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Summary. — Typical adjustment measures may not address the jong-term nonprice constraints
to a strong supply response from agricuiture. The paper discusses such consirainis in Malawi,

including legal restrictions that have divided agriculture into 2 rapidly growing estate subsector
and a subsector of smaitholders mired in poverty. The initial adjustment measures, taken on
short-term macroeconomic grounds without considering the implications of this split, curtailed

grain marketing

interventions, fertilizer subsidies, and the Nationa! Rural Development

Program, Recent efforts have recogrized the importance of these interventions and {ocused on

their improvement. This fine-tuning must beco

and donor support.

i INTRODUCTION

This article explores the complex problems
faced by Malawi in attempting to achieve equit-
able growth while undertaking structural adjust-
ment. Many of the problems faced and lessons
iearned from the Malawian case are broadily
applicable to other least developed African
countries. Formidable external shocks in the
1970s made macroeconomic adjustment in Mala-
wi necessary, cspecially as sectoral problems
caused by those shocks were compounded by
poor sectoral policies,

The measures adopted in the first three Struc-
tural Adjustment Loans {SALs) focused on cor-
rection of prices and were based on an expected
substantiai supply response from the agriculturai
sector that dominates Malawi's economy. The
agricuitural sector is, however, characterized by
extreme land pressure and poverty. it is essen-
tially split into three parts, each with a differen

degree of market orientation and subject t¢ &

different set of policies. Broad-based growth in
such a sector requires the adoption of an entire
gamut of policies toward priceg, taxes, subsidies,
markets, and asset distribition invelviyg all
factors of production, and requiring a long time
period to obtain a strong and sustained supply
response. Compensatory measures are  also
needed to protect the poor from the adverse
effects of some of the adjustment measures.

me ap integral part

of Malawi’s economic policy

The first three SALs, however, ignored many
of the nonprice constraints to smaltholder growth
which bad become evident from the rural de-
velopment expericnce in the decade preceding
the start of the adjustments. The imitial SALS
achieved their macroeconomic objectives of an
improved external and internal balance. How-
ever, they had a disappointing effect on growth,
and an adverse effect on the poor. Lessons
learned from this experience are already facilitas-

ing reconciliation of the objectives of long-term

agricaltural  development and  adjustment.
Whether they will generate a strong and sus-
tained supply response wiil, however, depend on
whether the government will undertake and
donors will support the hasic changes discussed in
this papers.

The adverse external shocks faced by Malawi
were similer oo those experienced by cther
African eduntries — 2 decline in external terms
of trade, increase in the cost of borrowed capital,
and droughts. Malawi's landiocked status and
hostilities in neighbouring Mozambique have
compounded the external shocks. Malawi's inter-
ntal macroeconomic management has been rela-
tively more sound than that of a typical African
country. Yet its extreme poverty has posed

*} am grateful to anonymous reviewers {or comments
on the eartlier draft of this paper.
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serious difemmas in the adeption of adjustment
measures. These dilemmas highhight the need for
a hetter balance between dqustmpzh and invest-
ment efforts as weil as the need for a broader
scope and a longer time horizon than typicaily

aliowed in the recent adjustment fcans. Indeed,
they stress the importance of sound, broad-based
agricultural development as part of an overall
development strategy.

Section 2 of this paper cutlines the structure of
Malawi's cconomy, espe ccially the thr e-way split
e its agricuitural sector. Section 3 provides an
overview of the cxternal shocks, adjustment
measures and their consequences — in terms of
effects both on macroeconomic indicators and on
the agricuitural sector. Section 4 examines in
greater detas} the impact of structural :ui}'us‘mcr
on the smalibolder sector, inchudi ng prod
pricing adiustments, grain marketing i.berm;&.—
tion, fertilizer policies, and the rc‘:c of the
MNational Rural Deveiopment Program. Section 5
discusses the policics needed to achieve more
equitable growth in the agricuitural sector —
policies which would ensure both less painful
future adjustment and a long-ferm supply re-
sponse.

