

jharold
Rectangle




















effects of structural adjustment policies. Therefore, in Section 4, we emphasize the
need for a more detailed analysis of environmental degradation at the sub-sectoral
level and discuss the indirect environmental effects of economic reforms undertaken in
1983. Section 4 also explores a number of potential interactions between ten sub-
sectors of the economy. The production activities of these sub-sectors are related to
each other using a "policy matrix" approach in order to suggest the dominant sources of
degradation.  Moreover, we discuss the possible environmental effects of trade and
investment policies (TIP) designed to encourage non-traditional agricultural exports
(NTAE). This section underlines the developments in fishery, forestry, salt mining,
and commercial agriculture sub-sectors which seem to have potential to increase export
revenues. Section 5 extends Sections 3 and 4, and discusses the pathways through which
economic reforms simultaneously influence the environment and agricultural marketing,
i.e., emphasis is placed on the interactions between environment and marketing
activities.  Finally, Section 6 concludes Part I of the monograph by suggesting areas
in need of further query.

Part II of the monograph has two Appendices. Appendix I has six sections. Its
purpose is to survey the literature on the impacts of adjustment policies on
agricultural marketing and environment. Hence, this material supports and provides
input or "data" to the more evaluative nature of the material in Part I. Following the
introduction, Section 2 highlights the key features of the Ghanaian economy by
underlying the main macroeconomic policies and sectoral developments.  Section 3
introduces the marketing approaches utilized in understanding the different dimensions
of marketing activities. Section 4 classifies key policy issues pursued as a remedy to
overcome the economic crisis stemming mainly from implementing inward-oriented
policies.  Section 5 discusses the weaknesses in agricultural input and output markets

and the various constraints to the expansion foreign trade in agricultural goods. In
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sufficient incentives for the Ghanaian economy to attract foreign savings, and foreign

or multi-national firms.

Privatization of state fertilizer enterprises and their distribution channels
were effective in lowering (i) the increase in cost of devaluation for imported
agricultural inputs, namely imported fertilizers, and (ii) the negative impacts of
exchange and fertilizer rationing on small scale producers. Areas that lack a serious
effort in measuring the likely economy-wide impacts of reform include identifying (i)
those resource, policy and institutional constraints in the economy that are most
likely to "run counter" to the fundamental forces of supply and demand that reform
induces and hence the most efficient allocation of the country’s resources, (ii) those
natural resources whose demand is likely to rise and commensurate opportunity costs (or
shadow prices) to assure their husbandry and long-run sustainability, (iii) the likely
changes in the incidence of environmental degradation that reform engenders, and (iv)
the kinds and levels of environmental policy instruments that are "consistent" with
Ghanaian capacity to implement and minimize the externalities that reform can induce on
the environment.

Based on the literature reviewed and our assessment of it, the agricultural
marketing implications of policy reform appears to have weaknesses in four areas: (i)
the lack of attention and emphasis to the design of policies and strategies/programs
for their implementation that take into account the special and unique role of women
and their participation in marketing activities as middle-women and as agents in
primary production activities; (ii) the lack of encouragement and support for
increasing agricultural productivity through the development of public institutions
whose mission is to develop, adopt and adapt new chemical, biological and mechanical
technologies, and the extension - communication of these technologies to farmers and

marketers of agricultural inputs and outputs, (iii) the development of well defined and
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are high. Credit inadequacies can be attributed to non-performing loans, managerial
and institutional deficiencies in the financial sector.  These inefficiencies in the
financial system contribute to low agricultural productivity in the following ways.
First, poor access to credit has hampered effective demand for new technology and
purchased inputs, particularly for small holders.  Second, the insufficient flow of
institutional credit lead small holders to borrow in informal credit markets at high
interest rates. Measures to rectify these problems largely require encouraging
institutional-capital market reforms and training programs that, among other effects,
lower loan transactions costs for small holders.

Another issue tightly connected to weak credit institutions is the inadequate
supply and distribution of inputs. Moreover, the privatization of agricultural input
markets and removal of input subsidies are policy reforms expected to "rebalance" the
former income transfers to large relative to small holders.

Inward oriented policies tended to provide disincentives to the creation of
storage capacity in agriculture and fisheries. Reform 1is ‘expected to increase
incentives for increasing capacity. = However, in the case of fisheries products,
economies may exist for the public provision of storage (for a service fee), or storage
provided by a association of producers; in either case subsides per se should not be
provided. That fisheries is an important source of income for small scale harvester
should be taken into consideration in efforts to make market forces effective.
Perishability of sea products is a crucial factor that influences their supply,
preservation, and marketing. The lack of regulations, and in particular the
enforcement capabilities of either government or an association of "fishery harvesters"
threatens to cause over-exploitation of sea products. The development of an
internationally competitive shrimp-prawn industry is also hindered by the externalities

of effluent discharge from gold processing and human wastes.
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effects (referred to as disembodied) are less self correcting with growth than the
former.

This observation implies that as per capita income growth occurs, Ghanaians are
expected to spend an increasing portion of their income on activities to correct for
some of the ill health effects of environmental degradation, while other adverse
effects will require public intervention including sanitation, environmental controls,
and disposable facilities for solid and gaseous industrial effluent. This brings about
the issue of designing a national environmental policy as an indispensable component of
a sound macroeconomic policy reform. In addition to mentioned need for policy which
husbands, in a socially optimal way, the country’s natural resources, the general
objective of a national environmental policy should be to encourage economic activity
that increases the economy’s production of "Goods" which augment well-being and
decreases its production of "Bads" which otherwise decrease well-being.

In order to identify technologies and activities that decrease the environmental
impacts of economic growth, sector specific studies should be conducted to collect data
and determine those activities that lead to unsustainable use of the environment.
Furthermore, the linkages between foreign firms and environment-natural resource use
need to be identified so as to determine how much environmental degradation occurs
owing to policies that encourage the foreign investment.

As noted reform, if successful, will drastically alter incentives of what, where
and when to produce and consume. While it is clear that reform will provide increased
incentives for the traded goods sector of the economy (both for export and import

competing goods, factors and services) to expand production relative to the home goods

sector, it remains unclear which of the traded goods sectors, in relative terms, will
expand and which will contract, which resources (including various human skills) will

become relatively more scarce and hence act as a constraint to further expansion.
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policies within the sector alone and (ii) policy has served to decrease the returns to
resources employed in the production of export commodities, i.e., in commodities where
returns to resources are relatively high, compared to the resources employed in the
production of import competing commodities.

