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PREFACE

Agricultural policy refonn has become an increasingly critical element in A.I.D. 's
economic development efforts. To be successful, however, policy dialogue and refonns must
be based on careful economic analysis and extensive host country collaboration. To support such
analysis, A.I.D. field officers must know what the key issues are and the methods that can be
used to analyze them.

The Bureau for Research and Development's Agricultural Policy Analysis Project, Phase
II (APAP mhas been a key vehicle through which A.I.D. has fostered such agricultural policy
analysis, for assisting USAID Mission-host country negotiations, and for enhancing host country
analytical capabilities. One of the lessons of APAP n is that many policies that are not specific
to the agricultural sector have important impacts on agricultural perfonnance. Besides
highlighting issues like these, APAP n has developed practical methods that can be used in
agricultural policy analysis in developing countries.

The results of A.I.D. 's agricultural policy analysis experience are extremely important
to USAID Missions and the larger development community. This report is intended to provide
practical, operational guidance for development officers in the field. It is hoped that the lessons
learned from APAP II will playa useful role in guiding future agricultural policy refonn efforts
to stimulate broadly-based economic growth throughout the developing world.
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FOREWORD

The Guidelines for Agricultural and Natural Resource Policy Analysis: Issues, Methods
and Approaches have been prepared by the Agricultural Policy Analysis Project, Phase II,
sponsored by the Office of Agriculture, Bureau for Research and Development of the Agency
for International Development (A.I.D.). The pUlpOse of the Guidelines is to present in a clear
and concise manner key issues for polit;y refonn, ways in which policy reform can be supported
through appropriate analytical methods and training, and to illustrate key issues and methods
through selected case studies. The Guidelines present this infonnation in the context of policy
refonn's role in A.I.D. development progamming. They also provide an overview of current
A.I.D. approaches to thinking about, building capacity to carty out, and designing programs to
promote agricultural policy refonn.

The Guidelines draw upon the experience of A.I.D., APAP II in particular, in
agricultural policy analysis, and in fonnulating and implementing n;fonn programs. Through
interactions with policymakers, country analysts, and USAID Missions in Latin America and the
Caribbean, Africa, the Near East, and Asia, APAP II has concentrated its resources on the
following broad themes:

• Agribusiness policy and international trade;

• The effect of structural ad~ustment programs on agricultural sector performance;

• Sustainable agricuJture and natural resource management;

• The political eccnorny of agricultural policy refonn; and

• Developing domestic capacity to do applied policy analysis.

The Guidelines are intended to assist agricultural development officers and other A.I.D.
personnel in incotpOrating policy concerns into programming for the agricultural sector. The
Guidelines are concise and do not attempt to treat anyone topic exhaustively. They may be read
in their entirety or consulted selectively for specific guidance on policy issues, methods, and
approaches.

This manual was the product of many individuals' collaborati"e efforts. Gary Ender,
....PAP senior agricultural econnmist, was the overall coordinating author. Ender, William
Levine (APAP n Project Dh--:ctor), and John Holtzman (APAP II Research Coordinator)
reviewed draft sections of the document and provided comments to the individual authors.
Charles Hanrahan, senior agricultural economist a~ the Congressional Research Service and a
member of the APAP n Technical Advisory Group, did the fmal technical editing. We also
acknowledge the overall guidance of APAP II Project Officer David Schroder, R&D!AGRIAPP
chief James Beebe, as well as previous APAP II Project Officer Chris Brpwn. This publication
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would not have been possible without the tireless efforts of Rosemary Hyson and the additional
a:isistance of David Junius.

We hope that these guidelines will prove to be of value to all those involved in the
analysis, fonnulation, programming, and implementation of agricultural policy in developing
countries. The authors would be gratified if their work helped to improve the quality of policy
dialogue between A.I.D. and host country governments. We welcome comments, criticism,
questions, and suggestions from our readers.

John S. Holtzman
Research Coordinator
APAPll
Abt Associates Inc.
Bethesda, Ml?
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1. INTRODUCTION

1.1 Objective of the Guidelines Manual

In recent years, the international donor community has given greater attention to policy
analysis, policy dialogue, and policy refonn. The Agency for International Development
(A.I.D.) has established policy analysis, policy dialogue, and policy refonn as key aspects of
its development assistance programs. No sector demonstrates a clearer need for such a focus
than agriculture. Whether tangling with macroeconomic adjustment, multilateral trade
liberalization in the General Agreement on Tariffs and Trade (GATT), water pricing subsidies,
food security, growing soil infertility, dietary concerns, pesticide use, or monetary unions,
development practitioners always need to understand, analyze, and improve agricultural policies.

This guidelines manual is intended to assist A.I.D. personnel and those who work closely
with the Agency to incOIporate policy concerns into agricultural development assistance. It
builds upon and extends the fmdings of its predecessor: Agricultural Policy Analysis: A Manual
for A.I.D. Agricultural and Rural Development Officers. The mandate for revising the original
!nanual is based upon the recognition that significant changes in inteqtational agriculture in
general, and agricultural policy in particular, have occurred since 1986, when the fIrst edition
appeared. Multilateral negotiations to bring global agricultural trade more fully into GATT, the
proliferation of regional trade groupings, most notably the North American Free Trade
Agreement (NAFTA), and the Enterprise for the Americas Initiative have, for example,
heightened the Agency's interest in trade and agribusiness. The relationship between sustainable
agricultural development and natural resource management was only beginning to be conceived
during the mid-eighties. Private sector development, with an emphasis on agribusiness, has
become a prominent theme in A.lD. development assistance programming. Finally, the
recognition has grown that the political dynamics of a country strongly influence the content and
pace of policy refonn.

These changes have broadened and driven the research agenda for the second phase of
the Agricultural Policy Analysis Project (APAP ll), whose research includes areas such as
structural adjustment, international trade, agribusiness, sustainable agricultural production,
natural resource management, and the political economy of agricultural policy refonn. APAP
n also invested in new methodologies and training efforts to address the Project's capacity
building objectives. These changes required further elaboration of the original manual to insure
That development practitioners were provided with more comprehensive and current guidance.

This manual will assist Program Officers, Private Enterprise Officers, Agriculture and
Natural Resource Officers, and other A.I.D. personnel to incorporate policy concerns into
programming for the agriculture sector. Its audience includes all professionals tasked with the
responsibilities ofdesigning, implementing, managing, and evaluating projects and programs that
include agricultural policy issues.

This manual deals primarily with economic policies affecting agriculture. Such policies
include macroeconomic poli::ies, like exchange rate valuation and monetary and fiscal policies;
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trade policies, such as tariffs, quantitative restrictions, and administrative baniers to trade;
agricultural product policies, like price 'supports and consumer food subsidies; and agricultural
input policies, such as fertilizer subsidies and direct government intervention in pesticide
production and distribution. The manual will also address natural resource management,
capacity building, and political dynamics, although here, too, the emphasis is predominantly
economic. To focus attention on economic policy is not to downplay the importance to
agriculture of investments in education, research, technology development, or physical
infrastructure. It does, however, reflect a growing appreciation of the critical role that economic
policy plays in shaping the perfonnance of the agricultural sector and the central place of these
issues in most policy dialogue and policy refonn initiatives.

1.2 Organization of the Guidelines Manual

This manual may be read in its entirety or consulted selectively for practical guidance
on project or program design, considerations of economic or agricultural policy issues, and for
analytical methods or training approaches. The manual makes extensive use of checklists to
highlight the special concerns raised by policy programming. The manual emphasizes the
practical while addressing key substantive issues involved in economic and agricultural policy
making.

Following this introduction, Chapter 2 addresses the role of policy refonn in A.I.D. 's
agricultural development assistance activities. Chapter 3 examines key policy refonn areas:
macroeconomic adjustment and trade policy; sustainable agricultural production; and natural
resource management; agribusiness development; and the political dynamics of economic policy
refonn. Chapter 4 surveys the methods and training approaches used in both APAP I and APAP
n to support policy analysis, dialogue, and refonn. Chapter 5 discusses Agency strategies,
projects, and programs to promote policy refonn. The annexes present case studies that
illustrate key issues and analytical methods.
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2. THE ROLE OF POLICY REFORM IN A.I.D.
DEVELOPMENT PROGRAMMINGl

The increased recognition being given to policies as detenninants of agricultural
development perfonnance implies a need to reexamine A.I.D. assistance programming for
agriculture. Three areas deserve special attention:2

• Assessing the impact of existing policies on A.I.D. 's assistance strategy for the
agricultural sector, in particular on A.I.D.-supported agricultural projects, including
detennining conditions precedent and establishing special projects that help foster
policy change;

• Using program assistance to encourage and support the host government in making
needed policy refonns; and

• Engaging the host government in a policy dialogue when policy is a serious constraint
to sectoral development and when USAID Mission priorities and resources can
support and maintain the dialogue process.

In a given country, action may be appropriate in some, all, or none of these areas. Even
when the existing set of policies poses a serious constraint to agricultural'growth, it may not be
feasible for A.I.D. to emphasize policy in its assistance program because of other constraints
such as lack of infrastrncture or appropriate technologies in the host country, limited A.I.D.
resources, or broad programming considerations (e.g., U.S.-host government relations, other
donor activities, and mission staffmg levels). Conversely, the absence of major policy problems
does not reduce the need to consider carefully the possible impact of policies on planned or
ongoing projects; nor does it imply that there is no need to help the host government build its
capacity to analyze alternative policies and implement refonns. Agricultural policy issues are
of concern in both project and program assistance.

2.1 Agricultural Policy Issues in Project Assistan~

Because project assistance constitute~ A.I.D. 's main activity, relevant agricultural policy
assistance should support and be supported by projects. The A.I.D. emphasis on policy has
served to underscore this approach of linking policy and project assistance. In the design and
evaluation of A.I.D. agricultural projects in the past, policy issues were generally treated as part
of the external environment affecting project success rather than as factors to be dealt with in

t Adapted and revised by William T. Levine from A.I.D. Evaluation Special Study No. 61. Agricultural Policy
Analysis: If Manual/or A.I.D. Agricultural and Rural Development Officers, 1989.

2 Using project usiatance to build domestic analytic capability to i>t tum support long-term improvement of
agricultural policy makini is dealt with in Chapter S.

3



the management cycle. For example, in designing crop production projects, the negative
consequences of low-price policies may have simply been acknowledged and left at that.

This approach may be acceptable where policy barriers are relatively minor. When
pollcy distortions are significant, project designers should consider including measures that foster
better policies in the project design. Such measures may include policy analysis and dialogue,
conditionality, and fmancial support to meet costs associated with the necessary policy change.
Even ifsuch an approach is not adopted during project. desiffO, a consideration of policy impacts
should be included in evaluation plans and in the terms of reference for evaluation teams.
Policy problems are no longer relegated to the "assumptions" column of a project's logical
framework, but rather have become an explicit concern in project assistance.

Although policies that reduce project effectiveness are gene~y a major source of
concern, policies that artificially enhance project effectiveness can also present problems. For
example, if ~~e success of a project intended to encourage the production of a crop depends on
the continuation of a subsidy, the efficacy of the project should be questioned.

Box 2.1 briefly reviews the main policies that are likely to condition project
implementation and influence project outcomes. Project designers should determine whether
such policies are being pursued and, if so, the extent to which they could foster 01 endanger
the success of the project. Potential com'1icts between project objectives and current
macroeconomic and sectoral policies should be explored and, wherever possible, resolved before
project approval. Several of these issues are explored in greater depth in Chapter 3.

Agricultural projects undertaken in an environment of substantial government
intervention will almost always encounter policy-related barriers during project implementation.
As changes occur in the social, political, or economic environment, the adverse effects of
pervasive policies often worsen and raise problems not anticipated during project design. For
example, an analysis indicating that a proposed cropping pattern is profitable despite
government-regulated prices may be rendered invalid if the assumptions about future yields
prove to be too optimistic or if world pricP"s of inputs rise faster than designers had expected.
Such situations require a flexible project design to allow for known policy problems as well. as
active monitoring of changes in relevant policy cUld effects during projeCt implementation.

When existing policies threaten the success of an A.I.D.-supported project, the Agency
has the right and the responsibility to intervene. In such cases, several courses of f&ction are
possible:

• Cancel the project or reduce the level of assistance.

• Redesign the project so that the impact of the adverse policies is reduced.

• Incorporate measures to encourage policy change.

4



BOX2.1ldentitYinlrPolicyProblemsDuringProjectDesign and Implementation

,-

Economy."idePon~1'Considerations

FisealManagelDent

e..LDrg~~lUlgettlefldtscastdoubtonthegovenunent '8·ability to meet financial:
·ronunitInentsontime,someti.m~inlpedingtheflowofA.I.D.funds to the

.iInpl~lD;entingagencYandmayinterf~\Viththe .ability ofa country to•acquire
struettll1tl·•••adjtJstmentJoans~.or; •• at•••the ••sectolCll·level.·.(sometimes··impeding the
flow.ofAU[).•fun~stotheimplementingage~cy).

e Gov~I1I~~t ....wage....Ond ...empd,y",~"t ..P~uCJ' ....may...·~ake·..it.· ••difficult· to·. attract"o.r
retaillhigh-q11alitypeJ'wJmelinanalyticaloradvocacypositions, .. or to provide
permanentstaffforproject-ereatedprograms.andinstitutions.

e ThesystemollUllioniIlaec()untsq (SNA)r3ils tom(".38ure ·... thevalue .•.•of a
country~s .••··D3.tura1capital;ie.,>its natlJral~Rurces; .' .. ~yignoring ...•. the
rela~onsbip·. tb.at~xistsbetweentbe environment andtheer~omy, .•·it•• failsto
take •..•• acoount•of the loss of capital that ••.• occurs.··. when .•naturalresources·· are
consumed·.beyond. theircap~cityto recover.
. . ': -:-::".;:'-.' :', '",:-:. , -' ,: :'" ' . ',:::, ;' - :-. :-',: 'i -- .' -,:.. -:,. -- ::, -':

e LorgePllbli~seeto,.borrowing.reducesthec;apitalavailable toprivateinvestoJ'S
suchasagribusinesses,and •may drive upinteresfrates;'

l\{ollet8ryPolicy· .

eHighin,/lllJiondiscouragesloIlg-terminvestmentbythepri\latesector,>suchas
collSfiuctio~ofirri~tion .systems, ....·and·.·m~yleadJo?veivaluationof .• ~be.··
curiency, which makes ..•··impoltsmore attractivethanl<lCa,lpJ:'OIjuets and, .
discourages exports. .

. .'" .. ,,', . .: , ;

.e controison.interestrates. antlicndiJ ·can•··00. a.deterrenttosa~~~andD1ay
.reducethecapi~l~'.vailableJorinvestm~ntaswell·ascvAlstrainnewinvestment.· ••..

.. ' .

elncreasingthemoneysupplytojinancelargepubUcsectorbudgetspromotes
inflation.and'\Veakens··thecurrency.
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.BOX 2.1 IdentifyingPoUcyPrOblemsDuringProje&:tDesign.... (cont'd)

Trade and •EXchangtrRate Policy
',.'-', ':: ,":',' ,:.' ,::::,'-:' ... ,:',' '.""';

• Qvervaluedexchange rates lDakelocalproductsless comPetitive with imports
and Jess profitable a~·exp()rts;theymaya1soartificially reduce the cost of

·iJnpc.)rted·iJlputs(e.g.,ferti1iZel'). . .

:.-'.:.,"-: .. :", '::- .. , .. ".,::'.::, .

F.collott.i~iR4!glIIlltio'l1) ......•

::.:',:;':',:,,' :"-:--,,:'-: ,,:,;,- -"", .'" ':""':::. :,_: :::" ::',' :',:: ,'. ," ',:_,:, :::',.::: ::::::":::'.>,.,:;";,::., ":.;.: ':'::

• Govemment ...monopoUes....on....trad~ ....in •••~l\lject-~Ia~· ••.•imports•••••.(e.g~., ••..•irrigation
pumps) ·..·.or ·.exports\(e~g.,<coffee) L.:'~.\y •• •.• Il1ake.·.•. the·use· •.. o(project-supported
··teehn(}logies.l~sprofitabie()r·iJnpossil'lc •. (orthe·.average.·fanner.·

",:", ,' ... ',' -.,,",":',-': ::",' '::':-,';:.:,":->:,:-,".':,:

.• ~ce"ring, ...lJUIl1'~v~ ..renri~"s, ....iuuI;~t1ae;.co~lro~ ..may.pnwent.the.private
sectc:lrfroJllimportinginp~tsneed~fo~pf()ject-suppC)rted~etivities, ·or· from

···exP9rtittgcettainPr()()ucts deemed,scarceo!essentiahQUotasmayalso cut off
key imported •. inputs ..or createablackmarketwithartificla11y high prices.

• Taius ..tmtl..Othe; ..t~~$ ....on....imPO~S· ..8nd....e~~s ....~~y ....make•••project.suPPOrted
activities in agriC1l1ture andagnbusiIlessleSSprofitable. .. .

>-:",::',:::":::,::. :,',"':::";.::.'.::,:.:.:.:'0":"/,:',';'::",<:"'::'>:':,:.-::>...::,'::-:::'-:.:'--:::;'::::,::::::::;':",.:::,-:':::::.:>;:.',,"':,::::-:>:/:

.••.•Pn~e •••C01ltrols••·ma;••·~ake ••p~j&t-Jll'1ID~t~ ••~~vitie~·.1~SS •••profitable ••or••prev~nt
.th~ ·Sll1()()th·operati··m.·••·of•••••~~P111tu~1 •• ~et~>.·ClD~·~~sines~~ ••·.and.·••. thereby
iInpooe.·.th~ ••.•·.marIce.ting·.ofproj~~relatec1 ••produc~ot reduc13...fal1llcrr·access.·. toinputs.··· .. . .. . . . .. .

·~l§~~ci~:;~~~,~~;~~:~~~~I~...tra~crs •• ~fPD1 ••.~g·JIlocleJ1l .•agric~1t1lra.!.hltmt~·aJ1~ •••l'edll~.·th13.1eyel ••of ••after­
salesi~ivi~ •••3pd()t1l~r •. support.·.providt.(J.·.·llypriv~te ••·~upp1i13~.{)f •.•agricu1tural
equipm.entaJ1d~nuri~:rc:ialinputs~ ...Agribl1sinessll1~Y·behampered .if .·loans
ag3instdn~entories ofperisb~bie· outpUts·aremargin~. . .

. ,...,
.• Rt!strlciioll$·.on•.•ilafernizl••traJle·, •.•suCh.·.as·.·the•.piohi~iti()ff ••()f.grairl••.transport...acrOss

pf()vincialborders,·..irnpedethe~evelopmentofpriv~teJDal'ketsfol'agricultura1
..inj)u~and •. outputs ••••and•••..•thereby•.··discouragePlOdueti.9n>and<the•••··tl~.·.·o(n~w
technology,anddiscourage. developmentofagribU1ir.l~ss; . .

1~e~~ ..:mt~· ...~O;1s ...antl •.··credit·..1f1Iio;,~i ...·~nstrclin.·~iestme nt.
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BOX 2~1IdentifyingPolicyProhlemsDuring Project Design.•.. (cont'd)

Sectonlland' SubsectoralPoJicfes

OutputPricesao.dMarketing

• Depressed prlces for agricultural outputs, Le., below worldprices, reduce the
profitability of new •. technologies.

::,:,:, .. ,:->::,:,>:.:"", .':',' 0 •• :"" '.. ,':'. :'"",::>:,...':,':::

• SUbsiJJizedpricestoconsumeTSm~yleadtodevelopment·ofa.black·market if
thegovemmentcannotsupplythefullcUl1()untdemandedat·.the 10w~r price;
removal·ofa subsidy may reduce·.•demandfor a project..,related .product (e.g.,
milk).

',.,', ',,"",:,.::.:,'" ','.:'.,'," -,::,:,;,,',,:,-, '.,'.', ',' ,".',"" .
. .. " .. '. .

• Govemment..monopoires...(Jn.·iWmes1ic...~...·tend..to.·1"eS~lt ..in••poOlfy.·functioning
markets·•. and ••u~derd~veloped ..,'agribusiness, •••'.in·.whichthere.·i~ •••'1ess•• demand ·for
farmers' ··.pnxJuetsandlower>pricesthairwouIdotherwisebethe.. ease.

'•. ~~~k~~~kIii~ri~j'~~~~t~~~~#~~~~th~dev~l~ment
"of effectivemarketingclu1nnelsanddiscourage~prOOuetion.' ,

InP~Pri~altdl\fark~~g •
',<, ,-,,' ,"", '.".::':'::.-, ......:' :-::'",' ,:':'," ",.,:':,:.,::-"',,:':>;:,.:'..:': -:'::: ,:.:-'.,'-:::,' ':':::'" ""',:,":""",':':"",:,,::::' ',::'

.• Subsidits oiz.·.··.inPuts Clre· ()fte~ a ·tesponse to •••••sll()rtages••.••~••'••tIt¢ir ••.•·aVaj]a.bility, .••....•••
~specia11~ ••··to ••••sll1ll1l•.•fanners, •••••Whicb•..~t .••otbe~i~··.·re51JIt ••••in>black.·mark~ts.
··InJluts~bsidies~lso()ft~na.ccompanylow.· a~1Dil1j~e.red0~tputprices>forfann ..
pl'(Jducts.Theycanencollrageuseofiltputsl>¢y()ndtheamouritS·..neededto ··
maximizeprodlictivity ~·.· ..·.Overuse ··candamage.thelong..,tennp~uetivityoftheland. .. . .

.• ··(Jo,~~;!~~~]Id~8~~~~t!~~I~~~!~ip~~~~~i4
toinputsforirteWtechnologies. . . ... . .
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• Lower eXJX:ctations of project success.

• Make continued project funding conditional on changes in policies.

In certain cases~ several of these responses may be combined, for example, by building
policy analysis and dia!ogue into the fIrSt phase of a project and making policy change a
condition precedent to subsequent phases of activities. The design and implementation of
projects or project components aimed at building the policy analysis capacity of the host country
are discus~ed fully in Chapter 5.

2.2 Agricultural Policy Issues in Program Assistan~
...-

Program or sector assistance is now widely used to influence policy change. The World
Bank, through its structural and sectoral adjustment loan programs, continues to champion the
use of nonproj~t loans for policy purposes. A.I.D. is also expanding the use of program loans
and grants in the agricultural sector. Monitoring these changes is key to program success,
providing the basis for A.I.D. to determine whether satisfactory progress has been made
according to agreed-on performance indicators.

Program assistance funds typically provide foreign exchange to help balance a country's
external accounts or provide budgetary support to the government for ongoing programs of
interest to the donor. The uses of the funds are secondary to the program's purpose, however,
which is tn promote policy reform. Compared with project aid, program assistance has several
advantages as a means of supporting reform:

• Implementation of program assistance generally requires few conditions, allowing
most of the leverage to be focused on policy refonn. This contrasts with the typical
development project, for which the host government must supply resources and often
make other concessions on how the project should be designed.

• As a role, program assistance makes fewer demands on USAID Mission management
time per dollar expended than does project assistance (p.L. 480 assistance may be an
important exception to this rule.I) Consequently, more attention can be paid to
policy analysis and dialogue than would otherwise be the case.

• When program assistance iJ conditioned on policy reform, a direct relationship can
be established between resource transfers and policy change. Wit.\} project assistance,
however, it is usually difficult to cancel activities midway thtough implementation,
especially if the funds are "tranched" and disbursed as policy conditions are met.

I Legislative changes in P.L. 480 contained in the 1990 farm bill, especially the new Titlet mbilateral fOf'd aid grant
program administered entirely by A.I.D., give USAID Missions new programming flexibility in using food aid
commodities or local currencies in support of agricultural development awistance projects or programs.
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• Program assistance gives the host government more flexibility to use funds for its
own priorities. Any disruption in such flexibility will provide more effective leverage
than cancellation of project.; mat mayor may not have a high priority for the
government.

• The visibility of program assistance is controlliible. High visibility can be created to
increase the amount of leverage inherent in a given loan or grant. Program assistance
can also remain invisible, when linkage to donor pressure would be countetproductive
or otherwise undesirable.

I

At the same time, providing program assistance to' induce policy reform rnises a number
of issues for A.I.D.:

• If pro[;.1aJD assistance is contingent on policy refoIn, appropriate criteria must be
specified for measuring progress. The selection of these criteria must be based on
careful analysis (the capacity for which must be available to USAID). Ifunattainable
or inappropriate criteria are selected, the policy refonn process will fail.

• Some types of refonn im~~ political or budgetary costs on the government. The
remGval of ta1iffs 00. agricultuI:U products, for example, may lower government
revem,es, which ma.:1 then need tl) be replaced by other sources.

• The level of proF.;TaID ;wsistanr,e must be balanced with the degree of change required
and with oth~i donor assistance. Even if a country program is too small to effect a

. large-scale policy change, a carefully~targeted program of sector assistance can be
designed to achieve more limited objeCtives, often in conjunction with other donor
actions such as a World Bank structural adjustment program aimed at wider reforms.

• ' The targets of program assistance need to be detennined accprding to the kinds of
policy refonn desired. Program assistance may direct budgetary support to
agricultural agencies, to balance of payments requirements of the national
government, or to the private sector.

• The host government may need technical assist.mce to implement policy refonn. For
example, the privatization of a parastatal may require that credit and managerial
assistance be provided to private entrepreneurs to help them get established.

2.3 The Policy Dialogue

Existing guidance on. ~licy dialogue provides a thorough discussion of issues concerning
the dialogue process. This section is therefore limited to three topics of special concern to
agricultural development officers:

• A checklist for designing and implementing policy dialogue activities (Box 2.2).

9



• The role of the agricultural development officer in agricultural policy dialogue.
• I

(section 2.3.1)

• Opportunities for dialogue on agricultural policies (section 2.3.2).

2.3.1 The Role of the Agricultural Development Officer in the Policy Dialogue

The policy dialogue usually focuses on highly sensitive issues like exchange rate
detennination, wagest food prices, input subsidies, the role of the state in agricultural markets,
and prices for major export commodities. Consequently, the dialogue typically will be carried
out with the central ministries, such as the ministries of fmance, trade, investment, and planning,
if it is to go beyond an exchange of views. The sectoral ministries, such as agriculture, rural
development, agrarian refonn, and irrigation, must also be involved in the dialogue, but their
role in setting major policies that affect the national economy is limited in many countries.

USAID Mission representation for the policy dialogue must parallel that of the host
government. To lend greater credibility to the dialogue process, the Mission Director or the
U.S. Ambassador wiJI often take the lead in launching discussions with senior host government
personnel, with active support provided by the agricultural development officer, the program
officer, program economist, and other mission staff. "Showing the flag" in this fashion will
have considerable bearing on the degree of creden.ce and seriousness with which host country
counterparts perceive policy dialogue efforts.

The agricultural development officer and the staff of the agricultural office have three
primary responsibilities:

• To monitor policy developments affecting the sector as the basis for identifying
policy problems requiring Mission attention;

• To provide technical support for the dialogue :.. the fonn of data on agricultural
sector perfonnancc, analysis of current policies, fOlmulation of alternative refonn
packages, monitoring agreed upon changes, and estimation of the impact of
alternative policies; and

• To coordinate with sectoral counterpart institutions, such as the ministry of
. agriculture, to support their involvement in the dialogue an~ to ensure that

conflict with ongoing projects and progrAiOS is minimized.

A number of tools are available to help the agricultural development office'l and his or
her staff in fulftlling these functions. Box 2.3 presents tbe principal characteristics of several
useful mechanisms available for supporting and stimulating the dialogue.
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BOX 2.2 Checklist·forPolicy.Dialogue.Activities

A.·re•. ··ID.ac.l'oeConoinic..JlO.liciesamajor.. constraint?
.. .. '.-:. "-',':,::':.'.' :::1 - - - -

Key QuestloDS

Ju'eagriculturalpolicies·amajorconstraintto
agricUltural .. development?

:/... : ,: ',,-'. ,::, ':: -":/': ," .':', ",: ,: ,: ,,<:':.:':: < "::".'-" "':':, ,:, ,,~ ", - . , -. ':.- ' ..

DoA.I.I>. views ..COinci~e~itbthoseof~;Jeade~
in host government institutions?

··········.J)oe~.·the.·.t1SAJl).Mi~sio~.·.have •••adequate•.infonnation
to~em0nstratetothe •• h()stgovel'llfilentthat..its
policies.all'restrictingthegrowth and··development
·oftlJe .·agricilltuml·.·sec~or?<

V/oulddia!ogueonagrlCll1turalPoliCYissues·conflict
VlitbotherU~S . Goveriunelltinterests1 .

..: ....... ,- ,,',.,"','"'

Do·•. A.I.J).••···viewson)~esirabl~policy·· .cbange~
coincide with those .ofotherdG~lors?:· .

':":": .. :':.-:. - .,,""""":.:.,:,: ::"",,::.:-:-,-: :.:: .:::':,,:'':"'';:'':':-.,' .

.. .•·.·.Is••••••••the •.•·•.•·host.··.•.govenuD~t acti~el~ ••••••••~ngag~
.• seriously eXamining· POlic.Yreforitts? .

DeclsiolltoBeg~n··.the

Dialogue ProcesS····

:,:,',:. '_c.·-' ':.. ,',': ...,<:'".:":.: ....:.::,, .., .. :',,:- .. ,:

Areexistingpolicies61earlY;P~judicuJ ·to ···the···
··interestsofJ\~I.D.projects.orprograms?

FSablishingDialogue ··J)()esA.i.D.ba~~~ufticie~t~orrn~tiOllon .. . .
.Content . .. . ..... ·a1temativePolicies.an~thffiJnPactsofthesepolicies

in.order·to .• engage in an iriformed dialogue?
< <... . ..•..•...•...••... .......••.........•..•.•.••.••.•. </......,...\............. . .

Is .... there.·consenslls~~ngkey.f\.~lD.staffonthe
desireddire<:tionofpolicy~han~?· ..

11



BOX 2.2 CbecklistforPolicyDialogue Adivities(cont'd)

MobllizingCouratrY·.
Team·..iesources ....

" ".,'. ':.-:',- .' '" :

. .FlaveotherlJSJ,UDMissionsinthe same
·regici.succes~fuIlY carried out a di&logue.on
.tI1is]X)Ii~Y issu~ and, .Jfso, what CdD... be;
leamed.·.aoout·••their.·.expenence?

'"", ," .,' ,',"". "'",."',"

.·.·Vt'iJat•••~le ••·shoui~ ••••the.·usAID·.MiGSiOn
Director.and~lJ.S.AmbasS3,dorpIaY in tile

.... dialogue? . . .

. .~""~~l\{j~~nallaiYsts . proVide
..sufficielltsuPP9rtfortbecllill()gue, including

... anMysisofalteri1ativeref0rDls'1···.··.·· ...

•~!~~.~;¥.~~~)~~i~~iJable<tn
........ / supplementMissionperso'nnel'l .. .

·······.······Wbat...otlter•..~.~I.D .••••an~Jytic.·.·~ources •...?Jl•••be
..•..appliedtosupplel11eJ1t~sionJ:esourees-.

.. . project staff, centrilllY ··funded.<·projects,
reponaLsupPortoffices1.··
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BOX 2.2 Checklist for Policy Dialogue Adivities (cont'd)

tl

Adivity Key Questions

Which institutions are currently involved in
irnplcmentingthe policies?

What"istheroleofotherdQno~-theWor1d Bank,
the IMF~U.N.agencies/bilateral donors-in policy
dialogue with.tltehostcountry?

]I

2.3.2 Opportunities for Policy Dialogue

When policy dialogue is not linked to the programming of funds for the agricultural
sector, it must often compete with the project portfolio for staff and other resources. In a time
of increasing resource scarcity, it is critical to take advantage of opportunities in the A.I.D.
programming cycle to further the policy dialogue. While each portfolio has its own constmints
and opportunities, four points in the programming cycle typically offer the best openings for
A.I.D. policy discussions:

'" At the time of negotiation of food aid and Economic Support Fund programming and
in the case of African countriC".s when Development Fund for Africa (DFA) projects
or programs are being negotiated;

I

• During sector studies or other major reviews of the A.I.D. portfolio;

• During the design of projects in subsectors in which policy problems are severe; and

• During evaluation of projects adversely affected by existil'lg policies.

Another opportunity for policy dialogue may present itselfwhen multilateral development
banks and host countries discuss agricultural sector adjustment loans. Increasingly, USAID
Missions are dovetailing their assistance programs so as to synchronize policy objectives with
development banks and other donors.
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BOX 2.3 TooJsfor Stimulating Pollcy.Dialogue

.·PrinclpalCharaderistics

High-Yisibllit;yl11eaDs .• of.focusmg·••on
...•.. policy iSsties and jUdging bostinterest·. in

.' iD.PolicycO~ceros~ ••.•

..····~jOinti11-depttlexaDlil1a~dh()fP6lici~.affectil1g· .
··agticultu~ •.••·~~Y~lQPffi~Ilt ..·.•••.••.:P!~bte •.·irl••••·scope·.•·.and

•....•.•.·c0l1tent{·:M~s:9f!d~nqr.yiDgsj:;ecificpoliciesfor
·dialogue~.aJul1ysis,8Jtdtef()rnl· ..

·.~~&~~;~(~~~i~d:~,~e1t>ll~
..·.·····~trategy •••~orJ)Clljc~~ogit~t· ••)M~~s ••..of.•i~~tifyiJlg
· critica1institlltionsanclaetolSror:policYprojects~ •...

~"';'~~i";hi~'~~~~~i~,~~~~~iri~~'
bYfilli1'1ginf°nnatiOll••g~ps.disC()y~dlllirig.policY
.inventory.•··.·.··Canserve.as·ba~s.0f.policyproj~tdeSign. . ..... .. ..

·~~~dlli~~~~~~~#d~iil~~
int()proj~. ··Bvalua~proj~J~ibi1itYand
pn.>~s. iintenns .of,major>agricplfuqllpolicy •.•••.•..
CODStnUl'ltS.

Tool'

InstifutionalMaPpiDgl·.
j;)otiCyEnviromllellt· ...

......•..... CanliedirectedafJK)licyrnakers .•.•.and analysts
..ofdiffe~ntJevelS of.~rii()IitY '~()lUIIlforpointing
out.·.costs<ofpctlicies8Jldaltematives.·· Means of

··generatirig derJlaDdforaDa1ysis~

Joint•. !!rogramlAgricultural JaniageS·..•hOst•••co~~~ •••u..:~geted •••:view·.·.of
Sector Assessmellt .. policy en'Vi:ronmet1~~>'

.'.'.... ,.' '.'.. ",,' ",.,....

PollcySeDI1nars, Work-.
shops,··andConferences

Contacts by
Ambassadorl
MKiionI>irector
withhOstc01lDtry
PreSidentlMillisters .....

. . .

····P()llcy Inventory ancf
Diagn~sis···

.:
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Opportunities for policy dialogue associated with Public Law 4b0 (p.L. 480) food aid
programming de~erve special attention. In the past, food aid programs have not always been
fully integrated inb.... the agricultural portfolio, particularly when the USAID Mission organization
had placed P.L. 480 food aid management in another program, sl,ch a& voluntary assistance.
Consequently, USAID Missions may not be taking advantage of the opportunities presented
when negotiating uses of commodities or local currencies under the new bilateral food aid grant
program and by the additional flexibility inherent in the program after recent changes.

This situation has changed rapidly as P.L. 480 legislation and Agency guidance require
the integration of food aid and DA. Missions are seeking innovative ways to apply food aid
resources to supplement other funds and support policy refonn.

• Negotiation of Title m bilateral food aid grants is often the only instance when the
host government is fonnally required to discuss policy questions with the USAID
Mission.

• Innovations in the P.L. 480 food aid legislation have created opportunities to use
local currency generations to support policy refonn, particularly in countries facing
chronic deficits. Box 2.4 provides a list of the ways local currency might be used.

• Title m Bilateral Grant can be used to support policy refonns directly or indirectly,
by fmancing analysis, helping to meet the local costs of refonn-oriented projects, and
providing budget support to the' host government.

In some cases, '~he need to coordinate food aid among donors has served as the basis for
closer cooperation on the policy front as well. The Mali Cereals Market Restructuring project
and the Niger Food For Work conservation effort all''' examples of multi-donor programs that
have attempted to use food aid to accelerate refoon. Box 2.4 lists thirteen uses of food aid
commodities and local currencies spelled out in the legislation creating A.I.D. 's new bilateral
Food for Development grant program (Title ill of P.L. 480).
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BOX2.4UseaofCorn..nodities andLocatCurrencies in BilateralFood Aid Grants

. .

• Thepromotioriiofspooific policy reformstoimprovefood security
and ·agricuItiJraldevelripmentwithinthecountry and to promote
broad-based, equitable, and .sustainable development;

.' -" .'.'. ," ,,""', '. ."." ;

. ", .. '-: >::-."': '" :','<",:.;-"::,':::.'.: ,:'.:::: .. -:<.:,:: -/:':.. ;':,"> ,:'::":, .
.. . - .

• Theestablistun~ntOfdeyel()pmentpf()g#s,projects,8nd.activities
thatproinotefood~,·.anevi8teh\lDger,iJI1prOvenutrition,. and
promc!tefalIlilyPla.llning,matemalandclrlldbealth .... care, oral
rebydrationtherapy,and' otherchiIdsUlvival·objectives; .

:,,' '-',:: .,':"," ' '., :' ,:",'-',' '. <'..::' ::: -,::<-:>:"-:":::,:::: .'::: ',',:;" -:: ',' ..-::", -.

• Theprmnoti()nofincreaseda~esstofoodsuppliestbroUghthe'
encciUragernent()fspecificpolicies>8Il~.1~rograD1S ..... designed to

.•.... ·.•·inCl1~elDployD1eDt and"'incomeswithirithecountry;' .
.i ..•.•....•...••.•••....••.•.•.•••.••.•..•..•.. ". <...>,i. . .

.'. The;PlOm~tioIloff~andopen~arkets'thr()ughspeiificpolicies.....
andprograrils; . . .. .,
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BOX2.4UsesotCommoditiesandLocaI.Currencies·.inBiIateraIFood•••• (cont'd)

• The payment, tathe extentpossible, of the costs ofcarrying
out & program offanrier-to...fanner technicalassistan'ce(Title
V); .. .

.··Prl"atesectordevelopmenf activities including··.lo3Os•.. to
fina~eiarintelttiediariesfor·.u~einmakjngl()llDs ••·.toprivate
iIldividuats,·cooperntives, ..• corporation, or otber entities;

SuPJlOl1. for agricultural res~arcb . (including
collaborativeresearch'\Vhich is.mutuaIlybeneficialtc>
theUnite(j States and the recipiepfcounuy), education, •••...
and extension activities. .