2. PATTERN OF LAND DISTRIBUTION
AND AGRICULTURAL PRODUCTION

With a per capita income of $160 in 1986,
Malawi is one of the least developed countries of
the worid, The agricultural sector plays a domi-
nant role, contributing 40% to GDP, coniaining
83% of the popuiation, and producing 94% of
exports. The agricultural sector can be divided
inte three subsectors: estates, commercial smali-
holders, and subsistence smaliholders. Estate
celitvaters, mainly leascholders, are aliotted
licenses to grow export crops. Estates produce
nearly 90% of Malawi’s agricuitural exports
{burley and flue-cured tobacco, tea, and sugar).
in 1984, they accounted for a fifth of the total
cuitivable land, of which only 6-8% is actually
cuftivated. Thus, less than 2% of the total
cultivable area in Malawi produces virtuaily all of
Malawi’s agricultural exports. Estates aiso grow 3
smali amount of hybrid maize, mainly to feed
their workers. While the ferm “estaie” conjures
up images of large farms, in Malawi estates are
defined in terms of their right to grow certain —
mainly export — crops, to employ iabor, to seit
produce at worid prices, and to rent out jand to
tenants (Kydd and Christiansen, 1982). Produe-
tior from the estate sector is virtwaily untaxed.
Bstates pay a nominal rent of 16 kwacha per
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hectare to the government, and estate owners
pay graduated income taxes. Virtually all of the
carly estates were operated by Malawi’s Presi-
dent Banda and a few select members of the
ei‘fe However, the demand to establish estates
has been growing rapidly; the area under estates
increased from 14% of total arable land in 1968
¢ 19% in 1981, Although the mean area of
tobacco estates has dechined from 34 hectares in
1976 to it hectares in 1G85, the cstate sector’s
share in the area under tobacco increased from
24% in 1970 to 47% in 1985.

Estate crop production has been growing
impre%s"vc‘y etween Y70 and 1985, produc-
a of tobacco, sugar, and tea grew annua‘;iy by
'2 "", 14.7%, and 4.5%, respectively. Estate
yicids have also grown rapidly, partly because
estates typically use all factors of production
more inte: mvciv per unit of fmd thar do smaii-

holders. Yields of barley and fiue-cured tobacco
are four times as high as sa@iih()édcr yiclds of
tobacco.

Matawi’s policies favoring estate production
evolved in part from the need to reduce depend-
ence on British grants-in-aid during the early
years of iﬁdcpcndencc in the mid-1960s (see
Howeli, 1988; Kydd and Spouvner, 1987; Kydd
and Hewite, 1986} Rbodesia’s Unilateral Declar-
ation of Independence also contributed o the
development of these policies f‘y opc Hng up

world tobacco markets to Malawi. The govern-
ment alse sought to create a "med“ class, and

was sceptical about the ability of the smaitholder
sector to respond quickly to new economic
oppertunities.

Malawi’s nearly 1.3 million rural households
cuftivate customary iand. These smallholders are
only alfowed to grow certain £Tops, not grown by
estates in significant guantities or at ali {e.g.,
maize, air-cared and dark-fired tobaccos, cotton,
groundnuts, and sorghum). They are required to
seil their produce to the Agriculiural Develop-
ment Mérkc ing Corporation {ADMARC) at
prices fixed by the government. In the case of
tobacco, the prices smallhoiders receive on aver-
age have ranged from between one-third to one-
half of those earned by ADMARC in auctions.
Through the prefits made on the tobacco
account, ADMARC has been required by g0v~
ernment to cross-subsidize the stabilization oper
ations involving maize producers and consumers.
Area recorded as cusiomary land in Malawi has
decreased since the mid-i960s, in part due (o
increased alienation of land for estates. At the
same time, due to a population growth at well
over 3% a year, marginal land is increasingly

being brought under cultivation. The average
size of smaliholdings had failen from 1.6 hectares
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in 1968-69 to about 1.2 hectares in 1980-81.

Within the smallholder sector itself, the house-
holds can be divided between those farming
refatively larger, more commercial  small-
holdings, who produce for the market and are
more likely 1o adopt new technology and to grow
high-value crops {i.e., flue-cured tobacco when
aliowed), and the poorer smaliholders, who do
not have enough iand o produce their subsis-
tence needs under the prevailing technology.
These poorer househelds rely on the market for
wage labor and food, and nearly half are headed
by women. Whereas in 1968-6Y nearly one-fifth
of smallhcldings were larger than 2.4 hectares
and about two-thirds were less than 1.6 hectares,
it 1980-81 only 5% were larger than three
hectares and almost threc-quarters were less than
1.5 hectares. Indeed, over half of the households
aiready cultivate less than one hectare of land
and, by the year 2000, per capita land availability
is projected to fall to §.26 hectares nationally,
and 10 & minuscule §.18 hectares in the southern
region where 50% of Malawi's pepulation tives.’