Non-traded commodities also are affected by the distortions in traded
commodities. The ISI policies tend to cause the ratio of the prices of non-traded to
traded agricultural commodities to rise (although, the prices of non-traded commodities
may fall in absolute terms) in the presence of an over valued cufrency. Consequently,
the implicit taxes imposed on traded commodities can be expected to "push" more
resources into the production of non-traded sector. ~Second, protection of the import-
competing industrial sector tends to lead to a concentrated and capital intensive
structure, with small relatively high-cost plants unable to compete in world markets.
Scale economies are limited to the domestic market, so that agriculture tends to suffer
an additional source of taxation. The intermediate factors of production that
agriculture obtains from protected industries tend to be of inferior quality and often
more costly than those available in world markets, while prices of agriculturally
produced goods sold to these industries tend to be under priced relative to the world

market.

This is not an unusual outcome. In the case of Brazil for example, Brandao and
Carvalho (1991) report that the farm gate prices of soybeans were lowered by export
taxes placed on soybeans to encourage the domestic milling of oil; Intal and Power
(1991) report that the Philippines banned the exports of copra to encourage the
domestic processing of oil. If inputs are subsidized, then part of the burden is
passed to the government, although poor quality and problems of timely delivery can be

viewed as an increase in the real prices of inputs to producers.
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output, cocoa foreign exchange earnings increased thus contributing to a steady
improvement in the country’s balance of payments position (IMF (1991) and Sarris and
Shams (1991)).

The objective of diversifying agricultural export and export promotion in general
were not judged particularly successful. Therefore, in spite of the mentioned
favorable adjustments, the strain on the balance of payments remained an important
barrier in meeting external debt obligations.

Prior to 1983, emphasis was tended to be placed on large-scale, capital-intensive
modes of agricultural production over small-scale farm units. An inevitable result of
this biasedness in scale and factor intensitivity was the tendency to restrict
resources and commercial opportunities to some farmers at the expense of small holders.
This policy tended to decrease the multiplier effects from investments relative to the
effects that would otherwise result when economic activity is linked to a larger number
of 'independent enterprises. The absence of an agricultural policy to address this bias
was clearly evident.  For this reason, in 1986, a more scale neutral policy was
undertaken.  Its objectives include self-sufficiency in the production of food and
industrial raw materials, improving storage, processing, and improvements in the
distribution  systems to lower post-harvest losses, increasing  production  of
exportables, ensuring adequate returns to middlemen to strengthen the channels between
producers and consumers, and improving existing institutions and facilities, such as
the agricultural research centers, credit facilities, marketing facilities, etc.

Even though economic reforms under the ERP have been successful in realigning
relative prices, improving fiscal and monetary prudence, enhancing the private sector
investment climate, and initiating the rehabilitation of key infrastructure, many
constraints to establishing sustained growth, increasing foreign and domestic

investment and expanding exports still remain. In the context of the ERP, the
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of the program (TIP document, p. 1). While it is not our purpose to review, evaluate
and assess the details of this program, we highlight here its major thrust, and leave
to other sections of this monograph the details of the program on specific sectors, and
agricultural marketing and exports in particular. As with any program, some gaps seem
to exist, and some assumptions upon which the program is based may not be valid. We
provide more detail on these general concerns in this section.

The general objectives of TIP are to: (a) increase the nominal value of the
country’s non traditional exports (NTE)S, (b) increase the number of firms directly
engaged in NTE activities, (c) increase real per capital income, and (d) to create at
least 60,000 new full-time NTE related employment opportunities by the end of the
program’. The strategy for accomplishing these objectives are to: (i) improve the
enabling environment, and (ii) increase the capacity of the private sector to export.

The enabling environment includes improving the country’s ability to establish
“and develop a "policy framework," to reduce regulatory and administrative transactions
costs, and to improve public sector export support services. These efforts include
lowering the disincentives exporters now face in licensing regulations, making of
export taxes and other regulatory activities more transparent and less discriminatory,
developing a more uniform codification of commodity exports and imports, and more open
and transparent legal structures.  Efforts to increase the capacity of the private
sector to export include training, technical and marketing assistance to business firms
and business associations.  Technical assistance will focus on helping the private

sector to increase production volume, productivity, improve quality and uniformity,

®Non traditional exports include: wood products, sheanut and kolanut, aquacultural
products, horticulture and handicrafts. Traditional exports include cocoa, gold,
timber and electricity which have accounted for about 87 % of export earnings.

"This material is taken form the Agency’s Project Assistance Approval Document.
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These firms, as is well known, are attracted by "cheap” human and primary resources
relative to other countries. Their presence in the Ghanaian economy not only pays
returns to Ghanaian resources, they also provide capital, technology and expertise of

world caliber, and perhaps most importantly, they also provide a learning environment.

Empirical evidence from other countries clearly shows that learning by doing is a major
source of human capital accumulation and economic growth, not only within a sector
where foreign firms are present, but also by the "spinning off" of new firms by

employees that have learned new skills from employment in foreign firms8.

2. 4. Policy Reform and the Environment

The environment, broadly defined to include renewable and non-renewable
resources, impacts on well-being in three distinct ways; it impacts directly by
environmental impacts on health, and on amenities, and indirectly through the
degradation of resources. The degradation of natural resources typically increases the
cost of their extraction, the remaining natural resources are often of lower quality,
and the decline in their quantity and quality tends to lower the productivity of the
labor and capital with which they are combined to produce goods and services for final
consumption. Hence, the degradation of natural resources tends to lower productivity
and income, therefore causing well-being to fall. An economy tends to under produce
"Goods" and over produce "Bads" when markets do not exist and/or fail to indﬁce
individuals to incorporate into their resource allocation and consumption decisions the
negative consequence of their actions on others. Under these circumstances, private

benefits and costs of economic activities depart from their social benefits and costs.