... , ".

. Tbedevelopment ..•ofrorarinfrastnl8ture sucbasroa(fs,
irriga.tionsystems,and .. electrification .•.. to ••.•. ·enbance·

··agncultutalproducnori;

• Acti"itiesofthe Peace Corps that relate to agricultural
production;

• Researc¥otlmalnlltritionanditscauses, as well as .
researcbrelatlng t(J tbeidentifjcationand·.applicatiohof
policies andstmtegiesfortargetingresources to address
tbeJ)roblem. ofmalnutrition;.·and
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3. KEY POLICY REFORM ISSUES

Agricultural development is affected by both macroeconomic and sector-l)pecific policies.
Policies are often conceived, however, to address certain pro~lems or to achieve certain
objectives. This chapter examines some of these problems and objectives, particularly those that
are of high current concern in developing countries or are likely to become so in the future.
Structural adjustment and trade policy reform are changes in policies that have economy-wide
as well as sector-spec~fic impacts. Sustainable agricultural production, natural resource
management, and agribusiness development are influenced by these policies, as well as by
policies that are more specific. Many countries are trying to design or implement policy reforms
that rely on inherently political processes. Thus, the political dynamics of policy reform require
attention by A.I.D. development professionals.

The objectives of this chapter are to identify the most important issues in these five key
areas-structural adjustment, trade policy, sustainable agricultural production, n:llural resources
management, agribusiness development, and the political economy of policy reform-and to
delineate tie interrelationships among them. This discussion aims to enhance the unders'lClnding
of the means of reforming policies in these key areas and the tradeoffs involved in making such
reforms. Chapter 4, Supporting Policy Reform and Analysis with Appropriate Methods and
Training, presents methods for analyzing the policy issues discussed in this chapler.

3.1 Structural Adjustment

Structural adjustment refers to a group of macroeconomic ant' sectoral policy reforms
which in the short run are aimed at promoting a sustainable net foreign exchange balance and
in the long run at establishing the preconditions for sustained economic growth. The reforms are
frequently controversial because their short-run impact is often seen to be in conflict with longer­
run objectives. For example reforms can result in falling real wages and increasing poverty
while at the same time being promoted as adjustments necessary to stimulate future employment
growth. Similarly, these programs recognize the key role played by the tradable agricultural
sector in the economic growth process but at the same time often call for eliminating fertilizer
subsidies. Macroeconomic crisis is the immediate cause for the introduction of structural
adjustment reforms, and as the reforms move from addressing the shorter to the longer-run
objectives, their difference from more general development strategy policies of the pre-structural
adjustment era becomes less distinct.

During the latter half of the 1970s and throughout the 1980s, many developing countries
experienced macroeconomic crisis characterized by growing foreign exchange deficits and a
resistance on the part ofprivate banks, the International Monetary Fund (IMF), the World Bank,
and other donor agencies to fund these deficits with cheap credits. The immediate causes of these
crises varied by country and time but include such factors as increasing prices for petroleum
imports, falling commodity export prices, and rising interest rates following excessIve foreign
borrowing during the commodity price boom of the mid-seventies. The longer-run causes include
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a gl'owing imbalance between government expenditures and revenues, low-productivity public
investment programs, and policies which directly or indirectly promote inefficient resource use
and low economic growth.

The principal components of structural adjustment programs are macroeconomic
stabilization, exchange rate adjustment, pricing policy reforms, capital market reform,
restructuring of public expenditure,' and promotion of private sector marketing and investment.
While early programs emphasized stabilization and the related exchange rate adjustment
objectives, recent programs have been broadly based, reflecting a more sophisticated
understanding of the potential conflicts and complementarities between the crisis-driven
stabilization component and the more. growth-oriented structural components. As this
understanding has improved, so has the understanding of agriculture's role in structural
adjustment.

Macroeconomic stabilization. In virtually all cases, the initial stimulus for structural
adjustment programs has bt~n macroeconomic crisis, with stabilization policy leading the reform
package. The short-run objectives are to reduce the domestic inflation rate and to bring the
foreign exchange current account into a rang~ of sustainable deficit. Stabilization reforms work
mainly through the demand side of the economy. They reflect a macroeconomic model that
posits a close relationship between government expenditure and revenue (the "internal balance,"
on the one hand), and net foreign borrowing (the "external balance") on the other. Excess
government expenditure, financed largely by the central bank's expanding the money supply,
generates income which exceeds the value of goods and services produced in the domestic
economy. As this income is spent, it absorbs both domestic and foreign goods and services.
This is reflected in the l1~tional accounts item called "absorption," an important measure in
structural adjustment analysis. As the Government deficit increases, so does the demand for
imports, but there is no corresponding increase in foreign exchange earning exports, resulting
in an increasing external deficit. The foreign exchange required to finance the external deficit
must come from foreign investment, loans, or grants, or by depleting the country's foreign
exchange reserves. When these sources of foreign finance are restricted or reduced, a
macroeconomic crisis is precipitated. Imports become increasingly scarce, raising their price
in domestic currency terms and leading to disruption of domestic production that uses imported
inputs. The response of many governments is to administratively ration foreign exchange
movements through licenses, multiple-tier foreign exchange arrangements, and other controls.

As foreign financing is restricted, so is the possibility of "venung" a sufficient amount
of the excess demand into the world market through imports. This demand, generated by the
internal deficit, is now redirected into the domestic market where it cannot be accommodated
by increasing supply, thus leading to domestic price inflation. A typical response to this is
government intervention in markets to administratively stabilize prices.

Reflecting the perspective outlined here, stabilization programs focus on reducing excess
demand. The principal instruments are a reduction in government expenditure and an attempt
to improve and broaden revenue collection. These programs are economically contractionary,
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been focused on the critical issues of political fl.3sibility, refonn sequencing and the length of
time over which the refonns are implemented, the particular expenditure reductions involved,
the implications for people in poverty, the relationship between the short-run contraction and the
longer-run growth objectives of development strategy, and the design of complementary policies
that can generate resuI~s on the supply side, so that the economic contraction required to
establish sustainable deticits is less severe.

Exchange rate adjustment. Excess demand for foreign exchange generated by the
macroeconomic forces discussed above can be reduced through economi~ contraction and/or by
raising the price of foreign exchange, a devaluation of 'the domestic currency. This policy
measure does not change world prices but does raise the price in domestic currency of imported
and exported goods and their close domestically-produced &ubstitutes, so long as other market
interventions do not impede this pass-through.

Exchange rate adjustments operate on both the demand and supply side of the external
balance. A deeper understanding of these relationships requires a distinction between the
"nominal," or market, exchange rate and the "real" exchange rate. In the short run, a
devaluation of the market exchange rate has an impact principally on the demand side of the
market by raising the price of imported consumer items and intennediate inputs. In this sense
it complements and reinforces the impact of contractionary stabilization policy. The longer run
objective of devaluation, however, is to stimulate the production of exports and import
substitutes. To meet this objective, however, supply side investments are often required.

The economics of structural adjustment classifies domestic resources and domestically
produced goods and services as being either "tradables" or "non-tradables." While the economic
defmition of these concepts varies according to the nature of the policy issue in question, for the
pUIpOse of structural adjustment analysis, these categories are distinguished by how their prices
are fonned. Tradables are identified by a high degree of integration with international market
forces, so that their domestic price is directly influencOO I by changes in the exchange tate and
in world prices. By contrast, the price of non-tradables is detennined by domestic supply and
demand forces. Domestic resources such as land and labor are usually non-tradables, as are
service activities, highly perishable products, and commodities that face high international
transportation costs relative to their value. Ther:. is usually an important group of non-tradable
commodities which are created by policies such as quantitative trade restrictions and other
market interventions, which artificially de-link their domestic prices from the influence of world
market forces.

Thr. excess demand forces which precipitate a macroeconomic crisis rclise the price of
non-tradat/les, thus encouraging their production at the expense of tradables. A principal
objective of structural adjustment is to increase the production of tradables in the economy in
order to promote foreign exchange earning and economic efficiency. It is here that the relative
price of tradables to non-tradables, called the "real exchange rate, " enters structural adjustment
analysis. The price index of non-tradables relative to that of tradables is the conventional
measure of this strategic price. In comparison with the nominal, or market, exchange rate, it
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is a better conceptualization of the incentive to reallocate ,resources between tradables and non­
tradables.

When the nominal exchange l"dt", devalues, so does the real exchange rate, in the short
run, since the devaluation raises the domestic price of tradables relative to non-tradables.
However, if excess demand in the macroeconomy is not corrected by a sufficient contraction in
expenditure, demand pressure on the price of non-tradables will continue, and their prices will
inflate, thus offsetting the initial impact of the nominal devaluation. As the real exchange rate
once again revalues, the incentive to reallocate resources to the production of tradables, and
foreign exchange earning, is diminished. This problem has occurred repeatedly in countries that
are unable to establish intelnal fiscal balance. A discouraging result is the need to again devalue
the market exchange rate within a year or two of the initial exchange rate reform.

While an understanmng of the macroeconomic forces behind relative price formation is
al the core of stmctural adjustment analysis, capturing these effects in a simple, single measure
has proved to be difficult empirically. When trade liberalization accompanies budgetary and
nominal exchange rate reforms, the prices of tradable exportables and tradable importables,
respectively, relative to non-tradables often move in opposite directions. Having raised this
caveat1 a further elaborati~11 of these issues exceeds the bounds of this essay.

The concepts behind the real exchange rate are a strategic element in structural
adjustment because when properly managed this rate represents ar. important incentive for
economic expansion and tbe use of domestic resources, particularly labor, that are dislocated by
contractionary fiscal policy. Management of the real exchange rate is critical in making the
transition from short-run stabilization to longer-run economic expansion and growth.

Pricing ~licy reforms. Just as proper exchange rate: management reduces the burden
on contractionary fiscal policy of restoring sustainable internal and external balances; pricing
policy reforms reduce the burden on market exchNlge rate devaluation. There is a strong
tendency during periods of macroeconomic excess for governments to intervene in markets to
offset the undesirable results of macro policies. For example, quantitative import restrictions
are placed on specific commodities in order to reduce the demand on scarce foreign exchange.
Governments attempt to replace market forces with administered pricing to mask underlying
inflationary pressure in the economy. Reducing and eliminating these interventions is an
important feature of structural adjustment programs.

Pricing policy refonns have two main objectives:

• Eliminating quantitative trade restriction' {e.g., quotas, import licenses) and replacing
them with moderate tariffs to reduce incentives for corruption and to restore the lin~

between domestic and world prices, i.e., increasing the share of tradables it' the
economy.
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• Bringing closer alignment, through the reduction of border taxes, between the
domestic and world prices of tradables in order to promote employment and foreign
exchange generation and an efficient use of resources through comparative advantage.

These adjustments are strongly complementary with exchange rate devaluation. Research
shows that the strongest source of pricing bias facing the agricultural sector often comes from
overvalued exchange rates which depress the domestic price of tradable farr.' products. 1 Using
pricing (and trade) policy to increase the share of tradables in tb~ agricultural sector improves
the foreign exchange generating leverage of devaluation. Closer alignment of domestic with
world prices is aimed at furthei· improving the productivity of sector resources.,

Capital market reforms. Capital market refonns constitute a strategic link between the
short-run objectives of stabilization programs and the longer-run objectives of structural
adjustment. Prior to these refonns most countries have strict controls on the outflow of capital,
and the inflow of capital is inhibited by suppressed interest rates, outflow controls, and other
regulations. Reduction or elimination of controls on interest rates is a frrst-step refonn. This
encourages market rather than administrative rationing of investment and promotes domestic
saving. Without this step, full foreign exchange market liberalization is unrealistic. In many
countries, this refOlm has resulted in a net inflow of off-shore capital. In the longer ron,
fmancial deregulation is critical to the emergence of a strong private sector.

Private vs. public sector roles in the economy. As the macroeconomic crisis abates,
attention of structural adjustment programs shifts to laying the groundwork for longer-tenn
economic growth. An important feature is a reconsideration of private and public sector roles
in the economy. In general this involves a shift away from public sector enterprises and the
admitlistered prices, protected market practices, and inefficient resource use that are often
associated with them. Agricultural marketing and processing parastatals are often a principal
target. Asset divestiture is one set ofpublic policy issues that arise in this context, but the larger
challenge is to promote private sector investment in a competitive market environment. Capital
market refonns and expectations of a stable political and economic pOlicy environment are
important facilitating factors.

This aspect of structural adjustment is complementary with macroeconomic stabilization
policies aimed at reducing government expenditure. The strong presumption is that resources
freed up from public sector management can be more effectively invested by the private sector.
At the same time there is consensus that some strategic investments, types of infrastructure and
agricultural research, for example, promote private sector profitability but are likely to be
forthcoming only under public support. In this sense, the longer-term success of structural
adjustment programs depends on the composition of public investments that are undertaken
following a reduction in government's aggregate role in the economy.

I See KJueger, Schiff, and Valdes, 1988.
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3.1.1 Agrkllitural Sector Issues

Agricultural prices. The combination of nominal exchange rate adjustment and
contractionary fiscal policy discussed above is aimed at devaluing the real exchange rate and
enhancing the relative profitability of tradable economic activities. To what extent do these
"macro" policies actually have an impact on agricultural prices? The answer will differ from
one economy to another. The "pass-through" of exchange rate policies, for example, can be
inhibited by quantitative trade restrictions and administered prices, which effoctively tum
potential tradable activities into non-tradables. Recent research shows that in most countries
world price forces are quickly passed through to domestic prices for agricultural exports,
although there are some notable exceptions in developing countries. The pass-through issue is
more problematic for domestic food crops and other import substitutes, where quantitative
restrictions and administered prices are more likely to prevail.

A second set of issues has to do with agricultural price stabilization policies. Price
refonns under structural adjustment aim to eliminate administered price systems and the costly
excesses of mUn marketing parastatals. Yet there are important economic problems associated
with unrest 'ained price fluctuations in the markets fo; strategic commodities, important wage
goods, or commodities that account for a large share of consumer expenditure. Although such
commodities are very few in number, there is generally a public interest in dampening their
price variance while maintaining consistency wit.h world price trends. Effective policies usually
involve a mixture of public sector inventory and international trade management. Because of
the uncertainties which underlie domestic and world agriculture, the annual costs of these
programs are unpredictable. Costs can be contained, howeyer, by a realistic spread between
floor and ceiling prices and by keeping the domestic target price in line with the recent trend in
world prices. Indonesia, for example, uses these principles to manage its rice price stabilization
program. Designing policies which accommodate this price stabilization objective is a difficult
challenge for countries going through structural adjustment. Technical assistance in policy
design and analysis is ofter.! needed by developing countries with such policy aims.

Agricultural supply reaponse. How quickly and how much can the agriculturnl sector
respond to a change in relative prices? This is a question raised by critics of structural
adjustment programs who are skeptical about the heavy dependence on pricing policy refonn.
It is well known that the short and medium-run aggregate supply responses from the agricultural
sector are low. This is because the agricultural sector of developing countries relies on a large
share of farm-specific, or fIXed inputs, ~uch as land and family labor, rather than variable inputs
from outside the agricultural sector. When the price of tradables, for example, goes up, an
increase 10 tradable production comes largely from resources that are shifted away from
agrir,ultu.cl1 non-tradables. The result is a low aggregate response. While this is corre.ct, it
sorr.ewhat misses the point. The foreign exchange generated by such a shift in resources is
likely to be much larger than that implied by the aggregate supply response measure. Similarly,
by shifting the output mix more toward that associated with the country's comparative advantage,
there is an efficiency and value gain that is not captured in the traditional aggregate supply
response measure.
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Nevertheless, supply response skeptics raise important issues about the limited medium­
run growth potential of the agricultural sector. In parts of West Africa, for example, non­
tradable food crops, such as millets, yams, and plantains, comprise over half of total food
calories, making them strategic wage goods in the tradable export component of the agricultural
sector. This condition, where a reallocation of scarce labor to agricultural export production
entails a contraction of the domestic food supply and an increase in real wages, places difficult
constraints on achieving structural adjustment objectives. Additional concerns about agricultural
supply response stem from the severe depletion of agricultural production, processing, and
marketing infrastructure that typically results from protracted macroecop.~mic mismanagement.
This infrastructure, such as roads, mills, and irrigation systems, upon which agricultural growth
depends, cannot be replaced or rehabilitated quickly. ,Structural adjbstment-based growth
strategies that ignore this, or rely too much on the inducement mechanism ofpricing policy, will
encounter significant obstacles. This is an area where tt'1e complementarity between public and
private investments is critical.

Controversial role of input mbsidies. Although structural adjustment programs place
emphasis on rehabilitating the agricultural sector, public sector expenditure cuts usually include
fertilizer and other agricultural input subsidies. In addition, exchange rate devaluation raises the
domestic price of imported fertilizer. Proponents argue that output price increases and
marketing system refonns more than offset the disincentive of the removed subsidy. Skeptics
worry about the disruptive potential of subsidy removal. Some argue that with so many policies
acting as disincentives to the agricultural sector, the fertilizer subsidy is an offsetting, cost­
effective, targeted and "second-best" intervention. The importance of this issue depends on the
contribution of fertilizer to productivity in the agricultural sector, particularly to agricultural
tradables. In countries where the input has become strategic, subsidy ~limination should be
phased over three or more years and carefully monitored so that policy makers can assess the
impact of the supportive elements in the structural adjustment program.

3.1.2 Structural Adjustment and Poverty
,

The economic contraction associated with the stabilization components of structural
adjustment programs raises concern about the economic well-being of vulnerable groups in the
population. Although the concern is not misplaced, it is sometimes overlooked that the
alternative to these programs will probably produce a far worse result. Continued
macroeconomic excess in the face of reduced availability of foreign resources (loans and grants)
results in runaway domestic inflation and economic collapse.

In general, structural adjustment and stabilization programs tend to raise agricultural
producer prices and food prices. The contraction of aggregate demand also lowers the real price
of non-tradable commodities (including some foods) and resources, of which labor is an
important component. The impact of these programs on rural poverty, therefore, depends in
part upon the relative importance of net food producers vs. net food consumers in rural areas.
A mitigating feature for those in rural areas who are net food consumers may occur through the
rural labor market. As producers respond to increases in agricultural prices, the demand f(1,r
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agricultural labor increases, thus increasing employment in agriculture. l'he net impact on rul'2J
workers depends, however, on the role and perfonnance of the non-agricultural rural labor
market. In some countries, for example, the period of macroeconomic expansion preceding a
crisis results in demand for rural construction and other labor. These jobs may be lost during
the stabilization period.

The immediate impact of economic contraction may be less ambiguous in urban areas,
where employment falls and food prices increase. This is a difficult political economic
environment for introducing the pricing policy refonns discussed above. There is, nevertheless,
often scope for redesigning food subsidy programs so that through "targeting" they are more cost
efficient at reaching wlnerable urban consumers.

Over the past decade there has been considerable research on the issue of structural
adjustment and poverty using actual country case studies. Most research shows that the impact
on poverty groups has not been as severe as many expected. This is partially because irl many
countries, donor agencies have supported an extended adjustment process, so that economic
contractions have been less strong than would be the case with shorter adjustment periods. In
addition, the country-specific impacts have depended upon economic structure, the actual
programs involved in public o;;xpenditure cuts, and in various "safety net" interventions, such as
public works projects.

3.1.3 Structural Alljustment and Econamic Growth

The greatest test of structural adjustment programs is whether or not they usher in
periods of sustained economic growth. Economists and others are still struggling to understand
the process of economic growth, particularly the public policy factors which influence it, so it
is no sutprise that the clarity of analysis which underlies stabilization and structural adjustment
diminishes as the time horizon of the analysis is extended and as the objectives shift from
shorter-run macroeconomic sustainability to longer-run economic growth.

It is certainly a high priority of these programs that the short-rur ·.:.eonomic contraction
of the stabilization programs have some longer-run benefit to society. In this context it is
particularly important that public expenditure reductions do not jeopardize investments and
recurrent expenditures that generate high rates of social return. Although an easily stated
objective, this is difficult to implement in practice. Poor analysis, a priority place for military
and public security expenditures, and well-entrenched vested interests play havoc with public
budget rationalization. This is compounded by the very real problem of investment design and
implementation in the areas of public activity which are generally considered appropriate, in
rural infrastructure, for example.

Economic growth can be decomposed into the following sources:

• Improved efficiency of resources already employed;
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• Fuller use of existing resource capacity;

• Augmentation of resources; and

• Technical change, including the social learning that is associated with
improved human capital and more productive institutions.

The primary objective of depreciating the real exchange rate in the context of structural
adjustment is to promote the improved efficiency objective. The full potential of these policies
to generate employment and improved productivity is realized over an extended time, wh"Je in
the shorter ron the contractionary effect of public expenditure reductions may worsen the
employment picture. When economic growth does occur in the initial stages of structural
adjustment it is usually supported by a fuller use of existing resources. Sustained economic
growth, however, must reflect an augmentation of production capacity, through the familiar
saving/investment process or via the less well understood, but more dynamic, technical
change/social learning process.

Does the agricultural sector play a unique role in the growth process? There is no clear
answer, but in countries where agriculture accounts for a large share of economic activity there
are reasons to suspect that it does. There is evidence for Asia, for example, that growth in the
agricultural sector stimulates growth in the total economy substantially in excess of the sector's
direct contribution to value added or GNP. 1 The large growth multiplier associated with the
agricultural sector seems to come from the pattern of spending, and hence employment
generation, that occurs in the rest of the economy following an inithd economic stimulus in the
agricultural sector.

Although it is generally agreed that market pricing and a dynamic private sector are
components of a growth-producing environment, fmding and implementing an appropriate role
for government in the economy is more problematic, particularly against the background of often
poor public sector perfonnance. Yet at the same time, most analysts conclude that important
"market failures" exist in developing countries. The critical question is \}'hether the benefits of
public intervention in these economic gaps exceed the cost.

. The stabilization and structural adjustment programs of the 1970s and 1980s have
resulted in important improvements in the macroeconomic position of many countries. The
challenge of the coming decade is to convert these short~run gains into long-ron economic
growth. That challenge is likely to be met with a combination of continued emphases on
macroeconomic and sectoral adjustment policies and accompanying investments in institutions
and infrastructure.

I Hwa, 1988.
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3.2 Agricultural Trade

A sound policy for agricultural trade is an essential part of agricultural policy refonn.
This policy should be consistent with overall trade policy, with macroeconomic structural
decisions, and with sector-level program choices. An agricultural trade policy should also
provide unambiguous price signals for project appraisal and for private investment. This section
outlincs some of the strategic decisions that need to be taken in the trade field. It is convenient
to start with the trade relationship with other countries, before discussing the choices open to
a developing country in implementing trade policies and defining its relationship with domestic
agricultural policies.

3.2.1 Relationship with Other Countries

Trade policy refers to those decisions which govern the treatment of imports from and
exports to other countries. Such policy operates within a framework of trade agreements. For
example, a country has a choice as to whether to participate fully in multilateral agreements, in
particular the General Agreement on Tariffs and Trade (GATI); whether to enter into regional
or bilateral trade agreements, usually offering preferential trade tenns; or whether to follow an
independent path to maintain maximum freedom of decisionmaking in matters of trade. Each
option has advantages and disadvantages.

Multilateral trade relations. GAIT membership has been chosen by 105 countries,
including an increasing number of developing nations, ,with a number of others voluntarily
following GATT procedures. GAIT membership ensures access to other countries' markets
under "most t'avO):ed nation" tenns. It is virtually a prerequisite for attracting foreign capital
for the pUtpOses of building export capacity. In a~' ution to GAIT membership, signing the
various codes that have been negotiated, in particular ~, the Tokyo Round (1973-79), can be
important in attracting investments. Active participation iii the GAIT, including coordination
with like-minded countries, is a way of ensuring representation of national viewpoints on trade
issues.

The current Uruguay Round negotiations, which began in 1986, aim to extend GATT
rules to include services and intellectual property rights, as well as setting up a pennanent trade
body (the Multilateral Trade Organization). A successful conclusion of these negotiations would
reinforce the benefits gained from joining the GATT. The costs of GAIT membership (besides
the commitment of scarce diplomatic resources to meetings) are that significant restraints are
placed on the conduct of national trade policy. Whereas until recently the actions of developing
countries were rarely challenged in the GATT, such de facto immunity is unlikely to continue.
Both trade policies and domestic policies that have an impact on trade will have to confonn
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broadly to GATT articles and codes in the future, subject to derogations and other qualifications
coming under the heading of "special and differential trP..atment" for developing countries. I

Regional and bilateral trade relations. Countries often face a second choice: whether
to join a regional trade association. This is rarely an alternative to the GATT: most regional
trade groups are made up of GATI members and are broadly sanctioned by GATI. The
benefits of such groups are that they allow better access to regional markets and encourage
investment designed to take advantage of the larger markets thus created. Disadvantages include
the additional constraints placed on national autonomy in such areas as tariffs, quantitative
restrictions, and investment policy.

Many regional trade arrangements were set up in the 1960s, in both Latin America and
Africa. Until recently these free trade areas and customs unions played relatively little role in
influencing trade patterns in their regions. African exports remained predominately to Europe
and those from Latin America, to both Europe and the United States. httra-regional trade has
remained at a low level. The last few years has seen a revival of interest in such areas with the
fonnation of the Southern Cone Common Market, the Andean Pact in central South America,
Economic Community of West African States (ECOWAS) in West Africa, and the preferential
trade area in southern and eastern Africa. In Asia, discussions have included extending the role
of Association of South East Asian Nations (ASBAN) to include a free trade pact, named the
Asian Free Trade Area (AFTA), and trade cooperation under the auspices of the Asia-Pacific
Economic Cooperation (APEC) meetings.

Preferential arrangements often exist as a result of existing or fonner political ties with
industrial countries. The main examples of such arrangements are the Lome Convention which
links the 69 African, Caribbean, and Pacific (APe) countries to the EC through a series of
bilateral trade agreements and aid commitments, and the Caribbean Basin Initiative, which gives
preference to many of the Caribbean countries in the U.S. market. Such preferences have given
advantages in tenns of access and assistance, but have often been premised on political
allegiance or cultural ties. Such preference schemes are likely to be less advantageous in the
future. Agro-industries are vulnerable to changes in preferential trade arrangements, as
illustrated by the recent debate between the EC and ACP countries over changes in the Be's
preferential treatment of bananas. As a result of geopolitical changes, the value of politically­
detennined trade and aid has been reduced. Successive, rounds of trade libm'alization in the
GATI have reduced the value ofpreferences. Moreover, the industrial countril~s themselves are
granting preferences to countries within their own regions that erode the value of previously
granted preferences for developing countries. Such preferences also have the effect of
channeling investment funds to these regional partners.

I One derogation used extensively has been that which aIJows import restrictions bllSed on balance of payments
problems. The operation of this clause is at present being examined with the idea of making it less generally applicable.
The provisional Uruguay Round draft includes a more extended period for developing countries to phase in changes in
agricultural trade policy mandated by the agreement.
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Unilateral approaches. Many developing countries have adopted policies of unilateral
trade liberalization in recent years. The GAIT Secretariat reports that 51 developing countries
and fonnedy centrally-planned economies have embarked on unilateral liberalization programs
since 1986. Latin American countries have taken the lead, but many countries in Africa and
Asia have also taken steps to reduce trade barriers. This has come in past from the realization

I

(by countries and international agencies) of the importance of including trade policy in the
general refonn of economic policies, but it may also reflect frustration with the slow pace of
multilateral trade liberalization. Such unilateral liberalization, by removing non-tariff barriers,
has made it easier for countries to participate fully in the activities of the GATT and also to
negotiate free trade agreements on a regional basis. These policy changes have the additional
effect of reducing the degree of preference given to particular industrial countries under pre­
existing preference schemes, and hence stimulating regional trade among developing countries.

3.2.2 Trade Policy Instruments

The decision on the type of commercial relationship with other countries helps to
detennine the policy instruments used by a developing country. These decisions include the
treatment of imports, the encouragement of exports, and the policy toward foreign investment. I

Of these, import policy sets the tone. An import policy that is oriented toward protecting
inefficient domestic sectors raises domestic prices. This acts to the disadvantage of consumers,
and contributes to inflation. Such price rises increase domestic production costs, acting
indirectly as a tax on export industries. It also attracts investment to these protected sectors
which may not be profitable at underlying "social" prices (see section 4.3). Occasionally the
protected industry becomes truly profitable after a time, a so-called lIinfant industry. II However,
it becomes increasingly difficult to reduce protection that,has become built into expectations of
return and costs of production. Direct assistance with such investment, through visible
subsidies, is generally superior to indirect help through import protection. A policy which is
based on generally low and unifonn protection levels avoids these problems.

The choice of the protective instrument is also important. Quantitative import
restrictions appear attractive as a direct way of controlling imports. Unfortunately, such policies
encourage large bureaucracies, state trading, and close connections between state bodies and
private traders. There is a tendency toward administrative allocation of quotas (and foreign
exchange) with the opportunities for abuse that this provides. As countries move toward refonn
of internal markets, import tariffs become the best instrument for commercial policy. They are
transparent to both domestic and outside interests, and yield accountable government revenue.
Moreover, they are consistent with GAIT articles, which single out bound tariffs as the only
acceptable trade barrier, and with the easy negotiation of free trade areas and other preferential
trade zones.

t Underlying all these issues is that of the exchange rate. The importance of choosing an appropriate exchange rate
policy has been emphasized above, in the discussion of structural adjustment. The use of commercial policy to offset
inappropriate exchange rate choices is theoretically possible but practically difficult. CoDSbmt variations in import and
export taxes and subsidies to offset exchange rate imbalances are Dot f~ible.
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Export policy poses similar problems, but the cost of inappropriate policies can be even
greater. Subsidizing non-competitive exports not only reduces income by wasting domestic
resources but, if the country's output is large enough, it may also depress world prices.!
Governments have to raise taxes to pay for export subsidies, and trading partners are likely to
object to unfair competition. As a result, most countries will choose to avoid direct export
subsidy programs. Export policy is perhaps better seen as a part of domestic investment
decisions. If a fmn or sector has export potential, there may be a case for facilitating
investment from public or private sources, at home or abroad, so as to take advantage of this
potential. Some temporary investment assistance may be called for if private fmance is
inadequate. Export pc.licy would then be aimed at making it easy for the sector to have access
to fmance, to be able to import components and supplies without undue taxation, and to be able
to meet health, safety, and technical standards required by foreign markets.

Other actions are often required to allow export potential to be realized. Upgrading
transportation infrastructure, particularly that geared to trade (container ports, cold storage
facilities, etc.) is often a key to allowing such export exp,ansion. Stimulating the provision of
key trade and investment services may also be necessary. This is one area where regional trade
associations may be able to play a useful role in export development. Allowing for the
importation of such services from other countries may also serve to assist exports. These
measures are analogous to complementary investments needed to make structural adjustment a
growth-oriented development strategy.

3.2.3 Agriculture and Trade Policy

Should agricultural trade policy be different from general trade policy? The general
requirements for trade policy apply with equal force to agriculture. A transparent import policy
is one based on low and uniform tariffs; avoidance of undue export promotion for industries that
are not competitive; private participation in trade decisions 19 avoid bureaucratic trade policy;
ana correct exchange rates to allow domestic sectors to compete on both domestic and overseas
markets. These would all help agricultural trade development. Agricultural trade policy must
take account of both international and domestic differences specific to agricultural markets. In
international markets, agricultural goods are subject to strong price fluctuations. In these cases
it is difficult to argue that "world prices" should always prevail on domestic marketS. Domestic
price-stability schemes can be tied to average price levels, but this requires state-trading,
quantitative restrictions, or variable tariff policies to avoid importation. of price fluctuations.
Variable tariff policies (using supplementary tariffs triggered by low world prices) may be the
most appropriate trade policy response for imports. In export markets, some limited pooling of

I Import restrictions also lower world prices, but this acts to the henefit of the importer. In practice, world prices
are unlikely to be much influenced by developing country trade policy, except in a few cases where these countries
account for much of the export supplies in that community.
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export earnings over time to even out annual fluctuations may be necessary for export
development. I

IncOlporation of agriculture into the full trade rules of the GATI, a process started in
the discussions on agriculture in the Uruguay Round, will help developing countries in the long
run. Greater access to developed country markets, the move to tariffs to replace quantitative
restrictions, and the limits on export subsidies will each lead to a more stable world market.
In the short run, there may be some :reduction in supplies moving through both commercial and
concessional channels, leading to fmner world cereal prices. The benefits from more stable and
predictable agricultural markets as a basis for domestic planning should outweigh any negative
impact for cereal importers. Those exporting agricultural products to industrial markets should
benefit progressively from greater access.

Agriculture is often treated differently from other sectors in regional trade schemes. As
a result of extensive domestic intervention in food and raw material markets, many countries
have been unwilling to see open regional trade in these products. In fact such trade may be of
significant value to regional trading partners, and an effort should be made to include the sector
in such plans. Not only is it easier to maintain food security in a wider regional market, and
to moderate market price fluctuations, but the development of regional specialization is likely
to increase incomes in all participating countries. When agricultural goods make up significant
shares of intra-regional trade, such specialization can be particularly useful. It will also tend to
reduce reliance on unstable overseas supplies.

Though much agricultural trade is based on natural climatic and resource differences,
investment can often substitute for such natural conditions. Agriculture is becoming less like
mining and more like such activities as textile manufacturing, where investment in value-adding
processes, available low-cost labor and skilled managemel)t can develop aviable industry. This
again argues that agricultural trade policy follow the same lines as general trade policy.
Transparent open markets, with limited government involvement, will facilitate and provide the
appropriate climate for investment. This is more likely to be successful than closed or thin
markets dominated by parastatal activity.

3.2.4 Interaction of Domestic and Trade Policies

Agricultural trade policy will always reflect a mix of domestic and international
pressures. But the clearer is its role in preserving the international competitiveness of the
agricultural sector, the more useful it will become in the developmental effort. As trade policy
determines the conditions for competitiveness, so domestic policies must reinforce rather than
distort that competitive position. The importance of gearing investment policy to this aim of
competitiveness has been mentioned. It is just as important that domestic price policy and
marketing strategies be consistent with a country's trade stance.

I Attempts to even out annual fluctuations among commodities are generaUy less satisfactory, where different groups
of producers are involved in each commodity.
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In most developing countries, government involvement in agriculturnl markets is
extensive. This ranges from input markets and credit availability to the processing and
marketing of the output. Fixed prices for inputs and output, administered by parastatal agencies,
often without regard to location or season, appear to give a fmn foundation for stability and
development. Unfortunately, the result has too often been inadequate incentives to production,
coupled with the lack of necessary inputs and capital. In addition, significant problems have
arisen when parastatals have chosen the wrong price level to guarantee to farmers. When world
prices exceed those paid by parastatals, producers have an incentive to move goods to market
by other channels. When domestic prices are too high, large budget deficits can be incurred,
and inward flows of commodities from neighboring countries can result.

Domestic market reform involves sending appropriate price signals to producers as to
what goods are needed and wanted by consumers (at home and abroad) and allowing them access
to productive inputs and capital for investment. This usually means relaxing government
restrictions, in particular those that keep prices of fann products down, and will often involve
more private sector marketing. Where government agencies continue to purchase commodities,
prompt payment to fanners is also required.

Where domestic price increases cause hardship, as ,with the urban Poor, special programs
may be needed. In addition, stabilization programs can usefully protect domestic industries from
the vagaries of short tenn world market price fluctuations. Often these stability programs will
call for strategic reserves of food products, though the significance of more liberal trade on the
availability of regional supplies should not be overlooked. Freer trade will reduce the need for
domestic storage, both public and private, though there will pJways be a place for adequate
pipeline stocks. Stabilization policies should not mask the longer-tenn trend of prices on world
markets: the use of moving averages of import and export prices as a basis for stabilization
policies can avoid such problems.

3.3 Sustainable Agricultural Production

3.3.1 Sustainable Agriculture as a System

Sustainable agriculturel (SA) is a component of a broader concept of sustainable
development. The Brundtland report, Our Common Future, of the World Commission on
Environment and Development in 1987 dermed sustainable development as "development that

I This manual somewhat arbitrarily divides resource management issues into sustainable agriculture and natural
resource management of forests, watersheds and wildlife areas. In practice, sustainability concerns a gradation of
coexistant land use systems in any given landscape-from intensive cropping through cattle ranching, agropastoraJism,
si1voputoraJism, .groforestry, plantation forestry to natural forest management. National Research Council, 1993.
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- meets the needs of the present without compromising the ability of future generations to meet
their own needs. III

The above defInition can be applied to agriculture and made workable. Sustainable
agriculture may be dermed operationally, at the level of the farm, as a synergistic system
combining four components: (1) Integrated Resource Management, as in soil and water
conservation; (2) Integrated Pest Management, as in biological control of pests; (3) Integrated
Nutrient Management, as in use of forage legumes in rotation to reduce dependence on synthetic
nitrogen fertilizer; and (4) Integrated Farm Management, as in use of crop-livestock systems to
more fully utilize legumes and farm labor.2

Sustainable agriculture emphasizes natural resource conservation and the prudent use of
synthetic chemicals to ensure safe and adequate supplies of food and water for the well-being
of both current and future generations. Sustainable agriculture envisages agriculture as part of
an interdependent farm, agroecological, institutional, and socio-cultural system. That integrated
system is illustrated in Figure 3.1 and discussed below, especially as it applies to developing
countries.

Farm. The core of the system is the farm household, which supplies labor, capital, and
management. The four main, farm-level components of sustainable agriculture are discussed
below.

1. Integrated Resource Management (IRM). Emphasis in IRM is on soil and water
conservation. The objective is not preservation (non-use) but conservation (wise use).
Use of nonrenewable resources is consistent with sustainable agriculture as long as
marginal social benefIts exceed marginal social costs, where social costs include the
full costs or benefIts to society over time, whether or not they are reflected in market
prices. IRM focuses on reducing soil erosion and degradation while maintaining or
increasing soil fertility.

IRM is likely to feature conservation tillage in one of its various forms such as no
tillage or minimum tillage. If feasible, some crop residue is left on the land to
reduce wind and water erosion. Clt"'..an plowing that exposes the soil to heavy rains
or wind is avoided to reduce erosion. An effort is made to hold soil ....Jss below

I A recent National Research Council (NRC) report summarized the common characteristics of agricultural
sustaiubility as: "long-tenn maintenance of natural resource and agricultural productivity,· minimal adverse
environmental impacts,' adequate economic returns to farmers,' optimal production with purchased inputs used only to
supplement natural processes that are carejuUy managed,' satisfaction ofhuman needs for food, nutrition, and shelter,'
and provision ofsocial needs ofheallh, welfare, and social equity offannfamilies and comnumities." NRC, 1993, p.
22.

