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Gowerrh;lental pokias and il,s:itutianal fat- 
tars providing Me incentive-or acting as dis- 
incentives--have hindered devcbping countries 
in growing 55 much food 0s ~~~sib!e. 

These disincentives exist aithough more food 
is urgently fleatied and other couneriS and 
institutions have providd swis;ance io hc!p 
increase production. Also food a&zansc ’ 
from others has permit Cad countries to post- 
poneremavingcl;sincen;ives. 

U.S. Gowernment ,~encias providing fowo and 
agricultural assistance should Qk? maximum 
consideration to the adequwy of the’recipbnr 
country’s self-help measures and work for 
concerted action among 811 coun?riH and 
institutions to induce aid recipienti ta remove 
production disincentives h;Ki pruvilc ade- 
quate incentivL3. 

tlL76-2 



/ 

llllllMlll II11 ~l~lllllllllllllll llllllll 
LM096912 

Govermnentai pokes and ir6zitutional fat- 
tars providing iitt!e incsntive-.or acting as dis- 
incentives--have hindered d2wbping ccuntri& 
in growing s mlach food cs possible. 

These disincentives exist aiPtl0Ugb mo*a facd 
is urgently needed and oG?er countries and 
institutions have provided assistance to he!p 
increase production. Also food assis’lancc ’ 
from others has permitted ccuniries to posr- 
pone removing disincentives. 

U.S. Government -+@ncizf, providinrJ few and 
agricultural assistance shoirld give rnaxrmum 
consideration to the adequra~y of the’recipiwt 
country’s sAf-help measures and work fog 
concerted action atnmg all count:i% and 
institutions to induce aid recipients ta remove 
production disincentives aix1 pruvile‘ ds- 

quate incentives. 



COMPTROLLER GENERAL OF THF UNITED STATES 

WASHINGTON. D.C. ZOUrl 

B-159652 

C! 
To the President of the Senate and the 
Speaker of the House of Representatives 

This is one of a series of reports on rays to improve 
the world food situation, especially in developing countr Les. 
The report discusses the need for governr,erts ‘eceiving for- 
eign assistance to provide incentive3 for L?eir farmers to 
increase food production, aTd thus provide an environment 
conducive to more ?ffective use of such assistance. 

We made our review pursuant to the Budget and AccounYing 
Act, 1921 (31 U.S.C. 53), arEd the Accountir:g and Auditing Act 
of 1950 (31 U.S.C. 67). . 

We are sendir.g copies of this report to the Cirector , 
Office of Management and Budget, and to tne heads of inter- 
ested agencies. 

Comptroller General 
of the United States 
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COMPTROLLER GENERAL’S 
REPORT TC THE CONGRESS 

DISINCENTIVES TO AGRICULTURAL 
PROD’JCTION IN DEVELOP1 NG COUNTRIES 
Department of State and other 

agent ies 

DIGEST ------ 

Developing countries can increase their 
agricultural production and provide tlieir 
people with urgently needed food if they 
provide their farmers kith economic incen- 
tives and suppo~ ting services. 

However, these countries have policies and 
institutional factors which act as disin- 
centives to their farmers to expand agri- 
cultural production. 

t GAO recommends that the SeLrotaries of * - I Agriculture and State and the Administrator .I. : ,; 3 
T of the Agency for International Development, : / 

when providing food and acricultural assis- 
tance to developing countries, give maximum 
consideration to these disincentives and 
work for their removal. 

GAO also recommends that the Secretaries 
3 of State and the Treasury work for con- 
J certed action by all countries and in- 

stitutions providing economic assistance 
to induce recipients to remove the dis- 
incentives and adopt a positive strategy 
providing adequate incentives to farm 
production. (See ch. 10.) 

Disincentive governmental policies and 
institutional factors, including thnse 
listed below, can be eliminated if the 
governments wish to do so. (See ch. 1.) 

--Low producer pr ices d iscouraqe farmers 
fi%$-usi@%%c’p~ductive methods or 
otherwise expanding production. ( See 
ch. 2.) 

--Export taxes restrict. ;?roduction for ex- ------.-(I--- port. (See ch. 3.) . 
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--Monetary and trade. polic.ies make food 
imports attractive ai5TRlZZriminate 
against food and agricultural expor Ls. 
(See ch, 4.) 

--aestrictionu on movin 
-yJ-j-&$gg f;;;e:;:y to deficit areas 

production in the produciig areas. ( See 
ch. 5.) 

--Institutional credit generally is not 
available to smr?armers, producers 
for export are favored over producers for 
domestic colrsumption, and problems in ob- 
taining institutional credit force farmers 
to use more expensive forms of credit. 
(See CR. 6. ) 

--Extension services are generally inade- 
quate, do xrcach small farmers, and 
are applied to export crops rather than 
domestic co;lsumptio;r crops. (See ch. 7.) 

Increased 

Countries and institutions offering economic 
assistanee have not required developing 
countries to take effective action to elim- 
inate disincentives as a condition for re- 
ceiving assistance. 

An interr,ational Fund for Agricultural Devel- 
opment is being considered +!I provide an ad- 
ditional $1 billion annJa;ly to finance food 
prodtictioil projects in developing countries. 
Effective actions by governments to provide 
incentives and support services to their 
farmers should be a primary consideration 
to providing SUdl funds and to continuing 
previous levels of assistance. (See ch. 1.) 

Bulk quantities of food on concessional terms 
(such as the $27 billicn worth provided b!, 
the U.S.) have adversely affected production 
in recipient countries by keepirg down prices 
and by permittinq qovernmelits to postpone 
needed aqt icultural reforms. 
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The World Food Conference recommended that 
donor countries insure a millrnum of 10 mil- 
lion tons of food grains annually, and at 
least 8.8 million tons were committed for 
1975, including $1.6 billion by the U.S. 
If food aid is not to adversely affect 
production, greater consideration must be 
given to the adequacy of developi, ccun-- 
tries’ efforts to realize their c*dn produc- 
tion potential and to insure that food aid 
is geared to development. (See ch. 9.) 

The Departments of Agriculture, State, and 
the Treasury and the Aycncy for International 
Del:elopment agree that more effor ts should be 
devoted to eliminating disincentives af.!ect- 
ing developing countries’ food producticn and 
to providing incentives for expanding produc- 
tion. (See ch. 10.) 
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CHAPTER 1 

GOVERNMENTAL POLICIES AND INSTITUTIONAL F?XTI)RS-- 

THEIR ADVERSE EFFECT ON FOOD PRODUCTION 

Our September 6, 1974, report entitled "Increasing 
World Food Supplies--Crisis and %alle;lqe" discussed the 
principal issues affecting the world food situation and the 
responses needed to deal with these i,sues. We pointed out 
that the developing countries' twin problems of increasing 
food production and curtailing population growth need to be 
addressed on an international basis. 

If the critical food situation is to be alleviated in 
developing ccuntries, they must act to increase dcmestic 
food production because they have neither sufficient food 
production nor the foreign exchange to buy needed food. The 
Ur.ited States and other developed countries are major food , 
suppliers and have the potential to further increase pro- 
duction; however, production costs and the logistics involved 
in providing the zeeded imports (estimated to increase to 
about rj5 million tons by 1985) severely limit the extent to 
which the developed countries can provide the needed food. 

Since the early 1950s the develoginy countries have 
made great strides in increasing food production, but polu- 
lation increases have permitted only a small increase irl ihe 
amount of food available per cdpita. (Over 80 percent of 
the world population increases are taking place in these 
ccnntries.) However, developing countries have a tremendous 
potential. for increasing production because their yields are 
but a fraction of those in developed countries. 

To realize this potential, farmers must have an economic 
incentive to increase their output. Major reasons why 
developing countries have not experienced greater production 
increases and higher yields have 
and institutional factorr 

been governmental policies 
3 which prcvide insufficient economic 

incentives or act as disincentives. 

Common to developing countries are such constraints on 
food production as inadequate transportaticli, storage, and 
communications, 
development. 

wh5.ch ~a.1 be improved ORiy through economic 
Other factors, however, are directly attrihct- 

able to the governments' policies and institutions, which 
can be changed if the governments have the political will. 
These disincentives relate to such matters as pricing, taxes, 
exchange rates, farm credit, extension services, and l.anci 
tenure. 
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International age;1 -es have long recognized the 
effects of governmental pa1icic-a on food production but have 
taken very little concerted action to motivate the developing 
countries to change their policies. 
t 

The U.N. Food and Agriculture Organization (FAO), in 
the chapter in its 1967 annual report entitled "Incentive; 
and Disincentives for Farmers in D?velopi.lg Countries," 
cited (1) the absence of any real economiL incr.ntrve for th 
average farmer as a major cause of lagging food production 
developing countries and :2) disincentives relating to pric 
credit, and land tenure policies end practices. A 1968 PAC * 
report said that the potential existed for much more rapid 

- agricultural production increases, but only if farmers 
adopted new mat?sJq and governments changed tliei.1 poficies 
concerning research, extension, marketing, storage, and 
credit. FAO expressed similar views in 1970 and 19'3 reports. 

The World Bank too has reported that developing 
countries' economic policies often militate against 
agricultural development. The iteed for governments C.o 
examine their policies was emphasized by the Dank president 
in C'eptember 1974. He said progress will iniclve commitment 
to effective land reform: assurance of adequate crciflt irt 
reasonable cost; and reassessment of pricing, tasa,tib,.., and 
subsidy policies that discriminate against rural areas. Ha 
expressed the view that, although developing countries l:ave 
the potential to increase their agricultural Froductivity, 
that potentzll cannot be realized unless they make sw?cping 
changes. 

U.S, officials have recently began to draw attention 
to disincentive policies and institutional factors and the 
need to correct them. A typical statement :?as the Secretary 

K State's address at the November 1974 World Food Conference. ~ IA 
An which he said: 

"In far too many countr<es, farmers have no 
incentive to IL.alce the in V~~(:tment required for 
increased production be<:1 *=: :Jrices are set at 
.rnremunerative levels, because credit is 
unavailable, or because transpcrtation and dis- 
tributl.on facilities are inadequate. Just as 
the exporting countries must adjust their own 
policies to new realities, so must developing 
cou;ltries give a higher priL>rity for food 
production in their develcprrznt budgets and 
in their tax, credit, and in.lcstment poilcics." 
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The Conference ar;opted a resulution aflirmincj "that in 
order to solve the fc.>d prcblem,. highest piiority should he 
given to policies and programmes for irkcreasing food production 
* t k in developing countries.* k *'* 

The President' s February 1975 Economic Rr?l‘.c;t stated 
that many developing countries had neglected t .ir ayri- 
cultural sectors by rlnderinvesting in agricultural L-efeareh, 
failing to provide expanded supplies of modorn inputs. and 
having trade and price ptilicies that reduce f%ri;.ers’ ln- 
centives to adopt modern inputs. 

Even thcugh the adverse effect of s~h c!io!ncenrivcs 
has been recognized by i:iternationat and U.S. organizations, 
and developing countries have an urgent need for mart food 
than they produce, disincentives still permeate tile policies 
and institutions of mast developing countries. The U.S. 
Department of Agricultnre (USDA) surveyed its agricl1ltural 
attaches in more than jr3 countries to identify the types and 
degrees of disincentives and to determiTe the extrnt to 
which nations with food shcrtages are aggravating their 
problem by governmental policies and programs. 

The rep?-:L, "Disincentives to Agricultural Production 
in Developing Countries: A Policy Survey," published in 
March 1975, idei:tified 46 countries as hdVkKj policies th?t 
directly or indirectly discourage domestic production. The 
survey results (see app. IX) revealed nixe hzsic dis:ncenti:ze 
areas: 

--Government control of producer prices: 38 countries. 

--Government control of consumer pryces: 35 countries. 

--Government procurement practices for food crops: 26 
countI-ies. 

--Exnort t;;Yes: 22 co!jntrles. 

--Export controls: 22 countries. 

--Restrictions on credit and land tenure: 19 countries. 

--Import subsidies: 17 xuntrics. 

--Restrictions '3n com,,o*dity movements within t?:e 
country: 11 countries. 