8The USAID documents reviewed for this report noted the results from surveys of firms
involved in foreign trade. A survey of foreign firms to obtain insights into the
disincentives they face should also be considered. '
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Figure 2

Typical Effects of Inward-
Oriented Policies on Well-
being
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Table 5 summarizes the discussion thus far regarding the direct and indirect
effects of a specific policy reform on the environment. Our survey of the literature
on policy reforms that have indirect environmental implications includes the following
studies. Munasinghe, Cruz, and Warford (1993) explore the links between policy issues
and indirect environmental effects of policy reforms. These policy reforms can be
grouped in two categories. The first set of environmental - policy reforms links
agricultural expansion and deforestation to the reduction in taxes and subsidies,
exchange rate and trade reforms, property rights reform, and poverty and income
distribution policies. ~As noted, switching to flexible exchange open economy regime
promotes the production of traded goods.  Hence, reform can lead to increased
deforestation from timber and forest product exports while creating additional
employment in the traded goods sector: thus, some sectors of the economy may experience
increased degradation.

Furthermore, agricultural intensification in settled lands tends to increase crop
yields but also increases the possibility of overuse of fertilizers and chemicals while
the migration of individuals to employment in towns and villages can lower population
densities on fragile lands. Removing price distortions and permitting worid market
prices to prevail in the domestic economy tends to promote competition and efficiency
and the adoption of less pollution-prone technologies, but it can also lead to an
influx of hazardous industries that choose to use the country as a "waste sink."
Changing rules and regulations to promote and ease the entry of foreign companies is an
indispensable step toward the establishment of a free market mechanism, but safe-guards
need to be in place to prevent this type of adverse actions. Of course, the
technologies used by foreign companies will lead to a change in the allocation of
domestic resources between industries and possibly accelerate the rate at which natural

capital stock-minerals and timber are exhausted.
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externalities that can become more severe following reform. However, the "best" policy
instruments to employ to correct for externalities tend to be dependent on culture and
institutional characteristics of a country, and hence they tend to be country specific.
That is, for any two countries facing the identically same environmental problem, the
instruments they find "optimal" to use will likely be different depending upon the
capacity to implement and enforce policy, as well as the role of interest groups that
may prefer on set of instruments over another.

Among the "policy instrument" options are direct regulation, charges, taxes and
subsidies, market creation, liability instruments, and incentive-based approaches
Eskeland and Jimenez (1992), World Bank (1992), and Graham-Tomasi, Mohtadi, and Roe
(1992). Direct regulation in a "command and control" type of context is normally the
first step in developing any structure intended to improve environmental integrity.
Charges, taxes and subsidies allow efficiency and feasibility —considerations.
Liability instruments, on the other hand, are efficient to manage environmental
resources.  All these different policy instruments exist since each environmental

problem has their own unique property that the others do not.

It is obvious thar each macro policy package implies a
specific pathway through which environment is influenced. In
order to develop a sound environmental screening  of
macroeconomic policies, policy designers should address the
questions of the following kind: what are the implications of
macroeconomic policies for the resource allocation which
indirectly influences individuals’ health —and  productivity?
What are the policy instruments to deal with the potential
health-productiviry problems?

The World Bank (1992) recommends, for example, land tenure and capital market
reforms in order to avoid deforestation and land degradation. Also, the environmental

effects of mining and industrial sectors should be controlled by environmental quality
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equipment are relatively specific to a sector and not easily reallocated to more
profitable alternatives. Likewise, the human capital of the nation’s work force needs
upgrading and to learn new skills in the production of goods and services of a quality
and uniformity that make them competitive in world markets. As numerous country case
studies and their syntheses reveal, and Ghana appears to be no exception, when
governments pursue these inward-oriented policies, they almost always incur macro
economic imbalances, and with few exceptions, under invest in the provision of public
goods, i.e., they fail to intervene in areas where markets are not efficient in
allocating  resources  (roads, infrastructure, education, rural electrification,
agricultural research and extension). — Moreover, they generally fail to develop the
institutions and agencies necessary to support the efficient functioning of markets,
such as the development of property rights, an efficient legal system to support the
commitments made in privately agreed contracts, the development of efficient agencies
to support well functioning capital markets aﬁd an efficient trade and payments regime,
nor do they tend to develop policy and supporting bureaus to husband environmental and
natural resources.  Finally, the pursuit of reform needs to establish credibility so
that domestic and foreign entrepreneurs face little risk that the new policy is only
short lived and likely to return to the "old ways!®."

In this regard, Ghana has some distance left to travel. ~The TIP and IBRD
documents note that the country continues to incur a trade imbalance in goods and
services, an unacceptably high inflation rate, and concern with the capacity of
domestic savings to meet investment needs commensurate with attaining real rates of per

capita GNP growth in the neighborhood of 5 percent. The persistence of these macro

T8See the special issue of The North American Journal of Economics and Finance, op cit
for the strategies pursued by the Salinas administration to establish credibility in
Mexico’s reform program.
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productivity of other resources (labor, capital). In particular, since the
activities in sub-sectors of the industrial sector such as mining and energy tend
to be more environmentally harmful, policies should be designed to encourage the
use of more environmentally friendly technologies. In order to conduct sub-
sectoral analysis of environmental impacts, sector specific surveys will likely

need to be designed to provide data on their potential to be environmentally

degredating or saving.

The linkages between foreign aid and environment-resource use: Recently, donors

have placed more emphasis on how the policies and programs they support influence
environmental outcomes.  Foreign aid, in this regard, influences environmental
policy. Studies should focus on to what extent the foreign aid can be used for an
environmental screening of domestic policies and how it might provide
institutional ~support for implementing and managing environmental policy.
However, a word of caution may be in order. Care should be exercised that the
environmental reforms sought by donor countries and agencies reflect the benefit-
cost (and hence preferences) of the recipient country, DQ the benefit-cost (and
hence preferences) of the donor country unless it is understood that the donor
country views its support as akin to compensatory payments for the preservation of
resources (such as amenities and biodiversity) that it values more than the
recipient country.

Institutional arrangements: Consideration needs to be given to the design of

policy instruments and the institutions to implement and manage them that are
"consistent" with the country’s cultural and institutional endowments.  Policy
instruments (such as effluent charges, or marketable permits) may be "first best"
in some countries but not appropriate or efficient in others.