2 See Tweeten, 1992, p. 41.
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FIGURE 3.1 Sustainable Agriculture:' A Systems Modell
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tolerance levels-loss will be greater than zero but low enough to avoid long-tenn
reduction of productivity-while maintaining soil structure and organic matter.
Inaddition to on-fann effects, downstream costs of erosion such as siltation of
streams, reservoirs, and irrigation systems are reduced. Downstream costs frequently
are larger than on-site costs of soil erosion. The distinction is important, because
self-interest motivates fanners to restmin on-site costs but not necessarily downstream
costs.

Publicly provided irrigation water frequently is underpriced. The result is excessive
ur.;e of water near irrigation heads causing, waterlogging 'and sali.nization, and
inadequate water supplies at the wit Water use efficiency and yields are low;

There an: impm1ant interactions among the components of sustainable agriculture.
A tillage system and rotath:m system cvmbllied to r.on~r\fe soil and water can make
mo~t effective use of nutrients. But sometimes the interaction is negative---crop
residues left on th~ surface to conserve soil and moisture may harbor plant pathogens.
Herbicides v.sed to control weeds in soil-conserving no-till may contaminate drinking
water supplies.

2. Integrated Pest Management (IPM). IPM emphasizes biological control of pests.
Synthetic pesticides are sometimes used but only after pest infestation has reached a
critical threshold that would entail significant economic losses. Narrow-band
pesticides sparing beneficial species such as predators of pests are the treatment of
choice. Use of crop rotations, pest-resistant varieties, natural predators ofpests, and
very selective use of pesticides may require considerable management skills and
technical support. Sometimes IPM and other sustainable agricultural practices
substitute labor for chemicals. This will suit developing countries if they have low­
cost agricultural labor. On the other hand, labor may be in short supply at critical
times. Like other components of sustainabl~ agriculture, IPM does not suit all
fanners or all geographic areas.

3. Integrated Nutrient Management (INM). Crop rotation systems including forage
legumes are key tools of INM to maintain soil fertility and structure. Shifting
cultivationI has traditionally been the rotation of choice in some areas of the humid
and sub-humid tropics. Population growth, lack of alternative employment, and
poverty have interacted to intensify pressure on the land to produce food. For
example, what was a sustainable system with a 20-year rotation of 2-3 years in crops
and 17-18 years in bush fallow becomes an unsustainable system on fragile soils and
a S-year or less rotation. With high population density and lack of alternatives to
agriculture, the shifting rotation may have to be abandoned altogether. Efforts of the

I Slash and bum.
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International Institute ofTropical Agriculture in Nigeria to fmd alternatives to shifting
cultivation in those humid tropics have to date' shown only funited success. 1

Although a successful INM system of annual crops is likely to be a rotation
containing a crop legume to supply nitrogen, food, andlor feed, sometimes tree crops
are the best alternative. A study in Liberia indicated that the household of a typical
fann could supply itself with three times as much of the local staple, rice, by
producing and marketing tree crops and purchasing rice than by producing its own
rice.2 Trees, the native vegetation, were better for the-fragile laterite soil and were
sustainable, while the annual crops produced in the shortened slash-and-bum rotation
were not.

Other difficult decisions must be made. For example, environmentally sustainable
latex for robber production is possible in the mature forests of the Amazon basin, but
yields are low from mature species, and costs are high because trees are scattered.
This system cannot compete economically with the intensive robber producti\Jn of
Malaysia, which also is environmentally sustainable. The tradeoff then in the
Brazilian system is between species diversity and habitat with the mature forest
system versus economic feasibility with intensive robber production. Well-planned,
diversified fanning systems can reduce risk, make fuller use of fanning resources,
protect the environment, and be economically I viable, but no'system is likely to be
superior to another in all dimensions.

4. Integrated Farm Management (IFM). IFM ide:illy integrates components of a
sustainable fanning system to produce a whole greater than the sum of the parts.3

By themselves, a soil-conserving system, or a synj)etic chemical-saving system, or
a crop rotation system may reduce the real output of a fann. Sustainable agriculture
should combine all components in a system that sustains the fann output level and
growth compared to conventional agriculture. For example, for some farmers, a
livestock system will complement a crop system by utilizing grains, forages, and crop
residues and providing manure, while supplying food and fiber for home consumption
and for sale.

Sound management and improved technology are essential to maintain the economic
viability and sustainability of the agroecosystem. Such management requires
supportive technical and general education services-as discussed below.

I Barker and Chapman, p. 486. On the other hand, Sanchez reports success using higher but still modest capital
inputs with continuous cropping in some regions in the humid tropics: cropping with acid-sqiJ tolerant rece and cowpeas
followed by duczq coupled with modest applications of lime, phosphate, and potassium sustains output in a low-input
system. Additional anftlysis will determine how widely this and related IRM systems can be applied.

2 Epplin and Musah, 1985.

'Tweeten, 1992.
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Agroecosystem. Farms operate within an agroecosystem including air, water, land, and
climate (Figure 3.1). The ecosystem can be viewed as two components. One is lclCa1; the
producer both influences and is influenced by it. Actions of the producer can uplift or degrade
that system. The second, larger global ecosystem, although not ciepicted in Figure 3.1,
influences the producer (e.g., global wanning) but the individual producer cannot influence it
perceptibly. The global ecosystem may be viewed as including not only the agroecosystem but
the entire Figure 3.1 with its institutional and socioeconomic "layer."

In developing countries, agriculture frequently competes with forests for the resources
of the ecosystem. The loss of I.ropiccl forests to agriculture, and unsustainable agriculture in
particular, currently is a global concern because it entails loss of species habitat, carbon dioxide
build-up, and soil and water loss. Tropical forests are helpful in conv~rting into oxygen the
carbon dioxide produced disproportionately in developed 'countries.

Institutions and Soci....Cultural Setting. Agriculture functions in a larger system that
includes input supply frrms, farms, product marketing fmns, public institutions (including
policies), culture, and population (lower layer, Figure 3.1). In addition to being environmentally
sustainable in the agroecosystem described above, agriculture must be economically and socially
sustainable. Institutions have a major impact on agriculture at the fann level. They influence
technology and economic and social sustainability.

To be economically sustainable, systems must be viable as measured by perceived and
actual benefits exceeding costs to producers. Farmers may be coerced to conserve in the short
run, but farmers need economic inr.entives to perfonn in the public interest in the long teon.
Worldwide evidence indicates that producers do respond to economic incentives. Hence a useful
approach to foster sustainable agriculture is to use taxes and subsidies to align private costs
(returns) with social costs (returns) and depend on farmers to respond. A goal in economic
sustainability is not to preserve every farm or rural village, but to establish correct prices and
let the market transmit infoonation to individuals making decisions.

Science and technology also are part of the lower layer in Figure 3.1. Technology refers
to physical, chemical, and biological processes relating inputs to outputs. Given certain
resources, technology defmes the limits of growth. However, through scientific research and
development, human beings have continually improved technology. Thus we may be able to
develop the biological pest control~ and the greater pest, frost, salt, and drought resistance
necessary to meet growing food and fiber needs without undue pressure on the environment and
natural resources. I

A developing country may wish to conserve not only its natural resources but also its
socio-cultuntl heritage. Social sustainabiliry may be expressed in tenns of maintenance of family
farms or rural villages. The teon also may refer to the need for sustainable agricultuntl

I See CAST, 1988.
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practices and policies to be socially acceptable. Preservation can be costly. How much to
subsidize agriculture to preserve family fanns and mml villages is as much a political as an
economic issue. Not even the richest countries in Europe and North America have been able
to preserve all their family fanns, despite expensive comfllodity program~.

Popula~ion density, growth, and culture greatly influence the ovemll system within which
agriculture functions. Cultures differ in propensities to work, save, invest, accumulate goods
and services, and conserve resources. One must recognize the importance of culture in
sustainable agriculture, although the roles ofinstitutions such as markets and government policies
are emphasized in subsequent sections.

3.3.2 Applying the Concept of Sustainability to Agriculture

The tenn "sustainable" derives from the concept of maximum annual yield of a forest
or fishery that is sustainable over the long mn. Too rapid exploitation will deplete tree or fish
stocks, and yield will drop over time. While sustainable agriculture has an analogous meaning,
food and fiber industries are challenged to meet the needs of a world growing in population and
income.

Some 90 million people currently are added to world population each year. Thus,
according to World Bank estimates, global food output will need to more than double before
population stabilizes early in the next century.1 Productivity per unit of natuml resource must
increase because most of the world's land and water resources suited to agriculture have already
been brought into production. Much of the potentially arable land lies in tropical rain forests,
semi-arid savannahs, and drought regions with undeveloped infrastructure. It is environmentally
fragile and of low physical and economic productivity.

Key problems. The objective of sustainable agriculture is to maintain or increase crop,
forest, and animal productivity by wise use of natuml and other resources over time. In contrast
to conventional agriculture, sustainable agriculture gives greater attention to ameliorating the
agroecological problems listed below.2

I This assumes conservatively that food output will need to keep pace with projected population growth (see World
Bank, 1992, pp. 254, 25S). Income growth will further raise food demand.

2 Global warming from greenhouse gases, especially carbon dioxide, is a prominent environmental issue. A related
issue is ozone depletion from chlorofluorocarbons and other sources. These issues were not listed above for developing
nation SA because the major source of gues is fossil fuel consumption in developed countries. Low income countries
also are sources. For example, China is currently a major producer of CO2 and within a decade is predicted to rank
number 2 among all nations because of increased burning of its abundant coal resources. Developing countries are
predicted to exceed developed countries in production of greenhouse gases by the year 2000.

Whatever the source, greenhouse gas impacts will be felt in developing countries. Farm workers will be subject
to skin cancers from atmospheric ozone depletion. Higher carbon dioXide levels accelerate plant growth and extend
temperate cropping farther north. On the other hand, hotter temperatures and more unstable weather may increase
drought and desertification in areas previously suited to cropping.
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1. Degradation and depletion of soil resources. Soil erosion remains the major
environmental problem in agriculture. Overgrazing, inappropriate cultivation
practices, and overpopulation strip land ofprotective vegetation and expose it to wind
and water erosion (desertification).

2. Contamination of food and water supplies by fertilizers and pesticides. The
concern is ma.:.nly with synthetic chemicals, but manure also can be a source of
contamination.

3. Tropical deforestation. Forests are often defmed as part of agriculture. Whether
so defmed or not, forests often interact with agriculture because they are watersheds,
are sources of fann household food and fIrewood, and are cleared for fanning.

4. Loss of species and hence of biological diversity and genetic stock. Agricultural
commercialization can raise land-use intensity and bring monoculture. Loss of
species diversity means more risk to remaining species from intole'rance to drought,
pest, disease, or other pestilence. Clearing forests for fanning or grazing may cause
species extinction and reduce bio-diversity. The diminished genetic pool offers fewer
options to breed resistance to pests and in other ways improve benefIcial species.

3.3.3 Policies and Programs for Sustainable Agriculture

Economic growth is essential to lift people out of poverty, either directly through
enhanced personal earning power or by transfers from others, and to support schools, roads,
health services, and agricultural research and extension essential for food security and sustainable
agriculture. Income provides for savings and investment in human, material, and technological
capital formation.

Goods and services can be allocated by the public or private sectors. Because people
are responsive to incentives, markets are the most efficient allocators of resources where use by
one consumer diminishes use by another and where access can be controlled. Countries that
have rejected markets have the worst environmental degradation. At the same time, markets

Although developing countries are not yet the major source of global warming, they are an important part of any
cure. Farming practices that raise soil organic matter can reduce CO2 in the atmosphere. Tropical forests are especially
critical in converting carbon dioxide into oxygen and in tying up massive stocks of carbon in vegetation. Conversion
of forest to farmland reduces the capacity of the biosphere to absorb carbon dioxide.

A case can be made that a tax on fossil fuel consumption in developed countries could be used to compensate
developing countries for preserving forests. If compensation is not forthcoming, at issue is the appropriate stance for
developing countries. Environmental protection is in developing countries' own best interests with or without .
compensation. Poorly managed forests (cleared of logs for export at prices below the market level, after which marginal,
fragile lands· are settled by farm squatters) and "paper" national parks (also settled by farm squatters) do not serve
domestic public interests. A nation's interests are better served by more careful forest management. An example is more
intensively managed forests with sequential harvests and replanting with improved species coupled with national parks
to preserve species-all protected from settlement.
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BOX3~lRecogni?JngCirclestl1ldlntemctionsin .Sustainable Systems

AnexmnplefromSub-SaharanAfricailluBtratesthe.interaction ofagriculture,population,and
environment in an unsustainable system (see <Cleaver and Schrcibet).Key linkages. are amoog
traditional •. crop andJiveBtockproductionmethods,landteouresystems,.·women'sresponsibilities, and
methods of forest re8ourcelltUizatioo. ..... . .. .... .. ,

',,' " "," . ,

J\sPopllla~ongrew,sbiiU~gcultivationrotationsbecame. shorter and people no longer could
movetowherecolJcliti~os.Werefav0rable.Anineffectiv~agricultural. research and .extensioo.system
coupled . with .• P9orinfrastructure8lldpublicsel'Vices ~trained•. emergence .• from .subsistence.
Inappropriateprice,·tnlde,andmscr0ffOnonlic policies pl'eCluded productivity gains ..and intensified
povertyanddestiuctivc·land.,usepral:tices;LocaIwoodJands,<thecommon.properly ..of all·andthe

•••··respollBibilitYofnooe,were striPPCd,sQ",omen •••8l1dchildreo·•• hlid ••• totravcl •• ever .farther to .gather. firewood; . .. ... .. . .. ... ... .. . ..
,', ", ,,' ':'", , :,,:' ::'::,;:,:'".,.:':::.:::',:'::-':::::,:"',',:: ::.:.:'::'

.MeJ1frequentlygoofftricities~~ogwork.·ConsequeotlY'Y"0meo.·areresponsiblefOf
raisiogc~ildreD.andpf()vidingfood~InZambia, for example, ",omcowercworkiogan•.8veragc·of8.5
ho\lrs·••Per...daY' ••.in••·agricultural ••tasks •••and ••·~.··hours •••~r ••clay•••inho~oldtasks •••·.••..·\Vith •••declilJing •farming
productivity,fewermen••.U>helpr8l1dlongerdistancest911~",oodaod\V8ter,\women. seek to reduce
their workload by bearing more ClUldrento •supplylaoorand"social·. security,"

" " "" , .. ,. ,' .. ' "",' " ",

Thicircleis~ciolJs.••. wbDlenarekeptolltofschoolsto~orkathome.They.mariyyoung
and>havemany ••. C:hildrell.R8pidplJpulationgro\1Ythcolltributes tofurtberJalJd,water, and.forest .
degradation,.· and •.togrea.terdemandfotJabor(chil~l'CD)tohelpprtlyid~. necessitics.Fragmeotation..of
land· holding. amongfalnily lDembersdiIninisbes •. opPOrtunities to •. reatizeisca1eeeonomies.

alone will not properly attend to natural and environmental resources. A lean but effec!ive
public sector doing a few things well is essential for sustainable agriculture.1

I See Tweeten et aI., 1992.
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The historic pattern is for environmental degradation to initially worsen and later to
improve as economic growth progresses. A sLrong economic base made possible by market-led,
broad-based, sustainable income growth can fmance public measures supporting an
environmentally sound agriculture.

Policy Environment. Sustainable fann level activities will be feasible only with a
proper institutional and economic policy environment. Basic elements include:

• Security and administration. Legal provision for private property, and a stable
government that respects and protects property and human rights are essential for
long-tenn investment plans to be made and carried out. 1 Improvements in public
administration are often essential before other refonns and policies can succeed. In
particular, policy reviews underway at local, national and international levels must
be broadened to consider the negative effects that policies have had on sustainable
land use. These reviews should assist in recognizing the full economic costs and
benefits from resource use, including the key environmental services they provide,
the potential for sustainable use of the resource, the opportqnity costs involved in
land conversion, and the rights of future generations to resource services and
products. Where possible, these costs and benefits should be expre:;coo in standard
economic measures, with cost and benefit streams discounted to a common base.

• Monetary and fIScal policy. A nation cannot long maintain the unsustainable
practice of living beyond its means---consuming more than it produces and spending
more than it earns.2 The results, besides excessive borrowing and debt, are likely
to be printing of money and inflation. A money supply properly increasing only at
the rate of real national output avoids inflation, an overvalued curr~r.cy, and distorted
interest rates.

After an initial phase of living beyond its means, a nation must adjust to reality by
going through a stabilization or recessionary phase. The greater instability and
slower economic progress associated with this phase is avoidable with sound
macroeconomic policies.

• Agricultural price and trade policy. Overvalued currency and high import and
export taxes impoverish nations and lead agriculture toward subsistence, while open
trade speeds development. To raise the revenues that even fru~al governments need,
value added, sales, and property taxes are less damaging to the economy than export
taxes.

I In Africa, some tribal arrangements provide access to property for long periods without legal title or rights to buy
and sell. Such arrangements often have shortcomings, but each system needs to be judged on its individual merits.

2Tweeten, 1989.

42



When the public sector charges fanners less than the marginal cost of electricity,
fuels, and other inputs it supplies, the result is excessive use by fanners and fiscal
problems of government. In Indonesia, for example, severe environmental problems
originated from excessive application of synthetic fertilizers and pesticides made
cheap by government subsidies. In developed countries, fann commodity prices are
often subsidized at a cost to consumers and taxpayers and at a loss of production
resources. In developing countries the problem is more often reversed-fanners are
taxed by being overcharged for inputs and underpaid for their products by the
government or its agencies. Food price ceilings and taxes on1export crops diminish
fann income, some of which could have been used to develop resource-conserving
practices and stroctures.

The view must be rejected that trade is inconsistent with environmentally sound
agriculture because it encourages specialization and monoculture, and "wastes"
energy and other resources for transportation. If taxes and subsidies are used to align
private and social costs, consumers can be relied on to make sound decisions. With
proper pricing, buying a commodity where it can be obtained most cheaply, at home
or abroad, will minimize resource use. Resource savings through specialization,
economies of size, and comparative advantage can offset energy costs for transport,
making trade the efficient alternative. The result is overall renewable and
nonrenewable resource savings consistent with sustainable agriculture.

Social services. Improved fann management is essential for sustainable agriculture.
Fann practices and management cannot be improved significantly without fann literacy and
numeracy. Basic education and primary health care help to support sustainable agriculture.
Education of women is especially important. Women playa major role in fann management and
operations in developing countries, especially in Africa. No nation has been successful in
achieving high living standards and reducing birth rates toward zero population growth without
attention to the education and status of women. Health ca're can begin with basic services such
as immunization, family planning, and sanitary drinking water supplies.

Infrastructure. Without the infrastrocture of roads, bridges, and port facilities,
agriculture tends to subsistence and poverty. Improved roads permit the modernization of
agriculture essential to raise productivity, reduce pressures on natural resources, and raise food
security. However, environmental impact assessments (EIA) of infrastructural development
projects should be broadened to consider anticipated changes in land use systems and their
subsequent social effects. The synergism and sequencing of sustainable agriculture are apparent:
Rising productivity raises income, which supplies income, savings, and investment for human,
material, and technological capital formation. This capital provides resources to fmance
education, science, technology, and infrastructure to bring further productivity of resources along
with environmental protection. Higher income and better health lower population growth,
further reducing pressure on the environment.
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Underpricing ofpublicly supplied irrigation water is widespread. The result is excessive
use of irrigation water in some instances and inadequate funding to construct needed irrigation
facilities in other instances. Excessive use can deplete underground aquifers and cause attendant
farm and rural decline along with other problems noted earlier.

Agriculturall'eSe8rd1 and extension. Agricultural research and education are especially
important for sustainable agriculture. In developing countries, adaptive applied research rather
than basic research is appropriate. Unless agricultural productivity is raised to avoid having to
extend cropping to cutover forests and fragile lands, the battle for an environmentally sound
agriculture in the developing world will be lost. The struggle to save forests will be decided by
productivity gains in existing agricultural areas.. Sustainable agriculture is not yet an operational
system for many ecosystems in developed or developing countries because technology is
inadequate. I Many developing countries cannot afford basic or even much applied research.
Hence many of the practices and technologies for sustainable agriculture must be adapted to local
needs from the work of the Consultative Group on International Agricultural Research (CGIAR)
system and from developed country research systems. Active liaison of a developing country's
research and extension programs with global research networks is essential for successful
technology transfer.

Research is essential to develop energy-saving, ~source-saving~ and environmentally
sound technologies such as biological pest control to make sustainable agriculture feasible.
Science applied to raising yields reduces pressures to crop fragile lands.

Research should address numerous problems including how to maintain soil organic
matter and soil structure, prevent soil erosion and degradation, supply nutrients and water, and
control pests, diseases, and weeds. Controlled scientific experiments in plots will be essential
to determine crop responses to new inputs, but research for sustainable agriculture places greater
emphasis than conventional research on sustainable production from the whole fann rather than
individual crop or livestock enterprises.

Often these whole farm settings will be existing private farms operated by local families.
Extension and research personnel can work with farmers not only to demonstrate sustainable
agriculture to producers but also to learn from farmers.2 The challenge for extension is
especially keen because sustainable agriculture requires enhanced farm management skills that
sometimes must be transmitted person to person in developing countries. As indicated earlier,
the job of extension is made easier if attended by investment in basic literacy and numeracy.

I Tweeten, 1992.

2 In this context, the knowledge base of indigenous peoples is an especially important and underutilized resource for
sustainable land use.
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3.4 Natli~2 Resource Management

-,

Con~rns about the links between resource use and development are now widespread in
developing countries. Many developing countries with high population densities cannot afford
to wait for future income improvements to attend to water supply, sanitation, and pollution
control problems. Developing countries with poor populations increasingly moving onto
marginal lands have found that sound resource management 8J.ld the quality of the human
environment are matters of overriding importance. Still other countries, dependent on their
natural resources for employment generation and economic development, now realize that
efficient use of these resources is critical to long-term growth. This section exp!ores the impact
of both the general policy environment and resource secto,r-specific policies on natural resource
management in rural areas of the developing world. It emphasizes the links between agricultural
development and resource management issues in the forest, biological resource and wildlands,
and water resource sectors.

Notwithstandingaggressive national environmentalcampaigns, most developing countries
now face a number of major environmental problems in the rural sector:

Deforestation. Deforestation is occurring at high rates, threatening wood supplies and
secondary forest products ~Uld reducing the provision of critical ecological services such as the
protection of watersheds and the preservation of important natural habitat.

Land degradation. Marginal lands best left under forest cover or best suited for grazing
are being converted to agriculture with significant on- and off-site social and environmental
costs, including on-site erosion and soil fertility declines, downstream siltation, and encroaching
desertification.

Water shortages. Increasing water demands and deforestation have induced shortages
in dry years, irregular runoff, and increased erosion. These can create problems for irrigation
and drainage systems and changes in inflow and sediment delivery can contribute to waterlogging
and salinity problems. Groundwater over-exploitation, inducing land subsidence, well
abandonment, and saline and toxic intrusions into aquifers, are also growing concerns,
particularly where rural industry and mining intensify water quantity and quality problems.

Water pollution. Silt runoff from upstream erosion increases turbidity downstream and
damages aquatic life, increases water treatment costs, and increases deposition on streambeds.
This induces flooding as well as navigation and hydropower generation hazards. Organic
pollution from human waste and garbage is also a major problem, particularly in poorer rural
areas. Agricultural runoff, including both pesticides and fertilizer residues, also contributes to
water pollution.
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3.4.1 Main Themes
I

Two central themes run through most discussions of sound natuml resource management.
First, many natural resource problems are remarkably interrelated, so some of the most
effective policies can solve several problems simultaneously. For instance, a comprehensive
watershed management program, supported by appropriate macroeconomic policy, can fight soil
and water erosion in fragile uplands, contribute to poverty alleviation and employment
generation, reduce urban in-migration, lessen siltation of downstream reservoirs and irrigation
systems, improve the predictability of runoff, promote inland navigation and fisheries, and
ensure estuary control.

A second major thrust is that while wnventional regulatory approaches have been
effective, they are not always entirely appropriate to developing country requirements and
need to be supplemented. Setting unifonn standards or requiring &pecific control technologies
is a difficult and expensive method to achieve environmental improvements. The key to
reducing inefficient natural resource use and environmental degradation is to ensure that
consumers and pnxlucers face the true costs of their decisions-not just their direct costs, but
the full social and environmental costs of the consequences of their actions. Regulatory systems
do not provide any basis for reflecting the full social costs of resource use-there is no feedback
between the social costs incurred by particular actions and the level of the regulatory standard. 1

There are also significant efficiency losses incurred under regulatory systems, especially where
economies of scale exist. By enforcing "best technologies" on resource exploiters "across-the­
board," regulatory policies require that resource users reduc~ harvests (or limit resource use)
uniformly regardless of harvest reduction cost differentials (du~ to differences in management,
technology, age, etc.).2 The efficient least-cost solution would set a schedule of regulatory
standards such that the marginal costs of reduction were equalized across resource users, thereby
minimizing aggregate reduction costs without disrupting the efficiency of short-run private or
long-run public harvest levels. The massive infonnational demands and administrative costs of
such a "point-ta-point" regulatory scheme, however make it largely impractical. Finally, the
complexity and national focus of regulations makes them especially susceptible to manipulation
by powerful special interests.

By lrontrast, economic incentive systems provide various ways to reflect social and
environmental costs: removal of market barriers that promote inefficient resource use,
removal of unwarranted subsidies of environmentally destructive activities, and imposition
of appropriate resource use fees and pollution charges. For these incentive-based systems
to be effective, public agencies, whose past mission has focused on policing and protecting
natural resources, must shift to an emphasis on participatory community comanagement of

I

I For instance, the determination of the appropriate level of a limit'on irrigation water use has nothing to do with
the relative costs induced downstream from using that level of irrigation at that command.

2 It may be relatively costless for water-rich and wasteful irrigatOlS at headworks to reduce water use 25% but far
more costly for a water-short conserver at the tail.
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• resources that blends conservation with sustainable exploitation. With properly designed and
adequately supported incentive-based systems, the tens of thousands of decisions of individual
fanners and small-holders can bolster scarce public-sector resources, permitting greater levels
of protection for any aggregate cost of control. Rather than dictating to resource users how they
should produce, incentive-based systems impose a cost on resource degradation, leaving it to
individual users to decide amongst themselves how to achieve the required level of protection.'
Market forces will drive these decisions toward least-cost solutions and toward the development
of new control practices.2 Incentive-based approaches have an added benefit; they can make
the environmental debate more understandable to the general public by focussing on
environmental goals, rather than on difficult technical questions concerning technological
alternatives for reaching these goals. Unlike command and control approaches, incentive-based
resource management systems are less susceptible to opportunistic behavior due to their
transparency.

3.4.2 The Natural Resource Policy Environment

Impact of macroeconomic policy on natural resource management. Resource
degradation stems from both market and policy failure. While past literature has emphasized
market failures as a primary cause of resource degradation, analysts have recently come to
believe that policy failures have equal, if not greater, influence on exploitation and degradation
of natural resources and the environment. Generally, macroeconomic policy is concerned with
the impact of policy on productivity, growth, employment, equity, and development, without
much consideration of the impacts of policies on resource use and management. Many current
policies not only fail to reflect the real opportunity costs of resource utilization, but they
perversely encourage even greater and more rapid exploitation and degradation ofenvironmental
resources than would market forces in the absence of policy stimuli.3 In general, the more
stable the macroeconomic regime and the less distorted and more open its industrial sectors and
trade, the less pressure there is for undue resource exploitation. Economic growth will also be
more broad-based and sustainable, thereby reducing the incidence of poverty-induced
environmental deterioration. A matrix of economic policies for sustainable development is
presented in Table 3.1.

I

Monetary and credit policies. Contractionary monetary policies decrease the level of
overall economic activity and reduce investment. Potentially, this can contribute to economic
stagnation, high unemployment, and worsening poverty, putting unsustainable pressures on
natural resources, especially through short run resource appropriation and extraction from fragile

I By contrast with the limits on the level of irrigation, an incentive-based approach might favor a volumetric water
fee. Water users would be free to choose any technology or level of water use, subject to fee payments directly related
to the incurred social costs.

2 By contrast, regulatory approaches discourage innovation once the "best technology" is achieved.

3 Repetto, 1988.
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1~~ ~ j --, lal:rix 0: ~nomic :~o:icies for Sustainable Development
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Macroecoaomic Po6cies

Polity Area Stated Objectius Proposed AdioDs EariromDeDtallmpact

NatioaaI Economic To bate pIaDs lUId natWW iDtome accounts E&tablish aatioaal aatural resource 8CCOOIIts systems BeleDl'ed lIWI8gemeat of resource base
I'I8JmiDa reflect laDy the role of aatura1 and man-made

capital
F.abIish opentional ways of .aIuiag aatural resource ErOllOlllial use of aatural resoan:es
depfetioD fmdudiq risk assessmems)

Broaden the Ea'riroameatallmpad Auessmeat (EIA)
coacept to co.er aatioaal ad regioaal policies and
programs

Moaewy/Credit MaiDtaia ba1anI:e between supply and d8DaDd ldestify IiDb betweea dJaDges in the reel iDterest rate and Ba'anced managemeat of resource base
Policies for 1Il0lU!)' such that real iBterest nies neither sectoral in.estmeats and resource use

discourage Ioq-tenIl bmstmeat required for
Reduce goumllleat iDteneatioa in credit markets Impro.e inustmeat in mljnt"'8""'e aadecOllOlllic growtllllOr inustmeat aeeded for

m,jntm,...... aad iIIIpron.eat of the resource imill"Oumem of resource base

base
FJiminate tn!dit subsidies to resource-deIradiDI actimies

Fmd imlo.ame W1IYS to IeDd to rareI gn,DhoJders faciDg Create job opportullities for Iow-iDcome
fiDaDcial COIIStraDds and/or lIlooopsoaistic runl credit smpUhoJders to reduce reIiace 011 eqioiMioa of
marlu!Is ndIlenhIe OpeD-access !aDds

TrMelExdaaage Rate Valuatioa of CUI'I'eIICJ without implicitly tuiDg III inward-looJdq economies. remo.e anti-agricuIture, Reduced rareI gnpDJWder dependence 011o~
Policies agriculture or D&taral resource sectors anti-resource sector. anti-eqIort biases from trade and access resources

tariff policies

LibenIized trade and tariff policies without III ec:oaomies 1IIldeI"goiDg IibenJizatioa of trade. lIl0ait0r Impro.ed nmd iDcomesiemploymeat redIIces

- iDcreasillg pI'eSSlIJ'e DIS resource lISiDg secton eft'eds of IibenJizatioa 011 resource use to a.oid migratioa to urlJaa U'elIS sIowiag eam-meatsl
1IIlS1IStaiIIab resource estradioo doe~ JiberaIizatioa- destrDctiOll in peri-mtlaa U'elIS

iDduced eqJlUISioa in aport sector

Fhca1 Po6cies Reduce deficits and impro.e deficit financing RedlIce gonrameat deficits and estemal debt BaJmred budget reduces ptESWid 011 ndDenhIe

Impro.e efIirimcy of factor and product JlW'kets
opeD-access 1aJlds

1Jebt·for-aature swaps Debt swaps protect seasifhe ecosystems
-

Eliminate biases agaiDst resource secton IDtrodace iDdirect pricHased iDcEDti.e systems IDterDa6zed eItemaI costs of resource use make
rescnm:e users more coasdous about costs of
resolll'Ce~

Harvest -social rents- from resource sectors Introduce and impro.e assessment and c:oIlectiOD of IDcresse fiJwIdaI resources anilahle for resource
without disruption of effideacy ofmarlu!Is resource uer fees maint""P"Ce and improl'ElL3lt
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TABLE 3.1 Matrix of Economic Policies for Sustainable Development (cont'd)

Sectoral Policies

Policy Area Stated ObjediYes Proposed AdioDs F.Amoamental Impact

Forests EDcoarage eftideat ud metainable lII8D8Iemeat Abolish C:OlM:ession ticeose and permit systems that aBow Discourage short-term relit seeIIiDg behanor
of renewable resoun:es extraetiDg parties to retain most of surplus nIue or rent

and leaye a depleted area

COIM:essiODS should be iDspec:ted by indepeadeat firms on
tile basis of c:ompetitiYe intemational biddiDg

COIM:essiG;} periods IIIId pricing should be firm IIIId
c:oasider proposed ead use

Replace IoggiDg coacessioas with forest m8Dlllemeat &courage loag-tenD DWlagemeat of rescmrte5

cmressjons

IDStitute public lDdionlenbaDges for rights to log

Secure addition'- ;uIJ& rneaue to fiaaDce AmmaI c:oucession r~ should replace multiplicity of forest Ideatify altematiYe puhIic reYl!IlDe soan:es at Ioc:al
esseutiallonmmeat pf'Oll'lUllS fees as weD as natioaaI leYei

Tu rents more fuDy Gmerate funds to support proper JDaDagemeat md
moaitoriq of resoarc:e ezpIoitatioa

Secure more equitable distribution of rents CoaxessioDs awards should c:ODSider looI1 Deeds Ease teDsiom betweea eJJstiDg IUId DeW residmts

Water Resourtes Promote eftideat water production SlIift public speadiDg from lIew schemes to O&M and More efficieat land IIld water' use
rehabjljtation

Delesate O&M respousihilities to farmers

Promote c:omenation in water use F.Aforc:e IuD c:ost recovery from ead lISen
-

Less saljnjzatioa IIld waterfoaioI. reduced fJoodiDK
aDd dowmtJeam dimJptioIls

Remoye barriers to the deYeiopmeat of marla!ts for water
aIld water serrices

Promote protection of public waters Stredgthea priority riKbts to aro1llldwater Reduce confJicts oyer water use

Seek compensation for damaKes to public waters and use Reduce health hazards
- reyeaues to acquire water rights for lq(Lafe pohIieuse

Reorieat!aDd protection towards water quality protec:tion

WiIdJands PDd EDsure that biological resoUlUS aDd biodinrsity Assess Dora aDd fallllll Emure the prorisioa of adequate ecosystem senices
Biodiyersity are sustained PDd eYea ioc:reasc!d in use

EKpand role of EIAs to ioc:Iude effects of wetlands BaIaDc:e eqioitation of multiple use lands
destructioa

Giye iD&:eatiyes to managers of puhlic lands to muimize Maintain optiOll nIue of hiological resoarc:es
total benefits ofmultiple-use 1aDds. not just short-term
cash Dow
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open access lands. On the other hand, expansionary policies affect price levels and can give rise
to unacceptably high inflation, which increases both the level and volatility of real interest rates,
discouraging investments in resource conservation.

Government intervention in credit markets, whether through controls or subsidies,
changes sectoral investment patterns and influences the adoption and development of activities
with impacts on natural resource allocation and use. TWo such interventions have especially
deleterious effects on the environment: constraints on the availability of long-term credit for
smallholders; and credit subsidies for short-term, large-scale export cropping and livestock
farming. The vast majority of farmers in environmentally vulnerable regions are landless tenants
or smallholders with insecure title to small, marginally productive farms. Interest rates are
usually higher for these farmers because lenders face higher adminiettative costs and uncertainty
when lending to small isolated operators about whom little is known and because there may be
monopsonistic practices in ruml credit markets. These conditions are aggravated by the lack of
an acceptable collateral for raising the loans, lIsual1.y a consequence of poorly detmed property
rights. At least in part, constraints 011 smallholder capital are responsible for •'rronic rural
underemployment and poverty, excessive resource exploitation, and movement onto and
development of vulnerable open-access lands. In addition, the ready availability of subsidized
credit for large ranching or export crop operations will encourage developme:lt of these activities
even where they might otherwise be uneconomic. This induces overgrazing, excessive
conversions to rangeland, inappropriate crop selection, and inefficient resource use.

Trade and exchange rate policies. Trade policies help determine labor absotption,
intersectoml and regional production patterns, and the allocative efficiency ofmarkets, ultimately
shaping the scope and distribution of employment, income, and resource u,se in a country. Trade
policies may create substantial employment effects and distort the relative profitability of sectors.
Overvalued exchange rates reflect a bias against agriculture that increases ruml unemployment
and results in underinvestment in resource conservation and pressure on open-access resources.

Inward-looking policies, which protect the domestic industrial and import-competing
sectors while taxing the rural sector, tend to:

• Limit the labor absotptive capacity of the industrial sectors locking labor into
agriculture or urban unemployment;

• Lead to economic stagnation in the ruml sector;
• Create growing fiscal deficits and external accounts' imbalances; and
• Cause under-investment in the provision of public goods (and hence the preservation

of nonrenewable resources).1

J Because food is a wage good in many of these economies, political pressures exist to maintain low nominal urban
food prices, inducing lower nominal wages but higher real wages, a benefit to urban households. This inevitably means
lower agricultural prices, eventually leading to economic stagnation of the rural sector. To confront this stagnation,
governments pursuing "inward policies" often subsidize agricultural inputs and monopolize agricultural m81~{etingand/or
import st8ple foods to seU at low subsidized prices. As the rural sector ~ implicitly taxed relative to the urban industrial
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These policies induce cost inefficiencies in the domestic protected sector and encourage
a rent-seeking political economy. 1 Co'lt inefficiencies imply extensive use of natural resources
per unit of output. Effective protection for agricultural goods can often be negative,
undervaluing agricultural output relative to other sectors. This discourages rural production,
increases rural unemployment and outmigration, and encourages encroachment on the common
"free" resource base. The result is a polity that induces resource degradation and exhaustion.

While policy liberalization, potentially including devaluation and tariffrefonn, may cause
an expansion of trade, the environmental effects of such shifts need to be examined on a case-by­
case basis. Some shift in relative cropping patterns may be environmentally beneficial. Some
may be offset by other policy intermediation, Le., increased pesticide use resulting from
devaluation-induced increases in short-run, non-traditional export cropping may be offset by
reductions in pesticide subsidies. Others will clearly be harmful. In the short term, exchange
rate devaluation may actually increase pressure on the resource base by promoting more
intensive use of the soil or expansion onto marginal lands. Consideration of resource­
ameliorating policies will be needed before such reforms are undertaken and before unsustainable
resource-mining takes place.

Deficits and debt rmancing. Attempts to slow deficit growth have concentrated on
.reducing capital expenditures resulting in reduced funding for maintenance and improvement of
the resource base and damage to longer-term productive capacity. Deficits are usually fmanced
from external sources, increasing balance ofpayments shortfalls in external accounts and limiting
government investment programs, as more of GDP is eannarked to interest payments on external
debt. In tum, increasing external debt limits the availability of more development funds, further
curtailing investments in conservation. The consequences of foreign exchange shortages and
diminished government investments are reduced agricultural growth, due to cuts in government
funding ofproduction and marketing infrastructure, increased rural unemployml~nt and poverLy,
and increased pressure on open access lands.