--Zxchange rate rontz-01s: t‘, cptiztries. 
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Vtirious donor agencies have considered such policies 
to some extent in their assistailce programs, and governments 
have bee:) giving more recognition to their disincentive 
policies. Howevc r , after billions of dollars of externL1 
assistance, the governments have n& made agricuStura1 
reforms to the extent necess.': - for such assistance to be 
most effective, and the donor:: have not taken concerte-i 
action to bring about such reforms. 1 

In addition to the $1 billion provided by the r.gency 
for Int;;national Development (AID) for fiscal years 1972 
through 1975, the World Bank Group alone has provided $4.6 
billion to the agriculture sector through 1974. 

'i'he WorJ? Food Conference estimated that Eoreign 
assistance to ayrjculture was about $1.5 billion annually 
and indicated that $5 billion annually was needed. The 
Conference adopted d resolution ca;ling for th.? e.StabliShment 
of an International Fund for Agricultural Development to 
finance food production projects in developing countries. 
Since the Conference, that proposal has been under consider- 
aticn. In his September 1; 1975, U-N. speech, the Secretary 
of State said that i.he United States will seek authorization 
of a direct contribution of $250 million to the fund--pro- 
vided that others will add their support fo; a combined goal 
of at least $1 billion. 

Besides lack of resources, the principal constraint 
on increasing food production in the developing countries is 
governmental policies that discourage increased in'estment 
in and allocation of resources to food production. Changing 
such policies should be a primary consideration to providing 
additional resources through the International Fund for 
Iigricultural Development or for coctinuing previous levels 
of assistance. 

External assistal.ce donors have qenerally felt that 
the developing countries are respansiblc for chanqing their 
disincentive policies and institutions: the donors have 
therefore been reluctant to take positive action to indczc 
them to make such changes. 

This reluctance is typified by the statements of two 
donor countries' delegates to the Xarch 1973 Organization 
for Economic Co-Operation and Development meeting on promotinq 
rural development. One delegate suggested that the 
dl..sc,-‘- ,l..sion focus on what donors can do to help the developing 
countrlrls and not on what the countries can do to heip them- 
selves. A second delegate agreed, underlining the sensi- 
tivity of this area and suggesting that donors fsllow 
dcvulvpinq coun'-rics' policies and priorltics. 
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The Secretary of Agriculture, on September 4, 1974, 
however, indicated that donors have the responsibility to 
influence recipient governments to make agricultural reforms. 

could 

'* * * we have not feared to use our productive 
ability to ease the world's food problems. As 
a government, however, we cannot play the fool. 
We cannot rush in unwanted. We cannot force 
another country to undertake land reforms, to 
end age-old distribution systems which may keep 
the poor from getting what they need, to invest 4 
in the inputs required for inci?ased production, 
or to move more aggressively on populati.on 
control measures. Or. the other iland, we must 
not shirk our responsibility to press fof 
progress on these critical fronts." (Under-coring sup- 
plied.) -- 

Donor agencies and U.S. officials indicated that they 
help bring about agricultural reforms through 

These actions may be 2nd may have been somewhat bene- 
ficial, but because of the urq'tnt need to increase developing 
countries' food production and the coniinued existence of 
major disincentive policies, stronger, more positive actions 
are required, Donors can take such action by making removal. 
of disincentives a requirement for continued food, financial, 
and technical assistance. 

--transfer of technoloc;y and resources, 

--evaluation of the effects of existing and proposed 
policy options, 

-*-assistance in developing internal capabil.iLy to 
evaluate alternative policies, and 

--personal influence and close working relationships 
with recipient country personnel. 

We surveyed the policies and institutions affecting 
food production in Indonesia, Sri Lanka, India, Pakistan, 
Kenya, Tanzania, Peru, and Uruguay. t;ith the advent of the 
food crisis in 1972, developing countries have been forced 
to focus grcatzr attention on thee agricultural sector and 
have taken various actions 
a result, 

to increase food production. As .+ 
some disincentives to food production have been 

eased. E 

The results: of our survey are discussed by country in 
appendixes I through 1'iII. The following chapters illustrate 
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disincentive policies and institutional factors relating ea 
pricing, taxes, exchange rates, restrictions on internal 
food movements, credit, research and extension services, 
land tenure, and the impacr; of food sid on agricultural 
production. 

Governmental policies and institutional factors rehat- 
ing to food production are complex and iFiterre&tted with 
other aspects of the economy. Thus, our diacussioil 
necessarily oversimplifies the problems and does not purport 
to consider al.1 relevant technical aspects. Our objective 
is, hoidever, to illustrate (1) how greatly and critically 
gcvernmental policies and institutions affect developing 
countries' ability to provide urgently needed fOGd and (2) 
the need for those countries to act to change those 
policies and institutions and the need for donor agencies 
to press for such actions when providing assistance to the 
food and agricultural sector. 
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CHAPTER 2 

PRICING 

The most significant and widespread disincentives to 
expanded food production in developing! countries are govern- 
mental pricing policies, such as (1) domestic procurements 
at prices considerably below prevailing market prices, (21 
government-subsidized retail sale to the urban consumer, 
(3) forced lagging of producer prices behind general 
inflation rates, and (4) import of major commodities and 
subsidized sale to the urban consilmer. These policies, 
aimed at providing cheap fooil for the urban consumer, act 
either directly or indirectly to depress prices received by 
the producers. 

The adverse effects on production of governmental 
policies of cheap food for the urban consumer and of govcrn- 
mental failure to provide price incentives to farmers have 
been discussed in several FAO reports. The following state- 
ment from a 1970 report is typical. 

"In almost all developing countries there has 
been considerable reluctance to raise producer 
prices for basic food products because of the 
effect on consumer food prices, k;hich are a very 
large component of the overall cost of living. 
Higher food prices thus lead to pressure for 
higher wages, and this is perhaps the most 
important aspect of the need to take into ac- 
count the terms of trade between agriculture 
an.J industry. it is clear, however, from recent 
experience that reluctance to raise food prices 
(encouraged in some case by the ready availability 
of food aid) has contributed to food shortages 
in many countries, by providing producers with 
insufficient incentive to increase production. 
The resulting shortages have brought increases 
in food prices that are perhaps greater than 
those that would have been necessary to bring 
forth a sufficient increase in domestic pro- 
duction." 

In February 1975 both the President's Economic Report 
and the World Bank's sector policy paper on rural develop- 
ment reported that developing countries had discriminated 
against their agricultural sectcrs and hindered rural 
development by their trade and domestic price policies. 

The overall relationship between input and outpllt 
prices within agriculture ant? the terms of trade between 

i- 
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agriculture and other sectors of the economy should stimulate 
growth. However, all too cften government buying and pricing 
policies work against increosirg agricultural productio;l. 

Although governmental policies controlling food prices 
arc designed to protect the consumers, high black market 
prices and smuggling of food products reportedly existed 
in most of the eight countries visited because low producer 
prices did not stimulate sufficient productio-n. 

Food prices are normally controlled through a govern- 
2ental policy-- such as subsidizing the reta,1 price or 
maintaining fixed prices at the pro3actior1, wholesale, or 
retail levels --which maintains desired retail. prices. 

Peru has followed a policy of maintaining fixed 
prices. The Government-set prices for potatoes, a primary 
food commodity, remained unchanged for extended periods 
while the cost of inputs increased sharply (for example, 
pesticide and fertilizer co;ts doubled in a single year). 
Apparently, Government prices did not cover producer costs 
and farmers stopped planting potatoes for market. Potatoes 
have hoen in short supply and have reportedly been sold at 
some retail outlets at black-market prices triple the con- 
trolled retail price and could sometimes be purchased only 
if certain other purchases were made. 

Kenya also has controlled prices paid to producers. 
These prices were generally considered too low to serve as 
an incentive for production. A Kenyan official said that, 
before January 1975 price increases, producers lost money 
if they used fertilizers. 

Most U.S. officials contacted in India thought that 
the Government effort to hold down the prices received by 
farmers for food grains, primarily wheat and rice, was the 
primary disincentive restricting increased food production. 

In 1974, in a move to boost Government wheat procure- 
merit , India established wholesale and retail price ceilings 
at nininccntive prices and ordered wholesalers to turn over 
;lalf their wheat purchases to the Government at well below 
the market price. This policy encouraged farmers to shift 
to other crops (despite lower*yiefds) and to hoard grain. 
Farmers and middlemen have shown continued dissatisfaction 
with procurement prices and have attempted to circumvent 
prescribed pblicies. 

The 1974-75 Indian procurement prices for wheat ;,nd 
rice were considered by most farmers to be inadequate in 
V~C.J of the scarcity and higher prices for fertilizer and 
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other needed inputs. Farmers generally cannot atford the 
high fertilizer prices and are unwilling to assume the 
riTks associated with using the high-yielding variety 
techniques. As a result, yields are lower and the Govern- 
ment bears an increasing burden to finance food grain 
shortages through costly imports. 

Both commercial and concessional imports have been 
used to support food consumption because developing 
countries' domestic production has not kept pace with de- 
mand. These imports have often been provided to the urban 
consumer on 2 subsidized basis at a price sometimes below 
the price the government pays the domestic producers. This 
policy discourages domestic producers frcm expanding pro- 
duction. 

Pakistan, for example, controls prices primarily 
through subsidized retail outlets at the urban level with 
both domestic and imported ccmmodities. U.S. Public Law 
480 imports of several commodities have been used to main- 
tain low consumer prices. 

Sri Lanka also has a subsidy system under which it 
provides raticns of free or subsidized food to all its 
people, including farmers. Only part of the required food 
is produced domestically; the rest is obtained through 
imports. Prices paid to farmers are below world market 
prices, and we were told that increases are necessary to 
stimulate production. 

The stated Indonesian policy is to assure farmers an 
adequate incentive for rice production by supporting an 
appropriate rice floor price while protecting consumers by 
controlling prices at the retail level through ceiling 
prices. ‘In its pricing policies during the past several 
years, Indonesia has placed more emphasis on protecting the 
consumers than on supporting the producers. Rather than 
carrying out a ~~igorous poiicy of domestic rice procurement 
to support producer prices at inc-,ltive levels, the Govern- 
ment has impcrted larc,e quantities of rice (over 1 rlillion 
tons annually) and sold it domestically at a fraction of 
the cost. Other items, such as wheat and sugar, C-e also 
subsidize3. These actions have depressed the prices 
received by Indonesian farmers. 

In some instances in which the governments have taken 
action to increase producer prices, the announcements of 
such increases have been too late to provide an immediate 
incentive: in other instances farmers 1ackc-d confidence in 
the government because it failed to insure inTediatc pay- 
.nent of the purchase pric?. In Sri i,anka, for example, 
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most price changes over the past 2 years have been poorly 
timed and have not provided an immediate incentive since 
they were announced after planting. 

Similarly, Uruguay announced in August 1933 that the 
new price to producers for wheat would be the same as the 
in'ernational price, but the crop had been planted in June 
and July. However, the Government at least established 
credibility by paying the announced prices. The area 
planted then increased 56 percent from 1973 to 1974. 

In some cases, governments seek to compensate the 
farmer through subsidies on production inputs. Frequently, 
however, such subsidies lead to undesirable distortions in 
the economy, are costly to implement, and are available only 
to those in contact with and enjoying the confidence of the 
organization that provides them. The small farmer is 
typically excluded from the advantages. 

Most of the eight countries had consumer or input 
subsidies. Pakistan subsidizes the consumption of imported 
as well as domrstically produced food. It has also subsi- 
dized such agricultural inputs as water, fertilizer, apd 
pesticides. However, these subsidized inputs have been 
inadequate to establish a coscz-price relationshjp to sti',tu- 
late expanded production and have added to the Government's 
burdensome subsidy system. 

USDA attributed the critical food situation i.1 develo?- 
ing countries, in part, to their longstanding polic,cs of 
maintaining domestic prices below international levels. A 
December 1974 Department report stated that governments in 
many developing countries consider a low and stable retail 
price for basic foods to be an imporfxnt objective, which 
they achieve by controlling prices in various ways. It is 
feared that great increases or fluctuations in the cost of 
food would require incrcases or fluctuations in wages, 
which would disrupt general economic development. The report 
added: 

"While these policy goals aL'e understandable * * lk 
their impact on the food production capacity and 
import pattern of the developing countries needs 
to be carefully evaluated * * * (for example) 
there is a close correlation between low rice 
yields and low rice prices and high prices of 
fertilizer relative to the price of iice." 