Increased producer prices for food reduce the
real income of the poorer households, as they
spend 44-48% of their income on food, com-
pared to 25% for the pepulation as 3 whole.
Increasing prices of nonfood crops do not benefit
them cither., uniess they shift to the use of
improved maize technology. There are several
nonprice constraints on this response to prices.
For instance, under present maize technology,
smailholder families do not have encugh land to
diversify out of maize. Besides, they do not have
the right to grow {he most profitable crops, such
as flue-cured and burley tobaccos. As the size of
iand per household is declining, in the absence of
technological change on a significant scale, the
area devoted to maize has been growing to meet
subsistence needs. Only 5% of smaltholder land
in Malawi is under hybrid maize. Data on
smaltholder production are much poorer than for
estates, but they suggest that smaliholder produc-
tion has stagnated. Even though area under
smailholder crops showed a net shift from non-
food crops {0 maize between 1970 and 1985, per
capita maize preduction declined.” Gther crop
production declined even more rapidly in per
capita terms.’

Modern inputs have spread among the rels-
tively more prosperous smatiholder households
with more than one hectare of land — nearly
20% of households. They have received sedsonat
credit in kind and have been using fertilizers. Per
capita production by the remaining 80% of
households, therefore, must have deteriorated
even more thanp the trends in overail production
reported above suggest. These factors explain the

1266

growing pressure on wage employment, the
declining iiving standards, and the urgent need
for agricultural intensification involving the large
majority of the smaliholders now lving weH
below subsistence. Intensification is, however,
not only essential on welfare grounds; it is also
critical for the growth of the rest of the economy.
Leie and Mellor (1981) have provided a concep-
tual framework of economic development which
eiaborates how distribution of benefits from
technical change within agriculture influences the
structure of overall demand, and through the
latter’s effect on growth linkages, the develop-
ment of the rest of the economy. Narrowly based
growth in the agricultural sector places heavier
demand on employment and income generation
in the nonagricuitural sector fc maintain the
same overall economic growth. While employ-
ment in the nonagriceltvral sector will have o
increase, it is not an issue addressed in this paper.

The Malawian economy grew rapidly until
1979 under the dualistic set of incentives adopted
toward the agricultural sector. Malawian macro-
economic policics were relatively more conser-
vative than those of some of its neighbors (Lele,
{989). its real exchange rate {purchasing power
parity exchange rate} depreciated modestly
throughout much of the 1970s relative ¢ the
{970-72 base, and the inflation rate did net
exceed 12.5%. Malawi’s current account and
budgetary deficits tended to be somewhat large
as percent of GDP, signifying its low, albeit
rising, savings rate. These deficits were financed
by external borrowing, a considerabie portion of
which was at commercial interest rates, although
Malawi was also a major beneficiary of conees-
sional external assistance.

The second oii price increase in 1979 rapidly
changed the economic situation. The price in-
crease was followed by a fall in the price of
tobacco and a drought, resuiting in an increase in
the current account deficit that exceeded 12% of
GDP in 1980, and 2 virtual doubling of the debt
service ratio betwetn 1978 and 1980 {sce Table
1}. The war in Mozambigue raised Malawi’s
external transportation costs by $30 million —
close to 20% of the value of exports and 3% of
GDP by 1984 — and produced an influx of
refugees that by mid-1988 was estimated to be
450,000-506,000, or approximately 6% of the
population. More generally, the decline in Mala-
wi's doliar-adjusted international terms of trade
from a base of 100 in 1980 to a mere 28 in 1987
required it to produce larger volumes of exports
tc maintain its real income. Finally, whereas the
rapidly expanding estate sector had been the
source of Malawi’s impressive macroeconomic
performance in the 1970s, the collapse of world
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prices of flue-cured tobacco in 1980 led to
increasing bankrupteies of tobacco estates,