From a natural resource marlgement perspective, debt-for-nature swaps are an appealing
response to this situation. Typically, a (iebt-for-nature swap involves the purchase of some
portion of a country's debt by some group, like an environmental non-government organization
using donated funds, at a deeply discounted price in the secondary debt market, and the

sector, the underpricing ofnatural resources and the declining profitability of the rural sector combine to limit incentives
to invest in the maintenance of natural resources. Further, th~ economic distortions induced by such "inward policies"
invariably create fiscal deficits, which raise the opportunity costs of public resources, and domestic protection limits the
role that trade can play in providing a mechanism to internalize negative environmental externalities. Hence, even when
inward-looking countries do address these externalities, they typically underinvest in the re-alignment of externalities.
Obviously, the very forces that lead a country toward inward-oriented policies tend to resist addressing resource
exhaustion issues, since that would imply reduced protection of the urban industrial economy, forcing it to incur
additional costs of envi:;lumental compliance (Johnston et. aI., 1992).

I The concentrated-often single firm-industries cannot attain economies of scale, cannot compete in internlltional
markets, and are only marginally profitable.

51

...



cancellation of that debt in return for environment-related action in the debtor nation. Such
transactions provide support for resource protection activities, while reducing debt-related
pressures. Appendix D illustrates the extensive use, albeit for only a small portion of developing
countries' debt, of debt-for-nature swaps.

Tax, price, and revenue policies. Tax and pricing systems can also have an adverse
impact on resource use by distorting the tenns of trade between sectors and regions, and by
creating inefficiencies in factor and product markets. Binswanger (1989) found that six dlfferent
tax policies directly contributed to continuing deforestation in the Amazon. The World Bank
(1989) noted that low taxes and royalties on forest concessionaires in Indonesia constituted a
$1.2 billion revenue subsidy to the forestry sector fueling a "timber boom." These policies
perversely encouraged producers to maximize harvests to capture excess profits, reduced
incentives for efficient forest management, and greatly increased damage to natural forests.

In recent years, interest has focused on the use of local tax and resource-pricing schemes
to internalize the external costs of resource use and to capture for society the economic rents
from resource use. Most resource users are consumers and small-scale producers in agriculture,
industry, and the infonnal sector. Thus, their use of the environment is extremely difficult to
direct effectively through regulatory measures and controls. Indirect price-based incentives and
disincentives have rarely been tried for such purposes. These new possibilities deserve to be
explored with some urgency. Furthennore, opportunities are foregone to harvest for social
purposes the economic rents now enjoyed by private concessionaires and asset-o\1'ners. 1

Resource user fees and taxes should not be designed to collect revenue but rather to recoup for
social purposes the value of scarcities created by society itself; that is, governments should seek
to recoup the economic rents which result from scarcity, particularly where this scarcity is
artificially induced as a consequence of policy distortions. This "socially created" surplus can
be tapped by government without disruption to the allocative function of markets, that is, with
minimal disruption to efficient, private short-run or public long-tenn harvest levels. 2

Institutional factors affecting natural resource management. Most developing
countries have enacted a host of environmental laws and regulations, and many have also created
national institutions charged with their enforcement. Generally, two major institutional failings
are found in developing countries with regard to resource management. First, most resource use
and management issues run across sectoral lines, yet there is usually no single institution capable
of coordinating cross-sectoral resource use or mediating conflicts.

More importantly, past resource management policies in many developing countries have
been hampered by the lack of adequate participatory approaches. For instance, under pressure
from a variety of special interests to provide cheap feedstocks to industry, to generate rural

I This assumes that the national economy and poorer populations will do better from government department rent
capture and resource management than they would from private rent capture and reinvestment.

2ADB,1990.
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employment opportunities for the landless poor, or to open new lands for settlers, forestry
departments in developing countries have focused primarily on revenue extraction. Yet two­
thirds of tropical forested area lies outside of the domain of government forestry departments
in open access woodlots and on farms. The key to sustained-yield management of these areas
lies in mobilizing local communities and small fanners. Similarly, biological resources are often
under threat because the responsibility for managing them has been removed from the people
who live closest to them. The opportunity costs of not harvesting the resource are borne by the
local communities, and in areas of greatest biological diversity, these people are often the
poorest of the poor. Under such conditions, villagers become poachers or clear "paper" national
park lands. The key institutional measures to induce prudent management of biological
resources include: the delegation of some management authority to local institutions, the
strengthening of community-based management systems, the provision of replanting, and the
provi8ion of security of resource property and use rights and tenure arrangements.

10 addition to macroeconomic policy impacts, natural resource use and management is
affected by sector-specific policies. Box 3.2 presents the major government approaches typically
adopted to reduce sector-specific resource problems.

3.4.3 Production from Natural Forests and Agroforestry,

Forests are extensively utilized by millions of small farmers and local communities that
rely on these degraded forests for fuelwood, fruit, fodder, poles, and other basic needs. Forests
in developing countries have declined by nearly half in this century, and rates of deforestation
are still increasing. Recent remote sensing and ground surveys agree that between 17 and 20
million hectares of forest are being lost each year, primarily tropical moist forest. l The loss
of tropical moist forests is especially troubling because these forests have a much greater
influence on the global climate than do the other main types of forest (tropical dry forests and
temperate forests). They are also a major repository of biological diversity. In the arid tropics,
increasing human and livestock pressures, erosion of traditional woodland and rangeland
management systems, and cb:ought have led to deforestation and d~sertification of tropical dry
forests. Overexploitation of tropical forests can also cause severe forest degradation, including
soil erosion, weed infestation that ultimately ends in conversion to grassland, increased
susceptibility to fIre and pest attacks, and desertification.

Deforestation occurs because someone fmds it profitable. Deforestation seldom involves
only one type of decision maker, and the actions of one can lead to subsequent interventions by
others. The tropical m'list forests are being lost primarily to agricultural settlement (about 60%
of the annual cleared area), with the balance split among logging 8fld road construction,
urbanization, and fuelwood.2 The main causes of deforestation in recent years have been:

I World Bank, 1991

2 Although fuelwood gathering accounts for the largest share of wood use in the developing world (80%), its impact
is conceatrated in the tropical dry forests and in nonforested wooded areas (World Bank, 1991).
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• Population pressures;
• Declining income opportunities in settled agricultural areas, leading to increased

migration and encroachment on forested lands;
• Infrastroctural development, in particular road building, which has dmmatically

improved access t\J the forest frontier;
• Subsidies that encourage alternative land use, logging, and frontier settlement,
• Weak proPerty rights in many forested areas; and,
• High private discount rates, especially among the poorest, for whom it is particularly

unattmctive to tie up scarce capital for the relatively long payoff period involved in
tree planting, and who thus encroach the commons until the forest is severely
degraded.

Forest management systems. Less than 1% of tropical forests are managed in a way
that encourages sustainable timber production, much less preservation of biodiversity and other
environmental or recreational forest objectives. Genemlly, the management problem is not a
technical matter; sound management depends more on the social, economic, and political
environment. Four conditions are essential for sustainable production: a pennanent forest estate
with guaranteed security; adequate control of harvesting, silviculture, and other forestry
operations; reasonable profitability; and adequate information on the resource base and markets.
The balance between reliance on (and investment in) plantations and natural forests will depend
on the level and nature of demand on forest resources and the capacity of forests and plantations
to meet these demands.1 There may be potential in semi-arid and arid regions for plantations
providing fuelwood and poles to reduce pressures on natural woodlands, but there have been
notable failures in these regions, primarily due to social reasons and lack of expertise.
Considering the circumstances of rural societies and land scarcities in much of the non-industrial
world, integration of other crops with plantation forestry may be more successful than
monoculture plantation progmms. Agroforestry holds considerable promise as a sustainable
approach to agriculture and land management, particularly in degraded or converted forest areas
between settled agricultural zones and the intact forest.

I

Given the highly site-specific nature of agrofores'try, sustainable agroforestry must be
incorporated into fanning systems-oriented agricultural, livestock, and forestry projects. Greater
use can also be made of "non-conventional" agroforestry in the reclamation of degraded lands,
such as using grasses, shrubs, and trees in severely eroded areas; salt-tolerant multipurpose
woodlots in saline areas; and silvipastoral systems on acidic grasslands and degraded savannas.
The success of agroforestry compc,nents is fundamentally dependent on a full appreciation of
local social and cultural values, customs and traditions, including rights to tree and forest
resources, gender-based distinctions in factor allocation, and land tenure issues.

I However, since tropical softwood and eucalyptus plantation outputs (industrial sawnwood and pulpwood) are not
substitutes for high-quality nlW...i-ai iOlgil' ilaJ~woods (difficult to grow in plantations), plantation establishment will not
reduce pressures on natural moist forests.
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BOX 3.2 MqjorProblems Requiring Publk Intervention and 1 adilW1Ul1 Govemment Approaches
I

Reg. Reg. Provide Spoclal
Problllll1l Buy w/ w/taxea Uni- Froe Saving. and
/lnstrument! !!.!!l !!!!! & fUll,ldie, m !nfu jncomeuxes

~

- -
A. Monopoly/Oligopoly X X
B. Water pollution X Somo ~

C.Air pollution X .Some
D. Strip mining X
E. Road congeltion X Subsidize public uanaport
P•. Common property: OiIpool. X X
G•.·Common property: Filberiea X X --
H.>Peatcontrol X X Subsidize prevention X -
I. InIufficient FofClltJY Replant. X X Subsidize replanting
J. Future aooerationa: X. Public parka X

Minerall, recreation lrea.

Note: X indicatea that In illllnlmentand problem hive often been fO'Jod together.
Source: Hartwick lad Olewiler, 1986, p. 473.

Two agroforestry approaches that have shown good results are family-centered strategies
and group-centered strategies. Family forestry programs in Haiti, India, Nepal, Nigeria and
elsewhere have shown that good results can be obtained by programs that provide the family
fann with a balanced combination of economic incentives, secure ownetship of the trees, and
technical assistance, while giving the fanner full autonomy in decisionmaking. Group-centered
strategies, linking specific groups ofpeople with sutplus labor resources to well-defmed, unused,
or underosed land plots that can be brought under tree cover, have also been successful in India,
Japan, and Pakistan. Group farm forestry programs have shown that, due to the traditional
gender division of labor, women have specific needs, interests, and expertise in forestry that
have often been ignored by forestry projects. If these programs are to successfully involve
women, women's tenure rights to land and newly planted trees need strengthening. Assistance
must also be given to women's groups to undertake their own plantation or rehabilitation
schemes, to gain access to wider markets, and to undertake processing of primary forest
products. Women must be directly involved in management. Finally, public investme'lts in both
family and group farm forestry programs show promise of attracting large con.plementary
investments by local participants.

Value of forest resources. Important externalities lead to a divergence between private
incentives to cut or plant trees and the real economic costs and benefits of these actions for the
nation. These externalities arise because some forest products, particularly forests'
environmental protective functions and role in sustaining indigenous peoples, are not valued in
the marketplace. Although methodologies have been developed to estimate these nonmarket
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values,l until the true social costs are reflected in incentives affecting people using and
managing the forest, significant underestimation of social values will continue to lead to
pressures to overexploit the forest.

Government policies that should be directed at moving private behavior into conformity
with social interest sometimes do the opposite. Policies that subsidize tree cutting, underprice
concessions to logging companies, or link land-titling to forest clearing, effectively drive a
wedge between private behavior and the common good. Policies can be developed which
specifically favor forests thereby increasing the value of the forest in relation to nonforest use
of the land. Such policies include the fonnalization of customary land rights, the provision to
communities of security of property and usufruct rights, the adoption of cooperative community
and government comanagement of forests, the establishment of extractive reserves (protected
areas sustainably managed by the communities that live in and knoW the forest), and the
development of nature tourism and of markets for nontimber forest products such as medicine,
berries, and fodder.

Sound forest pricing and management. Concessionaires should be required to care for
the forests in their area, not just to harvest them. A system of long-tenn, transferable, forest
management concessions is preferred over short-run logging concessions. Concessionaires,
being on the spot and generally having greater resources than government forestry departments,
will be better able to protect and improve forests and carry out regeneration where necessary,
provided a good system of incentives is in place. Concessionaires might not be willing to pay
as much for these contracts, because the management concession entails new costs in protection,
management, and silviculture. Government revenues may decrease (eoncessionaire willingness­
to-pay may decrease but the replacement of the multiplicity of fees with a single concession fee
will increase collections), but so will costs.

Stumpage fees are very difficult to collect, as they require extensive measuring of logs
in dispersed and inaccessible forest areas. If instead, these fees were replaced by a single annual
rent payment, this payment should be 100% collectible and both government administrative and
concessionaire compliance costs would be reduced. The introduction of bidding for concessions
would allow governments to capture more of the economic value of timber, reducing corruption

I

and speculation, and the resulting higher timber price will'reduce demand pressure on the forest
and induce conservation. Local communities can be given greater weighting or price advantages
in their bids, and concessionaires can be required to pay a portion of concession rent to local

I Consumptive use can be derived from estimates of consumptive use by species and assigned a price of a close
directly marketed substitute, (Krutilla and Fisher, 1975; Caldecott, 1988; Oldfield, 1984; and Western, 1984).
Nonconsumptive values are much more difficult to estimate. Generally, amenity valuation requires careful application
of survey techniques to obtain the underlying data necessary to assess consumer willingness-to-pay. Magrath and Arens,
1989 dev",lop an approach based on natural resource accounting to estimate the costs of on- and off-site erosion and
sedimentation in Java. Whittington et al, 1989 applied such techniques to estimate the value of water sanitation, and
Amacher et ai, 1991 used a tmvel cost approach to assess willingness-to-pay for fuelwood in Nepal. Gregersen and
Contreras, 1979 is the standard guide for amenity valuation in multiple value forestry in developing countries.
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communities. This would give local communities a stake in forest conservation and reduce
pressures for forest conversion to agriculture.

3.4.4 Management of Wildlands
I

Effective management systems can ensure that biological resources not only survive, but
in fact increase while they are being used, thus providing the foundation for sustainable
development and for stable national economies. Unfortunately, instead of conserving resources,
current development processes are depleting many biological resources at such a rate that they
are rendered essentially nonrenewable. The major obstacle to conservation is that biological
resources are not given appropriate prices in the marketplace. The benefits of conserving
biological resources are often intangible, widely spread, and not fully reflected in market prices.
At the national level, the implication is that conventional measures of national income do not
recognize the drawing down of natural capital stocks, and instead consider the depletion of
resources as net income. At the project level, this means that the benefits of protecting
wildlands are seldom fully reflected in formal cost-benefit analysis, and the full social and
environmental costs of exploiting biological resources are seldom borne by those exploiting the
resources.

Value of Biological Resources. In order to compete for the attention of government
decision makers, conservation policies must be based on analyses that demonstrate in economic
terms the value of biological diversity to a country's social and economic development. This
requires assessing the value of nature's products that are directly consumed without passing
through markets (e.g., food, fuelwood, and fodder), priciJ,lg directly marketed production (e.g.,
timber, crop, fishery and livestock outputs, and medicinal plants), and assessing the indirect
values of ecosystem services (e.g., watershed protection, photosynthesis, soil production,
regulation of climate). Kmtilla and Fisher (1975), Caldecott (1988), Oldfield (1984), and
Western (1984) give examples of some of the methods used to estimate the value of
environmental services contained in forests; many of these approaches can also be used to
estimate the value of biological resources. The challenge is to bring the benefits of these
resources to the local communities who are bearing the opportunity costs of not harvesting the
biological resources.

Sound Wild_ands Management. In addition to the usual assessments of stocks of
timber, fish, and minerals, rapid initial national compilations of flora and fauna-at a minimum
higher plants and vertebrates-should be undertaken. 1 Only then could an estimate be made of
the economic contribution of biological resources to the national economy. This evaluation
includes inter alia the development of methods, appropriate to the country, for assigning values
to non-marketed biological resources, ensuring that national accounting systems make explicit

I These assessments could then be followed by institutionalized biological surveys (perhaps carried out by university
biology depar~ments), and ultimately, national programs aimed at monitoring the status and trends ofbiological resources,
linked to international systems (e.g., UNEP's Global Environmental ~onitoring System or the World Conservation
Monitoring Centre).
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the value judgments and tradeoffs regarding impacts on biological resources not measured in
monetary terms, and the assessment of the cross-sectoral impacts of resource utilization.

A second key component of an appropriate wildlands management policy is community
comanagement. Nat.ional policies bearing upon biological resources must address the basic needs
of local people who depend on the biological resources for their prosperity. The rural
population should be involved in the design ofprojects to conserve biological resources, not just
in their implementation. Managers of public lands should be given incentives to maximize the
"multiple values" of those lands, instead of being rewarded for increasing short-term cash flow.
This "multiple value" approach recognizes the importance of both non-consumptive values of
public lands (Le., the environmental amenities the lands offer and their recreational and nature
tourism potential), and consumptive uses (including fuelwood gathering, timber harvesting, and
mineral exploitation). Wetlands are particularly valuable biological resource reserves, yet they
are often afforded the least protection.

3.4.5 Watershed Management

Forty percent of the developing world's fanners live in valleylands and floodplains and
are affected in part by the activities of the ten percent of the developing world's population who
reside in forested upstream catchments. Clearing these catchments changes water flows in two
ways: runoff increases when vegetation is removed, and deeper-rooted trees are replaced by
shallower-rooted, less water-using vegetation. The most obvious effect of these changes is the
drastic increase in flood potential, whether directly through increased runoff or indirectly
through erosion-induced aggradation of streambeds. However, other indirect impacts are also
unsettling.

In many parts of the developing world, communities experience almost continuous
shortages of water. In many water-short communities, household needs are supplied by local
streams, lakes, and ditches contaminated by pollutants and human excreta. Indeed, 135 million
more rural inhabitants of the developing world are now without access to clean water or
adequate sanitation than in 1970, and water-borne pathogens account for 80% of all disease and
for 90% of infant mortality in developing countries. I Inappropriate management of forested
catchments, by diminishing the conservation of soil moisture upstream, can also reduce critical
dry season irrigation flows downstream.

,
Equally troubling are the impacts of disrupted water flows on irrigated agriculture,

arguably the most potent engine of rural economic growth in the developing world over the last
four decades. Curiously, few of the large-scale water and sanitation or irrigation expansion
programs have safeguarded the principal source of their water supplies, forested catchments.
Meanwhile, the proliferation of successful watershed managemellt programs has been hampered

1Myers, 1988.
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by perceptions that the high costs of soil and water conservation progrnms are not justified given
the relatively small on~site benefits.

At the root of the inattention to watershed management lie interrelated institutional and
economic characteristics of watersheds ("market failures") that interfere with the efficient
allocaiton of costs and benefits:

I

• Watershed:. may be common property or open access resources: many individuals
have virtually free and direct access to water and forested catchments, but none has
an incentive to conserve because s/he will not be able to capture the additional
benefits; and

• Those enjoying some of the benefits of well~maintained forested watersheds­
downstream residents, irrigators, hydorpower generators, shippers, fishennen, and
tourists-usually do not incur the costs of woning or managing the catchments.

As often as not, these problems are exacerbated by unsound management policies.
Policies that cede land title only to cleared watersheds, that limit tenure or usufruct rights or
impose user right systems at conflict with customary community rights, and policies that
perversely reward water waste and penalize soil conservation will only accelerate watershed
degradation. Watershed management policies that recognize the strong links between poverty
and environmental degradation and stress broad participation in defining and sharing
development benefits are critical.

Sound water use policies. Many governments regulate and allocate water from
conveyance systems on the basis of historiCal use or obligation. As water becomes scarcer, such
policies contribute to pressures to further develop new ·water supplies' even when there are
significant allocative inefficiencies, which, if overcome through trading, could free up under­
utilized or wasted supplies and contribute to conservation. There are now a number of
successful examples of water markets in developing countries: the highly competitive water
markets in India, the development of hire markets for tubewell services in Pakistan, and the
deregulation and privatization of the tubewell market in Bangladesh. Fears that smallholders
would be subject to monopolistic water pricing seem unfounded given the intense competition
seen in these markets. 1 Many of the externalities produced by canal irrigation
systems-waterlogging, root zone salinity buildups, and increasing salinity of return
flows-could be minimized through the expansion of markets for water and tubewell investments
in and around canal commands.

Water is the most subsidized of all agricultural inputs. However, efforts to promote
irrigation cost recovery usually are not linked to the volume of water used and, generally, are
centrally set at levels that do not reflect local conditions or multifunctional use. As such, these

I Rosegrant and Svendsen, 1992.
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efforts have little beneficial impact on conselVation. In conjunction with more appropriate
pricing of water, governments should seek to reduce subsidies on irrigation equipment, credh"
and energy, which encourage costly and inefficient investments and resource misuse, and create
continuing pressures on strained government budgets.

Appropriate water quaUty policies. One of the most important and least appreciated
benefits of water is its ability to flush, diffuse, and degrade human and industrlal wastes. A
variety of measures need to be taken to protect the quality of rural water supplies. First, more
attention needs to be focused on protection of the ultimate water source, forested catchments.
Programs oriented towards setting aside protected lands should be reoriented toward water
quality protection. Second, both funding and institutional capacities for managing rural water
supplies and sanitation need enhancement; in particular, more attention needs to be paid to the
role of the community, including its ability to share in the cost. Finally, compensation for
damage to public waters should be sought from both private and government water users and
the resulting revenues dedicated to acquiring water rights for public uses.

3.5 PoUcies for the Development of Agribusiness: Constraints and Opportunities

In the past, governments in many developing countries have actively intelVened in both
the agricultural and agribusiness sectors. These intelVentions have included policies promoting
parastatal agribusiness companies engaged in production and marketing, and price policies that
affected the supply of farm outputs to agribusinesses. Many governments' attitudes toward the
roles of the public and private sectors are now changing. Reform is becoming less of an
ideological event and more analytically-driven. On the other hand, some government officials
still look on marketing as a parasitic activity, even though an agribusiness entrepreneur must
invest and take risk and agribusiness activity adds value to agricultural products. In many
developing countries, agribusiness is a very substantial part ofall manufacturing and commerce,
although this is often not apparent from national accounts.

USAID has funded many studies on agricultural policies. Many of these studies have
significant implications for agribusiness policy as well, particularly those that elaborated the
policy and regulatory constraints to the marketing of particular commodities. USAID and other
donors have also had a number of policy reform successes in the 1980s, including restructuring
of parastatals. These have or will affect agribusiness through changes in pricing and regulation.
Recently agribusiness projects per se have become more common. In future projects and
programs, policy reform will often be a necessary con~tion for agribusiness development.
Project assistance to roads, credit, infonnation, and input distribution systems will also improve
the functioning of marketing systems and agribusiness.

3.5.1 Dermitions and Importance

Defining agribusiness. A good definition of agribusiness is important for at least two
reasons. First, it facilitates a better understanding of the linkages between agribusiness and agri­
cultural and other policies. In addition, government policy may target agribusiness for
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development; a clear defmition will make the incidence of such policies apparent. The definition
that is most appropriate will depend on the task at hand.

There are at least two ways that one can define agribusiness, by including or excluding
production agriculture. Agricultural producers are serviced by an agribusiness system which
includes input suppliers and output marketers, processors, and exporters (pre- and post­
production). A defmition of agribusiness based on this concept explicitly excludes fanning
itself. However, agribusiness may also include production agriculture if it is vertically
integrn~. \

In defming agribusiness, one might ask, How far up the marketing chain does
"agribusiness" go? After the harvesting of horticultural products, for example, transportation,
removal of field heat, storage, processing, packing, and sales might follow. There seems to be
no logical way to include some of these activities and exclude others. From the point of view
of good policymaking, a broad defmition of agribusiness is preferred: If incentive programs are
based on such a defmition, they will introduce fewer distortions in the economy. Once
agribusiness is defmed, enterprises can also be classified into formal and informal, or large and
small, frrms. This might suit USAID's microenterprise thrust.

Importance of agribusiness. The size and scope of agribusiness, including its
contribution to income and employment, will partly determine the resources required for
programs and projects that target this sector. Because most developing countries have large
agricultural sectors, agribusiness is often a very important economic activity as well. It is often
difficult to document this, however, because agribusiness is not a separate category in traditional
statistical systems. In particular, agribusiness may fall under both manufacturing and commerce.
Thus data on agribusiness may have to be constructed from the details of national accounts. One
place where such constructed data may have been used, and analyses may pe available, is studies
based on input/output models. '

3.5.2 Determining the Constraints to and Feasibility of Agribusiness Development

Opportunities to promote agribusiness often exist because there are policy constraints that
can be remedied. Removing or reducing constraints to development of subsectors like
agribusiness is the primary activity (or the ultimate objective) of policy-based projects and
programs. Determining constraints is a key step in this process. Traditionally, agricultural
policy analyses focused on providing incentives to farmers. With a shift of focus to
agribusiness, the scope of the analysis changes.

Agricultural commodity policies that have familiar effects on producers and consumers
can also have strong effects on agribusinesses. These effects are among the following.

• Price policies that make an agricultural commodity cheaper (whether they are
domestic or trade policies) lower the production of what is an agribusiness input, so
less supply is available for procensing.
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• Allocation of limited resources to research also results in lower production of certain
commodities and less improved processing or production technology (used or sold by
agribusinesses) being available.

• Depressed farm prices create a subsidy t(]1 processors and exporters, and may lead to
excessive investment in the processing of Il:ommodities with depressed prices, but this
does not necessarily increase value added!.

• Lower prices decrease the working capital requirements for buying commodity inputs.

• Price policies may have unintended ~ffects. For example, a subsidy on a staple food
may result in its being used as livestock or poultry feed.

• Pan-territorial pricing (especially in conjunction with a government distribution
system) discourages normal investments in transport.

• Constant pricing throughout the year discourages both storage and investment in
storage facilities. (Often the government perfonns this function).

I

• Government distribution and the malpractices that sometimes accompany it decrease
the quality of the product received for processing and discourage the establishment
of grading.

• Government trade monopolies and other trade restrictions deprive the private sector
of the chance to (develop or) maintain contacts and experience in fulfilling basic
marketing services.

• Policies flowing from an "exportable surplus" approach, like temporary export bans,
disrupt relationships between exporters and importers, thereby depressing incomes
and employment in export industries.

• Government credit programs that focus on certain agricultural or agribusiness
subsectors re~u1t in overfmancing of these and underfmancing of others.

• Navigating a maze of indirect taxes, drawbacks, and exemptions raises the cost of
doing business.

c Ad hoc (volatile) policies create uncertainty, which decreases agribusiness investment.
1

More generally, subsidies require resources that could be used to develop infrastructure
and human capital that would foster the growth of agribusiness. Furthermore, by intervening
pervasively, government becomes responsible for the success or failure of certain industries,
generally making policy reform more difficult. On the other hand, if there is an ideological shift
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or budgetary pressure becomes significant, the re~lponsibility of the government for the problems
of the sector is clear, so the path to reform may also be clear.

A broad approach to analyzing the effects of policies on agribusiness, encompassing a
complete agribusiness system, can yield important insights into the likely success of agribusiness
investments. Such an approach is thorough and practical, as a useful business analysis should
be. The scope of the analysis will vary depending on the relations among different subsectors.
For example, an analysis of the constraints to development of the livestock subsector would
include an examination of the feed industry, which in tum would include both grains and
oilseeds. Production of a new oilseed variety might be hampered by a I lack of investment in
processing facilities or by depressed prices. This constraint would affect the viability of feed
millers, who need affordable sources of protein. The impact of inferior or expensive feed would
be felt in the livestock industry. An approach that did not consider cross-commodity
relationships and alternative commodity uses might miss the true constraint to development in
the livestock subsector.

The agribusiness systems approach is demand-driven. The customer determines what
the system produces: what quantity, what quality, at what time, and at what price. The
implications of consumer demand feed back through all levels of the system. International
customers are likely to have more sophisticated and stringent requirements, but domestic
consumers in developing countries also appreciate higher quality and are willing to pay for it.
Thus the consumer is the starting point for the analysis as well, and the analytical framework
extends all the way back to production of the mw commodity and the inputs required.1 An
analysis using this approach will often point out the existence of an "exportable surplus" notion,
which is popular in some countrie[i" Under this concept, domestic consumption requirements
are fulfilled before exports are pennitted. The attraction of this re~ lle is prim&rily political:
the electorate (or key interest groups) is kept happy wilh an 2a'1lple supply of food. The problem
with the approach is that the domestic industry is not ~ubjected to the demands of the world
market, so it does not develop the capability to export. No relationships with importers are
established, little new technology is acquired, and little income and employment are generated.
The exportable surplus will often be small or zero, and will tend to stay in that state.

The agribusiness systems approach detailed above generally starts with a particular
commodity. An even broader approach is the analysis of agribusiness history, along the lines
of structure, conduct, and performance. This sort of analysis can reveal structural problems like
stagnation in the transition from family to corporate business entities, and the mercantilist aspects
of policies. Another approach is case studies of individual agribusinesses. These may reveal

I An analysis based on the agribusiness systems approach may be time-eonsuming. For the details of a quicker way
to look at commodity subsystems, see section 4.2.
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policy constraints, in particular those that were binding constraints for particular finns. They
may also provide; clues to successful changes in policies. I

I

:BOX3~3 ·MamtWlntlowAluJlysls

Froll'unanalyticalpoint of view, the cmtrepreneuris interested in the comparative advantage
that his or her country.has in the plOducticnand.marketing.ofa.particularagricultural product. .One
WilY to assess this advtintageis througbamarketwindowanalysis. ThiswilLfocusonthetimes at
whichthemarkef inquestio1. is cC1'1'cntlysuppliedand onthesellingpricepfthe commodity at those
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..·q'.i~tiol1.sbou1dbevial~int>CtSori~··11lisalIo"'sdirectl:()mparlson •••ofoD~f#lproducttotboseof
competitors.· .. .. . I

At the most aggregate level, an analysis of the policy constraints to the development of
agribusiness should examine the relative attractiveness of agribusiness as an investment vis-a-vis
other sectors of the economy. This calls for a study with a broad scope. Whether such a study
can be done succinctly depends on tile complexity of the incentives offerr.d to various sectors.

Complementary to studies of constraints are analyses of feasibility. Like the fonner,
good feasibility analyses adopt the approach of the entrepreneur, whose initiative will pro( ..ce
benefits for the society if conditions are conducive. The entrepreneur (and his or her banker)
is generally interested in risks and returns. Policies and their volatility affect both risks and
return'!.

While each commodity and country may be different, some starting points for feasibility
studies are indicated. Livestock, poultry, fisheries, and horticulture are likely to be growth areas
because of their generally high income elasticities of demand.2 Because of limited

I

J Case studies of succossful companies may also reveal information that woul~ be helpful to potential entrepreneurs
about sources of finance, ways to upgrade technology, and sources of timely, reliable market information.

2 Throu,lh coordination, USAID Missions and regional offices may be aole to playa role jp preventing overinvestment
in certain export commodities.
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infrastructure, limited overseas contacts, foreign exchange problems, and other reasons, many
immediate business opportunities are likely to be domestic. In very po"r countries, thin
markets, limited ability to pay for value-added processing, and high transport costs suggest that
processing of staple commodities should be relatively small-scale and decentralized.

3.5.3 Understanding Intersectoral Linkages and COMJ1.arisons

Agribusiness is affected by more than just agricultUllal policies. Macroeconomic policies
like exchange rates, I investment incentives, and the status of supporting sectors like fmance and
research are also very important. Investment incentives include cOlporate income tax. rates and
tax-based incenti"~s, profit repatriation, and the handling of foreign exchange receipts from
exports.

I

Many governments in developing countries have felt the need to encourage new business
formation, particularly i:.l the non-agribusiness areas of manufacturing. They have granted
various incentives or concessions that are available only to new enterprises or to enterprises in
certain fields. Generally these concessions have been income tax. holidays or exemptions, but
exemptions from import duties have also been important. While this may have seemed a good
idea, there is no inherent reason why investment by a new company will be any more productive
than by an existing company. Indeed, someone who is already operating a business will often
have more knowledge of the area than a new investor. In special (e.g., high-technology) fields,
a temporary subsidy may be necessary to reduce the risk associated with start-up. As a general
policy, however, promoting only investment by new enterprises distorts the allocation of
reiSources in the economy. By promoting more companies rather than larger ones, it may also
hamper the development of enterprises that can take advantaJ:;e of economies of scale or vertical
integration. In agribusiness, vertical integration may result from incorporating contract growing
with farmers of new and more profitable varieties. Certain technologies, like fertilizer
production based on natural gas and solvent extraction of edible oil, mi(! require relatively large
investments to be profitable.

A country's fmancial system can directly affect the relaHvc;'.: incentives to engage in
agribusiness or other economic activities. A shortage of working capital ,S apparently a chronic
problem among agribusinesses in developing countries. I In some countries there may be an
overall shortage of capital, so mobilization of resources may be a major objective. In addition,
government or private bank policies may encourage or require either deletion of working capital
from loan applications or very high collateral. This is particu!~l'ly true of agribusinesses,
because the inventory they pledge to supplement fIXed assets is often perishable. On the other
hand, banks may reduce the amount of working capital supplied if they believe that the client
is not capable of managing the funds properly, or worse, that slhe may make non-business
expenditures from these funds. Thus a shortage of working capital may not always be a policy

I See section 3.1.
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issue, and training in fmancial management might be very useful to many agribusiness
entrepreneurs.

The structure of the fmancial system can affect t~e ability of the' agribusiness sector to
obtain credit. Banks that are operated or heavily influenced by the government may favor
parastatals or industries that are not agriculture-based~ Through policy refonn, there may be
opportunities to influence the development of institutions that will cater to small or other
agribusinesses, including during programs that privatize commercial banks. Another opportunity
for fmancial reform is during the negotiation of structural adjustment loans, part of which may
facilitate rationalization of the fmancial system.

Many agribusinesses operate in the informal sector. They generally do so because the
costs of entering the formal sector are higher than the benefits. Thus there are many potential
lessons on constraints to be learned from analysis of the informal sector. With the formal sector
often protected by government policies, there are also lessons on competitiveness that study of
the infonnal sector can reveal.

Research is a key support service to agribusiness. In addition to new varieties of crops
and livestock species, the research system can generate new technology for processing
agricultural commodities. For example, it might study the efficiency of handling grain in bulk
rather than in bags. Because this is a new area of research for many countries, representation
of the agribusiness community on the national agricultural research council is important. Even
if research to aid agribusiness is made a priority, however, operating ,fnnds in the research
budgets in developing countries are very limited. One way to circumvent this problem :is
through the sharing of personnel. The government might provide the services of a trained
researcher, in return for which the private sector (an enterprise or a trade association) might
agree to fund his operating expenses. This kind of arrangement is conditional on a policy
decision by the government.

3.5.4 Promoting Appropriate Rolp;~ for the Public and Private Sectors in Agribusiness
Development

Discussions of policy aspects of agribusiness development raises questions about the
appropriate roles of the public and private sectors. To a large extent, this is because many
governments have operated agribusinesses (or marketing boards, which perform some of the
functions of agribusinesses). Often these activities have incurred fmanciallosses or encountered
operational problems, or production of the commodities they handle has been hampered.
Governments may be in the midst of divesting themselves of these enterprises or streamlining
their functions. Thus there may be excellent opportunities to influence policy refonns
contemplated or undetway.
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The policy issues involved in the detennination of appropriate roles are the following:

• Efficient provisio!l of agribusiness goods and services;

• Adequate provision of public goods; and

• Regulation and the setting of standards.

Most governments now subscribe to the notion that the private sector can provide most
goods and services more efficiently than the government. Conversely, it is unlikely that the
private sector would provide an adequate supply of public goods like roads, education, and
market infonnation at a socially acceptable cost. Often these latter goods and services are key
constraints to agribusiness development because the government has used its resources to
subsidize parastatals or other activities and has neglected the provision of these basic needs.

I

Providing useful market infonnation to fanners and traders is more difficult than meeting
the needs of policymakers and government analysts. Because the infonnation is used to make
business decisions, it must be of the highest accuracy and timeliness. Governments in
developing countries are rarely able to provide infonnation of this caliber, so there may be a
role for a private organization to do so.

If there is competition in a market, including the credit system, the profit incentive will
drive the private sector toward efficient provision of (non-public) goods and services. It may
also lead some entrepreneurs to practices the society deems unacceptable. Thus a role only the
government can perfonn is to regulate business practices. This includes enforcing health and
safety standards for both workers and products. The government can also playa useful role in
setting product standards or grades. When price differentials are attached to these grades by the
market system, these result in a better selection of products, higher utility for the consumer, and
stronger incentives for producers to grow produce that better matches demand patterns.
Processors will also incur lower operating costs when better quality inputs are available. Bven
in poor countries, processors are willing to pay more for higher-quality products, like wheat for
milling, when they know the result will be better throughput and less wear on their machinery.

Enforcement of fmancial regulations is particularly important for the development of
agribusiness. Areas of particular concern here are the stock market, standards of accounting,
and the banking and credit system.

A common notion is that capital is scarce in developing countries. Countries that have
undertaken privatization or foreign exchange liberalization programs have sometimes found that
capital, held both domestically and abroad, was more plentiful than they thought. The capital
was not apparent, however, because the capital markets were not developed, so it was difficult
for the possessors of capital to learn about sound investment possibilities. In this context, all
aspects of the capital market should be seen as candidates for developm~nt, including the stock
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market. With lower literacy and a sometimes less-developed press, there will be a need for
stringent standards of conduct and enforcement of them.

Accounting may seem like an arcane topic to some, but the impact of inadequate
accounting standards can be quite dramatic. When companies are required to present
standardized accounts to the public (e.g., when they are public companies), there is much greater
potential for investment flowing to tho~ companies that are efficient. Sunilarly, in the banking
and credit system, regulation is very important. This should not be confused with control of
credit allocation, Which should be done on the basis of risks and rewards by independent
bankers, not the government. One institution the government could create or foster is a credit
bureau, which would disseminate infonnation on liens taken and credit history. Good
infonnation is a key part of sound lending and investment.

The capacity of governments in developing countries to regulate may be limited due to
scarcities of funds and!or trained personnel. Moreover, new regulatory powers may lead to rent­
seeking behavior. On the other hand, the government may be privatizing or streamlining
enterprises it rons. In this case, there are likely to be employees who could be retrained to
perfonn regulatory functions in the industry with which they are already familiar. If areas must
be prioritized, the banking sector is a good place to start, given its potential impact on both
agribusiness and the rest of the economy.