* * * * * 



"While international food prices were 
relatively stable durinq the two decddes 
prior to 1972, domestic farm prices in the 
developed countries were generally above 
international price levels, and those of 
many developing countries were below these 
levels. This phenomenon cannot be dis- 
associated from the problems of surplus 
food production in the developed countries 
and growing food deficits in the developing 
and centrally planned countries--generally 
recognized a.; the key problem needing 
solution if the world food situation is to 
improve. 

"It will obviously not be a simple matter 
to relax the lonq-standing domestic price 
policies. * * * For the developinq countries 
the problem is especially difficult since 
the implication is that basic food prices 
would have to rise somewhat above the levels 
of the past. But the rise in food prices 
implied for the developing countries would 
be relatively small, and prices would be 
considerably lower than at present. Since 
more than half the population of most of 
these countries is made up of farmers, the 
improvement in incomes -dould be widely 
dis cributed. 

"Regardless of th difficulty involved in 
a worldwide readjustment of prices, the 
persistent and expanding imbalance in food 
production * * * must be corrected, and the 
above analysis indicates that part of the 
correction must involve price adjustments." 

Governments in many developing countries have in- 
creased producer prices to reduce the severity of price 
disincentives, particularly since the critical C;od 
situation of 1972 and 1973 with spiraling food prices and 
doubtful continued availabjlity of either commercr,J cr 
concessional food imports. For the countries we exam;?ed, 
however, the adequacy of the actions taken had not yet be?:1 
established. When the government controls prices paid to 
producers, continuous evaluation of the adequacy of such 
prices is necessary, especially during periods of rapidly 
increasing production costs. 
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Proviaing adequate economic incentives to =armers will 
be an essential element for developing countries to realize 
their production potential for urgently needed food products. 
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CHAPTER 3 

TAXES -- 

A number of fiscal ;r*;truments;are employed to 
directly tax agriculture: razes on land area, land value, 
and net income; marketing taxes; export taxes: special 
assessments; and taxes thr"ugh marketing boards. Export 
taxes are popular with governments because they are 
administratively easy to collect, especially where small 
producers predominate in the agrictiltural sector. However, 
export taxes distort agricultural incentives arm?, in 
particular, restrict production for export. 

Indonesian export taxes, which yielded about $72 
million annually, were assessed against all agricultural 
exports. The taxes were levied at a rate of 10 percent. on 
prices deterillined by the Ministry of Trade, which are 
supposed to correspond to actual world market prices. The 
food crops primarily affected by the Lax are cassava, copra, 
sugar, soybeans, and peanuts. hn economic assessment 
stated that, since Indonesian exports do not play a dominant 
role in world markets, export taxes are clearly passed on 
down to producers and must consequently have an adverse 
effect on production incentives. 

A USDA report said that, in countLies where agri- 
cultural or food exports are one of the few sources of 
government revenue, these exports are SometLnes taxed or 
internal prices manipulated in such a way that prices 
received by farnlers are below what they would be without 
the tax. It listed the following examples: Thailand 
(rice), Egypt (rice and cotton), Argentina (grains and 

meat), and Africa (peanuts and other crops). 

Such taxes increase the price of the exported 
commodity, which decreases the amount a buyer can purchase 
with a given sum of money. A commodity in short supply is 
not seriously affected, but when a surplus exist:* on the 
world market, prices inflated by high export taxes cause 
buyers to seek other sources (1) resulting in a loss of 
needed foreign exchange,, (2) creating in-country surpluses, 
and (3) influencing producers' expectations about future 
demand (thus, farmers groi? less than they otherwise would). 

The sit*Jation in Pakistan, where agricultural export 
taxes provide 80 percent of the foreign exchange, is 
another example of the negative impact such taxes can have. 
During a period of rising international cotton prices, the 
Government nationalized cotton exports and raised export 
duties to absorb the difference between farm prices and 
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international prices rather than pass increased profits to 
farmers and middlemen. When the Jtorld market price for 
cotton declined, exports between 1973 and 1974 declined 25 
percent for raw cotton and 45 percent for cotton yarn because 
the Government did not adjust export duties downward. 

Some experts suggest that a properly constructed agri- 
cultural land tax is the best type of tax since it can 
function without destroying incentives related to agri- 
cultural output. But few countries have effective land taxes. 

FAO has said that taxes can be applied to place 
heavier burdens 03 the landowners who negle:t their land and 
to provide relief for those who invest in improvements or 
who produce beyond the norm. Methods of land taxation that 
would do this are (1) exempting improved land from a iligher 
tax rate for a certain period, (2) taxing unused land at 
higher rates, or (3) taxing lagd on its potential rather 
than its output. 

The Imputed Land Productivity Tax (IMPROME), in effect 
in Uruguay since 1971, is a progressive land tax designed to 
increase agricultural productivity by prompting inefficient 
producers to either produce more to pay the tax or else give 
up the land. This tax replaced the export tax, which had 
been the country's major revenue producer. 

The IMPROME tax is based on the estimated productivity 
of land considering farm size, productivity, ai'cess to 
market, and soil condition. Incorporated in the tax are 
deductions for using modern inputs and techniques and a 
discount for owners of 2,500 hectares or less. 

Taxation policy is clearly a complicated issue which 
must be determined in light of conditions in each country. 
Taxation should not remove all incentive for agricultural 
development. In fact, it can even be designed as an in- 
centive to make land use more intensive while providing 
needed revenue. Furthermore, measures taken by one govern- 
mentl branch to provide incentives to agricultural pro- 
ductlc;n should not be blunted by taxation policy of another 
branch. 

. 
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CIlhPTER 4 

EXCYANGE EWTES 

Monetary and trade policies ha&z affected production 
in some developing countries by making food imports 
relatively cheap and by discrimirating against foreign- 
exchange-earning food and agricultural exports. For 
example, persistent and sizable overvaluations of foreign 
exchange rates, 3ch as in Kenya, lower the prices received 
by farmers for agricultuz-al. exports and make imports cheaper. 

. 
Overvalued exchange rates can act as a form of agri- 

cultural taxation. Wnen a country naintains a single 
exchange rate that overvalues domestic currency, the ex- 
porter is "taxed" in that he receives less local currency 
than if the rate were more realistic, while importers are 
"subsidized" by being able to purci.lase foreign goods belcw 
their "real" value. According to one tax expert, this 
approach has been used in Arqentina and Pakistan to trans- 
fer real income from the exporting agricultural sector to 
the importing, and largely nonagricultural, sector. 

Sri Lanka used a two-tiered exchange rate system for 
imports and exports which favored food imports and discrimi- 
nated against foreign-exe hange-earning crop exports. The 
traditional plantation crops--t coccnut products, and 
rubber-- accounted for 80 perce e-o Af Sri Lanka's experts and 
have been used to pay for food imports, but the prod;lcers 
did not receive the most favorable exchange rate which was 
granted to some ather exports. An economic assessment stated 
that the total weight of taxes, plus the exchange rate 
treatment, undoubtedly acts as a disincentive to increased 
output end gre;qter efficiency. 
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RESTRICTIONS ON INTERNAL FOOD MOVEXENTS 

Restrictions limiting movement of, food from surplus 
to deficit areas discourage farmers in the surplus areas 
from increasing production because of the impact on producer 
prices. Barriers between provinces and states are used by 
governments to implement their cheap food policies for 
consuinzrs by keeping prices low in the marketplace and by 
attempting to force farmers to sell tc the goverrment at low 
prices for distribution through government price-controlled 
1:hannels. 

Indonesia's prchibition against interisland shipment 
of rice except under Government auspices has greatly re- 
stricted the movement of rice from surplus production areas 
to deficit areas. The Government has preferred to supply 
the deficit areas with imported rice (about 1 million tons 
a year). which it sells for less than the import cost. 

India also had restrictions on interstate movement of 
food grains and restrictions on intesdistrict movement in 
some states. Details of the restrictions vary from'state 
to state, but the intent was to keep prices low and to 
expedite Government procurements. As a consequence, farmers 
in surplus growing areas have limited incentive to increase 
production since lower prices usualiy result. India also 
is reported to sometimes seek international relief for 
starving areas while some distrit:ts maintain stocks of 
surplus food grain. 
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CREDIT 

Deveioping countries' credit rccuirenc7ts 21-2 i -'r,?as- 
inq rapidly because of the development of n+w, more pro- 
ductive technologies and the corresponding need for seeds, 
fertilizers, pesticides, irrigsticn, implements, and 
machinery. 

Credit is generally limited for small farmers, hcwcver, 
and they are generally l:houqht to spend about 2!l percent of 
what is required on inputs because they simply do not have 
the resources. W.:thout access to credit, small farmers have 
iittle opportunity F? purchase the costly inputs necessary 
to significantly increase production or to successfully 
adopt the high-yielding technology of the Greer. Revolution. 
Even though credit can remove a financial constraint to 
increasinq the productivity of small farmers, efficient use 
of production credit depends upon such other factors as 
availability of inputs, a marketing syst.cam, an3 farmer 
training. As stated b\* AID, what is lacking is an integrated 
agrleult‘rai system responsive to the needs of small farmers. 

In some developing countries, such as Kenya and 
Tanzania, commercial agriculture is largely oriented toward 
export crops rather than crops for domestic ccnsJmption, 
and export crops receive most of the credit. In Kenya only 
about 2OG,OOO of the 1.2 million small holder: have access 
to any formal credit, and little or no credit is available 
from any source for subsistence crops. 

Total credit available to farmers :n :r:dia has been 
increasing, but distribut;on has beer, urleven--most !las grlne 
to the largest farmers. Most fndia;l farmers wcrk small 
farms and arc unable to afford even minimal .in:o\l:lts of 
fertilizer. 

Tile following statistics indicate the :iifficul:.y t!!e 
small farmer has in <obtaining credit Ln d+.>vclopinq coilntyics. 

--In Bangladesh, only a few farmers hold ~C~Y~Y th;~n 3 
acres, but these farmers rccclvcd ;ilorc t!:nn r:i per- 
cent of the.loans from thL- Agricultzra; l3nk 2nd the 
cooperati*!es binkinq syst:-m. I 



--In the Philippines the 27 percent of the farmers 
owning the largest farms obtained 58 percent of the 
institutional credit. 

--In Thailand those receiving institutional credit held, 
on the average, 60 percent more land than the average 
farmer. 

--In Tunisia 90 percent of the farmers could not 
qualify for institutional credit. 

--ln Brazil 3 percent of the farmers got 34 percent of 
the loans. 

Studies of Chile, Colombia, Ethiopia, and Honduras indicated 
that the larger farmers in those countries were alsc the main 
beneficiaries of institutional credit:. 

Interest rates in some develop:ng countries, such as 
Kenya, Peru, and Indonesia, were fi:.ed at artifically low 
levels; thus, producers were encouraged to substitute capital 
for labor to A greater extent than warranted by their 
relative scarcities and workers are deprived of employment 
needed to obtain available food. Kenya's low interest rate 
policy also limited credit to small holders by creating a 
money flight from the rural to urban areas, by not recoqniz- 
ing higher costs involved in lending to small 'lolders, and 
by no’ recognizing the higher risk factor. 

In Indonesia subsidized credit was offered to compen- 
sate rice producers for low prices. The larger farmers 
primarily received the compensating benefit because smaller 
farmers were considered high-risk borrowers. Small farmers 
and ienants derive little or no benefit from low interest 
rates when they lack the collateral, complementary resources, 
or political clout of the larger farmers. 

Althcuyh it carries interest rates that are 3 to 20 
times higher, noninstitutional credit (supplied by relatives, 
friends, merchantsI landlords, and money lenders) is used 
more than institutional credit in practically all developing 
countries. This fact seems to indicate that borrowers would 
pay hiohcr institutional interest rc Les if other conditions 
were cgr~uc~vt? to the USC of institutional credit. 

Administrative problems in obtaining institutional 
credit, howcvcr, hc\ve affected its USC in some countries. 
Xigid, cumbersonc, and time-consuming procedures deter 
furmers from qbtaining credit they nped to increase pro- 
duction. These procedures create delays (such as noted in 
Peru, where credit sometimes does not become available u:ltil 
after plantlnq :ime) and contribute to thi? extensive use of 
noninstitutional crdit. 
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Clearly, many complex problems are invo'ived in pro- 
viding credit to farmersI especially small farmers. But if, 
as indicated by the many authorities, adequate credit is a 

'prerequisite to providing enough food, then the governments 
will have to face up to these problems. __--. - -- 

i 
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CHAPTER 7 

RESEARCH AND EXTENSION SERVICES 

Developing countries could greatly help realize their 
potential for food production increases by improving their 
extension services programs and by devoting more resources 
to research on adapting new varieties and techniques to 
individual country conditions and needs. 

