srocesaslng factlities and
tit1ea for CHSL.

tne extensinn

Tobacco futhoricy of Ta

2 {T/7% would heve overall
reaponathtilicy ior profect peplesentation.
1. Tank wauld pravide seasonal credft tn zastlholders

Gor o the af polvitene boisin hage and aedium—

.
%
“tlapee for the construction af baling

H

ters creaxs

7. The profecy A alan fnclude pome ancillery tuvestments
{n extnting T2T nroc e and atorege facilities and

services.

Iaplementatfon of syl

feutturei component would be
ihilizy nf the respectlve

under the sveratl vanceonn

Reglonat Apricultursl Developmant Otficers,

1. The Tanzan!e Covtan Authortty or other r=levant sgencicsse
would be responeitie for transporting to the villagpes
the inpraved eceds asad dressing, provided by the profect.
theegs fnpute would be sald In coaperatives.

2. Extension ge.vices wousid he the reaponathitity uf the
Diatrtct Agricultural Pevelopment Offfcern,



TANZANIA
Project Ftnancing Crop Focus Target Group Fxecuttap Agency Functfong Comment g
(Date of Approval) (SHS Hilltouw)

14, Tanranias Rural ipa in,.no All czrops Smalthalders The profect would wirenpthen TRDR ay pn (nstitutlon and

Development Rank Covt {.98 provide 119560 million {n credie for on-lending, primartly
TRDB RO ta villagea for raral development activitien., Credit s
(3-D4-80) Ti:?i eenerally recovered throupt crap parastatale, widich are
aathorized to deduct o rettaln percentage ont of the proceeds
of villape seiccants at the time of crop parchane,
15. Pyrethirum Profect 17,9 10,0 Pyrethrum Smallholders The Tanpanyiba Pyreihrnm foaard (TPEY wonld have reaponeihtiity for
GCovt 2.7 (Mbeya and Implescat ation of the wmalthoide: prodact fon campaneat of the project.
(4-20-80) 12.7 Iringa
regions) bo TR wondd prodoce and diercilore fmproved plantlng material (ree
of charge and pravfide wxtenston servicea,
2. TPAR has agnopsany on puichasce of Jried pyrethrua flowers, which
ft purchanes throupyh fteenased buyers,
I6. Graln Storage DA 43.0 Crain {Natfonal The profect wonld {eprove manapement preactices and
and M1llting Covt 14,4 Milling strengthen the lnnilturtonal capacity of NMC to procure,
?7?? Corpora(lon] trangport, store and allt tood croaps,
(5-06~80) :
17. Smallholder DA 14,0 Tea Smallholdern The crotect unuld be ftmaplemented hy Tarcanla Tea
Tea Consolldation HORAD 1.6 (Rungwe, Auvihorfly (TTh),
Govt 4.2 Nijomhe,
(6-03-30) 198 Rakoha, and l. See Flrst Seallholder Tea Protect for a description
TLushnto of TTA's activities,
districta} 7., The secand prase vould finance anly o warginal area
planting propram of atear 200 Ya aad uwould focus an
Increaging TTA e callection, processtag and atorage
capaclty.
i8. Coconut Pliot IDpA 6.8 Caconuts (Poomarily an The Hintatry of Zgricaltere would he reaponsible for the
Govt l;l_ spricultural gtalece,  The Cerman Apency fur Technieal Cooperation, which
(10-07-80) R.5 regearch 3 {inancing the plliot phage of the Matfonal Cnconut
profect] Develonment Protear, would te contracted te taplerment the

profect.  The protect vanld assist tn the formalation of a
fechndcal packape for fiepraved product fon of cnconuts and
t-atn Yocal staff to carry out nrolectn related to the
retabilitacion of the coronut tadustry. 12 has no direct
smilthnlder producitog companent,



HALAYL

Project
(Date of Approval)

Financting
(SUS Hillton)

Crop Focuw

Target Group

Lilongwe

(2-01-68)

Shire
(2-01-68)
Lilongwe-11

(5-0&-71)

Karonga

(1-18-72)

Shire-11

(3-20-72)

Lilongve-T11

(3-20-75)

IDA
f.ocal

~H=- O

IDA
Local

IDA
Covt
Farmers

IDA
Covt

IDA
ADMARC
Covt

-]

IDA

[H el i

Covr

Farmers

Dzalanyasa
Ranch

ADHARC

|

—]Or N

N

o ¢

|

o

6
0
Farmevs 0
7

=]
A

-

~

- — -
Wl

O = = D
@ e e
~nD >

o

Matre,
groundnute,
tobacco

Cottr =,
naize

Malze,
ground=~.s,
livestock,
tobacco

Rice, malze,
cotton,
groandauts,
li{vestock

Cotton, mnlze
sorghus,
groundnuta,
rice, cocon

Mafze,
srouttdnuts,
tchacco,
livestock

Saallholders

Smallholders

Smallholders

Smallholders

Saallholders

frecutias Agency Punctions

Comm:nta

This profect, and the other aria development grolerts, would bz
executsd hy Program Organizatiorun aet up under the Agricultural
Revelopment Aranch., The Agricultural Mevelapmeat Branch was
establistied within the Nepartment of Apriculture to asrume
recponaihility tor mator agcicultural development echewea {the
Nepsrtment ot Apriculture was tarer vnxraded Lo (hs Hintstry of
Agriculture and Natursl Resomrces).