Because their resources are limited, all governments make tradeuffs between providing
public goods and services and providing economic regulation. In developing countries, it is
likely that the balance will be fairly heavily tilted toward basic infrastructure, although some
countries have sophisticated sets of laws in various areas of regulation. Few, however, enforce
these laws. Given the natural tendency of governments in developing countries to lean towards
infrastructure and the long lead time to develop effective regulatory institutions, it may be wise
to include improvement of regulation in a policy refonn program.

Some specific questions raised by a shift in the roles of the public and private sectors
include the following:

• What role is there for existing agribusiness parastatals? Should they be privatized?
If so, how? Can they be a role model for cOlporate management (in contrast to the
family-based management of traditional businesses), or do their limited incentives to
perfonn efficiently preclude this?

• Who should pay for, build, operate, and own specialized infrastructure (e.g., cold
storage, market infonnation systems)? (Improving market infonnation systems in
countries where data were limited or poor is a good way to assist in monitoring
policy refonns.)
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• What role is there for the public sector in agribusiness promotion and feasibility
analysis? How can it assist the private sector (e.g., through training, funding, and/or
sharing staft)?

• In the process of promoting cooperation and dialogue with agribusiness, does the
government need a separate policy to promote agribusiness? Can the public and
private sectors work together to lower the costs of entering the fonnal sector?

3.5.5 Promoting Agribusiness Investment

Because agribusiness is a substantial part of the economy in most developing countries,
it is logical for agencies promoting economic development to consider promoting agribusiness.
In general, assistance from the government and from USAID will benefit the society
most-measuring the benefit in total income-if it fosters the growth of efficient companies,
rather than targe~lg small or large, public or private companies, or certain subsectors of the
cL~nomy. This can be done through improving infrastructure and through policy refonn to
achieve competition. These broad measures will not necessarily lead to tbe creation of the most
jobs, or jobs for particular groups of individuals. To achieve these objectives, programs or
incentives that are in some way targeted may be required. Some of the groups that USAID may
target include small fanners, women owning agribusinesses, and women controlling commodities
and marketing channels.

In designing and operating programs to promote agribusiness trade and investment, the
following points should be remembered. 1

e Reliable infonnation on the local economy and on the investment and regulatory
climate is of overriding importance to investors.

• Where the policy climate is good, programs that provide infonnation and referral
services to local and foreign investors are cost-effective.

• Where the policy environment is not so good, a targeted approach is more
appropriate; resources should be focused on those enterprises that can benefit from
them.

• There are important roles for local private sector org~tions (like trade
associations), including promoting public-private cooperation, lobbying for improved
policies, and facilitating contact between local and foreign businessmen.

I Keesing and Singer (in the Hogan, Keesing, and Singer volume) argue that government promotion of trade is
ineffective. Hogan is more enthusiastic. If implemented, though, such a program needs a strong private sector
orientation.
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With regard to future USAID programming, this discussion points to the possibility of
projects that:

• Return to infrastructure as a key aspect of development, placing specialized emphasis
on infrastructure for agribusiness and other subsectors, like roads, cold storage, and
market information systems. I

I

• Re-emphasize education and training, again with a particular focus, like training
bankers to evaluate proposals for loans to agribusiness.

• Provide assistance in improving systems of regulation.

3.6 Pol!tical Economy of Polity Reform

Over the course of the last decade, A.I.D. has moved ever deeper into policy-oriented
activities in the agricultural sector. In particular, A.I.D. has played a leading role in efforts at
agricultural policy reform, building on the Agency's long experience in development projects
within this area. These efforts were quite successful, especially for food crops, and became a
model for later agricultural policy reform efforts at the broader sectoral level.

In a number of countries that have been most successful in undertaking reform,
agricultural production has been substantially increased, economic growth rates have risen, and
export volumes have begun to expand. On the other hand, in general, the implementation of
agricultural policy refono, like economic refonos in general, has proven to be significantly more
difficult than had been foreseen by donor agencies. Targets in agricultural sector reform
programs have had to be continually adjusted downward, and the timing of such programs has
had to be extended. In particular, institutional refonos have proven to be much tougher and to
take much longer than envisioned. In a number of countries, refono efforts were only
half-heartedly undertaken by governments that were seeking donor resources, or became victims
of political unrest.

Political factors are important in understanding the context within which economic
reform takes place, whether or not reform programs are initiated, and how refono programs are
(or are not) implemented and sustained. There is no easy political formula for successfully
undertaking and sustaining agricultural policy reform.

A wide range of political factors impact upon agricultural policy reform efforts. It is
useful to think about the political dynamics of reform as having international and domestic
dimensions, while recognizing that these two levels are not separate, but in fact directly and
indirectly influence one another. Let us begin by exploring the political dynamics at the
international level, focusing on conditionality and the role of policy-based foreign assistance.

I For the government, providing infrastructure, especially in rural areas, is a good substitute for giving special
financial incentives.
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3.6.1 Role of Political Factors

There are two competing models concerning the relationship between policy-based
resource transfers and economic refonn. The optimistic model is that fmancing provided by
donors facilitates policy refonn by lowering the political risks attached to it and by increasing
the speed and likelihood of a supply response. The pessimistic model is that donor fmancing
limits the imperatives for fundamental adjustment, especially in contexts where governments
continue to dominate the economic and political landscape, because it enables them to keep
inefficient and money-losing parastatals going and to avoid the politically difficult process of
trimming bloated public agencies.

Empirical evidence can be found to support either of these scenarios, which implies that
the role of external financing is not pre-detennined, but depends on the specifics of the context.
The point for A.I.D. officers is that they need to keep the pessimistic model in mind, lest it
become a self-fulfilling prophecy. The le.;son is that policy-based program support is inherently
risky business; it does not automatically support agricultural refonn efforts, and can sometimes
have the perverse effect of limiting the likelihood of reform. Program assistance is not an
instrument that can be easily or indiscriminately wielded in a wide range Qf circumstances. This
is not at all to suggest that policy-based program assistance cannot be an effective tool for
promoting agricultural policy refonn, but that the potential for negative unintended consequences
is probably greater than in the case of project aid.

The effectiveness of conditionality has often been over-emphasized. For political
reasons, both donors and recipients have strong incentives to publicly stress the influence of
conditionality. But research on the politics of economic refonn has emphasized the practical
weakness of conditionality. A.I.D. officers need to realize that conditionality has only a limited
capacity to promote agricultural policy refonn. While conditionality has been effective in
placing the issue of policy reform on the agenda of many governments and in initiating some
refonn efforts, it is far less capable of playing a positive role in implementing and sustaining
reform.

3.6.1 Conditionality and Policy Reform

Conditionality efforts display an interesting "macro-micro" inconsistency. It is
undoubtedly the case that conditionality has had a large overall effect; i.e., it ~as been critical
in placing the issues of efficiency, markets, and an increased private sector role on the policy
agenda of developing countries. But the utility of conditionality in any, specific context is far
more limited. Case studies of the politics of refonn have demonstrated that donor leverage is
virtually never a sufficient condition for producing successful policy refoon. Thus, A.J.D.
officers should not assume that program conditionality is in any way sufficient to achieve
agricultural policy reform targets.

One of the most interesting fmdings of the literature on the politics of economic refonn
is that donor cor.Jitionality has had the greatest influence after the donors withdrew at least a
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portion of program funding. This suggests that holding back resources is an important
instrument in gaining credibility for conditionality, and thus effective leverage for policy reform.
A.I.D. officers should avoid rushing into program agreements prematurely. Tn;nding of
disbursements as reform benchmarks are met is frequently used to maintain leverage.

Conditionality also has a serious downside, with two especially pernicious features. The
first is that conditionality tends to turn into a game, whereby donors attem~t to "buy" as much
policy and institutional refonn as they can with a given amount of money, while recipient
governments try to get as much money from the donors as they can for as little reform as
possible. This draws government attention away from the ,serious need for an appropriate policy
setting by creating a context in which the benefits of reform become identifIed as increased
donor resources rather than improved economic performance. Decisions concerning economic
reform became responses to external pressures and attempts to maximize ~xternal resource
flows, rather than efforts to grapple with imperative domestic problems.

The second negative effect of conditionality is that it has driven intense donor
involvement in the initiation stage ofpolicy reform. This, in turn, has generated an "ownership"
problem for the reform process. A general lesson of donor policy reform efforts is that the
process has been too one-sided and narrow: one-sided in that during the dialogue, donor
influence has overwhelmed local influence; too narrow in that a domestic political consensus
over the issues involved has often not been achieved and also in the sense that those involved
in implementation of the reform process have often had no role in its formulation, weakening
the likelihood of effective implementation. One of the most important features of policy
dialogue is the opportunity it gives to A.I.D. officers to assess host government commitment to
a refonn program. This cannot be done unless the dialogue is truly two-way.

Policy dialogue, effective technical assistance, and conditionality are the most important
ways in which A.I.D. can help support host governments in their efforts at substantial
agricultural policy and institutional reforms. In fact, the most appropriate way for an A.I.D.
mission to think about conditionality is that it "buys" an opportunity to engage in a meaningful
dialogue with the government over a particular issue or set of issues.

3.6.2 Domestic Political Reform

The "ownership" issue provides a good transition to examining the domestic political
dynamics of agricultural policy reform. In general, the policy changes associated with economic
reform are characterized by uncertainty about both the consequences of the changes and the
durability of the new policies. This is especially the case when the thrust of the reforms run
counter to hitherto prevailing political patterns and conflict with the political operations and
interests of at least a section of the political leadership. This is true for agricultural sector
reform efforts as well as broader efforts at economic reform. It is thus not surprising that
agricultural policy refonn has been politically difficult.
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Certain political patterns of agricultural refonn have emerged. The first is that
agricultural sector refonns have generally depended upon prior, or at minimum, simultaneous
efforts at the macroeconomic level. In particular, the lack of exchange rate refonn makes
agricultural policy refonns much more difficult. This implies that agricultural policy reform
efforts should remain modest in the absence of sufficient macro-level refonns, and that A.I)).
officers involved in agricultural policy refonn have to be cognizant of the policy environmf;nt
at the macro-economic level.

The second is that the refonn of agricultural pricing has been somewhat easier to achieve
than the refonn of marketing. This is because, although pricing is often implemented by
parastatals, pricing refonn can sometimes be accomplished without substantial refonn of the
parastatal itself, whereas marketing refonn might entail significant changes in, or elimination
of, the parastatal. Experience also has. shown that price policy refonn can be used as a lever
for subsequently promoting refonns in marketing.

·£he third is that, especially in Sub-Saharan Africa, the political context for food crop­
oriented policy refonn has been more conducive than that for export crop-oriented policy
refonn. The impetus to refonn of food pricing and marketing policy is two-fold: first, the
increasing fmancial costs, and second, the diminished political value, of pre-existing
arrangements. In some countries, cereals boards ran up massive deficits in trying to defend
floor prices that were set too high. Often marketing bo~s became the dumping ground for
politically-driven job creation. At the same time, in a number of countries, there was the
practical breakdown of the state-dominated marketing channels and the shift of trade into the
infonnal SC\itor. Thus, in many countries, either the political benefits of the old system had
already largely worn away, andlor the costs of maintaining those benefits were becoming
prohibitive.

The prospects for food crop marketing refonn have been heavily influenced by weather
and other supply-influencing conditions. In general, marketing refonn efforts have been put at
political risk by drought and other supply-reducing factors. In these circumstances, governments
have been wary ofgiving up control over food distribution, fearing either private sector hoarding
and speculation, or a failure of markets to deliver goods to certain areas.

In Sub-Saharan Africa, foodcrop refonns that have raised incentives for fanners have
generally not been at the expense of consumers. Part of the reason is that, in many countries,
few consumers in practice had access to officially-priced food. Part of the reason is that lower
marketing margins generated by increased efficiency throughout the marketing chdin have
allowed both producers and consumers to gain. It is not sutprising, then, that food policy
refonns have tended to be politically sustained.

I

Refonn of pricing and marketing of export crops 'has been more difficult due to export
crops' continuing role as a major source of revenue for many developing country governments.
While the incidence of export taxation has diminished in many countries, governments have
generally viewed that as all the more reason to maintain their ability to tax what they can. Thus,

73



....i

- .
.....

the reronril imperative has been much weaker in the export crop sector than it has been in the
food crop sector.

The fourth pattern in agricultural refonn efforts is its dependence upon a benign political
context for success. In some countries, in the context of a weak domestic environment for
refonn~ external agencies such as A.I.D. have become the main protagonists for refonn efforts.
Such a situation is not conducive to sustaining reform. In a negative political environment, it
might make more sense to withhold fmancing for agricultural refonn efforts and let governments
learn through experience the high costs of failing to reform, rather than attempting to push
through a politically unrealistic agricultural reform program before the conditions are
appropriate.

A.I.D. can also undertake activities that promote the organizationa'J. strength and capacity
of those sectors that are "winners" from agricultural policy refonn, but have thus far been
politically weak in most developing countries, especially fanners and traders. This does not
necessarily mean supporting the traditional institutions, especially coops, that represented such
interests. For instance, in Uganda, it is not clear that a large investment to rehabilitate
agticultural cooperatives has been the best strategy for USAID to facilitate agribusiness
development. Support to nascent producers' organizations among horticultural exporters is an
alternative strategy that has greater potential.

3.6.3 Design and Implementation Issues

Political liberalization in many countries is creating a conn~xt in which these types of
activities are likely to become more viable than they have been in the past. Support can be
provided either through projects that facilitate specific policy refonns or in project activities that
are not "policy-based."

Central to an enabling political environment is effective host-country leadership in
promoting reform. In general, it appears that "refonn champions" are an almost necessary
condition for the success of agricultural policy reforms. While in the long run, reform is
sustained by a combination of the benefits garnered from the reforms and a set of transparent
incentives and penalti~s attached to the reforms, in the short run, there is no substitute for
high-level support. These individuals not only champion the reform when "doing lunch" with
the A.I.D. mission director, but are pro-active in the dialogue process. Pro-active does not
mean supporting the mission's line completely; it means actively engaged in seeking to fashion
a political consensus in favor of the reform and actively looking for ways to ensure that the
reform succeeds. The lesson here for A.I.D. officers is that if there is not a very enthusiastic
and competent senior government official actively promoting the reform program, the program
acti~.'ity should probably be reconsidered and postponed.

Designing Policy Reform. Even in the context of a positive political environment, there
are inevitably tough political issues that A.I.D. officers face in the design of agricultural reform
programs. The first is the need to reconcile technically optimal policy options with existing
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political realities. Donors, including A.I.D., have been fIxated with appropriate technical
analysis as the cornerstone of successful policy reform while the best technical analysis is
sensitive to political and institutional issues. A.I.D. officers must keep in mind that policy
reform is an intensely political process, in which appropriate technical analysis is one part.
Technical analysis can sometimes generate choices" that, for political reasons, are
counter-productive.

To better understand how this happens, consider the case of export promotion. As a
strategy for enhancing growth and reigniting foreign investment, many developing countries are
attempting to promote exports. A.I.D. missions are involved in ... number of these efforts.
Exchange rate depreciation is the technically easiest and most straight-forward mechanism for
enhancing export competitiveness, which is a key element in generating new foreign investment.
But a rapid depreciation of the exchange rate, especially in a context in which foreign exchange
transactions have predominantly remained in the formal economy, will shaI]>ly decrease real
wages and may very well generate political unrest. In the context of unrest, new foreign
investment is almost inconceivable, while domestic investors are unlikely to shift from
domestic-oriented to export-oriented production because they fear that government will not be
able to maintain the new exchange rate policy. In such a context, even if the policy reform is
maintained in the medium-tenn, export growth is not achieved. Thus, the political dimension
of reform can render the "technically efficient" choice counter-productive in a very practical
sense.

The lesson here for A.I.D. officers is the need to strike a balance ,between economically
viable and politically feasible refonn initiatives. What is called for is effective integration of
economic analysis with strong political and institutional analysis. In general, practitioners should
be wary of "fIrst best" policy alternatives; they may not work. The world of policy reform is
often the world of second- and third-best choices. This suggests the need for technical analysis
that is informed by political realities and is focused on generating range of choices. Usually,
this is a much more difficult exercise than developing optimal choices. A challenge for such
technical analysis is to determine a minimum threshold for reform impact, below which reform
efforts become meaningless.

A related political issue that A.I.D. officers face is "how much" reform should be
attempted on a particular issue. This is partially a technical issue, especially at both ends of the
continuum. But the question is also a political one whose answer depends on & ",,~ries of factors.
The most important is the context of the reform. In general, when governments are initiating
a major shift in policy orientation, e.g., a shift to export promotion, a large and signiftcant
initial reform is needed to "signal" the government's seriousness to the private sector.

As a rule, A.I.D. officers need to look at three factors when assessing the issue of "how
much" reform to seek: (1) the fIt between the proposed refonns and the views and priorities of
key officials; (2) the potential for political mobilization against the refonns; and (3) the
institutional capability for implementation. Getting the "how much" question right has important
political consequences in that policy reform failure (or irrelevance) can often generate cynicism
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both on the part of government officials and among the groups in society, such as fanners and
businessmen, whose responses are crucial to the economic success of refonn.

Implementing Policy Refonn. Political issues also arise in the implementation phase
of agricultural refonns. A major lesson from policy refonn efforts thus far is that donors have
consistently overestimated the capacity oforganizations involved in the implementation of refann
while underestimating the complexity of the refonns themselves. This makes it very difficult
to judge whether or not refonn programs are on track. As a general rule, to assess this issue,
A.lD. officers need to liaise both with government officials and with the private sector groups
that are affected by particular refonns.

In implementing agricultural reforms, missions have to maintain a difficult balance
between the need for fmnness and the need for flexibility. Those in government who are
responsible for implementing reform need discretionary authority, especiilly given the difficulty
of designing complex sectoral programs and the continuing vulnerability of developing countries
to external fluctuations. At the salDe time, fmnness is needed to prevent government from using
"flexibility" as an excuse for essentially avoiding the reforms. Unless the A.I.D. mission is
carefully monitoring the reform program and following the various issues involved, it will not
know when flexibility is needed and when fmnness is called for.

A second difficult political issue in the implementation phase is the relationship between
the mission and A.I.D.-supported technical assistance teams involved in the policy reform
activity. For such long-tenn assistance to be effective, the team should remain at anns' length
from the A.I.D. mission. One lesson of technical assistance in support of agricultural policy
refonn is that donor efforts to "control" TA generally have led to the loss of credibility of
technical assistance teams and to frustrations on all sides.

3.6.4 Political Analysis

Political analysis has an important role to play in the design and implementation of
agricultural policy refonn programs and projects. It is important to stress, however, that
political analysis is not, and cannot become, a technocratic "fIX" that can be easily and directly
applied to improve the perfonnance of agricultural policy refonn efforts. A.I.D. officers
looking for such a "fIX" will go away disappointed. Nevertheless, political analysis can be a
useful tool for policy-refonn practitioners. The literature on the politics of policy refonn
contains important insights, fmdings, and questions that, ifkept in mind and applied thoughtfully
and consistently, will enable A.I.D. officers involved in agricultural policy refonn work to do
a better job at the very difficult tasks that they face.

In general, A.I.D. officers need to take various political issues seriously into account at
the design stage of agricultural policy refonn programs and projects. For agricultural sector
assistance programs, A.I.D. missions should build political analysis into the design process
itself, in order to better ensure that the outcome of the process is a politically feasible program.
The political viability of policy refonn programs is enhanced if the analytical and design
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processes are highly collaborative. Such collaboration should include voioos from both
government and from non-governmental actors who are expected to play an important role in
the aftermath of the reform, especially the private sector.

Such an approach improves political viability in several ways. First, collaborative
technical analysis and design increases the likelihood that host government (and private sector)
participants will feel "ownership" towards the policy ,and/or institutional reform package
developed, rather than seeing it as a donor imposition. Second, collaborative analysis and design
gives the A.I.D. mission insight into the assumptions that various actors bring to the process,
and will help generate specific ways in which political feasibility can be combined with economic
good sense. Finally, collaborative technical analysis and design will give insight into an
effective political strategy for ensuring the viability of the reform package, including whether
specific political compensation efforts might be needed to sustain the refonn package.

A thorough set of political economy analyses that begins at the very early stage of
program design can throw light on W' range of political elements that will have an important
impact on whether or not an agricultural reform program is likely to work. Five separate
analyses should be undertaken by missions.

The fIrst is a donor-government bargaining analysis. Such an analysis explores the
on-going relationship between donors and government on economic refonn issues. It should
look at (1) the credibility of conditionality in the particular country circumstance, (2) the
balance-of-payments picture to assess government "need" for program resources, (3) the political
status of key technocrats, and (4) the general relations between key donors, especially the IMF
and the World Bank, and the host government. This specific analysis is likely to be highly
politically sensitive and might be impossible to undertake in a collabomtive mode with local
officials and analysts. I

The second is a decision-making analysis, which examines the nature of
decision-making within the agricultural sector, with special attention to who the key
decision-makers are, the stability of patterns of decision-making in a particular issue-area, and
the style of the decision-process, i.e., hierarchical, consensual, or idiosyncratic.

The third is a current stakeholder analysis, which examines how the current policy
regime and institutional arrangements in the agricultural sector (and for the specific policy issue
areas under consideration) affect different groups in the society. This analysis should be broadly
cast and needs to look at the stakeholders within various government agencies as well as those
groups outside of government such as fanners and traders. The analysis should also include a
component that examines the extent to which organizational structures have developed to
support, or oppose, a particular policy or institutional arrangement and discusses the nature of
these organizations, their links to other political interests, and how they operate.
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The fourth is a potential winner-loser analysis, which details how the various
stakeholders will be affected by the proposed policy and institutional refonns in the short,
medium, and long tenns. Again, such an analysis needs to be very broadly cast.

The fifth is an implementation capacity analysis, which examines the process by which
the particular policy andlor institutional refonn will actually be ui":plemented; e.g., which
particular offices will be responsible for w!tic~. tasks and how communicaitons among agencies
and between the central government and local authorities will be handled. This analysis should
assess the ability of the institutions involved in implementation to actually get the job done.

The purpose of these analyses is to guide mission management in both the design of the
refonn program and in beginning to structure an effective dialogue with government. For
instance, gaining em understanding of sttkeholders in the existing policy regime provides insight
into whether a "frontal assault" approach or a more gradual approach to policy and institutional
reform is likely to be more appropriate. The decision-making analysis is especially important
in dettl'1llining who are the key policy-makers in go,.el7mnent and for structuring the
policy-dialogue. This is not always as straightforward as it seems. Agric'J1tural policy refonn
effects often have focused too narrowly on ministries of agriculture whi1~ real decision-making
was occuI'l'ffig in the core economic ministries of fmance and planning, the central bank, or even
in the office of the president.

The winner-loser analysis is particularly important in assessing the potential for active
opposition to the reform process. Undr.rstanding pc!ential winners and losers will allow dialogue
between A.I.D. and host governments over whether or not the policy reform agenda should
include some "compensation" for losers as a means of diminishing opposition to reform.
Cc••lpensation-even if largely symbolic-to powerful groups opposed to reform to offset the
impact of reforms on their interests is but one possibility. Ghana's Program to Ameliorate the
Social Costs of Adjustment (pAMSCAD), ostensibly intended to offset the social impact of
aqiustment on the poor, also promised to provide jobs for SOllie of those released from
government employment. While never large enough to make a substantial impact on its targeted
beneficiaries, PAMSCAD was a useful political symbDI for government's continuing concern
with social welfare. A.J.D. 's ability to fmance such programs on a grdllt basis enhances their
ati:ractiveness to governments. A.I.D. officers should consider such mechanisms for diminishing
opposition to reform as part of the general process of assessing the pvlirlcal context of reform.
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4. SUPPORTING POLICY REliORM AND ANALYSIS WITH APPROPRIATE
METHODS AND TRAINING

Tl.e approaches used by policy analysts to respond to day-to-day questions from decision
makers tend to differ considerably from the activities of researchers investigating the impact of
government policies in the longer run. The rhythm of on-going policy debates and decisions
places a particular premium on methods that, while rigorous, require a minimum of
computational skill to implement, have modest data needs, and can l?e explained easily to
decision makers whose training in economics may be 'limited. Moreover, in such policy
environments, timeliness overrides all other considerations. Even the most persuasive and
relevant analysis, delivered after a crucial debate, is of no value-until a "window" on that
particular issue arises again in the future. Although longer-run policy studies do appear in some
ministries and agencies, these come about largely under pressure from outside donors who have
made policy and program 10IDls conditional on research fmdings. Even under these
circumstances, however, the pressures of time and resources have frequently dominat~ the
investigation, and researchers have been forced to use the data at hand and less sophisticated
analytical methods than they would have liked in order to meet bureaucratically detemlined
deadlines.

A1thour.h policy armlysis and academic research on policy issues tend to require different
analytical approaches, there is obviously no hard and fast line that separates the two. Much
depends upon the skill and experience of the analyst and the circumstances that prevail in a
particular institution at a particular time. Without being dogmatic, however it is possible to
discern certain methods that are more suited than others to the realities encountered by analysts
working in developing country governments. These approaches often ~~gin with a simple policy
inventory or a rapid reconnaissance that enable multidisciplinary teams of analysts to identify
key policy constraints or assess the impact of existing or proposed policies. These techniques
are discussed in some detail in this chapter and illustrated with case study examples in the
annexes.

More rigorous quantitative techniques that employ partial equilibrium concepts are al~w

widely lISed by "working" analysts and have figured prominently in APAP methodology
disc~~ssions. These include budgf"t-based approaches such as the policy analysis matrix (PAM)
and market-level models that employ traditional supply and demand analysis.

Agricultural secter' ~~:Jdels and computable general equilibrium (CGB) models, although
employed in several APA~ projects, fall at the research end of the spectrum. Typically, their
use in a policy agency is made possible by a substantial outsid.; investment in data collection and
analysis. The results of these more comprehensive approaches often provide impo:tant insights
that can be used in the interpretation of partial equilibrium methods. For that reason, some of
their strengths and weaknesses are reviewed in this chapter.
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This chapter also discusses approaches to training policy analysts. Experience teaches
that results obtained by outside experts using analytical tools that cannot be explained to local
decision makers have little impact. This enhances the importance of developing the capacity of
local analysts who are in daily contact with policy situations and in whom decision makers have
personal confidence. The need for local credibility underscores the importance of developing
training programs that impart both analytical and presentational skills.

4.1 Pollcy Inventories

This section discusses an analytical technique, the policy inventory that can be used to
clarify the policy environment and to help set an agenda for policy reform. The section will
focus on this method as it is adapted to natuml resource issues.

The policy inventory consists of a systematic identification of existing policies and laws
that influence a given objective or problem, and a qualitative assessment of policies' impacts on
the given objective or problem. The methodology has several characteristics in common with
the rapid appraisal diagnostic technique, discussed below in section 4.2. It is carried out. over
a relatively short period of time (four to eight weeks). It relies on infollllal techniques of data
collection, generally through culling of existing information or informal interviews of carefully
selected individuals. In accordance with the short time frame and reliance on non-parametric,
data, policy impacts are generally assessed qualitatively. The use of more rigorous analytica
techniques for assessing policy is not precluded, but goes beyond what is normally referred to
as a policy inventory.

A policy inventory is best undertaken by a multi-disciplinary team of experts. Team
composition will vary with problem areas specific to the country, but generally includes experts
in such key areas as macroeconomic and agricultuml policy. Experts already knowledgeable
about th~ local policy environment are strongly preferred, as they require less time and effort
for policy identification, allowing more time for analysis of policy impact and setting policy
priorities. The specific steps involved in developing a policy inventory are addressed below.

The policy inventory is based on the premise that government policies often hinder
achievement of development o~ 'jet 'ives. The policy environment in most developing countries
is often not very clear, at least to outside observers. One reason is that policies are generally
developJd on a pi~mea1 basis and implemented by a myriad of governmeht agencies,
departments and ministries. Very few government agencies have a complete picture of the
policies affecting a !lingle issue. Communication among govtinment ag~ncies and institutional
memory within agencies are also often poor. Policies may'conflict with one another. Moreover,
descriptions of policies on paper often differ from what is actually implemented.

Development of a policy inventory is a good fmt step toward understanding t1.e policy
environment. An inventory documents all existing policies that affect the issues of interest and,
by doing so, also identifies gaps in policy. It exposes conflicts among policies as well as
implementation that is ineffective or inconsistent with the policies' inte;nt.
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It is also common from examination of the policy environment to fmd that several
JXllieies may be in need of refonn or that reform of any of a number of policies could help
achieve some objectives, at least partially. Some policy changes will clearly have less impact
than others and realistically, only a few policies can be effectively addressed through dialogue.
Development of a complete inventory ofpolicies and the assessments of policy impacts provides
the basis for setting priorities for policy refonn. Where the impacts of policies are not entirely
clear, the inventory method will provide a basis for setting priorities for further research. Policy
changes also tend to involve trade-offs between objectives or implicitly [)etween the interests of
different groups. Impact assessments that are a part of the policy inve~tory process highlight
the trade-offs that are crucial to understanding the political dynamics underlying policy reform.

The inventory process also reveals institutional roles and responsibilities for designing
and implementing policies. Conser~uently , the inventory helps pinpoint problems with
institutional capability or gaps betwee11 stated responsibility and an institution's actual authority.
Problems with overlapping responsibilities or jurisdictions between institutions will also become
clearer.

The assessment of impacts of current policies also provides a basis for estimating likely
impacts of changes in policies. This will be discussed in more detail below.

4.1.1 Use in Agricultural Policy Analysis

The policy inventory method was originally developed by APAP to identify and examine
policies that affect the agricultural sector. An underlying premise of agricultural policy
inventories is that agricultural development is affected predominantly by policies at three levels:

• Macroeconomic: Policies that affect the entire economy, such as monetary and fiscal
policies or exchange and interest rate policies.

• Agricultural Sedor: Policies that affect the entire agricultural system, such as
agricultural trade, taxation or tariff policies.

Agricultural Subsedor: Policies d~signed to affect a particular commodity or group
of commodities, such as price supports for rice production or fertilizer subsidies.

Development ofagricultural policy inventories are generally part ofa four-phase process.
The phases are: (1) policy identification, (2) impact assessment, (3) discussion with government
officials and other interested parties to review inventory fmdings, and (4) development of an
agenda for policy refonn and further research.

In the policy assessment phase, each policy is examined in tenns of country-specific
ecoT!:'imic and aocial perfonnance criteria that generally relate to USAID Missions' development
objectives. In El Salvador, policies were assessed by their impact in five main areas:
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production, import expenditures, domestic consumptior export revenues, and government
revenues. (Table 4.1) ,

Critical objectives of these inventories are to keep to the analysis as uncomplicated as
possible and to present the analysis in a fonnat appropriate for policy makers. Many agricultural
inventories employ a simple system for ranking policies by tlteir impact and presenting it in a
tabular fonnat. The policy inventory methodology has also been adapted to examine the impact
of policies on more specific topics, such as small rural enterprises and on women in
agriculture. 1

4.1.2 Natural Resoua-ce Po6cy Inventory

The policy inventory has also been adapted and applied very successfully to natural
resource policy issues in Ce"ltra.J America. The method appears to be particularly well-suited
to address natural resource issues for two important reasons. First, the range of policies that
affect natural resource use and conselVativn is very broad. Policies regarding the
macroeconomy, population, land tenure, settle! nent, energy, agriculture, livestock, pollution
control, forestry, parks and reseIVed areas, ,~nillife, and coastal development can have
significant impacts on natural resource use. As implied in the categories listed above, policies
affecting natural resources are designed and implemented by diverse institJJtions. Consequently,
the policy universe tends to be complex for natural resource issues.

Second, natural resource use and conselVation are influenced as much, if not more, by
indirect effects of broad policies developed largely without consideration of natural resource use,
such as population or macroeconomi\~policy, than policies designed specifically to regulate use
of a resource, such as fores~ policy. The indirect impacts of many policies are not well
documented or understood. Hence, by highlighting these linkages, a natural resource policy
inventory can help bring natural resource considerations into the dialogue on policies that are
noi natural resource-specific.

Prepadng a natural resource policy inventory is a five-step process: (1) problem
identification, (2) policy identification, (3) institutional description, (4) policy impact assessment,
and (5) discussion with government officials and setting an agenda for policy refonn and further
research. This differs from the agricultural policy inventory primari?y in the addition of the
prellminary problem identification step. This fIrSt step is not absolutely necessary, but is
recommended to focus the analysts' attention on policies with significant impact, or policies that
affect problems ofparticular interest to the mission. Without a priori identification of problems,

1 For additional information on agric'lltural sector policy inventories, sec Block et aI., 1989 and USAID, 1989.
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TABLE 4.1 Impact Assessment Table from EI Salvador Agricultural Sector Policy Inventory

I I I, II I

I-~ ~ ..

Potic:y Impac:t Assessment
Intervention! .}Iementing

Produc:tion Import Domestic: Export Government
Principal Alternatives Suggested for

Impac:t Sec:tor Purpose Institution
Expenditures CODJUmpti:lQ Revenue Revenue

Explanation of Polic:y Impac:t Ana!yIiJ

MACROL'ONOMIC POUCIES, FISCAL

Level and Revenue Ministry of -1 0 -1 -2 +1 Taxes extrac:ted from the agricultural I. Revise c:offee export tu to

ltnJe:ture of generation F"manc:e system have averaged 1D-l1 ,; of agricultural more oe--rly approximate an income
taxation value added, 90-95'; of the sector'. fiIc:al tax rather than a grou Ia1ea tax.
lagric:ulture c:onttibution originates in the c:offee export

tax, which at c:urrent pric:ea and Clxc:hange 2. ~den the agricultural tax
rates, hal strong negative impac:t on the bue.
profitability of c:offee produc:tion. Dec:liniD&
c:offee output is c:10le1y related to falliDg 3. Improve tax aclminiltmion and
agriculture employment, inc:ome, and c:ollec:tion
C:Ol1SUIl':ption.

Lev,l1 and Provide public: Ministry of -I -I -I ? +1 Central government expenditures on I. AJ c:onditiOQl pmnit, increue
Itrue:ture of goods, F"manc:e agriculture at 6-7'; of total expenditurea, are realleve1J of expenditure.
expeoditurea servic:es, and now low c:ompared with agriculturallec:tOr tax

lagrie:ulture infraltnJe:ture revenues and agriculture'. c:ontribution to 2. Revise intruec:toral alloc:ation of
ODP. Expenditurea favor livestoe:k and expenditures in light of ahort- and
export e:rop•• medium teml national ob~"Ctivea.

MACROECONOMIC POUCIES, MONETARY

Interest rate Regulate Monetary +1 0 +1 +1 +1
regulation! IIJPplyand Board Thego~~ has adopted an interest 1. Implement this pollc:y more
agrie:ulture . demand for rate 1tnJc:ture designed to provide a politive ac:tive1y through more fla..xible and

financial Central Bank real rate of return to avera and fun c:oat frequent interest rate revWODl.
resources; rec:overy on lending operatiol1J agricultural
influence - borrowing rates are only modestly lower than 2. Study interest rate meuurea to
c:olts in other sectora. Through itJ impact on foster the development of long-term

aving., this polic:y ahould enhanc:e financ:ial inveltIIlentl.
inveatment and growth over the medium
term.

Supply of 'iupport Central Bank -2 -1 -1 -2 -2 1. Refinance out!W:ding overdue
c:reditl produc:tion, While effoN have been made to inc:rease IOIDI on extended payment tennl.
agriculture proc:eaaing Commercial - agriculture'. share in totallendiDg, new

and marketing banta c:redit to the agric:ultural leCtor hal fallen 2. Increase volume of new credits
25'; in real tennl ainee 1979. Refinancing to .griculture.

Agric:ultural has grown from 9'; to 33.S'; of total credit
F"lJ1II1ce Bank to the leCtor, while arrearage and debt- 3. Study restructuring of

service obligatiolll c:ominue to accumulate. agrie:ultural credit to provide
Cajasde financ:e for non-traditional crop.,
Credito agricultural proc:easing, and

marketing.

-2 = highly unfavorable, - 1= unfavorable, 0 = neutral, + 1 = favorable, +2 = highly favorable.
I
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the process of policy identification can take on census proportions. For example, to focus the
inventory undertaken in Honduras, the followffig four major areas were dermed:

t

• Sustainable agriculture issues, including land use, soil fertility and pesticide use.

• Production from natural forest issues, including deforestation, reforestation, and
forest management.

• Wildlands and biodiversity issues, including endangered species protection and park
and reseIVe management.

• Watershed management issues, including water use, water quality, and water
management.

An inventory undertaken in Costa Rica included a fIfth problem area, coastal and mruine
management. A priori problem identification can be based on secondary documentation or
informal interviews of key public and private sector participants. Identification ofproblems also
provides a framework for organizing the policy assessment and facilitating the steps that follow.

The second step is the data collection and compilation phase. The analyst identifies the
content and objectives of major policies through an examination of secondary SOUfCP.J and
interviews with government officials and key private sector participants. The analyst should
focus the scope of th( ~ policy search as keenly as possible to policies that have strong potential
for impact on the problem areas. The analyst must look to economic theory, documentation of
other country experiences, and observation of interviewees to suggest po~;sible linkages between
policies and problem areas to help defme the extent of the policy search. See Table 4.2 for an
example of the types of policies examined in a natural resource policy inventory.

The third step, which stems from collection of policy infonnation, is a description ofkey
institutions involved in fonnulation and implementation of policies affecting natural resources.
This description outlines relative roles and responsibilities of relevant government and private
sector institutions. It helps highlight institutional overlap, gaps and capabilities. The range of
institutions involved in the regulation of natural resources also provides some insight into the
nature of the country's overall approach to resource management. For instance, environmental
policy in some countries is often implemented primarily by a single government agency, such
as the EPA in the United States. In many developing countries, however, responsibility for
environmental policy is diffused throughout the government and implemented by different line
ministries.

The fourth step entails a qualitative assessment of policies. In contrast to agricultural
policy inventories, natural resource inventories tend to assess policy more in terms of impact on
problems-deforestation, water pollution-than -npact on ,objectives. As'mentioned above, this
step in the process is not rigorously defmed, but relies on the judgment and skill of the analyst
to select assessment methods and criteria that are appropriate to local conditions. In general,
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TABLE 4.2 Policy Framework for H\induras Natural Resource Policy Inventory

I..