Property rights: Open access to natural resources (e.g., land, forests, fisheries)
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increasing premium of the black market, which acts as an implicit tax on exports. By
1983, Ghana's tax revenuc declined substantially to be only 4.6 percent of GDP.
Ghana’s fiscal policy since 1983 has been directed toward correcting the fiscal
imbalances by reforming the tax system so as to increase public savings. High rates of
growth of domestic credit and broad money increased inflation and widened the spread
between official and parallel market exchange rates. Monetary policies since 1983 have
initially focused on quantitative credit controls. ~ For most of the period since 1983
the growth in broad money has remained high and the process in absorbing the excess
Jiquidity has been slow. Therefore, inflation has remained at high levels and real
interest rates have been virtually negative which in turn led to a weak banking system.
Furthermore, developments in consumer prices appear 10 be influenced by exogenous
shocks in the domestic food supply, domestic and external cost-push factors, and

demand-pull factors (IMF, Occasional Paper No. 86).

Before 1983, food prices were higher than nonfood prices,
implying that the domestic terms of rrade was in favor of
agricultural sector. After 1983, domestic terms of trade were
in favor of non-agricultural products, which was expected 10
stimulate the production of non-agricultural  products. It also
caused resources 1o be allocated  for the production of non-
agricultural products.  In particular, policies that encourase
the production in non-agricultural — sector favors  the urban
sector in the distriburion of public goods.

In an economy where the import-substitution policy is implemented, the increase in
reserves leads an increase in imports of nputs through which the production in export

sector increases. However, OVer valued exchange rate leads 1o smuggling of export

products.

The government revenue depended mostly on the export revenue from regulated cocoa

and mineral exports. In a regulated market system favorable world market prices may

98



not be passed on to the producer. For cocoa, the marketing board prices may not
reflect an improvement in the world market price. The cocoa result also suggests that
exchange rate depreciation which is not passed on as higher producer prices may
actually have a contractionary effect on output. Since the liberalization of the

exchange rate and trade systems are key elements of Ghana’s structural adjustment

program, this suggests the following implication

The existence of marketing board monopoly does nor fir into the
liberalization  policy package since ina regulared  market
system favorable world market prices may not be passed on to
the producer. This contradiction brings up the issue of a need
for  new institutions  or decentralization — of  existing
institurions.

2.1.2. Sectoral Developments

Ghana is well endowed with a broad range of natural resources, such as arable
land, forests, and sizable deposits of gold, diamonds, bauxite, and manganese, as well
as a considerable potential for hydroelectric power. The economy has depended to a
high degree on primary (agricultural as well as mineral) production and exports.
Exports of cocoa, gold, and timber still account for the bulk of total merchandise
exports, with respective shares of 43 percent, 24 percent, and 11 percent. Together
with forestry and fishing, the agricultural sector employs about two thirds of the
labor force and accounts for about half of total output. Agricultural production,
which is primarily small scale, consists mainly of cocoa and staple food crops. Ghana
ranks among the world’s largest producers and exporters of cocoa, even though its
relative position has recently dropped from a long-held first place to third.
Transport and trade sectors, which are keys for the marketing of agricultural and
manufacturing output, significantly contribute to the growth of agricultural sector.

The resource endowment consists of a wooded svanna and a forest zone occupying roughly
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facilitating functions which include standardization, financing, risk bearing, and
market intelligence.  The buying function can be either the assembling of the raw
products from the production areas or the assembling of finished products into the
hands of other middlemen in order to meet the demands of the final consumer. The
selling function includes activities such as advertising. The physical function
includes handling, movement, and physical change of the actual commodity itself. The
storage function is primarily concerned with making goods available at the desired
time. The transportation function is primarily concerned with making goods available
at the proper place. The processing function is essentially a form-changing activity.
The standardization functions deals with the establishment and maintenance of uniform
measurements while financing function is concerned with the use of money to carry on
the various aspects of marketing. The marketing intelligence function primarily deals
with informing sellers and buyers about the availability and efficiency of
aforementioned functions such as storage availability, an efficient transportation, and
standardization. There are two important characteristics of these marketing functions.
First, these functions affect the cost of marketing and therefore, the value of
products.  For example. processing, transportation, and storage provide form, space,
and time utility for consumers. Second, the cost of performing a marketing function
can be reduced by eliminating the middlemen, but the function cannot be eliminated from
the marketing process. For example, a consumer can eliminate the food retailer by
purchasing from wholesale food stores.

The second approach is called the “institutional approach” which focuses attention
on the "Who". It emphasizes agricultural marketing as a process in which inputs are
delivered to farmers, output is collected from farmers, and commodities are transformed
before being delivered to consumers. In other words, it considers the nature and

character of the various middlemen, related agencies, and marketing organizations. The
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3.2. Neo-Classical Approach

In order to evaluate market performance referring to the real impacts of market
structure and conduct as measured in terms of variables such as prices, costs, and
volume of output, neo-classical approach takes into account the fact that prices are
interrelated through space by transfer costs, through form by costs of production, and
through time by the cost of storage. In this approach, the price dimensions of market
performance refer to price levels and adjustments over time, space, and form.
Regarding these price dimensions. there are three different markets: (1) markets in
form, (2) markets in space, and (3) markets in time. Markets in form are related to
the alternative uses of a raw material. How pricing policy affects the form of a
product is important in evaluating the sensitivity of the equilibrium form of a raw
material. Further, just as with spatially separated markets, arbitrage between
different forms of a raw material is the equilibrium mechanism. Here arbitrage takes
place in relation to alternative product forms. — Markets in space basically deals with
transfer costs which include not only the cost of transfer from one place to another
but also the cost of transformation or processing. In this way, arbitrage defined as
an activity of individuals who buy in one market in expectation of selling in another
market at a profit is the mechanism that determines optimum locations for processing.
This is the effective mechanism that brings consistency to market prices through space.
Markets in time refer to the following cases: (i) there is a time lag between
production and consumption and (i) the creation of time utility in bridging this gap
is a productive activity (storage) that can be accomplished only at a cost in terms of
resources. In addition to the direct costs of storage, changes in product
characteristics during storage must be considered as a cost in terms of depreciated

product values. The effective mechanism that brings consistency to markets in time is
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also conclude that official devaluation had a positive effect on Ghana’s budget.
Revenue improvements came from three channels: (1) the higher grant aid disbursed at a
more depreciated exchange rate, (2) a reduction in subsidies, and (3) an increase in
export taxes as cocoa farmers increasingly marketed their output through official
channels. The devaluation therefore did not produce higher budget deficits.