1. The Peimer’c Harketing dvnrd {renanm-i ATHARC (1 1970) would
purchare £l fnpute 2nd Hsrctbutes thex hrough 1ts markets.
2. Pragres ataft will fecue gurctrce arders {0 poade; credit

repayment i colle_ted hv ¥I'E throuyh dedecticrs fros crop
sales to FHR,

3, Facenaton would be provided by Fraogrse Steff,

4. FHB hat sonopsony purchasing righte fo cottor, groundnute, and
tahacce; fo is the bayer of iast rtea.rct for mofre,



HALAVL

Project
(Date of Approval)

Findiclng
($US Hillica)

Crop Tucus

Terget Croup

Fxecut fng Agency Functions

Commente

1.

12.

Karonga-I1I

(6+15-76)

Ehire-111
(6-06-78)
NRDP-I
{(Consolldstlon

of Lilongus)

{11-18-78)

KRDP-TIT1

(Xa-ongo-Thitipa)

{10-31-51)

HRDP-TIV

(Dedze Hillz and

Lilongwe Esst

Devalopment Areas)

(4-3-a3)

Smallholder
Fertilizar

(4-26-81)

IBRD 9.2
ADHARC 0.8
Covi. 7.1
“.oi
10 10.7
Govet. i.9
12.6
IDA 22.0
CIDA 2.6
CnF 13,1
1] 4 theo
Cernany 6.5
ADHARC 1.%
Govt. B.S
63.0
I0A 1.2
Govt. LLE
e
IDA 10.6
Govt. 1.9
1205
1DA 5.00
1FAD 10.28
Covt. 2.76
ADHARC 11.93
nar

“{ce, mafre,
coetton,
grouvndnito,
IHwes2ock

Cotton, mairs,
gorghum,
witler, rice,
groundnuts

Maire,
grcendnute,
tots:co,
Itvastock

Rice, mafze,
cotton, beane,
lfvestocs,
turley tatecze

Halze,
groundnute,
wheat, beans
tobacco,
potatoes

Caah,
food crope

Smailholders

Smailholders

Smsllholdera

Saallhclders

Smallholiders

Smallholders
(national
in ecope)

Thz Minfatry of Agriculture snd Heiuaral Remcurcee vould have the

‘1espcasidliity for implementing the NRNP proprem. Thoe courtry fs

dividad fntc etght Hanagement Unfte (M1} which wili sdalnlater one
Agriculturel Nevelopment Nivision (AND), O5n eversae, each ADD
wil! be divided into five Developmert Areas (DA). The MANR and
AMARC would continue tou s2xeculr the same functfona ag under
pr2vious develofaent programs.

ADHARC would be responsihle for
the physlcsl {wplementattion of the
fertilizer procurement program.

“Sole institution involvad
In funding prucurement and
distribution of fertiltzer

to smallholdere. For the
sedlud ters it le conatdered
uniikely that any other
fnet'tutfonsl arrangement
vould be able to provi'e a
comparatively effective
diatriburion eecwice.”



HALAW!

Project
(Date »f Approval)

Financing
(SUS Million)

Crop Focus Target Group

Executing Agency Functlons

Comment s

13. NTL Agric. Research

(2-19-89)

4. tgricultural Extensfon

(9-19-85)

15. Industrial & Agric. Cred.

(12-19-85)

1DA 23.8 -= -
USAID 9.2
GCovt. 16.9

£9.9
IDA 11.6 - -
BSAID 6.2
Gowt., 2.4

20.2
IBRD 7.8 - —
local 2.2
Other 4.3

14.3

Project helps the department of
Agricultural Rescarch {wprove its
planning, manapement and technical
eftictency and to prioritize the
research prugram.

The project supports san Insiftutional
develnpzent process zimed at (a) {mproving

the Minfstry of Agrfculture’™s analytical

and long-ters ctannfng capactlity; (b)
ttrengthening the natfonal extensfon system;
and (c) upgrading the wmanayperial, adelnig-
tretive and techntecal skllis of the Department
of Agriculture and Planning Division staff.

The projueci coneists of three components:

(8) USS3.0 million for ffnancing commercial

and ludustrial investments through INDEBANK;

(b} USS4.5 willicn for previding credit to
agricultural estates through INDEBANK. NBM and

CBM; and {c) #S50.3 mfllion in technical asslstance
funds for telpfug INDEEANK strengthen its
fnstitutional capabtlities.