3. EXTERMALSHOCKS AND THE
IMPACT OF STRUCTURAL ADJUSTMENT

To assist Matawi in addressing its macroeco-
momic probicms, the World Bask, together with
other donors, has financed threc structural
adjustment loans {SALs) totaling $224 million
since 1981.* The conditions attached to these
loans were designed to improve the balance of
payvments, cut the budget deficit, and give market
mechanisms greater influence In determining
prices, wages, resource allocation, and the struc-
ture of production.” They involved: raising pro-
ducer prices for smallholders; eliminating con-
summer price subsidies: an ili-fated effort to
eliminate the fertilizer subsidy; exchange and
interest rate adjustments; higher fees for public
atilities and seyvices; cuts in public expenditures
{together with intersectoral shifts in public in-
vestment away from fransport and government
huildings, and toward agriculiure, health, educa-
tion, and housing); and, within agricuiture, a
shift away from the National Rural Development
Program {(NRDP) toward agricultura} research
and extension. Programs for restructuring and
improving the management {and In some cases
redefining the objectives) of parastatals included
iiberatization of the grain marke! and divestiture
of public holding companics owned and operated
by Malawi's clite.

As a resuit of the policies adopted by the
government and the leans provided by donoss,
Malaw?'s current account deficit as a perceniage
of GDP feil in the early 1980s from its 1579 peak
(though rising again in 1983 and 1{984); the
badget deficit as a percentage of GDP had also
beea haived from: 1981 to 1985 (ses Table 1)

ithough external terms of trade worsened again
in 1985 and 1986 owing to the decline in tobaceo
prices, and government expenditures on refugess
and on security measures to protect vital trade
reutes increased, most macrocconomic indicators
{c.g., the shares of budget and current sccount
deficits in OGP and the debtservice ratio) had
improved by 1987.

The most important response of the economy,
however, lay in the performance of output and
exports. Real per capita GDP fook a sharg
piunge from 1985 to 1S87. By 1987, sstate
production had not vegained s 1983 peak;
smailholder production showed a simiiar lack of
aggregate production response, aithough changes
in relative producer prices induced by SAlLs
caused shifts in production away from maize to

other crops. Whereas the smaltholder sector
tends to tespond sirongly to relative price
changes by shifting among crops, the aggregate
supply response of the smallholder agricul-
tural sector with respect to price changes was
extremely fow {0.16) in Malawi.®

We now explore reasons for the inability of the
poorer half of the smaitholder sector to respond
t¢ price incentives offered by the siructural
adjustment programs. We also explain why
striking an appropriate balance between the
producer prices of maize and other crops is an
important chalienge, given that producer price
policy needs simultanecusiy to fulfiil objectives
of food security, economic diversification, and
minimization of fiscal costs while achieving sus-
tained growih. One jesson of Malawi’s expersi-
ence with the sharp swings in official prices of
smaitholder crops is that a gradual approach is
aceded to price changes. A more bolistic
approach Ic nonprice constraints is aiso needed,
even in tackiing such problems as adverse effects
on the budget and the need to correct the balance
of payments through promoting exports orf reduc-
ing imports. A simpie focus on changes in cuiput
price levels to achieve growth such as that
attempted in the first three SALs tends to be
unrewarding.

{a) Producer pricing adjustmenis

Agricuitural  diversification  and  reduced
government expenditures {incurred o make up
ADMARCs losses on the maize account) were
the grounds for promoting changes in relative
producer prices away from maize in favor of
other crops under the SALs during the 1981-86
period. To ensure food security, the government
hat raised the producer price of maize by 58% in
198182 in the wake of stagnant maize produc-
tion, rising ADMARC sales of maize, and
increased maize imporis in 1975-83. These i
creased procducer prices had been difficult to
arrange.

The price increase the government usderiook
in 198182 -was ciearly excessive. It resulted in a
sharp ‘increase in maize sales (o ADMARC,
igading to maize exporis at a substantial loss.
Because Malawi is landlocked, it has high trans-
port costs which hinder an effective, trade-
oviented food security strategy. The producer
price ediustments reguired by the SALs during
the 1981-86 period also turned out to be exces-
sive. By 1986, Malawian maize producer prices
had dropped substantially in real terms; they
were only 50% of Kenya's prices and 6G% of
Tanzania’s at purchasing power parity exchange
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rates {Lele, Fishstein, and Gbetibouo, forth-
coming}. While the relative producer price ad-
justments did shift smallholder production from
meize toward groundnuts, they did not al-
together alleviate the problem of ADMARC
tosses, but only changed its source. As the world
market for Malawi's confectionery nuts con-
tracted, ADMARC was unable fo export the
ncreased groundnui production resuiting from
the price increase. ADMARC incurred iosses on
the groundnut account from 198485 to 1586-87.
This situation has reportedly changed since,
ADMARC could not get enocugh groundnuts to
export in 198889 as the government has once
again raised maize producer prices. prompted by
a renewed concern about food security.