In their analysis of consumer prices between 1984 and 1987, Sarris and Shamas
(1991) show that the rural food terms of trade (the ratio of the rural food price index
to the rural non-food price index used as a proxy for the price terms of trade for
rural food producers) dramatically declined after 1984. This development, mainly due
to sharp increases in the prices of beverages, tobacco, clothing, footwear, fuel,
power, furniture, and furnishings (mainly imported), is attributed to the 1983 reforms.

Ahiakpor (1986) argues that equality of the rates of profit among firms of
different ownerships is what economic theory of the firm leads us to expect. He tests
if multinational corporations located in LDCs make more profit than do local firms.
Using the ratio of non-wage value added to the value of total capital as an estimate of
a firm’s rate of profit, he could not confirm the hypothesis that foreign firms in
Ghana (1970) made excessive profits as compared with four other ownership groups of
firms. Instead, the general tendency of the data is to rank the rates of profit for
mixed private, local-foreign and private local firms higher than those of private
foreign, mixed-state foreign, and wholly state owned firms. This ranking would seem to
be explained more by the fact that while foreign firms tended to enjoy tax holidays on
profits as well as subsidies on rents from the government, the same incentives were not

generally available to private local firms.

Reductions in the subsidies due to market reforms induced
Sforeign and local firms o be more competitive.  Free entry
equalized rates of profits - across foreign and local  firms.
However, the lack of regulations that  protect environmental
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amenities might be one ofthe reasons why foreign firms are
attracted 10 Ghana. In this respect, it is worthwhile to
examine the nature of foreign firms that started (o operate in
Ghana afier 1983.

Alderman, Canagarajah. and Younger (1993) address the problem of over staffing in
the civil service. The government had the following concerns about the redeployment:
(1) redeployed workers would present political problems, and (2) they would add
significantly to the ranks of the unemployed.  These two concerns were proven
unfounded. Most of redeployees chose to migrate from urban to rural areas, and many of
them are now farming. One of the benefits of the redeployment for the government is

that it reduced the wage obligations of the central government.

Reductions in the size of the public sector decreased wage
obligations of the central government. — However, redeployees
migrated to rural areas and pur pressure on the use of land.
This pressure possibly led to deforestation and  reduction in

fallow periods and hence reduction in  soil Sfertility. This
shows that in designing policies environmental issues have been
ignored.

5. AGRICULTURAL MARKETS
5.1. Input Markets

U.S. House of Representatives (1989) states that Ghanaian industrialists indicated
that the "auction” system for valuing and distributing foreign exchange has enabled
them to acquire needed foreign inputs and thereby double capacity utilization.  Also,
intensifying food production and developing storage were two issues that need to be
addressed to mitigate the effects on the economy of uncertainties pertaining to
conditions and changes in the world prices. Furthermore, improved cocoa and maize
processing and the lack of efficient transportation systems and of other infrastructure

investments should be addressed. The report also discusses the negative effects of
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production and processing, and distribution of agricultural and other food items.

Self-sufficiency in production of food crops and export crops
and reforming marketing institutions are the main focus of the
agricultural pricing policy udopted after 1983.

They highlight the major constraints to the long-term development of sustainable
agriculture: (1) insufficient flow of institutional credit, (2) inadequate supply and
distribution of inputs, and (3) inadequate storage and marketing facilities. ~ The
policy measures to remove these constraints are: (a) monetary policy to direct the flow
of institutional credit to the agricultural sector, (b) modernizing the distribution of
agricultural inputs and privatizing them so as to ensure efficiency as well as
accessibility to farmers, (c) the promotion and provision of improved on-farm storage
facilities for small-scale farmers and improved processing of agricultural produce, (d)
encouraging farmers at the village level to organize themselves into local cooperatives
or other groups so as to gain formal recognition and access to institutional credit,
input supply, and extension services.  They discuss the main impacts of structural
adjustment on long-term development of sustainable agriculture by emphasizing the
implications of these reforms for farm size and distribution channels of products
(agriculture is predominantly on a small holder basis although there are some large
farms and plantations for rubber, oil-palm, coconut and rice), input cost, labor
market, credit market, and marketing. They also analyze sectoral policies that affect
small holders through their links with the money economy in the following ways: (i) by
sale of marketable surplus, (ii) by purchase of agricultural inputs, (iii) by incomes
generated through the sale of labor to rural or urban areas, and (iv) by purchase of
consumer goods. Regarding the assessment of the supply and distribution of inputs,

Borish (1991) examines private sector agricultural input distribution capabilities in
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returns in the non-traditional technologies increased.

Migration of the hired labor influences  female-headed  rural
small holders which do not have any spare family lubor. These
small holders suffer from the relatively high cost of labor,
which in fact induce them to use non-traditional technologies
whose productivity increases. Therefore, they will substitute
expensive labor with improved techniques (induced innovation
hypothesis). It is likely to see these small holders leading
the use of improved techniques. — In order to increase the
adoprion of  non-traditional rechnologies, — special — attention
should be paid 1o the leaders of new technology user by
providing them credit o increase accessibility to  the new
rechnology. As a result, migration of hired labor and
inefficiency of existing borrowing-lending —institutions  will
accelerate the worsening of small holders’ welfare.

Pearce (1992) addresses (1) the links between product-factor markets (labor,
capital, and land) and socio-economic infrastructure, (2) marketing institutions that
are concerned with the supply of inputs and with produce evacuation and scale, (3)
issues in agricultural production such as population pressure on land availability and
soil fertility (i.e., reduction of fallow periods which implies reduction in soil
fertility), mixed cropping, managing the relative price of tradeable and non-tradeable
commodities to allocate the scarce factors between the two types of commodity
production, (4) the capital market, credit systems, and institutional changes, (5)
product markets and marketing institutions, and (6) issues in factor markets such as
increasing labor cost due to the scarcity of labor, the effects of external aid on the
amount of formal credit for agriculture.  Because of the lack of accessibility to
credit institutions by small holders, they could not benefit from the credit expansion
between 1983 and 1987 due to external aid. Therefore, small farmers outside the cocoa
sector suffered from the lack of financial sources to cover the cost of borrowing. The
only option for these small farmers was the credit obtained from informal credit

market. Their cost of financing was high due to high interest rates. Monopolistic
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Given the scarcity of land and low productivity in agriculture,
techniques that save land should be developed by  public
agricultural  research centers and the use of intensive
agriculture  should — be  encouraged by  the  authorities.
Developing new techniques brings up the issue of small holders’
limited accessibility to the new technique.