SUSTAINABLE PRODUCTION FROM wn.DLANDS

POUCIES AGRICULTURE NATUlt'.L FORESTS WATERSHED BIODIVERSIIY

MACROI Exchange rale Exchange rale Exchange rale Exclwige rale
MONF.TARY Interest rate Inlerest rate Interest rale Interest rale

Money supply Money supply Money supply Money supply

MACROI Land tax Land tax Land tax Land tax
. FISCAL Income tax Income tax Public expenditure "Public expeoditure

Public expenditure Public expenditure Gov't budget deficit Gov't budget deficit
Gov't budget deficit Gov't budget deficit Water Ule fee Conservation stamp
External debt External debt External debt External debt (debt for natuR)

Stumpage fee Water surclwge Hunting fee1liceme

MACROI Export taxes Export taxes Import tariff and barriers Export quotu
TRADE Import tariff and barriers Import tariff and barriers Export promotion Exportcontrol~lpOCiel

Pricing policies Export controls Export taxes Quality control
Export promotion Pulp, paper import subsidies Non-tradiiionaJ export promotion

SECI'ORAU land lenure framework Land lenure framework Land tenure frL-aework Land tenure framework
REGULATORY Agrarian refonn policies T-,nurial issues in foreatJy (mcluding Wiler law Int'l agreementI governing &ale of

land bank regulations tree ownership, integrait'd FISheries law eodanped lpOCies (e.g., CII'ES)
Price control policies - consum~r management Mangrove Commisaion regr.Jations Decreea creating naIiooaI parks,
Basic grain law (mcentives and areal and tributary areal) Procedures for coutaIland concessions wildlife refuges and biospheres
IUpporta for grain production) Foremy regulations Pollution and waste management FISheries law

Ag. development bank'i structure Role of foreatJy puutatal for Plant protection law
and management policies development in production and

Grain marketing parastatal's - marketing -
structure and functioning Fuelwood policies

DI. •ELOPMENTI Industrial development law Development agency programs Wr '-.' master plan Promotion of tourism
ENVIRONMENTAL Developmentag~y programs Privale sector programs Planning IaWI Pub, recreation

Irrigation, roads, infrastructure Agro-foreatJy Municipailawl Development agency & NGO
Reforestation and forest production Muter road plan programs

Irrigation development Environmental education
- Energy development -

Municipal dev. policies

~
Environmental conflict prevention and
mitigation

Environmental education
Shrimp development
Government decentralization
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though, the assessment should identify and discuss linkages, intentional and unintentional,
between policies identified in .step two and the problems identified in step one. For instance,
land settlement schemes in Central America often require the settler to improve land to receive
legal title. This unintentional linkage between r:lettlement policy and the problems of
deforestation and loss of biodiversity and wildlife habitat should be discussed.

The assessment should also address the important trade-offs between short and long-term
impacts that are inherent in natural resource use and I;.;onservation. For example, concessions
for removing timber from public lands that are granted for a length of time less than one cutting
cycle do not provide any incentive for the resource user to consider management of resources
for sustained long-tenn use. The resulting trade-off between short-term economic benefit and
long-tenn use should be discussed. Similarly, trade-offs among multiple and often conflicting
objectives of policy options (economic growth, welfare, and conser/ation) should be clearly
spelled out. If policy options involve trade-offs among the interests of different groups, these
trade-offs should also be addrefl.sed.

The fifth step is setting priorities for policy refonn,and establishing an agenda for further
research and analysis. ':";.e process of setting priorities for reform relies on the informed
judgment of the analyst and government officials, A.I.D. representatives, and other interested
parties. It requires ranking the problem areas in tenns of relative importance and identifying
whi~h existing policies, if changed, or new policies, ifadopted, would have the greatest impact
on the problems identified. The process also implicitly involves making trade-offs among
multiple objectives.

4.1.3 Advantages and Disadvantages of Policy Inventories

The policy inventory has demonstrated its value in several ways. The flexible nature of
the approach has allowed it to be adapted to different conditions. Policy inventories are also
relatively low in cost, and are uncomplicated in comparison to some of the more data-intensive
approaches to policy analysis. Most importantly, the inventories have been used effectively by
USAID missions as a basis for policy dialogue and as input for project and program design.

Both the agricultual and the natural resource policy inventories have some limitations.
Because they are essentially 4llalytical techniques that are a framework for organizing thought,
methods for specifying the scope of the policy search, assessing the impact, and setting priorities .
for policy refonn and further research are not rigoro,usly defmed. I Hypothesized causal
relationships between policies and outcomes are not tested statistically, but are supported
primarily by simple observation and case examples. Every effort is made to ensure that the data
that are collected are accurate and unbiased, but no effort is made to instill statistical rigor.
Hence, the technique relies predominantly on the capability and judgment of the analyst. As
such, it is vulnerable to subjective assessments and analyst bias.

Similarly, the framework, lacking statistical underpinnings, does not have the predictive
capacity of sophisticated statistical models. The analyst can use the qualitative assessments of
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policy impacts as a basis for discussing potential results of changes in policy, but the policy
inventory does not provide any guidance for making concrete, quantified predictions of outcomes
in policy changes.

The policy inventory is also a snapshot of policies at a single date and time. As policies,
institutional arrangements and other factors change, an inventory inevitably becomes obsolete.
nle window of time in which the inventory is useful to the policy development process varies
entirely with the frequency of changes in policies, institutions, and the general economy.

I

4.2 Rapid Reconnaissance: A Diagnostic Tool for Subsector and Industry Analysis

Rapid reconnaissance surveys (RR) or rapid appraisal (RA) refer to a mixture of formal
and informal methods of inquiry. 1 The defming characteristics of RR are:

• RR is carried out in less than three months, from study inception to completion of a
fmal draft report.

• RR is usually multi-disciplirJ9.ry and typically led by an economist, agricultural
economist, or agribusiness specialist.

• RR focuses on a particular commodity subsystem or 2-3 related commodity
subsystems, or a particular agro-industry.

• RR combmes the skills of both senior analysts and junior analysts, for whom RR
constitutes a form of on-the-job training.

Rapid recorullaissance is not an agricultural research method as such. Rather, it is a
diagnostic tool for identifying problems and ex:amining constraintS facing agricultural
commodity subsystems and participants in those subsystems. RR can help to defme
constraints and Ylisues more shmply, identify testable hypot~eses about farmer or tradf..;f behavior,
and diagnose constraints to better perfonnance. RR can be especially well-suited to ~nvestigating

agricultural commodity subsystems about which little is known or for which secondary data are
notoriously unreliable.

The theoretical underpinning of rapid reconnaissance studies is the structure,
conduct, ~rformance(SCP) paradigm ofindustrial organization theory. The SCP paradigm
has been adapted to examine vertically organized subsystems in addition to horizontally
organized industries by :l.iarion and others (see Marion, 1976 and 1986). An im[.~.:mnt

underlying concept of the scr framework is that the way in which an indusl.ry or subsystem is
organized has a profound effect on how participants in the industry or subsystem behave and in
tum perfonn as an industry and subsystem.

I Rapid reconnaissance &,',:"" " from West Africa concerning nlmhlant Iivestoc' )roduction and on vegetable seed
productic..n in Nepal are di8CU8l..:~ ;,.. greater detail in Appendix C.
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Rapid reconnaissance is a m;eflll micro-level complement to more broadly gauged
agricultural policy studies. RR can serve as a reality check on government pronouncements
and perceptions of the organization and operation of agticultural commodity subsys,tems, the
effectiveness and impacts of policy refonn, and the views of government officials concerning
subsystem constmints, which are often quite different from those of private agents operating in
these subsystems. RR can be effectively employed to do the following:

• Learn quickly the key problems or constraints facing different participants in a
commodity subsystem. It is recommended that RR precede the design of fonnal
surveys in order to better focus these surveys on critical research questions.

• Up&te the fmdings of an earlier fonnal surveyor set of fonnal surveys to detennine
if C·"" ,ditions and constraints have changed. Jntensive, in-depth infonnal interviews
car oe used to generate valuable quantitative information on commodity prices at
ditferent transaction levels (lann, wholesale, retail, export/import), marketing costs
and margins, processed throughput and processing costs, transport costs, and
commodity flows during a particular, well-defmed period.

• Monitor and evaluate the progress and impacts of agricu~tural policy reform
programs. Again, RR can inform in a u~eful'way the design of fonnal monitoring
and evaluation surveys.

• Provide a crosscheck of the validity and reliability of ongoing fonnal data collection
(at the fann, finn or market level).

Rapid appraisal techniques were devised in large part as a reaction against fonnal
surveys in develnping countries. Recent advances in designing, implementing, and processing
fonnal surveys by IFPRI and U.S. universities such as Michigan State University have greatly
improved the state of the art in fonnal survey research. I Micro-computer technology and well­
designed statistical software, such as SPSS/PC+, have helped to speed up survey data entry,
verification, processing, and analysis. Neverthelesfi, as Chambers (1981) and many others have
argued, fonnal surveys are often poorly conceived (all too often with little input from
prospective respondents), poorly designed, difficult to implement effectively, and often generate
~ia which are never analyzed or only }V'A1ially analyzed. Fonnal surveys typicallS torce
analysts to become logistics coordinators and managers, leaving little or no time for prviJing,
thoughtful interviews. In many fonnal survey programs, it is difficult to change the focus of
the re~h on the basis of what researchers learn as they do the research. On the other hand,
fonnal surveys are really the only effective way to gather reliable data op. flow variables, such
as income, transactions, labor use, and trader product flows, given that many households and
firms in developing countries do not record transactions and income, and that accurate recall 's
limited to one month or less in most cases.

I For IFPRI, see Tatian, 1992 and for MSU refer to Crawford et aI., 1988.
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Rapid reconnaissance surveys engage analysts In tbe r~earcb proOO8.... In a way tbat
Is rarely possible In fonnal survey ffSearcb. RR allows senior analysts to probe during
interviews with fanners, tradel1J, consumers and processors, eliciting tlteir (unprompted)
responses and perceptions of key issues and problems. I Informants can also help to shape the
policy agenda by identifying gaps or weaknesses in public sector performance and ways in which
public policies, regulations and institutions could better support private sector activities. Probing
interviews also allow for questions about the rate and direction of change, eml'lrging strategic
considerations, and uncertainties faced by private agents that constrain investment.

The key techniques of information-gathering and ~nalysis in RR 'are:

• Direct observation of agricultural production, marketing and processing practices.

• Structured informal interviews, conducted by analysts and not by enumerators.

• Analysis of available secondary data.

• Review of fmu records, where accessible and available.

A fundamental premise underlying RR is that valuable information, sufficient for ml'iIly
purposes, can be gathered by analysts interviewing small numbers of key inf\)rmants. The
analyst maintains control over the research process in RR, while formal surveys are potentially
rife with non-sampling errors.2 Furthermore, the more costly that the possible negative
consequences of a policy decision are, the more likely that decision makers will wish to invest
in a fonnal survey. In all types of field research in developing countries, analysts need to weigh
th!3 costs and beuefits of obtaining greater precision through larger and more complex f\)nnal
surveys.

Some of the weaknesses of RR are:

• Potential (selection) bias in choice of infonnants, production and markeLlg sites, and
period of observation.

I It is noteworthy that the Policy Analysis Matrix (PAM), discussed below, relies on structured informal interview
guidelines, rather than formal questionnaires, to generate primary data. PAM researchers and research assistants carry
out in-depth, individual interviewers with purposive samples of farmers, traders, processors and tllillSpOrters in order
to generate data for use in enterprise budgets, which form the bw;e of PAM analysis.

2 Common examples ofnOJsampling errors are fuzzy definition of important concept!ll or variables about which data
are being collected, missing observations for important variables: hard-to-explain outliers which cannot be verified,
inaccurate translation from a local language to the lingua franca used by the intea'Viewer and to record the response,
misr-'Cording of bformation obtained in interviews, enumerator and respondent fatigue leading to response and recording
errors, and key-punching errors at the point of data entry.

89



II

• Small samples, chosen non-randomly, which limit what one c~n say about a broader
population.

• Potentially high opportunity cost of using expatriate analysts or scarce, high-cost local
analysts.

RR Preparation and Implementation. The more advance preparation that goes into
the design of a RR survey, the more likely RR is to be effective. Several team meetings are
recommended, and analysis of available secondary data should, ifpossible, precede RR. Ideally,
one or two key commodities are the focus of investigation. Geogl'2lphic coverage is best limited
to important, representative production zones and consumption centers. Several teams of 2-3
analysts each cover different subzones to maximize coverage and the number of interviews.
After several days to a week of field work, the teams are advised to meet and discuss
preliminary findings, hypotheses, and areas for further investigation. By developing outlines at
the beginning of RR, field work is focused and drafting of a report at the end of the field work
is facilitated. RR findings should be written up in country and presented to the study sponsor
for preliminary feedback. Finalization and polishing of the report can take place later and, if
expatrlatei. participate, out of the country.1

RR field work can be a valuable training opportunity for junior analysts to work with
senior analysts, whether local or expatriate, from whom a lot can be learned in a short period
about food system organization, operation, and perfonnance. Intensive interviewing and
observation, characteristic of RR, can help to shatter misconceptions that many public sector
Malysts have of private sector actors. Indeed these interviews can give government analysts a
new appreciation of the constraints and uncertainties that private agro-entrepreneurs face in most
developing countries.

In Niger, analysts of the Agricultural Marketing Improvement Strategies (AMIS) Project
carried out policy-oriented RR surveys of several exportables, including cowpeas, onions, hides
and skins, livestock, and vegetables/garden CropS. 2 With the exception of livestock, all of these
subsystems have been under-researched, and there is little reliable secondary data. All six of
the studies generated useful diagnostic infonnation and fed into the policy refonn process.
Unlike many rapid appraisals, the Niger studies were followed up, with a lag of one to three
years, with focuSl~ updates and national workshops attended by representati-·~!; of the public and
private SectOr-d. The workshop participants commented on key study fmdings, and a
representative committee fonnulated an action agenda with the help of an AMIS workshop
leader.

I For a detailed discwsion of how to conduct RR studies, see Holtzman, 1986.

2Rassas 6, aI., 1989; Lev and Jadbois, 1988; 0u6draogo, 1991; Mooney et al., 1990; Kulibaba, 1991; and
NicholsoD and Statbacoa, 1992.
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4.3 Budgeting Methods

Enterprise cost and return studies, often referred to as enterprise "budgets," have long
been used in policy analysis. When they seek to intervene in commodity markets, governments
typicaUy begin by carrying out cost and return studies, which they then use as an input into the
determination of output procurement prices and input taxes and subsidies. Such crop budgets
(lrdinarily include physical input-output data and are found in lIlany developing country
ministries of agriculture or agricultural lending institutions. The private profits computed from
these data help fonn the government's judgment about the adequacy of grower incentives needed
t;> achieve food security, income distributi('n goals, and desired levels of foreign exchange
earnings.

Policy anal~'sts working on efficiency issues may also use data drawn from budget studies
by computing costs and returns at social prices. I For example, the most frequently calculated
measure, the "nominal protection coefficient" (NPC), describes the ratio of gross revenues at
domestic and international prices. (A similar measure may be calculated for divergences
between private and social input costs). The NPC provides an indication of the transfer of
resources between producers and the rest of the economy as a result of tues, subsidies, and
exchange mte manipulations; a value less than one indicates that producers are being explicitly
or implicitly taxed. Calculation of an NPC is an important fmt step in assessing the degree of
market distortion for a specific commodity.

A somewhat more comprehensive calculation, the "effective protection coefficient"
(EPC)~ recognizes that taxes (subsidies) on outputs might be offset or compounded by subsidies
(taxes) on inputs. The EPC is therefore calculated as the ratio of value-added at private prices
to value-added at social prices and captures the sum of all interventions due to distortions in
tradable commodity markets.

The DRC or "domestic resource cost" coefficient is a populat efficien.cy measure also
based on crop budgets. DRCs are defmed as the ratio of domestic resou~ cost to value-added
when both numerator and denominator are valued at their opportunity cost. A DRC less than
one indicates that a country can obtain value~added in a commodity at less than its cost in
domestic resources and hence has a comparative advantage in its prodJJction.

4.3.1 The Policy Analysis Matl'ix

Although the coefficients described above meet the criteria of computational simplicity
and minimal data requirements, they present a piece-meal picture of the extent of government
policy intervention and lack intuitive expository appeal. An improved format for presenting
budgeta.)' data, proposed by Manke and Pearson, has been dubbed the "policy analysis matrix"

I For a detailed description of how budget-based measurt i; -;~I)tection and comparative advantage should be
caIcullW'ld, see Tsakok. 1990.
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or PAM. 1 The fonnat of the PAM is shown in Box 4.1. Budget calculations based on physical
input-output data and private prices are presented in the top row. Gross revenues and variable
costs (e.g. t fertilizers, seeds) are obtained by multiplying physical input-output coefficients per

. unit of land or water times private prices. Factor costs (labor, capital) are obtained by making
similar computations.

BOX 4.1 The Policy Analysis Matrix

Revenues Costs

Tradable InP~lts Domet.lic
Factors

Profits

Private prices

Social prices

Divergence

Private profits:

Social profits:

Output transfers:

Input transfers:

Factor transfers:

Net transfers:

D=A-B-C

H=B-F-G

1= A-B

J = B-F

K = C-G

L=I-J-K

NPC = AlE

BPC = (A-B)/(B-F)

DRC = G/(E-F)

The second row reflects the same physical data used in the private profits calculations,
but computations are done using internationalprices for tmdables and opportunity costs ("shadow
prices") for domestic resources. In PAM studies, the latter are usually obtained by adjusting
domestic prices of factors for obseIVed imperfections in factor markets such as extensive
unemployment or capital rationing.

The analysis of the matrix focuses on two accounting identities: the first (;.~fmes private
and social profitability as noted above; the second measures divergences that are interpreted as

I Eric Monke and Scott Pea..rsoD, 1989.
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either policy effects or market failures. Private and social profits, shown by D and H in the
right hand column, are calculated by subtracting costs from revenues for each row. The
calculation of private profitability provides infonnation on incentives to producers and on the
competitiveness of commodity systems at actual market prices. The same computations using
social prices provide infonnation on comparative advantage. I

Policy effects and market failures, shown in the bottom row, are the difference between
private and social values of outputs, inputs, and resources. These divergences provide insights
into the extent of policy interventions such as taxes, subsidies, trade restrictions and exchange
rate distortions. They also point to imperfections in the functioning of commodity and factor
markets. The sum of the policy effects constitutes net transfers for a particular crop.2

As Box 4.1 makes clear, the actual data required to compute PAMs do not differ from
the data needed to compute older measures such as private,costs ofproduction, NPCs, EPCs and
DRCs. However, arranging the infonnation in the fonn of a matrix has several important
benefits. First, it pulls together all aspects of the budget-based approach in a coherent fonn
rather than pre~enting them in the fonn of a seemingly unconnected table of ratios. Secondly,
the analogy between private profits, a historical focal point of policy makers, and social profit
as a measure of comparative advantage, has immediate intuitive appeal to policy makers
unaccustomed to considering efficiency in their decisions.

The disaggregation of divergences that make up the bottom row of the PAM is also
helpful to policy makers in assessing the difficulty of implementing the refonns that would be
needed to insure efficient resource use. The institutional problem of correcting a divergence due
to an intervention in a single commodity output market, for example, is generally an order of
magnitude ~maller than mobilizing the investments tbat would be needed to correct divergences
rooted in fundamental imperfections in the land, labor and capital markets. Removing tariffs
on a commodity requires only a government directive. Improving the functioning of a labor
market, however, may involve complex investments in infrastructure that facilitates the flow of
people and infonnation in the economy. Assessment of these implementation issues may
ultimately play a decisive role in detennining what changes are feasible in an existing policy
regime.

4.3.2 PAMs and Environmental Policy

In recent years, the traditional agenda on agricultural policy has been extended to include
considerations of environmental and natural resource policy. Efforts to include these wider

I A positive social prilfit means that costs are less than value-added when all estimates are valued at their op~rtunity
cost to the economy, i.e., the DRC is less than 1. .

': Net transfers are also reflected in the difference betwocn private and social profits for the commodity system.
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concerns within a PAM-type framework are in their infancy. 1 However, the same timeliness
and data considerations that prompt the use of budget-based approaches in analyzing traditional
agricultural policy are also in effect when decision makers seek to broaden their policy concerns.

Several approaches to incorporating environmentalConsiderations such as "sustainability"
have been proposed. One possibility would be simply to incorporate externalities and
unrecognized user costs directly into the framework of the PAM by adjusting the social costs
of domestic resources. For example, if land degradation were occurring as a result of, say,
overgrazing, the long-term decline in the land's productivity could be included as part of the
opportunity cost of land. Land would "cost" more socially than it does privately if foregone
future production were also included as a cost or if the negative effects of erosion on other
production systems were accounted for.

In most environmental policy situations, however, it is desirable to make explicit the
interaction between physical systems that gives rise to negative production l~xterna1ities.

Developing such information provides an impetus for the creation of new input-output systems
that eliminate negative interactions, or at least reduce them to some "acceptable" levr.l. For
example, ifpesticides applied to rice are adversely affecting fishing communities downstream,
budgets for alternative rice farming systems are needed in order to ascertain the "cost of
compliance" to various standards at both private and social prices.2

The construction of s~'stems whose physical characteristics mmmuze negative
externalities leads to a ~nd PAM, one which again contains budgets, based on private and
social prices. Comparison of the current vractice budgets with the budgets of sustainable
systems simultaneously provides comparative evidence on (a) social distortions due to economic
policies, and (b) social disrortions due to physical externalities. This juxtaposition of "with" and
"without" PAMs reflecting conserving and non-conserving production environments leads
naturally to a combined PAM/cost-benefit analysis in which returns to investments and
regulations Me assessed at both private and social prices.3

Alternative production systems, i.e., systr.ms that limit externalities to some acceptable
level, are obviously difficult to discern. But it is sometimes possible to identify sustainable
practices bein.g carried out by unique producers whose approach encompasses strong
conservation objectives. Experiment stations or specialized research centers may also have
evidence on alternative ways of carrying out sustainable agricultural activities. In virtually every
case, however, attempting to incorporate resource and environmental considerations in a

I For an early effort in this direction, .et'l Cory and Monke, 1991.

2 Replacing ltandards with budgets that reflected the impact ofalternative levels ofpollution on the fishing community
would be even more desir.lble in reaching decisions about pesticide regulation, but these rn>es of :!.~ are extremely
difficult to \lbtain. t

'See Pagiola, 1991.
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budgeting framework will require new approaches to policy analysis that explicitly incorporate
the assistance of physical scientists from various agricultural disciplines.

The limitations of the PAM approach are the limitations of all single commodity
budgeting approaches:

• When looked at from a multi-commodity fanning systems point of view, unit-based
budgets standardized on one hectare of land or one cubic meter of water do not
contain infonnation about the competition for fIXed resources at the fann or sector
level. They are, in a sense, one-constraint models in which the optimal use of land
would dictate planting the entire area to the single most profitable commodity. As
a result, it is difficult for policy analysts to respond to questions about the magnitude
of the changes that national policy refonns would produce, except to refer to regions
that would go in or out of production.

• In the PAM framework, demand considerations are not taken into account. Hence
it contains no mechanism for including the impact of price reforms on the size of
such important trade-related variables as exports and imports, foreign exchange
earnings, and budget savings.

Despite the limitations of all budgeting approaches, however, they continue to be
important because their strengths speak directly to the constraints on policy analysts noted in the
introduction. They are simple to implement and understand, they minimize data requirements,
and they can be carried out in a timely way with modest investments in computer hardware and
software. The insights they provide about the direction that policy refonns must take if
governments are to improve efficiency is often the single most critical piece of infonnation in
reaching a policy deci~ion.

4.4 Market Level Methods

Traditional market level methods utilizing supply and demand curves also have a long
history as tools for analyzing agricultural policy. Analytically, they improve on the budgeting
methods described earlier by (1) incorporating the demand effects of p'rice changes, and (2)
providing a mechanism for including the impact of prices'on the marginal production decisions
of producers. These richer adjustment possibilities lead, in tum, to the ability to investigate the
effects of refonns on international trade, government budgets and, in general, on the relative
welfare of producers and consumers.

The ability to draw such sweeping conclusions comes, of course, from the price and
quantity infonnation contained in supply and demand elasticities. Estimating these elasticities
for market-level models has become, as one analyst put it, a "cottage industry" and summaries

95



of work done over the past several decades are available in a number of publications. I

Although there are often disconcerting differences in estimates for the same commodity in the
same country depending upon the time period and estimation technique used, careful evaluation
of the original studies from which the elasticities were drawn can avoid many of the obvious
difficulties. Particular care should be exercised in ascert&ning the time period from which the
data were drawn. Estimates made for periods when traditional agriculture was relatively stable
may be inherently misleading in projecting the im;>act of policy reforms on developing country
agricultural sectors that are currently undergoing profound structural and technological change.

Regional concerns are also difficult to address adequately in most market-level models.
Often, the disaggregated data needed to compute regional supply responses simply do not exist.
Consequently, policy makers, ever alert to the distributional impact ofpolicies on the areas they
represent, are frustrated to fmd that market-level models give them little insight into the regional
effects of national commodity policies.

Most single-commodity, market-level analyses focus on the effects of divergences
between private and social prices on the output side. The original estimation of the supply
schedule is, of course, based only on private responses to domestic prices. It is the analyst who
then interprets certain of these price levels as export or import parity (social) prices.

Policy intetventions in the input markets, however, are more difficult to incorporate.
Subsidized input prices, for example, produce a downward shift in the supply cutve. In most
studies, however, the level of aggregation is such that it is difficult tq isolate the effects of
subsidies on particular items such as fertilizer and pesticides. Proper inclusion of the effects of
input and factor price distortions requires the further specification of markets for these
components of the production process and a description of how they are linked quantitatively to
the supply function of the commodity being studied. Most analysts using market level
approaches to commodity policies have neither the time nor the data to go this far.

Reference to the need for incorporating input markets raises the more general question
of how far analysts need to go beyond a simp!y single-commodity analysis to dmw useful
conclusions for decision makers? A multi-market framework becomes irnPOltant when at least
some significant cross-price elasticities between commodities have been identified.:: The
presence of such effects leads to feedbacks from policy reforms in a single market to other
commodities and, in the presence of goods whose prices are determined domestically (non­
tradables), back to the commodity in which the original intetvention was carried out.

I AJkari and Cummings, 1976 aDd Tsakok, 1990. The use and abuse of econometric techniques for elasticity
estimation is beyond the scope of this review. The reader is referred to such standard tex~ as Chambers, 1988.

2 Multi-market modeling that uses simple spreadsheet models can be found in Braverman, Hammer, and Gron, 1987.
Work on multi-market models has been summarized by Pagiola, 1993.
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To the extent that commodity prices in the economy are detennined by international
markets or by policy choices, feedback mechanisms will not reach beyond the fust round, i.e.,
beyond the impact of refonns in one market on quantities for a competing or complementary
good. Such models can be fonnulated and solved with a simple spreadsheet calculation because
prices are assumed to be exogenous; trade is the equilibriating variable. However, should non­
traded commodity markets be significant, the analyst will need to obtain the solution to a system
of simultaneous equations for the required answers. Moving away from the assumption that
prices are either constrained by international markets or determined by policy choices
substantially increases the level of computational skilled required to determine the outcome of
policy refonns.

Market-level analysis can also provide a conceptual framework for examining resource
and environmental and resource issues. 1 Figure 4.1 suggests thilt conceptually, a commodity
supply curve would shift up in response to the removal of input subsidies. It would shift up
even further if the costs of negative production externalities were included as well. Optimal
social production is less than optimal private production, both because economic policies have
distorted profitability, and because the lack ofpublic regulation has pennitted producers to avoid
paying the true social costs of the resources they are using.

In this framework, data are again the obvious stumbling block. If it is not possible to
know how much the supply curve estimated at private prices should be shifted up to account for
distortions in the prices of inputs, it is obviously even more difficult to determine what its proper
position would be if significant negative externalities of productiorl existed. Nevertheless, the
entire apparatus is useful in that it directs attention to the possibility of showing rigorously what
the magnjtude of the tax on producers should be in order for socially optimal amounts of the
commodity to be produced.

4.5 Optimization Methods (Agricultural Sector Models)

The use of optimization methods such as linear and non-linear programming in
agricultural sector models can be viewed as a response to (1) the inability of budgeting tools to
incorporate multiple fixed factor constraints and therefore to develop estimates of supply
response, and (2) the concern about the realism of the econometric estimates of supply response
given the data available in most developing countries. '

Optimization methods, especially at the sector level, provide answers to both of the
questions raised above.2 Using micro-ievel data and the assumption that fanners are profit
maximizers, they provide a means by which supply response can be incorporated into the
analysis of reforms, including the effects on supply of removing input subsidies. Adding

I For theory and computf'lr exercises on the use ofa market level approach to environmental policy, see Josling, 1992.

2 For a definitive discussion of the development '''"1d interpretation of agricultural sector models, see Hazell and
Norton, 1986.
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FIGURE 4.1 Private and Social Marginal Cost Curves
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demand functions and using the t~hnique of producer-consumer surplus maximization makes
it possible to endogenize prices, simulate a competitive equilibrium, and explore the regional
impact of commodity policies. Such models also offer sophisticated opportunities to investigate
the effects of policies on "sustainable" technologies and on such environmentally sensitive areas
as so~ erosion, water quality, and overgrazing.

Unfortunately, to obtain useful results, optimization methods require substantial technical
skills and the time to refme and organize significant amounts of highly disaggregated data. They
are thus rarely available to answer the day-ta-day questions that arise in ministries and agencies,
and are primarily a tool used by researchers on government policy. In principle, once
developed, these research models would be relatively easy to transfer and to maintain by
agenci{ , concerned with the sector-wide implications of policy. In practice, this has rarely
happened, and most models have ended up collecting dust once the impetus provided by outside
consultants is gone.

Full-blown sector models are not for the faint-bearted. It is I not, as is sometimes
thought, a matter of requiring more farm level data than would be needed for a country-wide
PAM-type budgeting exercise. The two are very similar in their data requirements. However,
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in a budgeting framework, the analysis can be broken down into a series of individual
commodity budgets. The sector model's utility, on the other hand, is based on organizing
information for the entire sector into a single consistent framework. The additional theoretical
and computer skills required to analyze the data in this more sophisticated form are fonnidable
and unlikely to be found in most host country agencies.

4.6 Computable General Equilibrium (CGE) Models

The desire to incolpOrate general equilibrium effects formally in policy analysis stems
from a concern that the indirect effects ofpolicy interventions may be significant. For example,
in Asian countries where rice forms a large part of the consumption basket, trade liberalization
in the agricultuml sector may have important effects on such aggregate variables as consumption
and capital formation. 1 It may also have significant distributional consequences that can only
be captured by disaggregating household types in a social accounting matrix (SAM) that forms
the core of CGE models. Single commodity budgeting or market level models obviously do not
have the links between production, factor markets, and household incomes that a CGB modeling
framework incolpOrates, and hence the appropriate comparisons cannot be made.

Like the agricultural sector models that are often based on existing budget data, the
majority of the data on which CGE models are based are estimates available from national
accounts or inter-industry tables. But the sources of data are usually more diffuse and major
efforts may be required to develop a coherent set of numbers that are intemally consistent.
Developing the matrix of technical coefficients is often less an exercise in data collection than
an exercise in judgment about how to best disaggregate or aggregate data that have been
collected for other pUlpOses.

The entire exercise of constructing and manipulating a CGE model requires a level of
economic and computer expertise that is well beyond what is found in most planning
organizations. Programmers at the World Bank who produced the optimization package GAMS
(General Algebraic Modeling System) also sought to lessen the burden of constructing a CGE
model with a software package called HERCULES that acts as a solver for CGB models.
However, the use of the so-called "TV" or transaction value framework, while permitting users
who are relatively unfamiliar with the construction and solution of CGB models to engage in
CGB modeling, uses solution techniques that are not very robust when activity levels approach
zero. Hence, care must be exercised to insure that activities are aggregated to a level where
such a result is unlikely to occur. I

Perhaps a more telling criticism of CGB modeling for policy purposes is the finding by
a number of researchers that, when substantial adjustment is pennitted in commodity and factor
markets at a highly aggregate level, the effects of alternative policy scenarios on a static model
are quite negligible. Longer ron effects of distorted trade regimes on investment and the

I See Gupay and Gotsch, 1992.

99



development of technology seem to be much more important. These are ordinarily not captured
in the current crop of CGB models. Under these circumstances, it is not surprising that CGE
models seem safely ensconced in the camp of researchers on policy rather than as a source of
immediate policy advice.

4.7 Polley Analysis Training

Rising concern about the very limited capacity for carrying out economic policy analysis
in many developing countries has focused attention on \the role and feasibility of remedial
training. Policy refonns and policy management have played an important role in those
developing countries that have experienced rapid economic growth. For those countries that
have been less successful, the lack of effective policy analysis has become evident as economic
difficulties have increased and as donors have turned to policy conditionality to leverage their
financial assistance.

Although still insufficient, substantial funds have been directed toward training of young
economists at the bachelor's, master's, and Ph.D levels. Unfortunately the applied policy
analysis offerings in many university economics curricula, even at the gradu~.te level, are not
particularly strong. The emphasis of policy analysis training is on F..COnomic theory,
econometrics, and research skills. Policy problem identification and thr; application of core
economic concepts to common policy issues is not stressed. Consequently, young economists
who return to their countries as policy analysts are often poorly prepared.

In addition to the problems of individual capacity, there are important institutional
weaknesses that constrain policy analysis capacity. Economics policy units are often appended
to rather than integrated into ministries and departments. Unit leaders may lack civil service
seniority, and personnel management is often fragmented. The inevi~ble reactive or "frre­
fighting" role of policy units is a difficult one for junior economists who lack "quick and dirty"
analysis skills, thus reinforcing the lack of confidence of senior policy managers. In tum these
managers often lack organizational skills, resulting in poor work programming, undelegated
responsibility, and poor staff accountability. "File pushing" rather than policy analysis may
characterize the regular work of these economists. In this environment, short-tenn policy
analysis training can play an important role in improving capacity.

4.7.1 Training Objectives

Choosing appropriate training programs depends on training objectives. Most training
programs are designed to meet a range of objectives, but the range and emphasis varies
substantially. For example, some programs place their focus on "issue awareness." These
programs are more appropriate for senior policy makers who are available for only short time
periods. The emphasis is on introducing new policy issues or new approaches to old issues.
One important goal of these programs is to improve the content and quality of dialogue between
government officials and donor agencies. Such training programs may work best if they provide
opportunities for the exchange of ideas among participants and between participants and staff.
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Ultimately, however, a real improvement in policy discussions must be based on an analytical
understanding of issues, which may go beyond the limits of short, policy awareness type
programs.

Issue identification and policy design are based on "analytical frameworks" that take a
problem and translate it into cause and effect relationships. Using and understanding these
frameworks is critical to good policy analysis. It introduces coherence and flexibility into policy
analysis and discussions. It enables policy makers and analysts to transcend a rote understanding
of issues and unthinking application of technical skills. In economics these analytical
frameworks can become very abstract and cast in excessively mathematical fonn. An intuitive
understanding of the core concepts behind most policy analysis and prescription can be gained
without resort to this level of sophistication, however. Short-teon training programs that aim
at this level of understanding are potentially of high value.

Technical skill development is an important objective of short-teon training. Some
programs aim at enhancing research skills, which may be most appropriate for in-service training
of university researchers or those in more sophisticated policy analysis units where real research
is undertaken. By and large, however, short-teon traiiting aims to improve the on-the-job
analytical skills of economists who work with limited data and where results and
recommendations must be produced quickly.

Another important objective of short-tenn training is to improve the management of
policy analysis units. This is an area where the tretining pay-off is likely to be high but the
training opportunities are very limited. Topics such as establishing an analytic agenda,
structuring a work program, integrating a regular schedule of outputs (e.g., reports and updates)
with reactive "fire-fighting," staff reward and accountability, data base management, and
microcomputer use are just. some of the topics that should be covered by programs in this area.

Finally, short-teon training may be aimed at training trainers. This may be an especially
important objective where in-country training programs are planned. It is important that those
eannarked for such training possess strong analytical skills, some experience in policy analysis,
and a substantial interest in policy issues. It is not possible for short-teon programs to take
individuals without these pre-requisites and bring them 'up to an appropriate standard. The main
objective of training in tUs area is to help with curriculum development and teaching approaches
ami skills. In bOth of tilese areas, the requirements for designing and leading effective in-service
training programs may be quite different from those employed in the tyP,ical university lecture
course. '

An effort to improve the clarity of the objectives of both prospective participants and
training programs should result in more effective placement. In addition, training funds
available for a particular country, sector, or even project will be more productive if they are
managed as a portfolio aimed at accomplishing the various objectives mentioned above.
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4.7.2 Appropriate Level of Sophistication

The teehnicallevel of policy analysis displayed in academic journals is very high. This
sophistication reflects the tnJe complexity of many policy issues, yet moving from a basic
analysis to one of great complexity may yield little marginal gain in reliable policy guidance or
understanding. Moreover, the training and capacity of most economists in developing countries
or the time and data constraints of the policy analyst's environment often'preclude effective use
of sophisticated tools. Ironically a "quick and dirty" tool kit used by policy advisors is not
accessible to young economists. It is not taught in universities, and apprenticeships are not
easily available. Short-tenn training programs can help bridge this gap.

Although there is an appropriate role for microcomputers in policy analysis and in
training, there is also a role for pencils and ~lph paper. In skill development training, it is
particularly important to carry out an hones: assessment of participant skills. Too often,
economists with master's degrees can differentiate equations and state the axioms associated with
regression analysis, but they cannot deflate data, understand the difference between a real and
nominal price index, or calculate growth rates. Similarly, they may know the keystrokes
required. to run a regression line using Lotus 1-2-3, but have difficulty identifying the key
variables most likely to be involved in a policy issue or drawing the expected relationship and
eXPeCted functional fonn on graph paper.

A critical issue in policy analysis is the role of economics optimization analysis. In this
approach the analyst must specify the policy maker's objectives in strict mathematical fonn.
Aside from the issue of presupposing the appropriate weights on competing objectives, this
approach to analysis involves high mathematical sophistialtion. An alternative approach is to
analyze the impact of altemativ~policy packages on a se~ of unweighted' objectives. Although
some judgement about preferred packages is possible, this approach allows policy makers,
individually and in groups, to reach decisions based on improved knowledge about possible
implications. A further advantage is that this philosophy of policy analysis can be carried out
with less sophisticated tools.

"Multi-market" analysis and the use of a policy analysis matrix lend themselves to this
approach. Even in these cases, however, there are a range of application techniques, from
simple to quite sophisticated. It is important for training programs to make a reasonable
accommodation between the limited skills that participants bring with them and the minimum
sophistication required to get useful results.