In discussing how developed countries can help 
developing countries produce more food, the President's 
February 1975 Economic Report said that the immediate 
;hall,enge was to develop national capabilities for agri- 
:altural research. Generating and applying new production 

. technology, under the ecological and economic conditions 
in which it will be used, are the keys to agricultural 
development, particularly where land constraints exist. FAO 
has also reported that a bottleneck limiting yield increases 
is the lack of adaptive research and seed reproduction. 

The World Bank has agreed, stating that insuring the 
continuing success of most rural development programs re- 
quires a constant flow of new, field-tested technical know- 
ledge relevant to small holders. Factors especially 
important to small farmers are risk-reducing innovations 
(better pest- and h,eather-resistant crops); more int,-nsive 
research into the so-called poor man's crops, including 
sorghum, millet, cassava, pulses,'and upland rice: and 
better advice on simple improvements in crops husbandry and 
soil conservation. Also, major improvements in production 
technologies and prcduct mixes for arid lands, some mountain 
regions, areas of low-quality soils where shifting cufti- 
vation is practiced, and rain forest areas must he evolved. 

In Tanzania, research programs have suffered from lack 
of governmental support and funding. AID reported that 
additional research is needed on farming practices, since 
yields are well below potential. The AID-supported maize 
and legume research project was adversely affected by budget 
cuts. 

Research is cf little value if extension services are 
inadequate to disseminate the results to the growers. 
Extension services in the countries visited were generally 
inadequate or lacking for the small farmer because there are 
too few extension workers, and they are generally poor11 
paid and lack adequate support facilities. 

For example, Uruguay has five agricultural research 
centers: however, tt.o lack of an effective organized 
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extension service prevents much of the information developed 
at the centers from reaching the growers. 

In Uruguay we were told that county agents (1) normally 
work a 6-hour day, (2) rare1 y visit farmers because they 
have no transportation or an insufficient transportation 
allowance, and (3) are paid so little that most need two 
jobs. According to one county agent, additional personnel, 
increased salaries, and literature for distribution were 
needed. 

Tanzanian extension agents were not getting out to the 
farmers. They lacked motivation, transportation, and demon- 
stration materials. In Sri Lanka too, few extension agents 
visited farmers because they had no means of transportation. 

Some extension Pgents act as enforcement officers for 
other governmental prlicies and are therefore viewed with 
suspicion, as in Ba',istan, where extension workers directed 
farmers to plant -tirtain crops. 

So;lle developing countries' extension services, such as 
those of Kenya and Tanzania, have concentrated on export 
crops to bolster their foreign exchange and have not effec- 
tively aided the small farmer growing crops for domestic con- 
sumption. 

Kenyan extension services have been primarily directed 
toward such export crops as coffee, tea, and pyrethrum (in- 
secticide). Even though small holders are said to be the 
key to future agricultural development, Government extension 
services have devoted little attention to them except on cash 
crops. Officials generally feel that the Goverrment stress 
on extension services for the larger holders and cash crop 
production has caused the food subsistence sector to suffer. 

The weakness of Tanzania's food crop extension services 
wzs demonstrated by a World Bank project planning team. The 
team estimated that, if farmers planted crops on time, used 
prcper weeding and furrowing methods, spaced plants properly, 
and used improved seed, maize yields could be doubled to 28 
bushels per acre with little additiLna1 capital investment. 
Using fertilizers and pesticides would .?roduce even more 
dramatic results. Improving research and extension services 
will clearly be one factor in incz,sing food nroduction, 
es;-?cialiy at the smal.l farmer level. The World Food Conferen>e 
recognized the problems when it adopted a declaration calling 
on each developing country to "develop adequate supporting 
services for agricultural and fisheries development, including 
those fsr education, research, extension and training * * *" 



CHAPTER 8 

LAND TENURE 

Land reform is concerned with changing the institutional 
structure governing man's relationship with the land. Tt in- 
volves intervening in the prevailing pattern of land owner- 
ship, control, and use to improve land productivity and 
broaden the distribution of benefits. 

FAO has reported that the most important disincentive 
to increased agricultural production in many developing coun- 
tries stems from forms of land tenure which laave the culti- 
vator only a small fraction of the benefits steming frcm 
increased investment or labor. Land tenure problems were 
seen as affecting production because of their influence on 
investment decisions and the efficiency of resource use. 

Most tenants and sharecroppers in the poorer countries 
share their output with landowners and many operate under in- 
secure tenancies. Therefore, according to the World Bank, 
tenants' incomes will usually be even lower than those of 
small operator-owners, and the amount of land required to 
produce an income over tne poverty line will be correspdnd- 
ingly larger. If the tenant has no clear title to the land, 
or is liable to be evicted or to have his rent increased ar- 
bitrarily, he is unlikely to increase his output, to make 
needed medium- or long-term fixed investments, or to have 
much of an interest in building up the fertility of the soil. 

In Pakistan we were told that share tenancy is a dis- 
incentive to increased farm productivity and agricult!lral 
development because the landowner usually takes half of any 
prod:lction increases. In India, a further deterioration of 
tenuriai conditions including the banishment of some tenants 
from the land was reported in May 1974. Therefore, tenants 
are discouraged from making improvements on the land. 

Landlords are similarly discouraged from making invest- 
ments since they also receive only part of the bc.lefits. 
Land reform cannot only remove these disincentives, but when 
it gives the tenant farmer or landless laborer his own land, 
it also provides the greatest possible incentive by giving 
him the status and security of an owner-farmer and the assur- 
ance that he will reap the fruits of his own labor. 

When large-scale redistribution of land is not possible, 
land tenur,? conditions can be improved by replacing a share- 
cropping arrangement by a fixed rent or by increasing the 
producer's share of the output. Tenancy regulations to secuse 
tenancy would also remove disincentives to the producer's 
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making long-term improvements. Unfortunately, while tenancy 
regulations may be a useful first step in land reform, FAO 
says they are very difficult to enforce. 

Extreme disparities in farm size were also cited as 
being deterrents to agricultural production increases. In 
many countries, such as some in Latin America, such disnari- 
ties arc pronounced: large estates occupying the best land 
are only partially cultivated , while nearby peasants eke out 
a bare livelihood on intensively cultivated small holdings 
often insufficient for their needs. 

Some authorities (e.g., in studies on Latin American 
countries3 indicate that yields are generally higher on smal- 

, ler holdings than on larger holdings. The figures indicate 
that production would substantially increase if large holdings 
were redistributed. 

In some deviloping countries, however, output dropped 
after lard redistribution because the redistribution was not 
acccmpanled by complementary measures, including such support 
services as agricultural extension, training, and facilities. 
Although land is an important factor of production, other 
factors must also be provided. Immediately after land reform, 
the new owners are ustially workers with little experience in 
farm management and little capiial. Poor management and lack 
of capital result in an inefficient resource alltication that 
may8 at least initially, cause output to decline. 

Since the early 1960s the Kenyan Government has broken 
up many large foreign-owned farms and settled Kcnyans on them 
in small acreages. IIowever d the Government has not supported 
the change in land tenure with a coordinated and intensive 
shift in Government services from large to small ilolders. 

Some aid donors believe that even wit!1 producer price 
increases agricultural production in food crops will not be 
greatly increased because of the lack of effective support 
services, especially extension services and credit, to these 
small holders, 

The Tanzanian Government required farmers to move to 
cooperative villages (ujamaas). Not only did the Government 
fail to provide promised services, but it forced the farmers 
to move from their existing holdings before harvest, in some 
cases so far that they were prevented from returning to har- 
vest their crops. Also, the living quarters of the ujamaas 
were so situated as to require a long walk to the fields, thus 
lessening cultivating time. Some settlements were located in 
areas without water, and others had their manpower, needed to 

BEsf sb~;;l;=4tf fiii\mwE 
siphoned off to build coamunal projects. 
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These factors resulted in a higher than anticipated decline 
in agricultural production. 

Few developing countries have the finances or trained 
manpower to undertake other than piecemeal land reform. Thus, 
uncertainty is created and 1aId investment is likely to slow 
down. i 

Because of the expropriation of landholdings in ?eru, 
many small and medium property owners are concerned about the 
uncertain interpretation of the agrarian refcm law and the 
expropriation of coastal farms below the stated limit. 

India's land reform program has discouraged the develop- 
ment of more efficient farming practices because Carmers fear 
losing their land. The program provides that a family holding 
not exceed 18 acres of irrigated land capable of producing 
two crops a year, 27 acres of irrigated land capabic of pro- 
ducing only one crop a year, or 54 acres of nonirrigated land. 
%me farmers were reportedly delaying the installation cf irri- 
gation facilitits to avoid losing part of their land. 

The most formidable obstacle to land reform is the rc- 
sistence of landowners, who tend to strenuously oppose land 
reform legislation And who can delay the execution of the law 
once it has passed. 

1~ Colombia, for example, the Agrarian Reform Institute 
is responsible for land redistribution. The number end com- 
plexity of the laws and the lack of financial support for the 
Institute have enabled ;arge landowners to successfully fight 
expropriation of their holdings. The Institute has been ,>ar- 
tially successful in issuing land titles to public lands and 
in June 1974 AID said: 

"One is tempted to conclude that the issuance of titles 
to public lands '.GS become synonymous with agrarian re- 
form rather than reform being considered as consisting 
of changes in the structure of the sector througll ~'hdngt!s 
in the pattern of land ownership and farm size." 

India's Congress has promised lank to the tiller a1~1 
passed ceiling laws, but no great improvement has ocurred. 
Hope for genuine land reform has all but vanished, becall:;I? 
the big landowners are so powerful that it is assuzncd thr,y 
will block any substantial land redistrik -;zn. They have 
generally circumvented legal limits on ti-c si;c of lLlndl~o:d- 
inys. 
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CHAPTER 9 

IMPACT OF FOOD AID ON AGRICULTURAL PRODUCTION . 

Since 1954, the United States has provided direct food 
assistance to needy countries under Government-financed pro- 
grams at a cost of $27 billion. Leading world; authorities 
now indicate that such food assistance by the United States 
and other countries has hindered developing countries in ex- 
panding their food production and thus has contributed to the 
critical world food situation. 

In discussing the developing countries' reluctance to 
raise producer prices because of the effect on consumer prices, 
a 1970 FAO publication stated that it is clear 

"from recent experience that reluctance to raise food 
prices (encouraged in some cases by the ready av;ila- 
bility of food aid) has contributed to food shorttqes 
in many countries, by providing producers with insifii- 
cient incentive to increase production. The resulting 
shortages have brought increases in food prices that 
are perhaps greater than those that Tqould have been 
necessary to bring forth a sufficient increase in do- 
mestic production." 

Recognizing the disincentive aspects of food aid, the 
proposals prepayed for consideration at the -World Food Con- 
ference stated that 

"past experience has highlighted the need :for safeguards 
to make food aid more effective in achieving its main 
objectives and at the same time avoiding any disin- 
centive effect on (i) food production in recipient 
countries, * * *. Since one of the important aims of 
development through fooU aid is that adequate food 
supplies should become eventually available from 
domestic production, the long term food aid policy 
should in no case act as a iisincentive to food 
production in the recipient-. countries." 

T'le consequences of food aid on developing countries' 
agricultural production were discussed in an October 1974 re- 
port of the Secretariat of the Organization for Economic Co- 
Operation and Development. That report said: 

--Food aid, especially bulk deliveries, has sometimes 
been criticized because of its possible adverse effects 
on developing countries' agricultural production. Such 
adverse effects could include (1) increasing the supply 
of a commodity on the local market and thus reducing the 
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incentive to produce and (2) relieving the recipient 
government's need to make necessary, but politically 
difficult, changes in the irstitutional structure and 
affecting its willingness t,, give agriculturai develop- 
ment an appropriately high priority. 

--The statistical data dvailable suggests that food aid 
probably has not had a serious dampening effect on most 
developing countries' agricultural production simply 
because it has represented, on the whole, only a small 
fraction of domestic food consumption. 