We now turn 1o the effect of SAL condition-
ality reiated to grain market itberalization and
buffer stocks on producer incentives, consumer
welfare, and the government budget

{b) Groin markeiing liberalization and the role of
ADMARC in buffer stocks

As part of its food security strategy adopted”

in the early 1980s, the government required
ADMARC to operate buffer stocks. In order te
finance the construction of silos, ADMARC
borrowed externaily at a time when interest rates
had increased sharply. Owing to macroeconomic
difficuities and budge! constraints, the govern-
ment was unable to reimburse ADMARC for
either the cost of the silos or the working capital
needed for stockbuilding. ADMARC's profits
fell by 50% in 1983-84 and, after an apparent
recovery in 1985-86, its finances deteriorated
very sharply into substantial fosses in 1985-86
and 1986-87. This situation was exacerbated by
rising operating costs, falling tobacco profits {as
international prices of tobacco had declined),
snd SAL-based credit ceilings. The Malawi
government's tendency — like that of other
African governments — not to allow eny varia-
tion: in the official price of grain between seasons
or across regions, and the expamsion of
ADMARCs market outlets aiso contributed {o
ADMARCs financial problems.

Daonors conciuded that the correct response o
the increased cost of ADMARC s operations was
to liberalize the grain market. Prior to the 1987~
8% marketing season, approximately 120 of
ADMARC’s nearly 1,400 markets were closed;
the southern region, which depends the most on
ADMARC's maize sales, lost 109 markets,
whereas the less populated north gained i4
seasonal markets,
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The iiberalization experience offers three es-

sons. First, the sequencing and phasing of market
liberalization needs to be considered carcfully.
mposing liberalization when a government has
iittle alternative may serve to reduce the gov-
ernment’s role, but may not be accompanied by
market development, which takes more time to
achieve. Having little access to finance, market
information, or transportaiion,7 Malawian
traders were uynprepared for liberalization
{Christianserr and Stackhouse, {985}, indeed,
since the mid-1970s, when the government
sharply curtailed the presence of Asian traders in
rural areas, donors had mainly encouraged ex-
pansion of ADMARC’s operations to alieviate
weaknesses in the Malawian private sector. They
had not supperted ihe development of the
indigenous private sector by increasing the
traders’ access to information, credit, and trans-
port — factors that have posed critical problems
in traders fulfilling their new, expanded responsi-
biiity. To meet food security nceds of many
vuinerabie househoids in periods of shortages,
governments also need to have information on
the traders’ speculative activities to ensure that
complementary public action s taken in a timely
manner. The Malawian government was unabie
to obtain such information without either a
ticensing and information-gathering System or
administrative ability. These weaknesses of early
SALs have been recognized and active promo-
ton of Malawian trade and transport iS now
being supported.

Second, external shocks such as droughts or
other unanticipated disasters can make the tim-
ing of liberalization a disaster. In Malawi’s case,
iiberalization coincided with a large influx of
refugees. As

a result, ADMARC ran out of
maize stocks and market prices of maize in-
creased sharply, reaching three or four times the
official price. ADMARC could then purchase
iess grain in the market for resate. This adversely
affected food security and incomes of a large
sumber of food-deficit households. According to
subsequent field surveys, %% of househoids in
the southern region ran out of their own maize
stocks and had lHittle cash for buving food
{Oxfam, 1988). Traditional support systems
among households broke down, and the only
option for many poer smalihoiders was to accept
employment on more prosperous farms to pay
for maize purchases. This short-term solution,
howgver, tended to interfere with the prepara-
tion of their own plots, thus jeopardizing their
food supply for the mext year.

Third, even in relatively normal circumstances
free of shocks, grain market liberalization with-
cut adeguate stocks which the government can
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use to defend prices can make food-deficit
households extremely vulnerable to fluctuations
in market prices and supplies. The Malawian
experience has taught donors that these house-
tolds must be protected through some control of
food supplies and prices. Food imports {(including
food aid) can of course supplement or replace the
internal stocks altogether but, as stated earlier, in
Malawi’s particalar circumstance, the role of
food imports tends to be limited by the low
external transport capacity and high surface
transport costs from neighboring countries.
Imperts are also restricted by the uncertain
political situation in southern Africa. Therefore,
ADMARC needs {o hoid stocks and be a buyer
of last resort to stabilize prices. After all,
progress toward complete iiberalization depends
on the intensification of maize production and
diversification into other crops, for which price
stability is crucial.