Training programs which stress issue awareness and understanding of analytical
frameworks also face the issue of technical sophistication. If, for example, an intuitive grasp
of the economics behind pricing policy and border price concepts is an objective, working with
microcomputer based simulations ofpolicy choices and impacts that are driven by a mule-market
"black box" can be effective. There is no need for participants to understand the formal
relationships in the model which drives the simulation. By comparing the results of various
scenarios, participants become sensitized to the policy trade-offs involved. In addition, trainers
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can use the same exercise to help participants reconstruct key features of the multi-market
model. An alternative approach, requiring time and more technical skill but not necessarily
more policy content, is to train participants to build and then use a multi-market model.

4.7.3 Active VB. Passive Learning

It is tempting to structure in-service training programs in the mode of typical university
courses, with a heavy emphasis on lectures and reading. While these are important dimensions
of any training program, it is important to recognize their limitations. Many participants do not
come from a strong reading tradition and, consequently, are slow readers. Course strategies
which expect participants to devour ambitious reading lists are probably unrealistic. Lectures,
if well organiU(J and presented, are effective but generally reqcire reinforcement from other
teaching techniques. Unlike university courses where time and scheduling of other unrelated
courses limit the range of techniques which can be employed in the classroom, a short-teon
executive workshop has great potential.

Active, leaming-by-doing approaches are powerful techniques for teaching policy
analysis. In many cases policy analysis exercises that are integrated with and reinforce the
lecture material are more effective than backup reading. Experience shows that participants tf'nd
to take these assignments seriously. Working in, very small groups and working with data from
real countries, preferably the participants', is an effective incentive, as is regular de-briefmg in
groups working with faculty members. Case teaching of specific country policy experience is
an excellent change-of-paC'.e from the lecture mode and encourages participants to approach
policy issues from a management and problem-solving perspective, rather than the mechanical
application of economic policy models.

In a similar vein, technical skills can be taught in a problem solving enviromnent where
negotiation and agreeing on policy ir.terventions rather than getting the correct answer are
emphasized. For example, in the area of food security analysis there are a range of skills that
economists must learn, such as how, to use food balance sheets, intetpret crop predictions,
estimate demand, and project prices in world markets and at home. Exercises can facilitate
learning these skills, but moving from these skills and the numbers they produce to a policy
decision about the level and use of food assistance, for e.uunple, is a jump from black and white
to gray. It is important for policy economists, especially those with a strong bent toward
optimization techniques, to recognize that policy analysis does not necessarily produce the
"right" numoor. Economists using the same skills and developing the S3fIle numbers can reacit
opposing conclusions regarding appropriate policy directions. These situations can be simulated
in two-stage assignments, where two or more small groups work on the same data independently
and then come together to work out a policy decision. In such environments, the groups can
explore how much of their differences are due to calculation error or diff' :rent techniques applied
to the same data, and how much is due to a difference of opinion about acceptable tradeoffs.
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4.7.4 Microcomputers and Policy Analysis Training

Microcomputers can play an important and many faceted role in policy amdysis training.
The expectation of learning new skills involving micro-computers is an important incentive for
moat participants. Generally, learning comes quickly, and the satisfaction evolving from this
carries over into a positive attitude toward the other aspects of training. It does not always tum
out this way, however. Microcomputer training can generate frustration and can work to the
detriment of other policy analysis training objectives. It is important that participants and
trainers keep in mind that for most applications the miclQCOmputer is a fast calculator. If the
participant does not u!lderstand the purpose of the calculation, when to use it, or how to actually
do it on a calculator, going to the computer first may be frustrating.

In tbp :'llterest of course integration and to save valuable time, it is tempting to introduce
neophytes to the microcomputer through spreadsheet exercises designed to teach a substantive
element in the economics curriculum. Some who have tried this wish they had not. If someone
is trying to learn about index numbers and how to create them, doing it while trying to keep
track of spreadsheet commands and cursor positions may be more confusing than edifying.
Although it is time consuming, it is often best to separate the micro-computer teaching from the
rest of the curriculum until basic command and spresdsheet management skills have been
learned.

W.cro-computers can play a powerful role in policy analysis teaching through the use
of interactive simulations. Simulated general or partial equilibrium economies can be created
to drive policy analysis exercises and games. Anything from simple multi-market·to complex
CGB models can be used to motivate these training tools. Participants need not know much if
anything about the technical aspects of the models. They interact with them through the
selection of various policy instruments-border taxes, administered prices, foreign exchange
instruments, or quantitative restrictions-that are fed into the economy (the model) and produce
impacts on production, consumption, income distribution, or measures of efficiency. These
policy impacts are displayed on a separate spreadsheet screen. Participants should be required
to use their knowledge to predict the impact of their policy decisions and to make judgements
regarding why actual impact deviates from the expected. These simulations can be used to teach
underlying conceptual frameworks, as well as to promote sensitivity to the wide-ranging impact
of economic policies and to enhance negotiating skills in the context of po~cy games. See Box
4.2 for additional discussion of microcomputer-based policy analysis skills.

4.7.S Conclusion

Weak analytical skills and institutional constraints are now .reccgnized as serious
obstacles to sound policy design and management. Practical, hands-on training can be helpful
in alleviating the analytical skills problem, particularly in easing the transition from fonnal
university training to the daily job requirements of the policy analyst. Short-tenn executive
training programs, tailored to the organizational and work prognun needs of policy units, may
be effective in building some of the needed mat7.agement capacity. Success depends on the
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BOX4.2 Lessons from Agricultuml Policy Analysis Training

Although ifis alwaysdifficulttodravi gcnerallcssoDS that would apply to other training CO\!l'Iie9,APAP
.n's'experienco suggests the following: . .

..,".:"', -.",.:,'" ','"", .':-" ,',', ,-,,:-,.,,", ",'<:' ,:,"'" ,- ,""," :,.. -.

AsecondgrouPthatbasf01JDdthee:Oune~fularcuDive~,i'~:a~~l11icsorparticipants who come from
privateorgovenunent"thinktaDlal?Thisgt'C)llpbenefitsiro·,'O(hecollrseintw.~\Vays.First,although .

..manY have advanced degrees' e~g.,Pb.D'sfrom\\,esternlUliv~:\'ities,few bav~ had direct exposure to
·the methods being taught·or theJIJic~mputerlC\ihl1ulc>&yoIl wllic:h•it isbeins.implenientedoThere is
therefore an iDlmediate improvement in their ability todo the type ofpolicy.,.relateclconsultmgwork for
govemmentagencicsinwhich mostof.them are engaged•..'.

.'," ,,',"" :::-:::::"':::-:":<':. ' '.,>.: :::::::.>: ..:<.':".->' .,' :", ,,"::>: :.:.->;:":. ,:: :,,:<, :.,:::.-;:..:':::./> ::::, ::::,,::':'.' '> :': ::. ,,:::,-:' ':. -<:;::' -., -:

In the case ofacademies, the apPnJac:h and the matcrials provided in the courseieanibecomethe•• basis
forcurriculumdevelOJ.'ment ••.•.in their .·..•.own ••·.•·ins~tuti~.PreParirlg/course materialsf"r ••• ·hands~o
presentations is timc-(:onsumingandcosUy ...udisrarc:lyundertakcoundettilctimepressure that most
hostcounUyacademicsface.However,···thcloog-nllieffcctli·ofthisj:lild.oftechD.ology transfer have the
8l'J8~levcrag~onimproving •thecapacit}'ofindivi~st()~()po~cYlIDalysis"Ih,~govermn~t

.. ultimiltelYdrawsitsstaff froJrithe country's. uniVersities, lUic!improvements .intraining,partiClJ1arly at
the master's level, are likely to have a.substantialpayoffinthelon8r1Jn;: .

giveo ••the•.necessary•..leact .• tL'1C.·•• The.·most ••efficlent•• sequence ••consi~~·of·~· ••~·.·}1jrstt.··an··individual
isselectedfroDl tb~institution .that is. the fc)(:alJ'OintofUleICJCll1oftclaionalexcrc:ige'8nd .slhe at~ods
t1tecourse.~~sequently, this •. individual acts asllUaisoll ·•8Jl~teac~g~sistant\yllenthecourseis ...
Presentedin-eountry.Inthe finalstep•• the·hostinstitutionpresents·theco\ll5tl0llits o\\'nwithassistancc· .

.and obscl'V8tiol'from'experiencedlrainers. .... .. ..

A single individual, especially if that individual is. a key·player inth~dePartJnent,may notfiridmuch
·time.toapplyhislhel'~.A. critical massofS~10peopl~fromthesame ~rcJatedinstitutions~C)o
the otherhand,can suppoJ1ooe lDother.'Ibepresen~ 'l'lfa grouPtiulth8!! traiJJedtogether significantlY

.' incl'e8S&lS the .. probability that atJeaiJtsomeeffons at impl~~tionwiUbesuccessful.·

., , ... ,: . ',' " " '," ., '.

1. ScrceniogofparticipllDtsJsveryimportant. Each year several participantsanive who are unsuited for
the type ofwork 'beiog presentt.d.1Jlcvitablythey are officials whohavebeenawatdedthe trip 00 the
basi!lofseniority, but who have no eomputeukiUsandno.respoosibility tOr the kind ofanalysis being
taught.Thistypc ofparticipantrcquircsadisproportioDlltc&mount ofsupcrvisol)'time, and willusually
baveliUle ornothiIlg to show tor their effOrts at the end oftbcsessioo. •

2. . 'I\y~ typesOfSt\ldeai~seem~~ettheD1OstoutOf ~eh1lndS-Ooapp[()aChtopo1iCYanalYSis. The.first
is a'mid-eareerprofessional with amastei" sde8rec<inccc>J1omicswhoisCUJ'I'eJlUyactiveinthe planning
department of& governmeotministry or agericy.• TheOO<peopleareresporisiblefor reviewing options
bciogconB1de 14·at. the policy levcl,< and animprovemeotinthei!'cooceptual and eomputer skills can•be
translated din" tty into the work theYdo.Asai.result,theybav~ a-, t.'ClllglJ1()tlvation to make.them08t
·of theutraining·opportWrlty.USAID directm..-epcrsODnelwho arc responsible for helping conduct. the
agency'spalicydialoguewiththe••goveriurienfalsof1tintotbiscategor,Y. .

105



clarity of training objectives, calibrating training to an appropriate level of sophistication, and
using active rather than passive teaching techniques.

Short policy analysis courses should be seen as remedial, however. They are too short
in scope and duration to substitute for adequate degree training in this area. On the other hand,
the curricula that have been developed for many policy analysis short courses and the wide range
of teaching techniques involved should not be overlooked as possible models for strengthening
university ted.ching. Although it would require new training material, teacher training, and
innovative approaches to scheduling, there could be a verY high payoff to such innovations in
the economics master's degree programs of developing countries.
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5. IMPLEMENTING POlley REFORM: STRATEGIES
AND LESSONS LEARNED1

5.1 Undertaking Policy Reform

In an overnll assistance strategy for agriculture, policy can either foster and enhance
development or act as a constraint within which other assistance must operate. In either case,
USAID missions must address the following questions when considering policy refonn efforts:

• Are current government policies a major constrabt to sustainable agricultural
development? to agribusiness development?

• Which policies present the most serious barriers to accelerated agricultural
development?

• Is A.I.D. action appropriate to promote change in these policy areas?

I

• If action is appropriate, what approach should'A.I.D. take to promote change?

• How do agency or mission policy initiatives affect other elements of the assistance
program or other U.S. interests?

The objective of this chapter is to present guidance on using combinations of A.I.D. 's
development resources to foster appropriate policy refonns. This guidance assumes that the
USAID mission has developed adequate knowledge concerning agricultural policy by undertaking
activities such as the following:

• A policy inventory and diagnosis to detennine whether policy is a major constraint
to agricultural development and to identify priority problems.

• An institutional mapping of participants in the policy process to identify appropriate
points of intervention and the need for improved analytic capacity.

• Policy analyses of key issues including sectoral, macroec':>nomic, and political
dynamics, to support the policY,c'ialogue and the policy refonnp~s in general.

The question of whether a given policy is damaging to the economy is quite separate
from the question of whether A.I.D. should do anything about it. It may not be desirable for
A.I.D. to take action in the policy area because of the following:

I Adapted and revised by Rosemary Hyson from A.I.D. Evaluation Special Study No. 61, Agricultural Policy
Analysis: A Manual/or A.I.D. AgricullUral and Rural Development OjJicers, 1989.
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• Host government reluctance to enter into a policy dialogue.

• Insufficient mission resources (fb.AllCial or human) to support a dialogue or an
agricultuml policy project.

• An adequate dialogue underway with other donon.

• Overriding U.S. or A.I.D. polic~ concerns.

IfA.I.D. detennines that it should play an active role in influencing policy, an integrated
program for doing so should be fonnuiated. In many Cases, such a program will include a
combination of project assistance and program SUppiJrt.

5.1.1 StrategiES to "fl'Omote Reform

The strategy chosen to promote improvement in agricultuml policies depends on the
resources available 1') the mission and the priority assigned to policy refonn in the near teon.
A wide range of tactics is available to support the strategy chosen, from infonnal dialogue with
host government ofti\cials to a major cOIJ'..nlitm~nt of funds against policy refonns negotiated in
detail. The principal tools av~ilable tc promote mfonn, in order of increasing involvement, are
the following:

• Infonnal dialogue, carded (.'U~; for example, during evaluation of an ongoing project
adversely affected by existir.\g policies.

• Fonnal dialogue, backed up by policy analysis, to clarify issues and alternatives, and
carried out in the context of government-to-government discussions, such as the
negotiation of P.L. 480 bilateral food aid grants or ESF-funded programs.

I

• Project assistance to policy analysis units in'the host government, directed at a
specific analytic agenda and designed to increase policy analysis capabilities.

• Project assistance to support particulat refonns, such as management assistance to
reorganization of a parastatal marketing organizati..'}n.

• Conditions precedent (CP) mandating specific refonn measures for technical projects
backed up by witholding of funds if CPs are not met; and

• Program assistance, ). widing fmancial resources in direct or indirect support of
particular policy refonns, backed up by tranching disbursements as policy refonns
are implemented and witholding funds if refonns are not implemented.

In a given situation, an appropriate strategy may involve several tactics used in
combination, such as fonnal dialogue and project assistance for policy analysis to help the
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government fonnulate a refonn program, followed up, with program I assistance to sUpPOrt
implementation. No refonn initiative can progress without at least a minimum level of policy
dialogue with the host country government.

There is not a one-to-one correspondence betwe'en a tactic and an A.I.D. funding source.
Policy analysis may be funded from operating funds, Program Development and SUpPOrt
(PD&S) funds, local currencies, project funds, or program funds. Program assistance may be
packaged as a project using Development Assistance (DFA funds in the case of African
countries), Economic Support Funds, local currencies generated from P.L. 480 commodities,
or other (non-project) sources.

The remainder of 'dUs section examines three topics related to the implementation of
A.I.D. 's policy refonn strategy: the selection of program or project assistance modes to support
refonn, management of policy analysis, and monitoring of policy change.

5.1.2 Selecting Project or Program Assistance

:Many studies have ~xamined the effectiveness of project assistance, program aid, and
project versus program aid. The general fmdings indicate that both project and program aid can
be used to promote policy refonn, albeit in different way's. The more appropriate mechanism
depends primarily on resource constraints and mission and country conditions. In general,
program~ have had more success in effecting policy refonn; the benefits from such refonns can
be short-lived however, without developing host-country capacity for policy analysis to
implement such refonns. Project ~ssistance has had more success in building capacity for policy
analysis. 1

Table 5.1 provides a summary of the key differences between project and program
assistance modes that may be useful in showing when one is more appropriate than the other.
The primary stroctural difference between the two is the link between fund disbursement and
host government action. In a project, the link is direct: project fund:; fmance a specific program
of action, be it research on cowpea:::, construction of rural roads, capacity building, or policy
analysis. Conditions precedent accompanying projects are another means of effecting refonn,
by mandating that the government take specific policy refonn actions before the project, or the
next phase of the project, is initiated. n,e a* is indirect in a program where resources are
provided on the condition that the government undertake certain actions, the direct cost of which
may have little or no connection to program funding.

In some programs, it may be preferable to specify the use of the funds, to the extent
possible, particularly when the government's commitment to refonn is uncertaiP. Small pordons
of funding can be allocated as "projectized" components that are linked to specific outputs. The
ability to specify how the funds or a portion of the funds can be used can also be more ~ffective

I Tilney et aI., 1991.
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TABLE 5.1 Key Differences Between th;e Pollcy Project and Program Assistance Modes

Item
>. ",. Project>Mode Program Mode

Specified in detail based Not usually specified in
Fund Use on specific activities detail; sometimes not

specified at all (cash

1--
transfer)

I DA accounts, DFA, or DA uccounts, DFA, or
Fund Source ESF, P.L. 480 I ESF, P.L. 480 commodities

commodities or local or local currencies, other
currencies (local COl>~s) sources

pm, Project Paper, PAAD, Program
Documentation Project Agreem~nt Agreement (pm I Project

Paper also used)

Specific program of Policy chang~~ or other
Outputs activities host government actions

Conditions Pn!ced~nt and Often fully satisfied in Closely linked to
Covcmants (pro,Jects)! first ye.~r of project disbursement throughout

Conditionality and the program; generaUj'
Benchmarks (programs) phased over the life of the

program

Upon meeting of any Conditional on government
Disbursement CPs; then as needed to implementation of agreed-

fmance planned program on reforms and other
of activities actions; also phased as

I reforms 'implemented

Note:DA =Development AssistaDce, DFA =Development Fund for Africa, £SF = Economic Support
Fund, pm =Project Identif"lC8tion Document, PAAD =Program AssWtance Approval Document.

leverage than the threat of withholding for non-performance. For example, in the Mali Cereal
M:'~l'ket Restrocturing Project (a program, despite its name), a multidonor committee, rather than
the government, determined where food aid-generated local currencies were to be directed. In
other cases, such as the on-going Niger Economic Policy Refoml Program (NF..PRP), the use
of the funds is left wholly to the host government's discretion.

A primary consideration in deciding whether to use program assi:)tance is tl.ll~ dq)th of
the government's commitment to reform. The program mode should be used to ,'lssist a
government in making changes that its leaders believe are necessary. The program funds make
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it easier for them to do so by covering costs associated with the refonn and/or rewarding
I

movement in the right direction. I

If the government is not yet ready to make a broad commitment, then A.I.D. assistance
to policy refonn should use the more limited and controlled project mode. Under this mode,
A.I.D. can fInance specifIc actions that have been mutually agreed on to further the refoon, such
as the restructuring of a parastatal. In the medium or long tenn, projects for training,
institutional support and development can help to improve the government's preparedness to
consider policy refonn. Project or progrnm funds can also underwrite studies or technical
assistance to help the government identify other appropria';; actions.

5.1.3 Managing Policy Analysis and Information in Reform Initiatives

An important part of policy analysis is the application ofanalytic tools, primarily but not
exclusively economic ~JlIliques, to the design and evaluation of alternative policy measures.
The techniques and ~l1alytic approaches used for this purpose are as varied as the problems to
be addressed; there is no right way to conduct policy analysis. Nevertheless, a policy analysis
exercise shOU:ld include certain general elements if it is to be complete and useful for
policymakers. A.J.D. is more likely to get a study that serves its immediate needs if the scope
of work specifies the following four elements:

• A statement of the economic problem in the context of the political-economic climate.
This requires identifying the objectives of government policies and the nature of the
problems that existing policies are designed to overcome.

III IdentifIcation and analysis of the direct and indirect economic impacts 0; current
policies and alternative approaches for dealing with the problems specifIed.

• Evaluation of the budgetary implications of alternative policies in tenns of both
expenditures and revenues for each alternative.

• Assessment of the practicality of altemative policies in tenns of the institutions,
infonnation, and personnel available to implement them, and political realities.

Although in particular instances one or another concern may be paramount, policy
analysis should address 811 four of these concerns to the extent feasible. For example, an
examjnation of input subsidies may be motivated by a government's wish to cut oosts, but the
analysis of alternatives should assess their political feasibility and their likely impacts on input
use, produ(~tion, and farmer income, at a minimum, in addition to their effect on government
expendi.o.ues. In some cases, missions have funded en~ activities to first analyze the policy
and sectt ... environment before launching progrnms or projects aimed at policy refonn.
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These four points can serve as the basis for developing the scope of work for individual
studies. In refIning the scope to meet the needs at hand and in supervising the implementation
of the study, the following points should also be kept in mind:

• Clear, precise defInition of the problem is key to producing useful analysis. To
continue the example mentioned above, is the government trying to encourage the use
of modem inputs, to compensate farmers for low output prices, or to expand sales
of government-produ~inputs? Real objectives should be distinguished from those
commonly stated in planning documents.

• The problem should determine the nature of th<; analytic tools used, not vice versa.
I

• More sophisticated analytic tools do not necessarily produce better results than simple
techniques, particularly when reliable infonnation is scarce and the need is for clear
exposition of the issues in a timely fonn that helps, rather than c:azzles, decision
makers. (See Chapter 4.)

• Close collaboration with host country government or private sector is extremely
valuable in establishing a basis for future discussions and follow-on work. Such
cooperation also serves to reduce political tensions associated with the analysis of
sensitive issues. In addition, key persons from other ministries (finance, planning,
transport), government institutions (central bank), and the private sector (chambers
of commerce, trade associations), should be kept abreast of, if not involved directly
in, project and policy issues relevant to their domain.

• Whenever possible, the analytic output should be presented in tenns of a range of
possible outcomes, not a single estimate, especially when ~ard data are scarce or
participants in the discuss~on disagree on key variables (e.g., the size of the
nutritionally at-risk population to be served by food subsidies).'

• The policy environment is not static. Ifpossible, the analysis should produce analytic
formats that USAID mission personnel can modify to reflect new alternatives or
update as circumstances change (e.g., a spreadsheet model of domestic marketing
margins, which can be used to explore how various tariff and exchange rate
combinatioD~ would affect the relative price and profItability of domestic and
imported grain).

In geneml, USAID mission personnel should be assigned to work closely with the
analytic team even when none of the personnel available have strong analytical skills. Close
mission involvement helps ensure that USAID mission concerns are adequately reflected in the
fmal report and that a basis exists for continued discussion and analysis after the initial study is
completed.
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5.1.4 Monitoring Policy Change

Whatever the priority of policy refonn in the USAID mission's agenda for agriculture,
it is extremely useful to monitor the policy developments,that affect the sector. The misslon's
agricultural portfolio may be heavily concentrated on cereal research, for example, but the
impact of this program could be seriously affected by a change in government policy on cereal
marketing or imports, or developments in another commodity sector that competes with cereals
for land or labor.

As staff levels shrink, it becomes increasingly difficult to maintain basic monitoring
systems for policy, regardless of how useful these systems may be. Consequently, it is critical
that available resources be used as efficiently and effectively as possible. Some low­
maintenance-eost sources of information are the policy inventory and taxonomy described in
Chapter 4 and a database of agricultural and other key prices over time. Both provide an
excellent picture of the policy environment and once the initial investment is made to set up the
systems, the inventory and database would require little staff time to maintain. In addition, the
policy analysis matrices and rapid reconnaissance methodologies can provide mission staff with
time-sensitive, low-cost analysis and infonnation.

5.2 Policy Reform Through Projects: BuUding Policy Analyf,is Capacity

A.I.D. has had significant experience with projects to increase host country agricultural
policy analysis capability. In some cases projects have ~n designed and implemented solely
to create or strengthen agricultural planning and policy analysis units; at other times, capacity
building has been part of a broader agenda. This section reviews the lessons learned from
evaluations of A.I.D. agricultural planning and policy projects from 1970 to the present. l This
revi~w provides guidance on designing projects or project components to build policy analysis
capacity and offers insights for project implementation and evaluation.

5.2.1 Project Design Considerations

Project goals and activities should be based on clearly identified constraints and
problfms in the agricultural policy environment.

No single project can bring about a transfonnation of a nation's agricultural policies,
particularly if the focus is on analysis and training rather than on more direct support for refonn
(e.g., cash tr,ilDsfers). A lack of analysis is only one barrier to policy change; it is rarely the
binding constraint. Moreover, attempts to address a broad and high-visibility policy reform
agenda may actually conflict with development of analytic capacity within host country analytic
institutions. Technical advisers faced with a heavy, short-term refonn agenda tend to spend too
much time on analysis and too little on training local staff. A policy unit in the early stages of

I See Agricultural Policy and Planning Project, 1984; Abt Associates, 1982: Tilney and Riordan, 1988: Tilney et al.,
1991.
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its development needs to build up its staff and strengthen its reputation and capaoility gradually;
otherwise both may be damaged by being thrust too rapidly into the heat of high-level policy
debates.

The ministry of agriculture may not alway be the best institutional location for a
policy analysis unit.

Most projects designed to strengthen agricultural policy analysis capability have focused
on developing a planning and analysis unit in the ministry of agriculture. Although the
agricultural ministry clearly has a need for an analytic capability, other ministries typically play
a much larger role in a-wyzing policies, particularly such policies as those affecting food and
export crop pricing, which are important to a wide range of agencies. In such cases,
consideration should be given to building the capacity of one of the central ministries, such as
tile ministry ofplanning, to analyze agricultural issues, particularly ifthe~ is no appropriate unit
in the ministry of agriculture. I

Alternatively, consideration can be given to building capacity in autonomous or semi­
autonomous agricultural policy analysis institutions. For example, in the Dominican Republic,
an A.I.D. grant funded capacity building for a special agricultural policy unit comprised of
government, private sector, and university representatives which was to provide analysis for a
national consultative body on policies affecting agriculture. A 1988 mid-teon evaluation found
the arrangement effective in providing policy analysis; however, the institution lacked political
resiliency to withstand shifts· in political power.1

Even within the· miniSLry of agriculture, project location is a key concern. Designers
often face a difficult choice: whether to strengthen an existing unit that has a statistical, research,
or project monitoring focus but little or no rol~ in policy, (!~ to attempt to involve advisers at
more senior levels of the ministry, where it may be difficult to identify a permanent institutional
base.

Experience indicates that low government salaries make it difficult to retain trained
analysts after the project is over. Poor salary and incentive systems have discouraged the most
qualified analysts from the ministry of agriculture toward more lucrative. positions with central
banks, other fmancial institutions, parastatals, universities, research institutes, and multilateral
organizations. One solution to this problem is to emphasize the role of non-governmental
institutions, such as universities, where staff turnover is lower and opportunities for consulting
can make the total salary package attractive to skilled analysts.

Such alternatives, however, should not preclude the development of analytical capacity
within the government ministries. Within the ministry or institution, there should be at least one

I See Church and Castro, 1988.
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senior-level dt..::isionmaker with adequate training in both sectoral and macroeconomic issues
to:\

• Effectively champion the reform process;

• Present results of policy studies to non-economist colleagues; and,

• Interact with colleagues in other ministries, monetary boards, and top-level policy
decision entities.

Such informed leadership can also prevent non-governmental institutions and/or outside SPecial
interests from controlling or dictating the reform agenda. Lack of leadership and communication
have diverted many qualified analysts to sector planning and assessment, rather than focusing
on reform.

Technical advisers should assume a cooperative, advisory role rather than dominate
the policy analysis activities of a project.

Lack of specificity in the roles of expatriate advisers has been a critical problem in past
proj~'Cts. For example, evaluations found that capacity building efforts enjoyed greater success
and viability when advisers trained countetparts rather than providing expatriate advice to
decision makers. Joint analysis led by expatriate advisors has proved to be an effective form
of training. The most critical factor for project success is a qualified project team that works
closely with host country personnel. Access to effectivCf, committed decision makers is also
critical.

Recurrent costs must receive serious consideration at the time of initial design.

The extreme limits on developing country government funds to expand staff and support
ongoing programs make it imperative to design analytic activities consistent with a modest
expenditure of funds. Governments should not be encouraged to establish institutions on a scale
they cannot sustain.

A.I.D. experience with capacity-building projects for agricultural policy reveals that
insufficient host country staff and resources were a serious problem even during pn;ject
implementation. In fact, lack of host government support was the most c~mmonly identified
constraint to project success. This fmding suggests that insufficient attention has been given
during project design and implementation to ensuring that decision makers value and are willing
to fund better analysis. In recent years, structural and sectoral adjustment programs have
contributed to the creation of demand for the products of policy analysis. This has been
particularly the case where disbursement of program funds is contingent upon implementation

I Coutu, 1991.
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of policy refonas, making monitoring and evaluation of policies of critical concern to decision
makers. If host government support does not exist before the project begins and is not
developed during the project, then it is almost certain that the analytic capacity will not be
institutionalized.· Thus, .1 continuing lack of host government resources is strong evidence that
the time is not right for capacity building, and consideration should be given to caD':elling or
scaling back the project.

5.2.2 Project Management and Implementation

Careful implementation plays a significant role in detennining the success of a project.
Tilney et. ale (1991) found good project management to be one of the most critical factors
detennining a project's success.

Separate technical from administrative duties. I

Situations in which the chief of party is both project manager and technical expert are
to be avoided. Too much of the adviser's valuable time must then be spent on administrative
issues, to the detriment of technical objectives. Thus it is recommended that an on-site
administrative assistant be assigned to support a chief of party who has sound technical policy
credentials. While the COP will still have to make key administrative decisions, the delegation
of management and administration issues to an assistant will enable the COP to focus on
technical objectives.

Emphasize efforts to achieve interagency cooperation.

Lack of communication among project agencies and donors has been a major constraint
in the past. Policy issues cut across many institutions, often exacerbating long-standing "turf"
conflicts. As a means of avoiding this problem, fonnal working groups representing all
principal agencies have been useful in some cases (e.g., Sri Lanka). Careful institutional
mapping can also help in managing tlrls type of problem, by identifying the institutions likely
to be involved in or affected by implementation of a particular policy refonn. Agencies will
have an incentive to cooperate if they share in project benefits, such as access to computers,
training, and other project resources.

Intra-mission dialogue and periodic meetings with other donors can provide useful and
insightful infonnation regarding means by which to establish more effective relationships and
facilitate policy dialogue. Such relationships have proved particularly useful in implementing
policy refonns.

Provide ample training to meet technical and institutional needs.

Time requirements for analytical training are consistently underestimated by mission
human resource officers and their clients. Often there are not enough staff with the minimum
skills required for advanced degree programs. More on-the-job training should be built into
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projects, and graduate students should perfonn at least some of their thesis research in their
home country. Quality of personnel is much more important than number, so training should
be concentrated on analytic staff if resources are limited.1

Long-tenn and short-tenn training serve differe.lt needs, and ifpossible, ample amounts
of both should be included in the project design. The need to send the most promising staff
members for long-tenn training demonstrates the conflict between long-tenn capacity building
and short-term analytic outputs, as well as the general advisability of stressing the long-tenn
perspective wben using the project mode ofassistance. Separate policy analysis training projects
can minimize policy project conflict.

Analysts must be given as much opportunity as possible to apply their academic skills
to specific policy problems once they return from training, because fonnal training in developed
countries tends to be stronger on theory than on application. Formal training in policy analysis
should be provided to managers and decisionmakers. While managers and decisionmakers
within the ministries often do not need as extensive a background in analysis, some training is
required to guide the policy agenda, understand the output of staff, and interact across ministries
on substantive policy issues. 'These upper-level decisionmakers must also possess tile
management skills to coordinate with other government agencies, donors, and the private sector
on policy issues affecting agriculture.2

Provide for continuity and flexible response.

Policy analysis requires the ability to respond ,flexibly to the! changing needs and
concerns of decision makers. This flexibility must be designed into polieJ projects as well.
Several aspects of policy flexibility deserve special attention.

• Changes in the policy environment (e.g., a significant change in exchange rates) can
radically affect project objectives and the chances for its success. Should such
changes occur, consultations should be held with the host country officials to review
and revise project objectives and organization.

• Project integration into the country policy system must not be left to the fmal year.
There is the danger that projects become ends in themselves, resulting in no impact
on the policies they are analyzing or the institution they aim to strengthen. The
project and its outputs (specific analyses, periodic or regular reports, seminars, or
workshops) must be effectively linked to the country's policy system, Le., to the
infonnation needs of clients, whether they be fanners or decision makers.

I The argument for the converse is that highly trained staff will not stay, so you need a pool to keep promotin: from.
A few key staff can refine the outputs of many junior staff. 1

2 Coutu, 1991.
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• The USAID mission should be alert to the implications of project outputs for its
entire portfolio, including both policy and non-policy activities. A mission
agricultural policy analyst should monitor the agricultural sector and provide
infonnation on developments and their potential implications for A.I.D. projects.
This analyst can also be a valuable resource for the mission agricultural development
officer in conducting evaluations and designing new projects. Such interaction will
also strengthen the visibility of the unit and underscore its usefulness to decision
makers.

• Large model-building exercises or surveys that tie up project resources for years
should be considered very carefully before they are undertaken. The results of such
efforts have been very disappointing and often cannot provide timely answers to
decisionmaker concerns and policy crises. Such models also require considerable
sophistication for interpretation and use. Emphasis should be placed on effective,
lower-input policy analysis techniques. 1

5.2.3 Project Evaluation

The dual concerns of policy refonn and institutional capacity carry over into the
evaluation of policy projects. Even if the project aims primarily at capacity building, the
evaluation should examine whether the project appears to have had an impact on policies or at
least whether useful information was provided to decision makers. The long-tenn viability of
policy project outputs should also be examired.

Reviews of A.I.D. experience under APAP I and :a found that, regardless of whether
the project was intended to build institutional capacity or to promote immediate reform, it was
far more likely to have an impact on capacity building than on policy reform.2 Most projects
demonstrated at least some positive impact on host country analytic institutions, and several have
been quite successful in this area, but very few could be clearly linked to substantive policy
change.

The framework used for reviewing A.I.D. experience with agricultural policy analysis
and planning projects provides a good starting point for developing a scope of work for the
evaluation of most policy projects (or policy components in broader proj~ts). This framework
examines project impact and performance in four areas: I

• Impact on institutional capacity, including staff development, strengthening of data
and information management systems, and expansion of policy analysis and
dissemination activities.

I See Chapter 4 for a discUBSioD of such techniques.

2 Tilney and Riordan, 1988; Tilney, Block, et al. 1991
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• Impact on interinstitutional relations, inClUding provision of data or information to
support decision making and analysis in other institutions affecting the agricultural
sector, as well as expanded cooperation and coordination.

• Impact on decision makers, including their awareness of and demand for policy
analysis, their commitment to supporting it, and their direct involvement in managing
it. The project's apparent impact on decision makers' understanding of policy issues
and options and the eXPected impacts of alternative reforms under consideration
should also be examined.

• Impact on government policies and programs, in terms of actual changes
attributable at least in part to project-sponsored analysis and dissemination of the
fmdings.

5.3 Policy Reform Through Programs

When A.I.D. 's assistance strategy is directed toward policy refonn, program assistance
may offer a better vehicle than the traditional project approach. The two assistance modes share
many similarities; nevertheless, the program mode differs from the project mode in several
reSPects. The effective design, implementation, and evaluation of program assistance must
reflect these differences. This section briefly highlights the major concerns in program
assistance as they apply to the agricultural sector, drawing on recent A.I.D. and other donor
experience to extract lessons learned in program design, implementation, and evaluation.

5.3.1 Program Design Considerations
.

Four issues are central to the design of program assistance for policy reform:

• The linkage between funds provided and the refonn program.

• The defmition of refonn measures, analytic capacity of the mission or technical
advisor, and steps toward their achievement.

• The degree of government support for the reforms.

• Program elements other than funds transfer.

In progrf;D1 assistance, the reforms unciertaken by the host government have broad
goals, with spr.cific steps to be undertaken. Examples of goals include liberalization of
agricultural markets, reduction of government deficits, or increased agricultural exports. The
steps toward the broader objective or output must be precisely defmed and quantified so that they
can be monitored during project implementation. These steps take the fonn of benchmarks,
which must be met according to a schedule set out at the beginning of the project.
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Derming refonn benchmr.rks is probably the most difficult and dermitely the most
important task associated with program design. Many of the difficulties encountered by
programs in the past can be traced to benchmarks that were too specific or too general, poorly
dermed, or too far-reaching. Benchmarks must be dermed to fit the specific country situation
and capacity of the host country government to implement the refonn. The host country
government should take the initiative in derIDing these measures to ensure a sense of ownership
in the refonns.

Other lessons emerge from recent experience. Policy refonn benchmarks must be easily
monitored during the refonn program, quantified (not just quantifIable), and clearly linked to
government perfonnance. Table 5.2 gives some examples illustrating both inadequate and
adequate benchmarks.

There are two basic types of benchmar~:and the choice of which to use will shape both
program design and implementation. Policy refona programs usually specjfy a timetable for the
achievement of both kinds c:: bencbmarks:

I

• Action-oriented benchmarks derme specific steps that the government will take, such
as reducing subsidies by a given amount or rescinding regulations on private trade.

• Results-oriented benchmarks derme the outcome that will result from the refonn
program, such as an increased percentage of grain trade moving through private
channels or a reduction in the deficit in the price stabilization fund, but these
benchmarks do not explicitly derme the measures to be taken. A mission policy
advisor can assist the host country government in developing and implementing policy
refonns to meet result~-oriented benchmarks.

Although it might seem fillat the specificity of action-oriented benchmarks would make
them the best choice in most situations, this is not necessarily the case. Efforts to derme specific
measures can easily overwhelm the discussions in technical oetails. This kind of discussion puts
the donors at a disadvantage because of their lack of infonnation and leaves too much scope for
opponents of the refonn to take countenneasures that can undennine the refunn efforts.

Experience shows that the most effective programs are those that help the host
government take the steps that it recognizes to be necessary but difficult. A program that pays
a government simply tr: take actions it would have taken anyway is obviously a waste of money.
At the same time, the evidence is overwhelming that program assistance Cannot be used to make
a government take steps that its leaders do not support, The record of donors' carrying through
on the threat to withhold funds for nonperfonnance is "'!ot an encouraging one, particularly for
important allies of the U.S. In the cases where th~ threat of withdrawing aid has been real or
a portion of funding has been withheld, policy refonn programs have a better record in tenns
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TABLE 5.2 Distinpishing Between Effective and Ineffective Benchmarks
for Policy Reform

Benchmark: Increase agricultural
production by 5%.

Raise expenditures Raise operating
on agricultural budget of
support services. agricultural

I~-------+---------+-~=--------t research and
Problem: Change is not Too vague for extension by 25 %.

wholly within verification
government control

Reduce subsidies by
25%.

Subsidies are not
sufficiently defined

Problem: Too vagae for
verification

Benchmark: Reduce subsidies on
agricultural inputs.

Bring fertilizer
price in main region

II------------i~------__t-------__t to within 10% of
import price plus
domestic marketing
costs.