--Certain types of food aid possibly allow governments to 
(1) postpone essential agricultural reforms.. (2) fail to 
allot to agricultural investment sufficient priority, 
and (3) maintain a pricing system which gives farmers 
an inadequate incentive to produce. If, for instance, 
governments try to alleviate inflation by controlling 
food prices, the intorral terms of trade are turned 
against the rilral sector; farmers and peasants, often 
the poorest members of the community, lose their incen- 
tive to produce; and output is reduced. Some studies 
indicate that this happened in certain countries during 
the early sixties. However, evaluation research has 
been limited and is generally out of date. Furthermore, 
many factors otk#or than food aid influenced agricultural 
progress. 

--Food aid may have also contributed to the shifting of 
public tastes away from locc?lly grown foods to imported 
ones (for instance, from millet to wheat). This partic- 
ularly tends to happen in the case Or urban populations, 
whichkeceive the bulk of food aid. The long-run effect 
of this tendency is to increase the demand for imports 
and to create an additional strain on the balance of 
payments. 

--The consequences of food'aid on developing countries' 
agricultural production need further investigation. At 
first sight, these consequences have seemingly been mar- 
ginal, but only a thorough evalclation will allow a firm 
conclusion. 

U.S. authorities also have recently acknowledged the 
need +o consider the disincentive aspects of food aid. For 
example, in discussing how past surpluses have provided large 
amounts of food aid, USDA stated in a December is74 report: 
"These surpluses also contributed indirectly to the developing 
countries' growing dependence on grain imports by permitting 
them to postpone needed agricultural development programs." ' 
The report then stated under its discussion of policy issues 
that: "The disincentive effect that longrun food aid might 
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have on agricultural production in the recipierlt country must 
be considered." 

In discussing food assistance, the February 1975 Eco- 
nomic Report made the following statement regardin? the pro- 
gram's effect: 1 

"The costs of the program have now become more expli- 
cit, with the result that more rational policy choices 
may be made. The question is how desirable it is to 
provide food aid beyond the commitment to promote food 
security under conditions of stress, since continuing 
food aid can reduce incentives to strengthen the agri- 
cultural sector of the recipient country." 

The March 1975 International Economic Repor; pointed 
out that many developing countries had kept food prices arti- 
ficially low to satisfy their urban populations but had failed 
to stimulate domestic agricultural production. And to con- 
tinue their urban-oriented policies, these countries had had 
to rely increasingly on concessional aid from developed coun- 
tries. 

Our review confirmed the existence of extensive govern- 
mental policy and institutional disincentives to the expansion 
of food production. And while some reform measures were being 
taken in the cortntries we visited, the real Ilupetus behind 
these measures was the critical world food situation that 
began in 1972 and the resulting decrease in food aid. 

!J S. officials in both Indonesia and India thought that 
the massive food aid provided through Public Law 480 during 
the 1960s restricted agricultural growth in those countries 
by allowing the governments to (1) postilone essential agri- 
cultural reforms, (2) fail to give agricultural investment 
sufficient priority, and (3) maintain a pricing system which 
gave farmer< an inadequate incerltive to increase production. 

The United States has provided Indonesia more than $975 
million worth of agricultural exports. Food aid from ail 
sources represented 46 percent of it; cerea;s imports in 197U, 
74 percent in 1971, and 33 percent in 1972 ‘\nd from 3 to 5 
percent of its cereals consumption during these years. 

Between 1957 and 1971, Public Law 480 food grains to 
India totaled 59 million tons valued at $3.7 billion and 
accounted for three-fourths of India's food grain imports 
during the period, Food aid w&s resumed in 1975; the February 
1975 proposal was for the United States to furnish 1.3 million 
tons of wheat and rice valued at about S4OQ mililon. OfE1cials 
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felt that they could not recommend that India do more on its 
OWN to solve the food problem. 

Similarly, Pakistan has received massive amounts of food 
aid while maintaining disincentives to increasing production 
through its pricing and other policies. The United States 
has provided more than $1.6 billion, primarily in grains and 
related products. This assistance has helped the Government 
to maintain ihe subsidized food system for the urban consumer 
and to hold producer prices well below those of other coun- 
tries and the world market. 

Sri Lanka, which has traditionally provided free food 
to its people, has received more than $149 million in U.S. 
food assistance. Food aid from all sources accounted for 8 
percent of its cereals consumption in 1970, 17 percent in 
1971, and 9 percent in 1972. 

Public Law 480, title I. requires that recipient govrrn- 
ments commit themselves to specific self-help measures to in- 
crease agricultural production. However, the existence of 
extensive governmental policy and institutional disincentives 
to the expansion of food production raises doubts about whether 
this requirement has been effective in bringing about agricul- 
tural reforln. 

The conflicting and subjective reporting on Indonesian 
self-help measures increases those doubts. For example, the 
President's 1971 annual report on Public Law 480 agricultural 
export activities attributed Indonesia's exceeding its 
production targets for the third straight year to continued im- 
provement of price incentives. According to the repcrt, the 
price incentive program, instituted in 197ii, had been effec- 
tively implemented and provided sufficient incentive for 
farmers to use fertilizer, pesticidks, and new rice varieties. 

The President's 1973 report said that several policy 
changes, including raising the floor price of rice, were made 
to provide more incentive to farmers for using progressive 
agricu!tural techniques. However, the report added that from 

. 1968 to 1972 the price of rice increased only about 7 percent 
wt th- cost of living increased about 80 percent and that 
rice farmers' terms of trade wer,e steadily worsening. In 
early 1973, because the Government was unable to procure do- 
mestically the amount OL rice necessary for an effective buffer 
stock Opel:atisn at the existing floor price, the price was 
raised about 50 percent. 

These reports indicated that Indcnesia was providing 
ddcyuate prlcc incentives, but did not report that in 1973 
(1) the Go'iernment's procurement price was substantially below 



the market price, (2) farmers were reluctant to sell to the 
Government, and (3) the Government then ordered that farmers 
seli to it and reportedly used soldiers to enforce that order. 
The United States provided Indonesia about $128 million in 
agricultural exports under Public Law 483 in 1973. 

The adverse impact of food aid on developinq countries' 
agricultural production should seriously concern both the 
developing and developed countries. In contrast with emer- 
gency food aid, of particular concern should be food aid to 
meet chronic food deficits where the level of incentives 
could affect the gerreration of production increases over the 
long term. The World Food Conference recommended thclt donor 

, countries insure at 'least 10 million tons of grains as food 
aid a year.and provide adequafe quantities of other food com- 

i modities. At least 8.8 million tons of grains were committed 
for 1975, including $1.6 billion worth committed by the United 
States. If continued food aid of this magnitude is not to 
continue to adversely affect production, then greater consid- 
era;rion must be given to the adequacy of developing countries' 
efforts to realize their own production potential. 

In this regard, the President reported to the Congress 
in May 1975: 

"There is a sentiment within both the legislative ,?nd 
executive branches that changed circumstances and an 
uncertain future require a ccmprehenslve review of the 
food aid program. Some feel that PL 180 ought to be 
replaced with new legislation reflecting the absence of 
surpluses. While there is general agreement that we 
c*?ght to provide food in emergency humanitarian situa- 
t;ons, there is less agreement about the quantity 2nd the 
purpose of the remainder of our food aid. In viewing 
food aid as an alternative or supplement to AID funds, 
the possible disincentive effec' c on the recipient coun- 
try's own agricultural production must be considered. 
To make sure that food assistance complements, rather 
than distorts, ether development efforts, it must be 
examined by both ourselves and the recipient countries 
in the context of development policy. This guiding 
principle was added to the Foreign Assistance Act in 
1973 and is ueing given increasing attention. At the 
same time attention must still be given to the impact 
of any changes in PL 480 on U.S. domestic agriculture. 
Whether or not the food aid legislation is revised, there 
is room for our efforts to increase food production in 
developing countries. In so doing, it $;lay be wise to 
keep in mind that greater emphasis on self-help require- 
ments for food aid desicaed to increase less-developed 
country food production may in the long-run be the most 
hullanitarian course." 
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CHAPTER 10 

CONCLUSIONS, AGENCY COMMENTS ANL? 

OUR EVALUATION, AND RECOMMZNDATIONS .-.-- 

CONCLUSIONS 

Developing countries neither produce, nor have the 
foreign exchange to buy, adequate food to feed their rapidly 
increasing populations. Aside from the long-term solution of 
curbing population growth, the best way for these countries 
to alleviate the problem is to realize their prl,duction po- 
tential. 

There are complex problems involved in realizing that 
potential--many, such as inadequate storage, transportation, 
and communications systems, relate to the countries' stage 
of economic development. Hcwever, in addition to these gen- 
eral developmental problems common to developing countries, 
certain governmental policies and institutional factors either 
limit economic incentives or are disincentives to farmers in- 
creasing their output. And these policies 2nd factors can be 
changed if the governments have the political will to do so. 

Production potentials can be more fully realized only 
if producers are provided adequate incentives and supporting 
services. For instance, price policies for farm products need 
to be formulated an-1 implemented to insure chat prices are 
fixed at incentive levels and that such prices are actually 
received by farmers. 

Farmers in developing countries have clearly had some 
incentive to produce, srnce total food production has increased 
over the past 20 years (though it has just kept pace with 
population growth). Also, without question, the United States 
and other donors, through their financial and technical as 
well as food assistance, have to a degree been instrumental 
in bringing about these increases. However, even after bil- 
lions of dollars of such assist.:nce, developing countries 
continue to ha.;e poiicies and Institutional factors that are 
major disincentives to expanded food production. 

And while the donors have contributed to production in- - 
creases, they have also contributed to the continued existence 
of die: ,,r,centives by providing cheap food from their surplus 
production. Such food aid has adversely affected agricultural 
production by allowing recipient countries to postpone ayri- 
cuftural reforms needed to realize their production potential. 
And it has only been when food aid was reduced and foe-3 avail- 
ability bec;line highly uncertain, such as since 1972, that there 



has been any real impetus ir, zhe dPv;loping countrj.rs towarc! 
removing disincentive policies and increasing production: 

The important question now is: What can the delreloping 
zovzntries ther.selvcs do to chanye disincentive policies an. 
institution21 factors and what can external donors do to help 
bring about these necessary reforms? 

Donors generally state that the developing cour‘tries 
themst' *s must have ,113 political will and courage to correct 
disince ive policies. We agree that -political will is re- 
quired zcause the problems Facing the developing countries 
are difficult and involve many complex and interrelated issues. 
But these are mat:ers that the governmen's can deal with. 

To insist that governments deal with tl,ese problems and 
to provide a proper environment for financial and technical 
assistance to be used most effectively to increase food pro- 
duction require courage and pol,tical will by the external 
donors. Donors indicate the desire and intention to help, but 
they are reluctant to require effective action by develoni::; 
countries as a condition for external assistance. Instead 
they avoid taking a firm stdnd by indicating that developing 
countries have the responsi.l;i;lt17 to act. 

Lf the developing countr les are to be convinced that 
they must make agricultural reforms to realize their produc- 
tion potential, major donors, including international organi- 
zations and financial institutions, must agree that such 
changes are necessary and work together to bring about the 
changes. As long as the developing cou;ltries can obtain ex- 
ternal assistance by Flaying off one donor against another, 
they may never be impelled to take the hard steps necessarlr 
to increase their domestic production. 

Accordirlqly, continued external assistance to de\*eloping 
countries' agricultural sectors should be predicattzd upon 
governments providing adequate economic incentives ard sJpk-Jrt- 
ing services for realizing their production potential. And to 
insure th,lt conccssional food aid toes not act as a disincen- 
tive by permitting governments to postpone needed agricultura! 
reforms, such assistance should be provided in conjunction with 
specific agricultural development plans and after firmly cic>tcr-, 
mining that producers have adequate incentives. 

AGENCY COMMENTS AND OUR EVALUATION 

The Department of the Treasury agreed with the qcneral 
thrust of the report, its conclusions, and its recorxwr:dst ion-- . 
The Department of Agricultl:re aiso agreed wit11 the repozt's 
findings. (Sr_e apps. X, Xi., and XII.) 
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The Department of State and the Agency for International 
Development in their joint comments (referred to herein as 
State/AID) agreed that incentives are an important economic 
issue in developing countries' food production and that there 
is a need to improve developing countries' policies to help 
incrclase food production. (See app. XIII.) 