The precise cost of a buffer stock will depend
on its size and the range within which prices are
stabilized. Given Malawi's poverty, efforts must
be made to minimize these costs. Nevertheless,
maintaining a stock will in all likelihood involve
some losses and require a subsidy. How long this
subsidy will be necessary, and at what fevel, wilt
in turn depend on taking steps to concurrently
diversify agricultural production and raise in-
come. These steps will eventually make protec-
tion of the poor less necessary.

{c)y Fertilizer policies:
Pricing, subsidies, and nonprice factors

Given Malawi's severe land pressure, increas-
ing productivity through fertilizer use among
smalthoiders is of great importance. In fact,
Maiawi has had a more effective fertilizer policy
and a better record of growth of nutrient
consuraption than many countries in Africa
{Lele, Christiansen, and Kadiresan, 1989). Be-
ginning in 1983, a Smaltholder Fertilizer Revolv-
ing Fuad jointly supported by the International
Fund for Agricuitural Development (1FAD) and
International Development Asseciation {IDA)
gave an additional boost to broadening fertiiizer
distribution. Despite the achievements of the
revolving fund, however, budgetary concerns pet
the continued provision of a fertilizer subsidy
into guestion. Danor financing of the revolving
fund came to an end in 1988, It is important to
clarify the reasons for a fertilizer subsidy as an
interim measure to expand fertilizer use.

Adoption of fertilizer use among smealihoiders
is determined by wunutrient prices relative to
output prices, physical respoasiveness 16 the use
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of fertilizer, the ability to buy fertilizer in cash or
on credit, and training in modern techniques
through the extension service. Each of these
factors has posed compiex problems.

Malawi's fertilizer subsidy for smaftholders has
been essentially aimed at mitigating the effects of
high transportation costs, which together with
frequent exchange rate adjustments have caused
Malawi’s nutrient price/maize price ratic o be
one of the highest in the developing world. It has
been as much as 2-3 times as high as Kenya's.
The only exception to this situation was in 1981~
82, when the Malawian government raised its
maize price sharply. Removal of the fertilizer
subsidy was a central element of the Worid
Bank’s and USAID’s second SAL in Malawi
{1984}. But when currency devaluations and still
higher external transport costs in the 15841983
crop year resalted in large increases in fertilizer
import costs, the goverament reguested an ex-
tension of the subsidy removal period. The
donors refuctantly agreed.® In 1985, however,
continued concern about the budget deficit
caused subsidy removal to become a central part
of the third 8AL’s conditions. Donors argued
that (1) smaliholders with larger farms were the
wain beneficiaries of the program; {2} there were
major leakages of subsidized fertilizer to the
estate sector;’ (3) withdrawal of the subsidy
would contribute little to sharp fertilizer price
increases; {4) farmers were unlikely to respond to
fertilizer price increases, especially as subsidy
removal was {0 be accompanied by the introduc-
tion of high-analysis fertilizers; and (5} farmers
would shift to growing hybrid maize to reduce the
impact of adverse price effects on ferlizer
consumption. "

By 1987, however, after two years of phased
subsidy removal, the Malawian fertilizer price/
official maize price ratio was again nearly three
times that of Kenya. Amid growing; urgent
concerns about naticnal food security owing to
reduced government food stocks and 2 massive
influx of refugees from Mozambigue, the govern-
ment withdrew from the subsidy removal agree-
ment and resuimed subsidizing smalthoider ferti-
Hizer prices by about 25%. To provide further
incentive for fertilizer use, in the 1988-89 grow-
ing season the government raised the producer
price of maize by 44% and the price of fertilizer
by only 11%, thereby decreasing the nutrient
price/maize price ratic. Increasing the maize
price to avoid s fertilizer subsidy of course
creates another dilemma. Wt hurts the large
number of food-deficient houscholds — especial-
ly in rural areas which buy maize in the
market. The Malawian experience with fertilizer
subsidy removal illustrates the difficulty in . de-
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1978. Instead, emphasis has been placed on
agricuitural research and extension, credit, ferti-
lizer imports, food and fertilizer storage, and
fisheries. The shift is an expression of donor
disenchaniment with NRDP for failing to reach
subsistence and below-subsistence farmers,

Earlier NRDP projects emphasized infrastruc-
ture development (e.g., buildings, roads, and soil
conservation measures), which involved con-
siderable donor participation. The emphasis on
physical infrastructure was due both to donor
refuctance to finance recerrent expenditures, and
to the government’s recognition that the country
lacked such capital. The program reached only
20% of smaitholders with new technology;
attempts to reduce unit costs by broadening
services to a larger number of farmers have
clearly been unsuccessful.