Benchmark: Liberalize grain
market.

Problem: Too vague, not
quantified

Reduce government
marketing share to
less than 25 %.

Difficult to verify if
production data are
weak; hard for
government to plan
in advance of
harvest

Benchmark: Bring all prices to Increase wheat and :Bring wheat and
world levels. rice prices by 50%.·' rice prices to within

II-----------t---------+-------~--_t 10% of import
Problem: Too sweeping May be superseded parity.•'

by changes in world
or local markets
(e.g., large fall in
world price)

•. The RbetterRand RadequateRoptions each has a desirable characteristic, In the former, the government holds up
its part of the bargain, but reform is Rthwarted" by Nl exogenous factor, world prices. In the latter, the objective
is noble, but not under the government's control.
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of meeting their b.:nchmarks. I The flexibility to specify how funds will be disbursed or used
'" it also strengthen incentives to meet policy benchmarks.

Despite good-faith efforts on all sides, time pressures and uncertainties during negotiation
of program assistance may result in the development of refonn benchmarks that are not fully
dermed when the agreement is signed. In these cases, traditional project-type funding can be
used to carry out the analysis or other measures needed to rmalize the refonn program. Also,
outputs of subsector development projects can provide infonnation useful in designing both sub­
sector specific and overall agricultural sector policy benchmarks. Project-type funding may also
be included in a program to fmance monitoring activities or the direct cost of specific actions
associated with the refonn. For example, a program that includes liberalization of cereal
markets implies a need to gather infonnation on the prices (and, if possible, volumes) of grain
as it moves through official and open-market channels. The price infonnation may then be
broadcast in direct support of better market operation. Both the collection and the dissemination
of price data are suitable for direct rmancing as part of the program.

There are almost ac; many ways to r.onfigure an assistance program as there are ways to
design an agricuI 'ural extension project. Table 5.3 displays 80me of the options for the various
major~)lements of plOgram design.

5.3.2 Program Implementation

Program assistance generally requires less staff time per dollar expended than does
traditional project assistance, an important consideration in an era of shrinking staff size and
operating budgets. Nevertheless program assistance still requires implementation. The difficulty
does not lie in fund disbursement~ which is usually straightforward.2 Rather, it arises from the
need for regular, often intense discussions with the host government, backed by ongoing
monitoring and analysis of progress under the refonn program. It is one thing to say that
fertilizer imports will be liberalizt~; it is quite another to verify with local imponers that tariffs,
licensing requirements, and access to foreign exr~.ange are favorable to private importing; to
work out any problems with the appr'..Ipriate authorities; and to monitor private importation and
sale of fertilizer.

Four major lessons are suggested by progrnm assistance experience.

Keep the initiative on the host go\"'~rnment side.
I

When ~onors and the host government disagree on how to implement a particular refonn
(or whether it Jhould be implemented or even whether it has been implemented), stepped-up

I Tilney et aI., 1991; Gordon, 1992.

2 Unless commodity procurement is involved, as it is in a commodity import program (CIP) or P.L. 480-based
proaram.
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TABLE 5.3 Design Options for Program Assistance

DeStpElement .... I,·"'·· ................,' Optinns
,

,. . ," I···,··'· .'....

· Performance-blllled: more reform, more mcney

· Tranches: disbursements approved annually if reform benchmarks

Level or Funding achieved

· Reform-linked: funds provided to finance reforms themselves
(e.g., transition costs)

· One-time payment: ei~er before or after 'reform is implemented

· Direct loan or grant of foreign exchange from DA, DFA, or ESF)

· Commodity import program

Fonn Or Funding · Allocation of local currency from U.S., host country or joint
sources (e.g., P.L. 480)

· Specific commodities (e.g., P.L. 480)

· General targets defined in advance, with specific measures
negotiated annually

Benchmarks · Precise targets negotiated in advance, with schedule of annual
measures

· Not specified (host government choice)

· To finance specific development programs (not A.I.D. projects)
Use or Local Currency · To finance local cost of A.I.D. projects (may make it difficult to

IIl; . withhold disbursements if reforms are not made on schedule)

· Independent program, with consultation

· Joint program, with common benchmarks or other procedures to
Coordination with Other Donors coordinate disbursements

· Coordinated program, with related reforms (e.g., A.I.D. program
in agricultural sector, IMFlWorid Bank in industry and trade)

· Programmed level of long- and short-term technical assistance

· Fund for studies, co.ntroUed by governm~nt

Technical Assistance · Fund for studies, controUed by Mission

· For training and capacity-building only

· None (if program is weU defined)

123



donor efforts to defme acceptable refonn measures are rarely the answer. Attempts by donors
to overwhelm local influences creates an ownership problem in implementing the policy reforms.
A consensus between donors and host country groups involved in the implementation pror.ess
should be the objective to achieve meaningful policy refonns.

The initial defInition of specific refonn packages to meet benchmarks is better left to the
host government. In some cases the government may be in a better position to identify measures
that will achieve the agreed-on benchmarks at the lowest political and practical cost. The
USAID policy advisor can assist the host country in developing appropriate benchmarks as well.
The donors must then evaluate what the government proposes and accept or reject it on the basis
of the; best information available to them. taking into account the fact that outside impetus may
be a way to make important changes feasible by "blaming" these changes, including their
initiation, on someone else, i.e., donors.

Follow through on withholding funds for non-performance.

In theory, the logic of program assistance for policy reform requires that funds be
withheld if the government does not institute the agreed-on measures. In fact, the pressures to
continue disbursements are very ....160. One recourse is USAID's ability to change the terms of
disbursement. For example, funds from a commodity import program are much less desirable
than balance of payments support, i.e., direct cash given to the government. In all cases, efforts
should be made to reduce the risk of a one-sided program by developing policy reform measures
that are sufficiently well defmed, have full government support, and are feasible. This
requirement is not met if:

• Reforms are defined in such general tenns that it is impossible to detennine whether
the benchmark has been met;

• So many refonns are included on the list that the standard for acceptable performance
is unclear; or,

o Reforms are defmed so specifically that any change in economic circumstances is
almost sure to render them irrelevant.

For example, it is rarely advisable to set specifIc price targets several years in advance, as was
done in at least one A.I.D.-supported refonn program. Changes in world prices, variations in
domestic production conditions, and local inflation quickly make any such specifIc schedule
obsolete.

The need for specificity in benchmarks must be balanced by sufficient flexibility to
accommodate unforeseen changes in economic conditions.

The specifIc nature of benchmarks cause them to be easily derailed by changing
economic circumstances. Price increases for basic foodstuffs may be agreed to in a period of
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low inflation and fiscal balance, but they may become politically unacceptable if prices start to
climb or the IMF imposes a wage freeze on government employees. It is impossible to foresee
every macroeconomic or political ev~ntuality and design a program that is impervious to them
all. But it is possible to predict with confidence that, over a five-year period, at least one large,
unexpected, unpleasant, and uncontrollable change will hit the country in question. A balance
must be struck between measurable standards of programs and flexibility in light of changing
economic conditions. Protective, yet flexible tactics are very difficult to apply in practice
because the need to achieve significant refonn tends to imply a multi-year process. The need,
however, for clear, measurable standards of perfonnance and a fmite time frame often conflicts
with the need for flexibility for unforeseen developments.

Pursue multidonor coUaboration.

Multidonor action can be a powerful tool to promote refonn. Each donor operates under
different internal restrictions (on fund use, for example), and consequently a group of donors
has more options and more funds than any single donor. If donors can fonn a common front,
they can exert considerable pressure in favor of key refonns. Most donors tend to be active in
a particular sector, e.g., USAID in the agricultural sector, the World Bank and the IMP in the
financial sector, but there is great potential for collaboration across sectors. For example,
USAID in Pakistan took the lead in agricultural sector refonns, but the World Bank and the
Asian Development Bank joined in pressing for reductions in fertilizer subsidies. Although the
overriding objectives of the donon may have differed, the result was a common front on a key
policy issue. If several donors are active in promoting refoilll, coordination among them is
important.

With few exceptions, the United States is no longer the principal donor in most recipient
countries. In order to maximize the impact ('f it~ smaller assistance programs, USAID is
increasingly fmding it necessary to cooperate with like-minded donors on'specific policy refonn
initiatives.

However, as more donors become involved in the process, the harder it is to reach
agreement on what the refonns should be. Each donor has its own, slightly different view of
development priorities. and the appropriate policy response. If these priorities are too divergent,
attempts to forge a common proposal for a specific refonn are likely to be very general, very
bland, internally inconsistent, or all three.

5.3.3 Program Evaluation

Evaluation of program assistance requires a somewhat different set of criteria than those
used for project assistance. The performance of a program must be judged on at least four
grounds:
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• Purpose: Did the reforms implemented achieve the intended impact on the economy?
For example, if the pUtpOse was to end a government monopoly over fertilizer trade,
did the private sector actually take over a substantial portion of the fertilizer market?

• Output: Regardless of whether the desired impact was achieved, were the reforms
actually implemented? Did the government change marketing regulations, remove
price controls, raise producer prices, and so on?

• Process: Regardless of whether the reforms were actually implemented, did A.I.D.
do all it could to promote reform? Were there regular discussions with the
government? Was the policy environment conducive? Was sufficient analysis done
to support proposals?

• Inputs: Were the practical aspects of program implementation carried out in an
acceptable fashion? Were funds disbursed quickly when appropriate? Was agreed-on
technical assistance provided?

Although each program must be evaluated on its own terms, the 'checklist in Table 5.4
may be helpful as a point ofdeparture in developing the scope of work for a program evaluation.
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TABLE 5.4 Issues To Be Addressed in a Program Evaluation

Evaluation
..

Perl'6nnance....

Criterion

• Were the desired effects of the program clearly defined?
Purpose • Were the desired effects achieved as a result of the program?

• If not, was this due to unforeseen economic circumstances that caused the
reforms to be ineffective or to a failure' to implement the planned reforms?

• Were the planned reforms implemented?
Outputs • If so, were the necessary companion measures implemented to make them

effective, or were other measures taken that rendered the reforms ineffective?
• If not, was the failure to implement the reforms due to unforeseen economic

conditions, misjudgment of government willingness to make the reforms, poor
specification of the reforms, or insufficient support to remove roadblocks?

• Did the reform package as i'litially defined remain valid throughout the period?
• If not, was it possible to modify it to reflect changing circumstances?

Process • Were the mechanisms established for A.I.D.-host government dialogue effective?
, • Was there sufficient donor coordination?

• Was wfficient analysis done to support recommendation of specific reform
measures?

• Were host country analysts adequately involved throughout?
• Was the dialogue carried out at a sufficiently high level on the host government

side to achieve results?
• Were appropriate U.S. agencies (State, Commerce) involved?
• Was sufficient information available to monitor progress toward reform, and was

it used effectively?

• Were funds disbursed smoothly as conditions were met?,
Inputs • Were funds withheld if conditions werd not met?

• If counterpart funds were generated through a CIP or similar mechanism, did
this work effectively?

• If counterpart funds were to be used for specific lJurposes (e.g., support of local
costs for A.I.D. projects), was this mechanism effective and did it support
reform?

• Did pressure to generate counterpart funds compromise the reform process?
• Was technical assistance, if any, effective?
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APPENDIX A
,

CASE STUDY: POLICY CONSTRAINTS TO AGRIBUSINESS DEVEWPMENT
IN PAKISTAN

The objectives of this study1 were to identify current constraints to agribusiness
development and to recommend further actions needed to improve the environment for
investments in this sector. Considerable policy analysis and experience had resulted from the
policy dialogue which the Government of Pakistan and USAID had conducted under the
Agricultural Sector Support Program, with support from APAP n. The study built on this
knowledge and other USAID-funded studies.

Thef& was concern in Pakistan that agribu' ~ness growth was constrained by a lack of
working capital. However, the study found that Pakistani fmancial institutions assess the
working capital needs of businesses the same way as commercial banks across the world. Their
means of securing loans are also the same, taking not only a pledge of inventory, but also liens
on fIxed assets. Bankers and clients both in Pakistan and elsewhere often disagree over how
much working capital is needed to operate a particular business. Perishable inventmics and
difficulties in managing agribusiness working capital complicate the assessment of the n"~'ed for
and a shortage of working capital. Nonetheless, it was fairly clear that the shortage of working
capital in Pakistan was most acute in small and medium-sized agribusinesses. The study
recommended that the Government instruct development finance institutions (DFIs) not to
remove working capital from loan applications. It also recommended that the Government fmd
alternate ways to control speculation in food crops, not by limiting the amount of working capital
that a bank can advance to an agribusiness against inventory.

The GOP's control over the money supply was also examined. In the past, due to high
I reserve requirements and directed credit programs (35% and 10% of total banking assets,

respectively), the availability of capital to the private sector was, at the least, constrained. These
policies also effectively controlled interest rates, leaving bankers with no incentive to pursue
higher-risk ventures. Rather they chose to keep their excess funds in government securities or
lend them to low-risk, large, family corporations. This situation was aggravated by low-markup
credit schemes, including one for agricultural production. The low cost of this fungible capital
made it attractive, and it found its way into businesses for which it was not intended. The study
recommended that the Government continue its efforts to introduce competition into the banking
system and gradually eliminate directed credit and credit schemes, as provided for under an IMP
agreement. It also recommended that a project development facility be established for small and
medium-sized agribusinesses and that a private DFI be established to serve this same sector as
a lead institution.

I Ender et aI., 1992.
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The effects of price-distorting and related agriculturnl commodity policies on producers
and consumers are well known. These same policies can also have damaging effects on agri­
businesses. In Pakistan these effects included encouraging the use of wheat as poultry feed.
Government intervention and domination in Pakistan crowded out legitimate private
agribusinesses in many sectors from wheat storage to edible oil production. Inconsistent policies
hampered agribusiness investment by creating uncertainty. Meanwhile, the lack of government­
promoted gmdes and standards reduced both the quality of products available to domestic
consumers and the country's international competitiveness.

Because the outputs of agriculture are often the inputs to agribusiness, the agriculturnl
research system is very important to agribusiness, not only to agriculture. The research system
can provide not only improved crop and livestock species but also new agriculturnl production
and processing and handling technology, which can be sold or utilized by agribusinesses. The
study recommended that the Government consider this system a vitallong-tenn investment, both
in the sense that it must be supported consistently over a long period of time and that its
benefits continue to accrue over an even longer period of time. Given that the Government's
resources are always limited, it should also try to facilitate the private sector's involvement in
research, rather than substituting for it.

Pakistan's privatization program might have a significant impact on agribusiness
development. To ensure a positive effect, the study urged that the momentum of the
privatization program be maintained, and that the privatization of the banking sector and key
agribusinesses like fertilizer and edible oil be completed as expeditiously as possible. The
essence of privatization is a change in the roles of the public and private sectors. According to
the study, the public sector needs to exert less control, but more regulation, over the markets
for agribusiness goods and services. The private sector needs to plan more systematically,
taking consumer needs into account more carefully.

Lessons learned from case studies o.f Chile and Thailand, countries that successfully
promoted agribusiness development, included the following. First, winning strategies for
agribusiness growth need to be commodity-specific. I In this vein, the study recommended that
the AgriBusiness Cell in the Ministry ofFood, Agriculture" and Cooperatives continue its efforts
to facilitate investment in the oilseed processing sector. Second, a smoothly operating quality
control system is of crucial importance, especially for agriculturnl exports. Third, a winning
strategy for the agribusiness sector needs to pay very close attention to markets. Thus, the study
highlighted the participation of the private sector in policy dialogues as an important factor that
can contribute to agribusiness development. Fourth, foreign investment can play a key role in
accelerating growth in the agricultural sector. Foreign fmns bring not only fmancial resources,
but access to technology that may be needed to develop fully a particular comparative advantage,
and in-depth knowledge about export markets as well. Perhaps most important, winning

I There is some controversy over this issue. For the other side of the argument, see Steven M. Jaffee, nd, Exporting
High-Value Food Commodities: A Review ofMajor Developing Countries Success Stori~s. World Bank Agriculture and
Natuml Resources Department and ECAIMNA Technical Department; particularly paragmph 3.38.
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strategies have clearly defmed roles for both the public and private sectors. Specialization and
cooperation were hallmarks of these examples.

I

In Pakistan, the structural weaknesses of agribusiness development were reflected in a
stalled transition from family capitalism to managl~rial capitalism. The study recommended steps
by the Government to foster the development of c:ompanies, whether fqmily-run or not, whether
large or small, that function efficiently. These steps include the development of human capital
and physical infrastructure (including well-trained managers) and the development and
enforcement of grades and standards for both products and services (including accounting).
Infrastructural development will foster the transition to managerial capitalism as agribusinesses
increase in size to take advantage of larger markets. Other recommendations of the study
include broader fmancing of agribusiness, specialired institutions for agribusiness fmance, and
simplifying investment procedures.

In the area of incentives to agribusiness and other sectors, the study found that
agribusiness in Pakistan was not at a disadvantage. On the other hand, existing incentives often
pertained to very specific sectors or industries, apparently the result of lobbying rather than a
well-developed strategy. The study pointed out that income tax breaks will only serve as
effective incentives for agribusiness development when the government has the capacity to
enforce the tax laws. Thus, it recommended that the Government redouble its efforts to broaden
the tax base, and that the system of direct and indirect tax incentives be streamlined. To
encourage investment by efficient fmns, fmancing of further ventures or expansion of existing
capacity should receive the same credit and tax incentives as new projects of newly-fonned
fmns.
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APPENDIXB

CASE STUDY: A POLICY INVENTORY FOR SUSTAINABLE AGRICULTURE
IN BELIZEI

The Natural Resource Policy Inventory was used in Belize under the Regional
Environmental and Natural Resource Management Project (RENARM). This project examined
sustainable agriculture, production from natural forests, management of water resources, and
management of wildlands. The following pages summarize the method as it was applied to
sustainable agriculture.

Sustainable development in the agricultural sector is defmed as the management and
conservation of the natural resource base and the orientation of technological change to ensure
the attainment and continued satisfaction of human needs-food, water, shelter, clothing and
fuel-for present and future generations. Such sustainable development conserves genetic
resources and land and water resources, and is environmentally non-degrading, technically
appropriate, economically viable and socially acceptable. Issues related to pesticide
management, habitat destruction and disruption and biodiversity losses from agricultural practices
and soil erosion are discussed under this theme.

Belize has good soils for agricultural production, with an estimated 19% of the land
suitable for mechanized agriculture. Particularly appropriate for agriculture are the lands in the
northern Cayo District and the lands of the northern sugar cane region. Soils of the Toledo
lowlands are generally fertile and appropriate for long-fallow milpa agriculture or pennanent tree
crops. Recent soil surveys have been conducted in the Toledo and Stann Creek districts, and
the other areas of the country will have soil surveys completed in 1990.

Problem Identification

Evidence of poor agricultural practices and soil erosion have been identified across the
country. Recently, citrus production has been expanded on hillsides with inappropriate soils and
land clearing and drainage for citrus in the Stann Creek Low Pine Ridge area and the Toledo
District have also caused soil erosion problems. In the Cayo District, drainage on heavy clay
soils has severely eroded the gullies.

With respect to pesticide and fertilizers, many interviewees identified heavy use by
banana growers. Banana cultivation requires large quantities of pesticides and irrigation. This
process adds fertilizers and pesticides to the water at times when the river flow is lowest and is
least able to disperse pollutants.

I Edited for this publication by David Junius from Bradley and Mangum, 1990.
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Policy Identification

The inventory identified 10 major sector policies with significant effects on sustainable
agriculture. Only one of the 10 policies, however, was the direct responsibility of the Ministry
of Agriculture and Fisheries: the comprehensive agricultural policy statement that sets the tone
and direction for all the Ministry's efforts. Two other policies were administered by the Belize
Marketing Board and the Pesticide Board, which are linked directly to the Ministry.

Perhaps the most important policy category concerning sustainable agriculture is land
resources, which includes three laws that play especially important roles in shifting land to more
productive agricultural use: the land tax law, the law to distribute public lands (Crown Lands
Ordinance), and the law providing for road access.

Institutional Identification

The inventory identified 26 public and private organizations whic,h have a major role in
sustainable agriculture. This relatively large number 'of decision-making bodies leads to
considerable complexity in policymaking, including duplication of effort and inadequate
coordination of programs.

Some of the institutions involved with the above policies are the Lands Department, the
Ministry of Natural Resources and Industry, the Ministry of Economic Development, the
Ministry of Agriculture, the Belize Sugar Board, the Belize Cane Fanner's Association, the
Citrus Control Board, the Citrus Grower's Association, the Pesticides Control Board, the
Development Finance Corporation, the Ministry of Pu"'c Roads, the Belize Marketing Board,
and the Ministry of Trade and Finance.

Policy Assessment

Policies affecting sustainable agriculture are evaluated in two ways. First, present policy
is assessed as to its effectiveness. Second, gaps in these policies are pointed out.

These are the effected policies. Land laws are not effective in regulating land use. The
transfer of additional land to agricultural use will damage the natural resource base. Anyone
can apply to the Ministry of Ecouomic Development for a tax holiday or a import duty
concession, and more concessions have been approved for agricultural enterprises than for any
other type of business. However, these concessions are granted without investigating the optimal
use of the land.

Often disposition of public lands and the building of public roads is dictated more by
political expediency than by sound policies designed to accommodate both economic growth and
natural resource conservation. Adequate information is not available to justify changes in land
use, which leads to decisions that damage both agriculture and the environment. The present
allocation system is subject to political whims, which results in dereserving forest land that,
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based on technical infonnation concerning the natural resources, should be either retained in
natural cover or only partially dereserved.

Policies to increase efficiency and production in the agriculture sector include regulations
on pesticide use, agricultural credit, market and processing facilities, and fiscal policies to
promote investment in productive agriculture. While favorable to agricultural development,
these policies can hann the natural resource base in two ways.

First, they tend to result in more intensive agriculture by encouraging such practices as
excessive fertilizer and pesticide use, heavy machine compaction offragile soils, stream siltation,
and burning of natural land cover. For example, credit is not specifically targeted to fanners
using sustainable agriculture technology.

Second, Belize has very adequate regulatory policies, but only limited resources for
monitoring and enforcing them. As 9. result, the government does not always respond to reports
of river contamination and contraband pesticide is a problem. The Pesticide Board has not
levied any fmes for violations and prefers a policy of educating the public.

There is a policy prohibiting the cutting of vegetation along river banks However, this
has never been enforced. Expansion of the banana industry, coupled with its heavy use of
pesticides, has caused soil erosion and water contamination.

Control boards and producer associations for the three major commodities-sugar, citrus
and bananas-increase grower profitability and expand output. However, there has been a
deterioration in the natural resource base associated with this economic; success. Citrus and
banana production has been shifting from flat, fertile lands to marginal hillsides and poorly
drained areas. Clearing of vegetation cover up to stream ~anks has caused siltation in streams
that appears to be spreading all the way to the reef. Aerial spraying of chemicals has also
contaminated streams. Continued expansion of these input-intensive commodities in relatively
small, well-defmed areas will exacerbate deterioration of the natural resource base.

Furthennore, present policies do not include a land use policy. There are no established
standards for testing pesticide residue in crops or beef. Extension services are not geared toward
the promotion of sustainable agriculture techniques, i.e., environmentally sound land clearing,
plowing and drainage techniques.

Setting an Agenda for Policy Reform and Further Research

Belize has the potential to promote agricultural development without conflicting with the
natural resource base. Because agriculture consumes only a small fraction of tota1land area,
the expansion of this sector can remain as the top national development priority while the natural
resource base is simultaneously preserved and maintained.
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However, existing policies will have to be enforced if this objective is to be met.
Enforcement will entail improving the data base for making decisions and to the extent possible,
transforming land use decision making from an ad hoc, political process to an effort which
conforms to a national land use plan. In addition, ministerial portfolios should be realigned to
reduce the overlapping of responsibilities. In tins process, the Ministry of Agriculture should
playa greater role in the sector it is charged to develop. At present, the ministry administers
few policies that have any influence on sustainable agricultural development.

Information is needed on soil types and the production capabilities of various land areas
in Belize. A soils mapping project presently underway will provide some needed data, which
should be supplemented with topography, ownership and type of use information, all
consolidated in the Lands Department for immediate access. This lands information bank could
become the basis to remove land-use decisions from as much political pressure as possible. The
national land-use plan would be especially important in the distribution of crown lands for
private use and for more intensive uses. Providing a logical basis for distributing and using
lands would be a major step in preventing further natural.resource deteriomtion. These efforts
would be enhanced by use of a plan to develop roads and other public facilities and to defme
permissible uses of private lands.

Information is needed on the sale and use of pesticides in agriculture by type, application
and location. Belize is in the process of shifting from a subsistence, largely milpa type of
agriculture to a larger scale, more commercial system dependent on agricultural chemicals. At
present little is known about the chemicals used, their mtes of application or their impacts on
the environment. Assistance needs to be provided to the relatively new Pesticides Board in
obtaining this information, as well as data on alternative means of pest control and the levels of
pesticide residue that humans absorb from foods and the impact of pest control on natural
resources. With this information, policymakers can determine appropriate pesticide use in
Belize.
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APPENDIXC

CASE STUDms: APPLICATIONS OF RAPID RECONNAISSANCE
IN WEST AFRICA AND NEPAL

This appendix presents field applications of rapid reconnaissanc~ (RR) &urveys carried
out under the Agricultural Marketing Improvement Strategies Project (AMIS). Both studies were
classic RR surveys in that the commodity focus was restricted: ruminant livestock (cattle and
small ruminants) in West Africa, and vegetable seed in Nepal. In addition, the RR studies
focused on tradable commodities that are exported from producing countries to other countly
markets within the same region. Livestock are exported from Mali and Burkina Faso to
neighboring Ce,te d'Ivoire, and vegetable seed grown in Nepal is exported to Bangladesh. In
the case of both RR surveys, significant applied research was conducted in the terminal markets.

Rapid Reconna5ssance Survey of Livestock Marketing in West Mrica

The Sahel West Africa Office of USAID funded a rapid reconnaissance survey of
livestock marketing and trade in a multi-country "central" corridor of West Africa, which
includes Mali, Burkina Paso, Cote d'Ivoire (Holtzman, Kulibaba, and Stathacos, 1992). Two
field trips were conducted by an economic anthropologist, who spoke the language of West
African livestock traders and producers fluently, in late 1989/early 1990. A focused update was
conducted by the same analyst in collaboration with an agricultural economist 15 months later.
The RR study identified policy and regulatory barriers to livestock trade, as well as quantified
in detail livestock marketing costs in the long-distance (Sahelian interior to coast) trade.

I

The RR benefitted from a comprehensive, three-year study of livestock marketing and
red meat consumption in the same corridor, carried out by University of Michigan researchers
in the late 1970s (Shapiro, 1979). The AMIS field work proved to be much more than a focused
update of the earlier work, however. The AMIS analysts were able to quantify accurately
"informal" marketing costs, which had increased significantly in the course of a decade and
burdened West African traders who faced strong competition from non-African imports of
chilled and frozen meat. Marketing costs were grouped into major categories at the analysis
stage, including official costs, transport and handling, rntermediary commissions, fmancial costs,
and informal and quasi-official costs. Sensitivity analysis was performed to estimate the effect
on marketing costs of several plausible scenarios for reducing costs. The analysis provided the
basis for development of an Action Plan to liberalize trade in livestock products in the central
corridor. The World Bank Sahel Operatic 1S Division funded the preparation of the Action Plan.

Key elements of the Action Plan, based on the RR fmdings, are as follows:

• Given the predominance of transport costs in livestock marketing, it is imperative to
improve transport efficiency and competitiveness. Improving management of the
railway running between Burkina Faso and the major terminal market, Abidjan, in
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C6te d'Ivoire is one way to do this. Turnaround time (rotation of rolling stock) is
unacceptably high, and delays due to poor management increase the cost and
inconvenience of shipping livestock by rail (the cheapest mode).

• Trucking is currently the costliest but most rapid mode of shipping livestock to coastal
markets. A second way to reduce transport costs is to deregulate international
trucking between coastal West African countries and the Sahelian interior countries.
This will expand the supply of backhaul (to the coast) trucks that are able to ship
livestock, increase competition in trucking, and lower trucking costs.

• A necessary complement to reforming trade polir::ies and regulatory practices
(underway as part of World Bank-funded structural arljustment programs) is
widespread and systematic dissemination of information to private livestock traders
about the exact nature of policy and regulatory reform, and how the reforms will be
implemented in practice. This information needs to be disseminated over the radio
in several local languages rather than issued as ~. decree in French as mr.-y of the
livestock traders are illiterate. Greater trader knowledge of t.rade regulations and their
rights vis-a-vis public agents will reduce oppo~nities for rent"'seeking on the part of
public officials.

• In the West Mrican environment, removal of formal trade barriers often leads to the
emergence of infonnal marketing costs that offset in part the gains of liberalization.
Certain groups of public agents (uniformed agents, customs officials) are adept at
interpreting new policies or regulations to their advantage or at choosing not to
enforce them. Periodic rapid appraisal focusilJg on in-depth interviews with livestock
traders is an effective way to monitor implementation of new policies and regulations.
Interviewing officials responsible for implementation, which is what World Bank
review missions tend to do, is not an effective means of determining whether practice
follows theory.

The major strength of the RR study was the informal interviewing skills of the analysts
and their ability to obtain highly detailed and accurate data on livestock marketing costs. Given
the sensitivity of cost and return information and the reticence of some traders to discuss costs,
it is preferable to use highly experienced analysts with the requisite interviel,';ing, language, and
subject matter skills. A few probing, in-depth interviews by experienced analysts are superior
to numerous interviews by enumerators who are instructed not to deviate from a fixed
questionnaire and who cannot always match wits with traders.,

A weakness of RR as a tool for obtaining data to construct representative budgets is that
the number of cases is necessarily limited. In West African livestock marketing, where there
are many transit itineraries and tmnsport modal combinations, it would require many informal
interviews to obtain sufficient observations per itinerary and tmnsport mode to do statistical
analysis. In this particular RR study, the objective was not statistical analysis but identWcation
of major marketing cost categories and quantifIcation of their relative orders of magnitude. With
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this information, policymakers could prioritize efforts to reduce costs and have a good idea of
the relative impact of alternative measures.

Rapid Reconnaissance Survey of the Vegetable Seed Subsedor in Nepal

This RR study was really two different rapid appraisals-one by a team of vegetable seed
specialists and a second by a team of agricultural coJoomists. In both cases senior Nepalese
analysts were paired with senior expatriate analysts. n~e ")rincipal objective of both RRs was
to assess constraints facing the emerging private PJY'< ,1 and trade in vegetable seed. The
RRs were focused primarily on learning what the r,a. ~.. Jgressive private sector participants
in the vegetable seed subsystem were doing and how t~e public sector ~ould facilitate more rapid
private sector development. Hence, the Nepal work was targeted primarily to innovators and
how to promote their efforts.

A strength of this RR study was the effort that went into the design of structured
infonnal interview guidelines for different groups of subsector participants. The hands-on
privaie sector experience of the vegetable seed specialists was invaluable in providing technical
sophistication to the RR study and in enhancing the credibility of the study team. The two RRs
provided a balanced picture of technical, economic, and institutional constraints to private sector
development of the vegetable seed subsector. Time and resource constraints limited the team's
ability to cover the numerous, isolated geographic areas where vegetable seed is grown.

A shortcoming of the Nepal vegetable seed RR was the failure to mix disciplinary skills
in the field work. Two teams of one vegetable seed specialist and one agricultural economist
each would have provided a better disciplinary mix. More junior Nepalese analysts should also
have participated; instead, they were used primarily to gather, enter, and tabulate secondary
data.

The RR study was a valuable input into US~/Nepal's design of an agricultural
research and agro-entelprise promotion ~ ',roject. Based on the RR, the team proposed pilot
innovations in vegetable seed harvesting and processing technologies. Mechanized but non-fossil
fuel technologies developed to harvest and clean vegetable seed in other parts of Asia, such as
Thailand and Taiwan, were proposed for pilot testing in production zones. The RR study also
proposed institutional arrangements for organizing vegetable seed production and marketing in
remote hill areas of Nepal (contracts between traders and villages of producers). The team also
described the appropriate role for the emerging national vegetable seed association.

As noted in the introduction, the Nepal vegetable seed RR survey addressed, at least in
part, the issue of export market potential and competitiveness. Separate informal surveys were
conducted in Bangladesh (zaman, 1989) and Thailand (Welsh and Kayastha, 1989). Several
Nepalese exporters had already shipped vegetable seed to Bangladesh prior to the survey; the
analyst focused on obtairJng candid assessments of the quality of the Nepalese seed from
Bangla\leshi importers. He also examined vegetable seed import data and trade regulations.
Market research was carried out in Thailand, because Thailand was viewed as a future market
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of large potential. The RR survey in Thailand revealed that the market for vegetable seed was
highly competitive and dominated by very high-quality, yet cost-competitive, hybrid Japanese
seed. Nepalese exporters would have difficulty competing with the Japanese on quality grounds,
and Thai vegetable growers are willing to pay a premium for the highest quality seed available
on the regional market. Furthennore, Thailand has a much better-developed domestic seed
industry than Bangladesh, providing prospective Nepalese exporters with another source of
competition.

~'1.'>,I.K:lusion

The key distinguishing features of rapid reconnaissance techniques used in these and
other studies carried out by the AMIS Project are the following:

• They can be carried out and completed in shorter periods than longer-tenn, fonnal
research programs (generally under four months).

• They focus on one or more related commodity subsystems.

• They are preferably multi-disciplinary investigations, though they tend to be led by
agricultural economists or economists. 1

• They rely heavily on structured informal interview guidelines which are used to
interview key infonnants in the commodity subsystem.

• They require direct analyst or researcher participation in the inquiry, rather than
relying on enumerators who administer fonnal questionnaires.

• They also place a premium on field observation of marketing activities and facilities.

• They focus on identifying subsystem constraints or problems, and unexploited
opPOrtunities, leaving exhaustive inquiry of identified problems for later, more fonnal
research progrdlllS.

The RR'methods are useful, policy-relevant exercises at the beginning of longer-tenn
programs of applied research and testing of marketing system innovations. RR can also be used
to do focused study updates, and as a complement to a longitudinal, fonnal research program.
Finally, RR surveys can be used to identify agribusiness opportunities, as well as to design,
monitor and evaluate USAID-funded projects and policy refonn programs.

,
When used properly and effectively, RR can be an excellent training tool. It engages

analysts directly in the inquiry and gets them out of their offices. Junior analysts can work
under the close supervision of senior, experienced analysts. Analysts with different disciplinary
training and skills can learn from each other in the field, as we.ll as complementing each other
in handling different topics in structured infonnal interviews.

C-4

I I



SELECTED BmLIOGRAPHY

Holtzman, John S., "Using Rapid AVpraisaI Methods in a Diagnostic Assessment of Vegetable
Seed Marketing in Nepal." Chapter in Rapid Appraisal Data Collection Methods:
International Case Studies. Forthcoming, 1992. World Bank. Prepared originally as
a case study for the USAID PPC/CDIE Workshop on Innovative, Low-Cost Data
Collection Methods in Development Settings: International Case Studies, 9-11 July
1990, Arlington, Virginia.

Holtzman, John S., and RB. Munankami. Rapid Appraisal of the Vegetable Seed
Marketing System in Nepal. Agricultural Marketing Improvement Strategies
Project. Bethesda, MD: Abt Associates Inc. 1990.

Holtzman, Jmm S. Rapid Reconnaissance Guidelines for Agricultural Marketing and
Food System Research in Developing Countries. MSU International
Development Papers, Working Paper No. 30. East Lansing: Michigan State University.
1986.

Holtzman, John S., Nicolas P. Kulibaba and Charles J.D. Stathacos. 1992. Livestock
Marketing and Trade in the Central Corridor of West Africa. Agricultural Marketing
Improvement Strategies Project. Bethesda: Abt Associates Inc. 1992.

Shapiro, Kenneth. 1979. Livestock Production and Marketing in the Entente States of West
Africa: Summary Repon. Ann Arbor, MI: Center for Research on Economic
Development, University of Michigan.

C-5



-::

APPENDIX D

DEBT-FOR-NATURE SWAPS AS OF NOVEMBER, 1991
.-

FACE VALUE CONSERVATION
OF DEBT FUNDS

COUN1RY DATE PURCHASER COST (US $) GENERATED

BOLMA 8-87 CI $100,000 $650,000 $250,000

COSTA RICA 1-91 RAlMCurNC 360,000 600,000 540,000

3-90 SWIWWFrrNC 1,953,474 10,753,631 9,602,904

4-89 SWEDEN 3,500,000 24,500,000 17,100,000

1-89 TNC 784,000 5,600,000 1,680,000

7-88 HOLLAND 5,000,000 33,000,000 9,900,000

2-88 NPF 918,000 5,400,000 4,050,000

TOTAL, COSTA RICA 12,515,474 79,853,631 42,872,904

DOMINICAN 3-90 PRCT/TNC 116,400 582,000 582,000
REPUBLIC

ECUADOR 4-89 WWFrrNCIMBG 1,068,750 9,000,000 9,000,000

12-87 WWF 354,000 1,000,000 1,000,000

TOTAL,ECUADOR 1,422,750 10,000,000 10,000,000

GUATEMALA 10-91 TNC/CAnEI 75,000 100,000 90,000

JAMAICA 10-91 TNC/AID/PRCT 300,000 437,000 437,000

MADAGASCAR 8-90 WWF 445,891 919,363 919,363

7·89 WWF 950,000 2,111,112 2,111,112

1-91 CI 59,377 118,754 118,754

TOTAL,MADAGASCAR 1,455,268 3,149,229 3,149,229

MEXICO 4-91 CI 180,000 250,000 250,000

PIDLIPPINES 8-90 WWF 438,750 900,000 900,000

1-89 WWF 200,000 390,000 390,000

TOTAL, PIDLIPPINES 638,750 1,290,000 1,290,000

POLAND 1-90 WWF 11,500 50,000 50,000

ZAMBIA 8-89 WWF 454,000 2,270,000 2,270,000

GRAND TOTAL 17,269,142 98,631,860 61,241,133

Source: The Nature Conservancy and World Wildlife Fund, 1991.
Note: Funds generated may be cash or bonds. Figures do not include interest earned over the life of the bonds.

AID ... U.S. Agency for International Development
CABEI == Central American Bank for Economic Integration
CI == Conservation International
MBG ... Missouri Botanical Garden
MCL - Monteverde Conservation League

I

"'"

NPF National Parks Foundation of Costa Rica
PRCT Puerto Rican Conservation Trust

RA -= RainforestAlliance
TNC ... The Nature Conservancy

WWF EO World Wildlife Fund
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