Regarding the productivity of land, research done by Sirleaf and Nyirjesy (1990)
emphasize protection of rights-properties as a main criterion In private sector’s
investment decision. In other words, a positive link between property rights and
investment decisions is investigated. In this connection, the effects of indigenous
land rights system and land consolidation on productivity in Ghana are investigated.
In doing this, special emphasis is given to the effect of commercialization and
population pressure on the property rights system.

The fact that production in main sectors depends on imported inputs and the
scarcity of foreign exchange urges the management of input supply let small holders
have access to limited resources. Declining imports of fertilizer after 1984 can be
attributed to the exchange rate devaluation and inadequacy of the resources ‘allocated
for their import. A devaluation of cedi dramatically increased the cost of imported
inputs, especially chemical fertilizers, used by farmers. This impacted the output of
small farmers and drew upon policyv makers’ attention to the fact that small farmers’
income would decrease, implying a serious need for a technical package like SG 2000
aiming at raising small farmers’ income Yudelman, Coulter, Goftin, McCune, and Ocloo
(1991). The ongoing privatization of fertilizer importation and its distribution could

have serious consequences for rural small-scale producers due to increasing prices.

Increasing cost of labor induces producers to save labor
through the access to labor saving technology which is mainly
imported.  Therefore, high devaluation will increase the burden
on lubor saving technology importers. In  particular, the
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Sarris and Shamas (1991) summarize the activities of institutions that play major roles
in agricultural marketing in Ghana.  The institutions of markets are classified under
two groups. The first group is public institutions of marketing which includes Ghana
Cocoa Marketing Board (GCMB), Ghana Food Distribution Corporation (GFDC), Grains
Warehousing Company (GWC), GhanaNational Procurement Agency (GNPA), and Meat Marketing
Board (MMB). The main purpose of GCMB is to buy, process, and market cocoa. Direct
functions of this board include supply of seeds and other inputs, quality control and
extension. GEDC was established to purchase, export and distribute foods. It was also
empowered to distribute inputs.  Its main function is the purchase of domestic crops
such as maize, rice, plantain, yam, coco yam, and gari. GWC was formed to store
cereals such as maize, rice, wheat, and sorghum, but recently entered into grain
purchasing. GNPA acts as an importer and wholesaler for a wide range of commodities
including wheat, rice, sugar, maize, and vegetable oils. MMB is a government
distributor of meat. The second group of marketing institutions is controlled by the
private sector. Their main activities include the marketing of food crops, meat, and
fish. In food crops, there are three main types of middlemen: traders (itinerant),
market-based, and food contractors. Itinerant traders operate in a geographical area
by establishing contact and offering services to maintain this relationship. They buy,
assemble and transport the produce to wholesalers at the consuming centers.  The
market-based traders are wholesalers. They have formed loosely based associations led
by "market queens” (the head of an association). Each market queen specializes in a
commodity and, although the linkages between "market queens" are not known to exist,
she acts as an important link between wholesalers and retailers in an individual
markets. After itinerant traders transport the procure to wholesalers, a market queen
regulates supply and demand to ensure certain price levels. The last group, the food

contractors. supply food to various institutions.
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of the increase in the number of formal financial institutions, as well as the
financial instruments traded in.  The declining importance of the formal financial
sector has the following implications: (1) institutional credit can not go to
productive private sectors and (2) monetary policy tools of the central bank have been
made ineffective. Furthermore, Brown (1986) investigates the relationship between the
lack of credit facilities for land development and the nature of property rights.
Furthermore, he urges credit program to cover input supply, marketing, processing, and
storage activities as well as consumption and production credits.

Ashe, Jeffrey, Hirschland, Madeline, et al. (1992) investigate the role of credit
expansion in such women issues as income increase, self-confidence, health, and
nutrition.  Freedom From Hunger (FFH) has adopted the village bank methodology
developed by the Foundation for International Community Assistance (FINCA) in Latin
America to design a credit program for poor rural women in Mali and Ghana. Harvey
(1993) discusses the problem that the commercial banks face in Ghana where the
commercial bank sector has deteriorated to the extent where it cannot perform its most
basic functions: provision of a payments mechanism and financial intermediation. Even
more seriously, some commercial banks have been extremely bad at directing credit to
those producers who can make efficient use of it. The point is that the reform of
commercial banks must include reform of their management of lending, as well as the
writing off of bad debts and recapitalization. The composition of banks is worth to
analyze since the dominance of foreign banks have implications for the emerging banking
laws and regulations and the allocation of credit. Since the access to the official
credit was a problem for a small-scale business, the government created new 100 per
cent government-owned commercial banks. This was hazardous for the whole system
because the new banks were pushed into the riskier and more marginal lending business.

Sarris and Shamas (1991) discuss the links between agricultural credit and access
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to new technology and institutional changes that make credits available for small

farmers.

The supply of new technology brings up the problem of a new
source of credit to be extended to potential users of the
technology. One of the main barriers to technology adoption in
Ghana is the lack of financial sources and institutions that
organize the distribution of credit.

Creditors were careful about the risk of extending credit to small farmers

therefore they preferred to extend credit to carefully formed groups of small farmers

to reduce their risk.

In a way, extending credit to individuals were more risky than

groups, therefore, group lending was applied (Desai, (1980)).

Credit Rationing is an activity of a lender to minimize the

risk.  Generally,

credit is rationed in the sense that you

cannot buy as much credit as you want ar the given market
price.  One observes that banks try to expand their credits,
not by offering more credit to a particular applicant, but
trying to attract more borrowers.  The asymmetric information
benwveen lender and borrower is the main reason for rationing.
When a bank gives a loan, all it obtains is

a promise of reimbursement from the borrower. But it has no
way of evaluating the quality of this promise with certainty.