State/AID were concerned that our report overstates the 
importance of incentives and suggested that a balanced policy 
that meets the needs of both the farm producer and the urban 
consumer is required. 

State/AID added further tll,\t agricultural development 
should be pursued in the contex t of a coherent and comprehen- 
sive strategy for agricultural and overall economic develop- 
ment for the country. State/AID also pointed out the conces- 
sional food aid does not necessarily have to serve as a 
production disincentive and frequently has had many positive 
effects. 

Our report is not meant to suggest that governments 
adopt policies of maximizing incentives to the exclusion of 
ali other developmental requirements and for the sole benefit 
of farmers. We fully concur in the need to approach the prob- 
lem of increasing farm production as part of an integrated 
development strategy. It is our belief, and the essential 
point of this report, that (1) incentives form a primary and 
essential element of any agricultural development strategy and 
(2) the existence of disincentive practices and policies de- 
tracts from the development process. 

Accordingly, we believe there is a need to place more 
emphasis to convince food deficit countries to adopt policies 
and programs which provide adequate incentives to stimulate 
increased farm production. This need was well stated in the 
President's May 1975 report, "U.S. Actions Affecting the 
Development of Low-Income Countries," which stated that 

"Although AID technical and financial assistance 
may be helpful in stimulating increased food prct- 
duction, developing country policies will be the 
determining factor. Many less-developed country 
governments choose to maintsin artifically low 
food prices far urban dwellers. To do so, they 
must use the go'gernment budget either to subsi- 
dize the consumer or the price paid by farmers 
f-or fertilizer and other inputs, or pay z stiffer 
price in the form of low production resulting 
from insufficient incentives to farmers. Low 
txices to farmers deter them from making maximum 
use of fertilizer and other expensive inputs and 
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frequently prompt them to smuggle part of the 
crop out of the country or to a domestic black 
market. To cover the national shortfall, the 
government is then forced to purchase food from 
abroad, often paying foreigners in scarce foreign - 
exchange a price it would not pay its own farmers, 
While this practice may have been possible in 
the days of plentiful concessional food and low 
world market prj.ces, it is an expensive pro- 
cedure today, draining scarce foreign exchange 
which might otherwise be available for develop- 
ment purposes." 

RECOMMENDATIONS 

We recommend that -the Secretaries of State and Agri- 
culture and the Administrator of AID, in determining the 
level of agricultural development assistance and concessional 
food aid, (1) place maximum consideration on the efforts of 
developing countries to improve their agricultural production, 
make needed agricultural reforms, and provide production 
incentives to their farmers and (2) more closely relate 
concessional food aid to efforts by recipient countries to 
increase their own agricultural production. Such con- 
siderations should be made a part of the programing docu- 
mentation for each country. ‘ 

We also recommend that AID work to modify developing 
countries' policies and institutions that are disincentives 
to expanded farm output and assist such countries in taking 
effective action to provide adequate incentives. AID should 
provide more assistance in identifying and bringing to the 
attention of developing countries those policies and insti- 
tutions that may not be generally recognized or understood 
as disincentives and alternative policies and programs that 
could improve the performance of the agricultural sector. 

We further recommend that the Secretaries of State and 
the Treasury take the lead in workiny for concerted action 
among major donors, including the international organizations 
and financial institutions, for removal by aid recipients of 
agricultural production disincentives and for the adoption 
by these countries of a positive agricultural development 
strategy that stresses adequate farm production incentives. 

. 
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OBJECTIVES AND SCO?E OF REVIEW 

This review concentrated on developing countries' govern- 
mental policies and institutional factors that negatively 
affect farmers' economic incentives to increase production. 
Other constraints to food production relating to economic 
development, such as inadequate storage, marketing, trans- 
portation, and communication facilities, were not reviewed. 

We sought to: 

--Identify governmental policies or-practices that act 
as disincentives to expanding production. 

--Determine actions taken by U.S. Government agencies 
either individually or with other donors to influence 
the countries to remove disincentives. 

--Develop and recommend actions to remo*re disincentives 
and provide incentives to farmers to increase pro- 
duction. 

--Determine the disincentive effects of direct food aid, 
such as that provided under Public Law 480, on 
agricultural development. 

We did work in the Departments of State, the Treasury, 
and Agriculkure and at AID and visited India, Indonesia, 
Pakistan, Sri Lanka, Kenya, Tanzania, Peru, and Uruguay. We 
consider,?d reports, studies, and documents and hsld discus- 
sions with officials of donor agencies and the host countries. 
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APPENDIX I 

DISINCENTIVES TO AGRICULTURAL 

PRODUCTION IN INDONESIA 

Indonesia. is the fifth most populous nation in the wcrld. 
More than 60.percent of its 130 millian people live on the 
islands of Java and Bali, which comprise or.ly 7 percent of 
the total iznd area. Only half of this 1ar.d is arable. With 
1,500 people per square mile, Java and Bali are among the 
most densely pcpulated areas on Earth. The population growth 
rate is about 2.6 percent: with population expected to double 
in less than 30 years, food production wil? have to expand 
substantially to meet growing demand. 

Indonesia has a dual agricultural structure czonsisting of 
an estimated 15 to 18 million small-holder farmers and just 
over 1,000 large estates. It is considered a nation of 
peasdnt farmers, and the average amount of farmland per 
family on Java has fallen to about two-thirds of a hectare 
as a result of increased popula'ion. Nearly 85 percent of 
the population is rural8 and for about 70 percent agriculture 
is the primary source of income. Rice, the principal fooQ, 
accounts for one-third of the value of total agricultural 
production. 

indonesia is generousl.( endowed with natural resources 
and, like other major oil-producing countries, has experi- 
enced an increase in oil revenues as well as in revenues from 
timber and other raw materials. 

Indonesia remains, however, an impoverished and technically 
undeveloped country beset by unemployment and weaknesses in 
the agricultural sector. As yet, the benefits of the im- 
proving financial position are being felt by only a minute 
segment of the people. A broad spectrum of the population, 
inclu2inq the one-third of the rural who are landless, have 
suffered reduced real income. 

Food self-sufficiency, an announced Government goal, has 
not been attained. Indonesia remains one of the largest 
rice importers in the world: mere than 10 percent of its 
ricr requirements have been met through imports in recent 
years. Wheat is also imported, and total annual food grain 
imports have been at least 1 million tons and sometimes over 
2 million tons. 

Indonesia has made efforts to increase production. Be- 
ginning with the 1970/71 season, the principal official 
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program has been one under which Government authorities 
coordinated the procurement and distribution of improved 
seeds, subsidized fertilizer, credit, and other inputs' 
through both Government and private channels. The program 
was expanded to cover additional crops, including corn, soy- 
beans, and cassava. 

The Indonesian Second 5-Year Plan, whicn began April 1974, 
heavily emphasizes agriculture --almost 40 percent of planned 
expenditures were to benefit the rural sector. 

Various officials contacted agreed thqt the potential for 
expanding food productio:l is excellent if problems can be 
overcome. Vast areas cf undeveloped land with good crop 
potential exist on the Outer Islands. The potential for 
further intensification of production in the cenLca1 core 
(Jeva and Bali) is also considered good. 

The optimism 'is guarded, however, because Government 
actions ilave not gone far enough and policies or practices 
which act as disincentives to increased food production re- 
man. The primary disincentives to increasing 1ndo:lesian 
food production include: 

--Policies designed to hold down food prices. 

--Restrictions on intern& movements of food. 

--Administrative deficiencies. 

--Unavailability of credit. 

--Taxation of exports. 

AID and State made the following overall comments on our 
sunun;lry of disincentives in Indonesia. 

"There are, indeed, many disincentives to agricultu- 
ral production in Indonesia. The G10 team that visited 
Indonesia clearly grdsped the magnitude of the prob- 
lem And was able to produce an impressively complete 
list of the disincentives. However, we believe th-iit 
the %immary provides a misleading impression of how 
the Indonesian government and'AID feel about the 
disincentives, and of what is being done to remove 
them. We believe that the senior policymakers in 
Indonesia are keenly aware of the p&~blle;~~s and are 
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proceeding deliberately and systematically to improve 
tSe situation. In other wordsI there is a distinct 
trend toward the removal of disincentives, t.he 
st:engthening of existing incentives, and the intro- 
duction of new incentives. Perhaps the major short- 
coming of the summary is the failure to recognize 
tha? policymakers in Indonesia, as in most developed 
as well as developing countries, are constrained in 
their a&ions by very real domestic political consid- 
erations. You can't always do what you want to do. 
We wish to state emphatically that AID is committed 
to promoting agricultural production in Indonesia as 
effectively as possible. Out of respect for the 

f sovereignty of the Indonesian government, we have 
not made demands where we felt attitudes were correct 
and trends were favorable. The thrust of our activi- 
ties in the agricultural sector is to strengthen the 
capacity of the Indonesian government to adopt effective 
policies, undertake meaningful programs, and implement 
sound projects." 

PRICING 

The GovernmeAt considers controlling the prices of basic 
foods an important policy objective. It fears that, if food 
costs reflected world food prices# then increased wages in 
all sectors would be necessitated, inflation aggravated, and 
economic development disrupted. 

Indonesia's pricing and subsidy policies which act,as 
disincentives to increased agricultural production include 

--controlling the selling price received by the producer, 

--controlling the retail price to the consumer by im- 
porting grain for sale at subsidized prices, and 

--setting a uniform price level in all areas of the 
country. 

The stated policy is to assure farmers an adequate in- 
centive for rice production by supporting an appropriate 
rice floor price, while protecting consumers by controlling 
prices at the retail level through ceiling prices. In 
carrying out its pricing policies during the past several 
years, the Government has placed more emphasis on protecting 
the consumers than on supporting th? producers. For example, 
in July 1974 domestic rice prices were only about half the 
world market price and the producers' support prices were 
even lower. 
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Rather than carrying out a vigorous policy of domestic 
rice procurement to support producer prices at incentive 
levels, the Government has imported about a million tons of 
rice a year and has sold it domestically at a fraction of 
the cost to hold down consumer prices!. Cther items, such as 
wheat and sugar, are also subsidized. 

In 1973, the Government declared that the Government- 
controlled village unit cooperatives would play a major role 
in rice procurement by purchasing from the farmers, processing 
in their own facilities, and selling to the Government's 
food aaency. 
the price the 

When the market price rose substantially above 
cooperatives were authorized to pay, farmers 

were reluctant to sell to them. As a result, the Government 
ordered farmers to sell first to the cooperatives, and sLJdiers 
were reportedly used in some areas to enforce the order. 

The attempt to force farmers to sell at less than the! 
market price undermined their incentive to increase pro- 
duction or accept the rural cooperatives. The plan failed 
and was subsequently halted; but this points out the funda- 
mental problem of the Government's failure to appreciate the 
necessity of adequate pricing incentives to farmers as part 
of procurement programs. 

The Government seeks to offset the disincentive of low 
producer prices by subsidizing fertilizer prices. However, 
the (1) Government-controlled marketing mechanism, (2) low 
price margins allowed to fertilizer distributors, and (3) 
one-price fertilizer policy discourage fertilizer distri- 
bution. 

In November 1974, Indonesia announced a 40-percent in- 
crease in the floor price of rice effective February 1975 
and an immediate SO-percent increase in fertilizer prices. 
No change was announced for the ceiling price of rice, but 
it was also expected to rise considerably. 

Indonesia's system of uniform rice prices in all markets 
and provinces has been a major impediment to market intc- 
gration and regional specialization. But AID says that 
Indonesia no longer has a uniform nationwide ceiling price 
for rice. 

AID and State made the following overall comment on this 
discussion of Indonesia's pricing policies. 
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"This section fails to recognize the critical dif- 
ference between a government's justifiable efforts 
to shelter its economy from sharp, short-term inter- 
national price fluctuations, and a government's 
efforts to obh:ruct nzcessary adjastments to changes 
in long-term price levels. During the past two-year 
period, internatio,Tal rice prices soared from below 
$100 per m.t. to 3~~1: $600 per m.t. and have now 
fallen back to neariy $300 per m.t. During the same 
period, rice prices within Indonesia have bee.1 per- 
mitted to rise from about $100 per m.t. to a current 
level of about $250 per m.t. Although the government 
has made some unfortunate decisions in its pricing 
policies over the past few years, most of these have 
been recognized and corrected --and the necessary long- 
term adjustment in rice prices is being made." 