Donors have criticized the Malawian govern-
ment for not being sufficiently motivated to
achieve the desired results. When NRDP was
designed, however, the large number of risk-
averse, below-subsistence households had not yet
been recognized; therefore, the program did not
include interventions explicitly devised to meet
the needs of these farmers, NRDP's weaknesses
were partly due to its relatively top-down nature,
its programs were largely concetved in donor
headguarters, and implemented with the heip of
expatriates. Indeed, although the government's
planning capacity has been very hmited, few
government and donor attempts have been made
explicitly to develop indigencus capacities.

While the activities to which donors have
shifted resources are important, their impact is
likely to be diluted without a well-congeived,
long-term strategy and an implementing organi-
zation through which donor support for agrical-
tural and rural development can be provided.
indeed, the NRD?P experience has demonstrated
the unresponsiveness of the lower half of Mala-
wi's apricuitural sector 1o conventional project
assistance or structural adjustiment measures. A
substantially revamped, bottom-up Mational Ru-
ral Development Program is cssential to reach
this subsistence and below-subsistence sector.
Meore appropriate and coordinated policies are
aiso requtred.

4. POLICIES FOR EQUITABLE GROWTH

The preceding sections explored a number of
direct interventions needed to support smali-
hoider agriculture. These will require recurrent
resources. Changes in current agricultural podi-
cies 10 equalize access (0 land and rights to grow
specific crops and sell them in competitive
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markets will increase opportunities for smali-
holders and reduce the need for direct govern-
ment intervention to increase productivity,

Buriey tobacco, a preserve of the cstate sector,
offers the greatest potential for increased produc-
tion, income and empioyment among small-
holders. To realize this potential, burley tobacco
licensing must be liberalized. Like estates, small-
holders must receive international prices.

In the past, there have been strong objections
i Malawi to allowing smallholders to grow
burley, in part because tobacco smaliholder
yields per hectare are only one-guarter to one-
half of those on estates, In a recent analysis,
however, Lele and Agarwal (1989) show that
total factor productivity measured by domestic
resoyrce costs {DRCs) is about equal between
estates and smatlholder tenants for flue-cured
and burley tobacce.”? DRCs for smailtholder
production of sun-dried and dark-fired tobacco
are also significantly higher than those for burley
and flue-cered tobaccos grown by smalihoiders.
These estimates suggest that the current official
distinction between estate and smailholder crops
is not only inequitable but may also be inefficient
{although of course ai cafcufations of DRCs
must be treated with caution}. Opening up the
relatively more familiar buriey crop for small-
holder production may be an even mere effective
strategy in the short and medium run than
attempting to diversify small farm production
into completely new export crops, as some donor
studies have recommended.

The structural adjustment process has opened
up discussion of several imporiant land policy
options that previous project iending had over-
iooked. Donors bave recommended (i) a pro-
hibition against further alienstion of customary
iand, (2) land taxation, {3) ceilings on the size of
iease holdings, {4} a more effective form of
securing land rights in customary areas, {5} land
use planning for both the estate and smeliheider
sectors, and {0} regulation of tenancy righis.
Theoretically, a neutral land tax is preferable to
an export tax that changes refative returns among
crops and distorts rescurce aliocation. Simiiarly,
shifting taxes away from production to consump-
tion is believed to be more conducive to growth
by providing incentives to production and dis-
couraging consgmption. However, as elsewhere
in the developing world, implementation of a
land tax has been slow in Malawi, while a rapid
shift to consumption taxes has been occurring.