One of the main problems regarding the productivity of
agricultural sector was the lack of credit.  Small holders held
the largest market share and also they were suffering from

either the lack

of financial support or the. lack of

accessibility to improved technology and lender institutions.
They needed credit to help improve their marketing activities.
For example, after the harvest they needed credit to rent
storage near the field to minimize the loss of crop or to rent
a storage in an wrban area to reduce the transportation cost.
Risk  diversification  efforts  of lending  institutions  were
practically not possible due to the fact that large farmers
were the only ones who had access to these lending
institutions.  Therefore, credit rationing was not possible due
to the segregation of agents who are ought ro be connected to

each other by

intermediary institutions. This segregation

caused small holders to barrow from informal markets ar a high

rate of interest.
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system are also discussed. Brown (Ed.) (1986) emphasizes the importance of "feeder
road" , any road serving a group of settlements from the trunk or secondary road, in

rural development.

Subsidized inputs were not effectively delivered to  small
farmers due to a deteriorating  rransportation  system.
Therefore, subsidizing inputs rogether with a government’s
transportation service are complementary policies. Decreasing
the government revenue with subsidized of inputs only benefit
large farmers who have access to transport.

Timing for the distribution of the subsidized inputs is a viral
factor in  productivity. The cheaper private  price  of
transportation  service caused the government (0 use private
transport system during the peak season for inpur demands. The
differentiating prices are one of the reasons for the delay in
delivering the inputs to small farmers. Therefore, relying
only on the private transportation system will increase the
cost of subsidized inpurs, eventually the whole policy of
subsidized inputs will be ineffective.

Gronau (1991) studied how much road damage contributes to road use costs in Ghana
and how the marginal social costs should be recovered. He finds that to bridge the gap
between road-user costs and charges, the annual fee for heavy trucks should be raised
tenfold since fuel taxes alone are not adequate to distinguish fully the large
difference in road damage costs incurred by heavy trucks and private cars. If raising
the licensing fee for heavy trucks is not feasible, certainly they should not be

exempted from import duties.

Price increases in one of the transportation modes (i.e.,
trucks) might cause a substiturion effect in the short run,
however, in the long run we can easily observe a change in
common mode of transportation like a switch from highway to
railroads.

Gersovitz (1987) examines the effect of agricultural production-tax on the rest of
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millet among the cereal staples, starchy crops such as cassava, yam, coco yam and
planting and cocoa as the main non-food commodity and principal export earner. Along
the line of the widespread belief (see, e.g., Killick, (1978) and Bequele, (1983)) that
the economic retrogression in Ghana is directly traceable to the decline of the
agricultural sector, Tabatabai (1986) examines the principal causes of the decline of
the agricultural sector as well as the impact of this decline on people’s access to
food before the ERP. He sees a drought in the mid-1970s and 1982-83, a poor
transportation network, insufficient fuel, and lack of spare parts as possible reasons
for the decline of the agricultural sector.  After 1983, activity in transport and
trade sectors, which are key for the marketing of agricultural and manufacturing
output, became the driving force of growth of agricultural sector. Transport and trade
activities, which are closely linked to developments in agriculture and manufacturing,
recorded growth during the period 1984-1992. Economic activity in the transport sector
was boosted by rehabilitation programs for the railways and the road network. A poor
transport system and state-controlled domestic and international trade in foodstuffs

are common themes. This poor transport system is a main factor that influences prices

paid by rural consumers.

The main efforts inherited in outpur market reforms focused on
the need for spatial integration of markets by i j/cmrrucrure
investments (transportation).

Alderman (1992) addresses the problem of stabilizing food prices between seasons
and across years. These policies range from income support and employment generation
programs to improving marketing infrastructure. ~ Another option is the possibility of
government intervention in inter- and intra- year storage. The effectiveness of the

government interventions to guarantee food security depends on knowing which market
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tradeables. No internal market exists for cocoa beans, similarly, no external market
exists for the starchy staples. Importables mainly include maize and rice.  Non-
tradeables are the starchy crops such as cassava, yam, COCO yam, plantain.
Agricultural reforms covered the three main policy areas: trade liberalization,
domestic price liberalization (removal of subsidies and price distortions), and
institutional reform. The first phase consisting of policies such as removal of import
subsidies and reduction of tariffs addressed the cocoa sector.  The second phase
includes policies such as freeing food crop market through price increases and minimum
price supports. The products under minimum price support are maize, rice, oil palm,
cotton and tobacco. Interestingly, the main industrial crops such as oil palm, cotton
and tobacco were kept partially subsidized. The basic institutional change was that

cocoa sector was brought under the umbrella of the Ghana Cocoa Marketing Board.

How did producers of food crops and cash crops respond (o these
reforms?  Was there a substiturion benveen the crops? If there
was, to whar extent the availability and suitability of land
affected this substitution.

Sarris and Shamas (1991) and Boateng, Ratchford, and Blase (1987) conclude that
cash crops especially cocoa benefited from the aforementioned reforms at the expense of
food crops which were the most profitable before 1983. For food crop producers, the
land availability was not a constraint. However, reduction in bush-fallow period due
to high population pressure caused the land suitability to be a serious problem, which
eventually affected the rate of substitution of income sources from food crop to cash
crop production activities.

Varanis, Akiyama, and Thigpen (1987) discuss privatization of marketing and the
adoption of free-market pricing are easier under the caisse system than under

monopolistic marketing board system (boards act like "buyers of last resort"). A
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developing a national policy. For this purpose, he gives an approximate annual costs
incurred by the Ghanaian economy as a result of environmental degradation. Some of the
sub-sectors in which costs appear are agriculture (crop, grazing), forestry, tourism,
hunting, property damage, health, industry, and mining. It is also suggested that land
tenure system should be reviewed as a first step towards the introduction of land
reform legislation. On the side of human resource development, non-formal education
programs should be used to create awareness and change negative attitudes and habits.
Songsore (1992) provides analytical support for strategies to improve urban
environments. Some of the problem poor households face are: inadequate and imputable
water, unsanitary  conditions, insect  infection, uncollected  garbage, food
contamination, and smoky kitchen. The study emphasizes a critical need for an improved
understanding of the environmental and institutional dimensions to these problems.
Kingsbury (1992) discusses different policies to assure people’s access to social
services (health, education, and community development) as a way of mitigating these
effects. The study concludes that many of the programs are really aimed at alleviating

poverty and should be designed and evaluated as such.