TAXES 

The Government imposes four major types of levies on 
agricultural products or income: excise, land, and export 
taxes and cesses. They were estimated in April 1974 to 
yield about 20 percent of Government tax revenues. Two of 
these leviesp export taxes and cesses# are considered dis- 
incentives to agricultural production. 

Export taxes are assessed against all agricultural ex- 
ports at a rate of 10 percent on prices determined by the 
Ministry of Trade. The food crops primarily affected by 
the tax are cassava, copra, sugar, soybeans, and peanuts. 

An April 1974 agricultural sector survey by a World Bank 
mission stated: 

"Since Indonesia exports do not play a dominant role 
in world markets, export taxes are clearly passed on 
down to producers and must consequently have an ad- 
verse effect on production incentives. In some cases, 
particularly when a considerable amount of processing 
of t1.e raw farm product takes place prior to export, 
and when production is carried out by large numbers 
of smallholders facing inadequate marketing systems, 
the tax actually passed on to 'the producer may rcpre- 
sent considerably more than 10 percent of the pro- 
ducer price. 

"Unlike the [land taxi, export taxes represent an 
inefficient means of collecting revenues, with 
pronounced disincentive efforts on Production. * * *' 
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Cesses --nominal taxes levied on 17 expert commodities-- 
yield about $7 million annually: They are tsxes on marketed 
production and also apply to domestic sales. Regarding 
cesses administered separately from other taxes, the Bank 
report stated that the rationale for creating a separate 
duplicate authority to collect taxes and si;z:l~if .-evenues is 
not entirely clear. Furthermore, the type of tax appears 
to have even less merit than the export taxes. While cesses ' 
are considered a disincentive to production, copra is the 
only food crop greatly affected by them. 

CREDIT , 
Officials believe the Government needs to increase the 

lending allocated to the food production sector and E.xpand 
the credit available to small farmers. Although credit is 
provided by a variety of sourcesl both the amount and 
farmers' access to it are lifiiced. 

AID said that problems of inadequate collateral have 
limited farmers' access to credit. Traditional problems 
exist over land titles, but last year the Government decreed 
that land-use certificates were acceptable as collateral 
for agricultural credits. While this is not the final 
solution, it has improved access to credit for many farmers. 

An April 1974 report stated that, except for some foreign 
loans for private estates, almost all development loans 
(for agro- industries and state-owned estates) and seasonal 
loans for rural credit for the past 3 years have been at 12 
percent annual interest. Other loans in agriculture were 
at 24 percent and above. Rates outside the agricultural 
sector, however, are as high as 36 percent. 

The Government seeks to compensate for low producer rice 
prices by providing subsidized bank credit to rice producers. 
However, since the smaller farmers (I) are viewed as high- 
risk borrowers by the banking system and (2) are often 
excluded from this program, only the larger farmers generally 
have effective access to this financing. 

RESTRICTIONS ON INTERh'AL FOOD E:3VZ.%h'TS 

Transportation and marketing deficiencies have discouraged 
farmers iI1 surplus growing areas from incrcasinq production. 
Various officials contacted considered the difficulties 
encountered in moving food, especially between islands, a 
serious disincentive to be overcome. 
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The marketing of small holders' crops, representing most 
of the agricultural production, is impeded by the com- 
plexities of handling the output of millions of small. pro- 
ducers. Various road taxes, port charges, and other pay- 
ments, many not Government sanctioned, jare encountered in 
moving food throughout Indonesia. The marketing costs 
(both real and contrived) are considered inordinately high, 
thus limiting the incentives of small farmers. Details on 
the illegal charges and actual costs of marketing were not 
available. 

Interisland shipment of rice except under Government 
auspices is prchibited. This has greatly restricted the 
movement of rice from surplus production areas to deficit 
areas, thereby reducing producer prices and hence incentives 
in the surplus areas. The Government has preferred to sup- 
ply the deficit areas with imported rice. 

NEEDED IMPROVEMENTS IN AGRICULTURAL PROGRAMS 

Inefficiencies in administering programs and in providing 
information to the farmers on how to increase yields were 
frequently mentioned as major roadblocks to increased agri- 
cultural production. Administrative weaknesses appear to 
result from the multiplicity o f Government agencies and 
directorates concerned with agriculture and the inadequate 
organization for planning, research, extension services, 
and regional development. 

Lack of good statistical data is a problem, as shown by 
the following World Bank assessment. 

--The poor quality of agricultural stkiistics, a far 
more serious handicap to sound economic planning than 
is generally admitted, results in part from a half a 
dozen different agencies inadequately gathering or 
reporting statistics on the same crop. 

--The topographic map cover and land-use and soil surveys 
are inadequate to permit a precise appraisal of cxist- 
ing resources. 

--Accurate information on the costs of marketing specific 
crops and the actual marketing processes are lacking; 
major surveys of these co sts and processes are needed. 

Efforts for reform are reportedly hampered bv adminis- 
trative inefficiencies. The official compensation for 
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nearly all Government employees is too low tc either per- 
mit or command full-time efficient performance, and any 
effort to demand such performance is seriously undermined. 
Efficiency is low, and opportunities for income enhancement, 
at the expense of effective Government operations, are 
common. 

Substantial salary increases have been awarded in recent 
years including a major boost for Government and military 
personnel in 1974. A program of selective pay increases, 
combined with inducements and other measures to reduce the 
large numbers on the Government payroll, was believed to 
be needed. 

OUTER ISLAND DEVEI.OPMEZNT 

Another problem has been the failure to develop agri- 
culture on the Outer Islands. For various reasons only a 
modest beginning has been made in combining Zava's in- 
tensive labor resources with the unused land in the Outer 
Islands. It is estimated that as much as 20 million hectares 
of presently unused land could ce developed for farming. 
However, much of the area is unmapped and unexpl.red. 

Continuing agricultural growth in Indonesia is reported 
to depend on an imaginative approach to Outer Island 
development and on intensification of production in the 
central core. However, Gcvernment assistance to the Outer 
Islands has been minimal, consisting primarily of a small 
transmigration program and construction of access roads, 
usually for other purposes. 

EFFORTS TO INFrUENCE REtiOVAL OF DISINCENTIVES 

Acccrding to U.S. Government officials, no recent efforts 
have been made by either the Embassy or AID to influence 
removal of or changes in Indonesian poltcies acting as dis- 
incentives to food production. They pointed out that U.S.- 
Indonesia relations have deteriorated as a result of the 
cutback in U.S. concessional aid. 

The general consensus among*officials contacted is tnat 
the United States has little i~nfluence over Indonesian food 
policies and efforts to obtain removal or elimination of 
agricultural disincentives would be futile. Further, Indo- 
necia's oil revenues are a pertinent cor;ideration in how 
the Government attacks its food problems. 
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AID and State made the following comment on efforts to 
influence removaf. of disincentives in Indonesia. 

r,* * * While U.S. officials have not made any recent 
direct attempts to influence changes in specific 
Indonesian policies on a national scale, virtually 
all AID projects contribute to the formulation and 
implementation of better policies. In collaborating 
with the Indrnesian government on the development 
of each new AID-supported activity, we seek to de- 
sign projects that provide direct benefits to small 
farmers and the rural poor. These efforts involve 

I minimizing, if not eliminating, the efforts of 
disincentives among project beneficiaries. Most 
projects are intended to be replicable and thus 
would extend their beneficial impacts over time." 
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DISINCENTIVES TO AGRICULTURAL 

PRODUCTION IN SRI LANKA 

Sri Lanka is an island with 13 million people located 
off the southeast coast of India. Agriculture, the most 
important sector of the economy, accounts for 56 percent of 
total employment. In this sector, the production of export 
crops (tea, rubber, and coconut) by large estates and food 
grains by numerous small farmers are emphasized. Production 
of rice, the principal food, has been stagnant s.'nce 1970. 
Wheat is not grown in Sri Lanka, but there is demand for 
wheat products. 

Sri Lanka is a prime example of a country facing serious 
food shortages due to government policies that have histor- 
ically acted as disincentives to food production. The 
problems in the Fgricultural sector are many, complex, and 
often interrelated, but almost all have their origin in the 
country's social welfare political philosophy, which ha:; 
generated a system of free and subsidized food, t.ranspor- 
tation, and social services. The coalition gove;nment 
elected in 1970 promised more free rice than ever before. 

Numerous officials have observed that Sri Lanka has 
a "people problem" rather than a "resource problem." 
Although difficult to explain in economic terms, the high 
level of welfare services, the substantial subsidies on 
staple foods, and the lack of stimulus provided by fear of 
real poverty appear to be contributing factors Further, 
the free education system has tu*:ned out an abundance of 
educated youth who cannot find employment but are unwilling 
to work as farmers. 

The ccnntry has historically relied on the export earn- 
ings of tea, rubber, and coconut to finance imports of food 
and other needed commodities. However, production dropped 
off or became uneconomical and L' e revenues generated from 
the export crops which paid for the food imports dropped. 
At the same time, the costs of food 2nd fertilizer imports 
increased snbstantially. This left thc$ country in a crisis 
situation in 1973-- it had not enough food nor the foreign 
exchange to pay for food c;nd other irr.ports needed to operate 
its welfare system. 

The United States did not have an agricultural attache 
or specialist in Sri Lanka; and no one had been given the 
responsibility for ;nonitcriilg and rcportlng on Sri Lanka's 
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agricultural poblems. Because little documentation beyond 
work done by the World Bank was available, our ability to 
identify (1) the impact and relative significance of reforms 
initiated by the Government in 1973 and (2) the extent of 
current agricultural disincentives was limited. 

Nevertheless, our discussions with various officials in 
Sri Lanka produced the following observations: 

--The 1973 refo.rm measu:-es did not eliminate disin- 
centives to food production but did reduce their 
severity. 

--The reform measures were the result of a deteriorating 
economic condition which forced the Government to 
take action. 

--The Government is aware that agricultural disincentives 
exist, but its options are limited by its commitment 
to the political/social system and bv its desire to 
c,lXy ic power. 

The State/AID comments stated that the most important 
factor motivating the Government of Sri Lanka to change its 
overall policy in 1973 to accord developml?nt a high priority 
was the expressed reluctance of World Bank-sponsored Aid 
;:roup donors to "come once more to the resclre" by increasing 
their assistance during the financial crises of 1972-73. 
This deliberate stance was jointly adopted to demonstrate 
to the Government that. the donors were no longer prepared 
to finance the status quo but would only support positive 
actions a,-ldressing the economy's basic structural problems. 
The belief was that the deteriorating conditions would bring 
the Government to realize that only through its positive 
actions c0Ll.d the economic and financial situation be 
stabilized. 

It is urclear what influence the aid donors had in 
bringing aboLt the changes. The donors did not increase 
their aid in response to Sri Lanka's financial crisis; 
however, aid was increased after reforms were initiated in 
October 1973. 

State/AID provided the following background on the 
evolution of Sri Lanka's policies. ‘ihis information pro- 
vides perspective for our later discussion of Sri Lanka's 
disincentive policies. 



\ 

,.- - ~ _ i’:‘. 

APPENDIX Ii APPENDIX II 

Past policies were designed to deal with external trade, 
payments, fiscal, and egalitarian policy concerns. &cause 
of the historical orieniation of the economy toward the 
three major export crops--tea, rubber, and coconut--as the 
prime source of foreign exchange earnings and C.hc bulk of 
domestic budgetary resources, Government policies were 
essentially aimed at promoting production of these crops 
rather than food crops. Relative returns for export crops 
had historically been more than sufficient to finance food 
requirements and social welfare infrastructure cost3 and to 
still provide resources for investment in the industrial 
sector. In this context, food crop production was almost 
totally neglected by Government policymakers, whose incentives 
were to maximize production and earnings of nonfood agri- 
cultural crops. 

This body of policies became increasingly anachronistic 
during the 1960s as world demand and prices for tea, rubber, 
and coconuts began to fa31 and earnings shrank to the point 
where export earnings from nonfood crops 3re no longer suf- 
ficient tfl finance basic imports of food and other essential 
corriodities. 