The lack of progress on land faxation com-
bined with an increase in taxes on consumer
goods clearly has a regressive effect on income
distribution. Besides, consumption levels of low-
income  Malawian households need o be




{.ESSONS FROM THE MALAWIAN EXPERIENCE

increased to promote growth., On practical
grounds, export taxes are easier to collect than
land taxes. When comparative advantage in the
production of 2 crop is strong (i.e., when returns
in its production are high relative to the next-best
option), it is not clear that mild, progressive
export taxes on burley and flue-cured tobaccos
will have adverse efficiency effects. Such tazes
wouid at once improve respurce mobilization
while ensuring equitable growth and fostering
growth linkages with the rest of the economy. In
Kenvya {a country that also inherited a dualistic
agricuitural sector}, similar policies enacted over
the last three decades have resulted in rapid and
broad-based growth in smablhoider agriculture
(Lele, 1588; Lele and Meyers, 1987). The stower
Malawi progresses on measures to reduce income
and asset disparities, the more pecessary counter-
active subsidies for the poor will become.

5. SUMMARY AND CONCLUSIONS

Formidable external shocks and weaknesses in
interrral policies may make adjustment inevit-
able. in predominantly agricuitural countries at
an early stage of development, such adjustment
will in all likelihood focus on agricuiture. Typical
adjustment measures may not address the long-
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term, nomprice comstraints to a strong supply
response from agricuiture but may nevertheless
expect a strong response. The paper has illus-
trated the nature of nonprice constrainis to
growth in the case of Malawa. These include legal
restrictions which divide agricslture into estates
and smaltholders. Smalthoiders are de jacto
divided imtc a small, relatively more market-
oriented minority, capable of taking risks, and 2
majority of poor householders living below
subsistence, who experience stagnation or near
paralysis. The initial structural adjustment mea-
sures, taken on shorl-ferm macroeconontc
grounds, involved hasty decisions to dismantle
policies and cut back on investments in grain
marketing interventions, fertilizer subsidies, and
the National Rural Development Program. The
implications of these decisions were not ade-
quately considered before implementation. The
experience with implementation of SALs demon-
strates that many of these interventions were
essential, but improvements were needed to
make them more efficient and focused. The most
recent structeral adjustment efforts have at-
tempted to correct the imitial mistakes, This
process of fine-tuning needs {¢ become an inte-
gral part of Malawi’s economic policy and donor
sepport,

NOTES

1. The figures cited for per capita arable land are
based on a copservative estimate of the propertion of
arable land to total fand in Malawi, i.e., 37%. A more
generous ciassification used by the government of 52%
of iotal land as arable gives slightly larger per capita
arable land projections, i.e., §.69 hectares per person
in 1985 and 0.37 hectares in the year 2005.

2. Data on maize production need to be ireated with
caution. An FAD series aveilsble for the 1961-87
period shows an anmual growth rate in maize produc-
tion of 1.94% — a piausible rate that stiil fails short of
the growth of population. However, a regression fitted
to three-year moving averages to adjust for climatic
varisbility offers a growth rate of 2% during 1961-87.
The series for 19706-87 shows a growth rate of 1.67%
and a three-year moving average offers the growth rate
used above. However, the official estimates for 1970-
72 and 1977-79 are thought to be higher than actual
production. if so, this might raise the oversll growth
rate somewhat, but the growth rate of maize produc-
tion would stiil remain well below that of population.

3. Between 196K and 1978, 362.5 million in World
Bank/IDA fnancing (together with $8.3 million of
government funds) supporied a series of eight inte-

grated area development projects (JADP), directed at
smeflhoiders, followed in 1978 by a series of three
Mational Rural Development Programs {(NRDP} in~
volving credits of $66 miltion financed by IDA, CDA,
CDF, the United Kingdom, and XfW. Between 1970
and 1985, average annual groundnut production fell by
7.2% {and exports by 13.2%), cotton production
achieved a meager 1.1% production increase {while
exports fell by 12.5%), and smabhoider iobacco
registered 2 minuscuie €.3% production increase {com-
pared to estate-prown output increases of 15.4% for
burley and 15.4% for fine-cured tobacco, 4.5% for iea,
and 14.7% for sugar}).

4, The Japanese, the Germans (KfW), and the
Asmnericans {(USAID) contributed $22.6 million, $6.4
million, and $15 miliion, respectively, 1o SAL Hi. SAL
i {financed by IBRD) was for $43 million, and SAL I
{financed by IDA) was for $55 million. For a prelimin-
ary analysis of SAL outcomes, see Kydd and Hewitt
{1986},

* 5, Twenty-three categories of prices were decon-
trofied in 1983 and 1984, foliowed by 16 more in 1988,
leaving only five politicaliy sensitive goods still subject
to controls by 1988, inciuding feriilizer, fuel, low-grade
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