The reforms emphasized the importance of  transportation and
communication nerworks for the agricultural marketing process.
Ghanaian  feeder road ~ construction was —acceleraied  which
impacted negatively on the environment.  Any favorable change
in the world prices of cocoa deteriorates the quality of
environment through increasing supply of cocoa which is
intensively  harvested —in the forest zones  (Conservation
Moniroring Center (1988)).  Alsp, the industrial plantations
tend to destroy the forest zone, in particular the natural
forest base.

Sub-Saharan Africa’s demographic, agricultural, and environmental problems are
closely linked. Key elements of this "nexus" are found in traditional crop production

and livestock husbandry methods, land tenure systems and land use practices, the
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productivity. The low inherent fertility of many Ghanaian soils is a major problem.
Therefore farming systems and new technologies to increase soil productivity should
receive particular attention. In addition to the effects of farming systems and
technology on environment, inputs such as seed, fertilizers, and mechanization directly
affect the quality of land. Since the fertility of many Ghanaian soils is fragile
relative to heavier clay based soils in many other regions of the world, soil husbandry
through the judicious use of purchased inputs, crop rotations and so on must be based
upon as effective agricultural research and extension  services. The "“social
profitability" of these services will almost surely rise as policy reforms lead to a
more efficient allocation of the country’s resources.

The World Bank (1992) investigates some of the key issues in the relationship
between growth and environmental integrity. A key premise of this study is that growth
is neither inherently bad nor inherently good for environmental quality.  Issues
investigated include: (a) potential for achieving an environmentally friendly growth
strategy; (b) key environmental problems in Ghana and how they relate to the sectoral
distribution and timing of growth; and (c) the role of supportive and mitigative
policies for promoting environmental integrity. The general issue relates to the type
of technology used within each sector since a high priority in any environmentally
friendly growth strategy is to identify and implement environmentally appropriate
technologies. As a main component of growth strategy, Ghana’s trade and investment
program (TIP) is not expected to have a direct significant impact on threatened or
endangered species or critical habitat, but the overall objective to provide the
support for a rapid expansion of non-traditional exports, is liable to have long-term
impacts (positive or negative) on the natural resource base. The principal objective
of TIP is to stimulate greater production and marketing of a number of non-traditional

export commodities such as pineapples, salt, prawns and shrimps, furniture and other
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wood products.  This program indirectly impacts forestry, in particular commercial
agriculture which has long-term effect on soil fertility and soil erosion due to

increased cultivation of non-traditional crops for exports Adzobu (1992, 1993).

6.2. Environment, Health, and Productivity

In this section, we explore the relations between the environmental degradation,
human health and labor productivity by examining patterns of environmental
transformation in Ghana. Since empirical evidence supports the notion that human
health as a "luxury good" - for which households’ demand increases in greater
proportion to income growth - implies that the environmental impacts on health in Ghana
will become increasingly important as policy reforms lead to higher growth in incomes.
Here we address the questions of (i) the choice of the appropriate instrument that
helps mitigate the impacts of the environmental degradation on human health and
therefore labor productivity and (ii) how macro economic policies affect environment,
health, and labor productivity.

The World Bank (1992) classifies environmental degradation in Ghana as: (i)
deforestation caused by land conversion to agricultural uses, inappropriate timber
harvesting policies, indiscriminate fuel wood harvesting; (ii) degradation or complete
soil loss caused by over-grazing. inappropriate soil conservation practices in farming,
soil contamination from industrial activity, inappropriate reclamation after open cast
mining; (iii) water pollution caused by domestic and industrial wastes, domestic and
municipal wastes, and agricultural wastes; and (iv) air pollution caused by the
deposition of acidifying or poisonous agents such as oil refinery and cement-asbestos
product plants. Among some of the common health effects of the above types of
environmental degradation are

i.  illnesses due to water pollution and water scarcity;
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sample in rural south India. ~ The results show significant effects of weight-for-
height, but not calorie intake, on wages. Behrman and Deolalikar (1989) explore the
labor market effects of health and nutrition in south India. They find that there are
nutrient and health (weight-for-height) effects only for males.

Health and nutrition may influence the productivity of students just as it may
affect labor productivity. Some of the past studies on this issue claim a significant
effect of health and nutrition on schooling productivity. Moock and Leslie (1986) and
Jamison (1986) are some of these studies.

A summary of this evidence suggests that higher levels of human capital are
associated with higher levels of productivity and hence higher wages and well being,
but there tends to be a "circular linkage," or an interaction among typical and
environmental resources that impacts on the productivity of each. Access to education,
the productivity of other resources (land, physical capital), and numerous
environmental factors that contribute to morbidity also affect the level and
productivity of human capital, which in turn affects how these resources are husband.
Markets alone typically under supply: education, agricultural technologies, market
information, roads and infrastructure, and environmental public goods such as
sanitation and property rights to resources subject lo open access (€.2., forests and
other untitled lands, and various biological resources). Judicious  public
interventions to correct for these failures tends to ‘yiel'd high social returns because
of the direct impact on productivity (e.g., education that increases skills and
cognitive ability and hence access to higher skilled jobs), and the indirect impact on

other resources through the mentioned "circular linkages."
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6.3. Policy Instruments

In the above section. we have discussed possible health and productivity effects
of resource andAenvironmental degradation. Now, for policy makers the question is to
choose the appropriate policy instrument to reduce degradation of resources and
environment without decreasing productivity. Let us first introduce the policy

instruments which have been developed to promote sustainable resource development and

environmental integrity. These include:

L direct regulation (emission guidelines and fines, water quality standards and
fines);
il. charges, taxes and subsidies (license fees, land taxes, input taxes, production

or export taxes. pollution charges);

iii.  market creation (auction of leases, taradeable permits. property right reforms);
and

iv.  liability instruments (strict liability laws, performance bonds. insurance),

(Eskeland and Jimenez (1992). World Bank (1992), and Graham-Tomasi, Mohtadi, and

Roe (1992))

All have their advantages and disadvantages. Market creation is the most
efficient but it is difficult to implement.  Direct regulation in a "command and
control" type of context is normally the first step in developing any structure
intended to improve environmental integrity.  Charges, taxes and subsidies allow
efficiency and feasibility considerations.  Liability instruments, on the other hand,
are efficient to manage environmental resources.  With the nature of these policy
instruments, policy makers should have enough information on the nature of
environmental and resource degradation to choose the appropriate instrument. Namely,

the choice of the instrument is objective-based, implying that the choice of the
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