Since the Government's decision tc realign development 
policy to stress food production as 2 national priority and 
to mount a food production drive, it has become increasingly 
apparent that the complex and pervasive body of policies 
built up to stabillzc and maximize export crop production 
were inadequate to provide necessary incentives to food 
production and had even become inadequate to provide maxi- 
mum incentives for export crops. Dismantling the previous 
policy structure is necessary so that a new national policy 
package based on iood crop incentives can be created in its 
place. This process began in 19?3 with changes in price 
polFcies and has been carried on with further phased modifi- 
cations introduced in 1974-'85. 

PRICING 

The primary disinceI,tive to food production revolves 
around the Government's system fcr controlling the prices 
paid to producers while providinlj rations of free and of 
sub.sidizcJ food to all the Feople, including the producers. 

The Government-controlled r;ac?dy Marketing Roard (the 
sole legal rrading agency for rice) is responsible for pro- 
curing d~nestic rice, having it mille,d, and providing necdecs 
quantities to the ration .sho~s, which distribxtc the food 
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under the subsidy system. Since not all the required food 
is produced domestically, shortages are met through imports. 

One free pound of rice a week is available to everyone 
except taxpayers (less than 0.5 percent of ?-he population) 
and non-Ceylonese workers on tea estates. fn addition, 
rationed quantities of rice, wheat flour, and sugar are 
provided at a nominal price to everyone. 

In recent years, Sri Lanka has been hard pressed to 
finance the massive food imports required to operate Its 
food subsidy program. The country spent an estimated 12 

/ percent of its gross national produck on food imports duri,lg 
1974. The G;cvernment's b*Jdget for i.975 allotted 24 percent 
of Government revenues for the food subsidy progr-un. The 
budget pro3ec‘ts commercial food imports costing nearly $300 
million for the following three essentipl commodities: 

Item 

Estimated 
import 

quan'!x 

(tcxs) 

Es&ated 
cost 

(millions) 

Rice 
Wheat flour 
Sugar 

303,000 $129 
346, coo 110 

52,000 60 

698,000 $299 

Massive imports were necessary because prices paid by 
the Government in past years were so low that farmers had 
little incentive to grow more than that required for their 
own food needs. Farmers pre required by law to sell all 
their surplus rice to the Government. 

State/AID explained the underlying ratiorale and 
orientation of Sri Lanka's food subsidy program as follows. 

--Historical y, the food ration system came into being 
du,ing Wor.ld War "I to provide equitable Food distri- 
bution. 

--The food ration system and 'subsidized pricing is aimed 
at consumer protection and egalitarian treatment. -- 

--With the prime objective being to control the price 
of food to consumers in order to stabilize ttJ& cost 

-- 

. 
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of living within reasonable parameters, the price to 
producers then became a direct function of political 
considerations and budget policies. 

--Over time the food ration and price to the consumer 
had beco.ne highly politicized with consumer interests 
being accorded more political weight in national 
policy formulation than those of producers. 

--Commencing in l.973, national policy has been increas- 
ingly stressing greate;- producer incentives in real 
terms and Ceducing the predom.inant bias toward con- 
sumers by passing along price increases. 

The adverse chain of events and alarming food supply 
situation forced the Government in 1973 to initiate a 
national food production drive. The drive culminated in a 
package of politically difficult pclicy changes in October 
1973 that included reducing the weekly free food ration 
f,om 2 pounds to 1 pound and increasing the price charged 
for subsidized foods. In addition, incentives to increase 
production'were provided to rice growers by increasing 
procurement prices, expanding subsidies for fertilizer 
(discontinued in April 1974) and other inputs, increasing 
farm credit, and canceling old farm debts. 

hs one incentive, the procurement price of paddy rice, 
increased from 14 to 18 rupees a bushel in April 1973, was 
again increased to 25 rupees in October and to 30 rupees in 
April 1974. 

Most of the price changes over the past 2 years have 
been poorly timed and have not provided an immediate 
incentive since they were announced after planting. Prices 
paid ars still well below world market prices and various 
officials said further price increases are necessary to 
stimulate greater domestic food production. 

EXPORTTAXES AND EXCHFINGE RATE SYSTEI? -- 

Sri Lanka uses a two-tiered exchange rate system which 
encourages food imports and restricts foreign-exchange- 
earning crop exports. 

Importers must purchase a Foreign Exchange Entitlement 
Certificate, which raises the effective price of foreign 
exchange to 65 percent above the official rate. In their 
usage, these certificates constittte the equivalent of a 
6%percent ad valorem tax on imports and promote import 
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substitution. However, food grains and fertilizers, which 
have made up 50 percent of Sri Lanka's imports in recent 
years, are excluded from the higher certificate rate. 

To generate revenues to pay for these imports, the 
Government relies heavily on the export of the traditional 
plantation crops--tea, coconut products, and rubber--which 
account for 80 percent of exports. However, producers of 
these products do not receive the higher certificate rate 
for their exports or the special income tax treatment that 
other export commodities receive and must also bear an 
export %2x. Thus, the system discourages production of 
these crops since producers receive less than half the 
export value of their goods and still must obtain imported 
goods at prices that sometimes include the higher certificate 
rate. 

In discussing these export crops, the World Bank reported 
in Epril i974 that "there is little cloubt that the total 
weight of taxes, plus the exchange rate treatment, acts as 
a disincentive to increased output and grc-ater efficiency." 

NEEDED IMPROVEMENTS IN AGRICULTURAL PROGIt: :S -- 

Weaknesses in the Government's agricultural programs 
were also identified as constraints to food production. 
Major weaknesses included 

--failure to develop a comprehensive, long-range agri- 
cultural program; 

--lack of qualified agricultural personnel because the 
educational system produces many economists and 
engineers but few agricultural specialists; and 

--insufficient Government support of the Ministry of 
Agriculture, causing it to become lethargic and its 
persor,nel to defect for jobs in other ministries. 

The Government's processes are slow and complex and 
seriously impede its efforts to help farmers. For example, 
the fertilizer subsidy program resulted in complex rationing 
coI!tro:s that absorbed much trained manpower, but the program 
was ineffectively administered. Farmers had to deal vith 
an extended bUrE3UCrdtiC process that delayer delivery an.1 
prevented many farmers from ever applying for fertilizer. 

An agricultural expert in Sri Lanka said almost any 
action involving contact with the Government is a long one 
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that acts as a disincentive to production. For example, for 
a farmer to obtain seeds, he must 

--apply for them at one ministry; 

--go to another ministry to pay for them and obtain a 
receipt; and 

--return to the original ministry or go to another 
to turn in the receipt and pick them up. 

Other processes may involve even more steps. 

The Government percorms little agricultural research, 
and its extension services are inadequate. Ftw extension 
agents visit the farmers because they have no transportation. 

Water management has never been emphasized and is 
highly criticized. Irrigatior: and water storage systems 
have deteriorated through lack of maintenance. Water has 
traditionally been free and scarce water resources have been 
wasted and poorly utilized. 

The Government has not had a national water policy 
applicable to all agricultural water resources. It has a 
water policy which calls for charges for irrigation projects 
involving lift-type irrigation systems. These systems lend 
themselves to control of water releases, monitoring of flow 
and use, and pricing of services to users. The predominant 
systems (gravity flow from rivers and local smzll water 
storage reservoirs and ponds) are not susseptible to metering 
or water flow control as a basis for water pricing except 
at an investment cost which Sri Lanka can not expect to af- 
ford for years. This inability to raise revenues from gravity 
systems users contributes to the lack of resources for 
improvement, modernization, and extension of systems to pro- 
vide better control of water use. 

According to State/AID, Lhe problem of wastage or 
ineffic;ency in use of water can be dealt with through two 
approaches: farmer education or water metering. The latter 
approach requires immsnse capital resources not now available 
and unlikely to be for a long time. Farmer education appeais 
to be a more sensible approach; it will require a long-term 
effort but less capital resources. It could 1;? taken up as 
part of a total technological package to reorient f&rming 
practices away from the "flooding" concept of rice cultivation 
toward "rainfed-weeding" and crop diversification practices. 
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The World Bank has reported that, with the existing 
maze of controls, the price system is so distorted that it 
transmits only confused information to -,he Government and 
uneconomical orders to the produeer. Because of the com- 
plex network of price su~potts, tile two-tiered exchange 
rate system, ratir;ning, subsidies, taxes, and other con- 
trols, conventional economic relationships become all but 
meaningless. The Bank stated that an efficient allocation 
of resources within the agricultural sector is impossible 
with present price distortions. Further, the Government 

' does not have the administrative and economic skills needed 
to manage the complex set of controls, taxes, and s:>bsidies 
that make up its welfare system. 

CONTROLS LIKITING PRIVATE INVESTMENT 

Private investment in agriculture is urgent3y needed 
but continues to be inadequate, partially becau,se of the 
Government‘s socialist philosophies. Although the private 
sector has been promised a continuing place in the economy, 
considerable uncertainty remains among businessmen, agri- 
cultural estates, and large farmers. Contributing to that 
uncertainty are the Business Acquisitions Act, which permits 
the Government to take over estates and businesses with- 
out recourse to the courts; limitations on personal income; 
land reform legislation; and various restrictions on private 
enterprise. 

Various agricultural estates have been nationalized, 
usually with adverse results. Apparently the primary 
problem is that management is reorganized under political 
appointees who lack the capability to run the estates. 

Examples of the type and amount of land nationalized 
are shown in the following table: 

Acres 

Tea 
Rubber 
Coconut 
Paddy 
Jungle and other 

Total 

135,760 
82,944 

115,350 
16,270 

182,257 

532,591 --- -- 
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EFFORTS TO INFLUEKE REMOVAL OF DISINCENTIVES 

Sri Lanka has the potential for greatly increasing its 
agricultural production. A U.S. agronomist considered an 
expert on agriculture in Sri Lanka believes that: 

--The potential for increased agricultural production 
is good if negative attitudes and government policies 
could be removed. 

--The country is endowed with good agricultural land, 
ample water supply, and good crop growing technology. 

--Problems of drought and flooding are minimal compared 
to India and Bangladesh and a good insect-resistant 
medium-yield rice strain is available. 

--Therefore, there is no reason why the country can not 
be self-sufficient in food prOdUCtiOn. 

Other U.S. officials agreed that agricultural produc.ion 
can be greatly expanded if attitudes and policies are 
changed. However, no recent U.S. Government efforts have 
been made to influence Sri Lanka to change policies hindering 
agricultural production. This is apparently because (1) 
thz U.S. Government is attempting to maintain a low profile 
and not interfere iF internal policies of Sri Lanka, (2) Sri 
Lanka does not want advice from the United States, and (3) 
advice offered would like%y be ignored because of basic 
differences in the two countries' economic systems. 

In their comments, State/AID agreed that Sri Lanka 
could improve production efficiency and increase total 
agricultural output if suitable policies were in effect, 
supported by adequate resources, and modern farming practices 
were adopted with improved technology inputs. They did not 
agree, however, that no recent U.S. Government efforts had 
been made to influence Sri Lanka to change policies holding 
back agricultural production. They said there has been and 
continues to be a continuing dialcque with the G0vernncr.t 
at various levels on the need for such policy changes. This 
dialogue has occurred in the framework of the World Bank- 
sponsored Aid Group, in direct meetings with Government of- 
ficials in Washington and Colombo, and most recently in 
several AID feasibility study and program review teams' 
visits to Sri Lanka to review and assess loan pcssibilities 
and discuss policy concerns in connection with existing 
and planned loan activities. 
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DISINCENTIVES TO AGRICULTURAL -- 

PRODUCTION IN INDIA 

The need to expand India's food production is critical; 
its population of about 600 million increases by 13 million 
each year. 

Agriculture is the backbone of the Indian economy-- 
almost half of the national income comes from agriculture 
and 70 percent of the labor force works on the land. Wheat 
and rice are the principal foods and account for about two- 
thirds of the domestic food grain production and most of 
the food grain imports. 

Food grain production increased during the 1950s and 
1960s from about 50 million tons to a peak of 108 million 
tons during the 1970-71 SeaSOil and has been stagnant since. 
Food grain imports during fiscal year 1975 were estimated 
to be about 7 million tons, including 800,000 tons under 
Public Law 480. 

Even with a doubling of overall production, increases 
have barely kept pace with population growth.. The Govern- 
ment's efforts have not been adequate to solve the food 
problem, and various disincentives or lack of incentives 
to expanding food production exist, including 

--consumer-oriented pricing policies which depress 
producer prices, 

--restrictions over internal movement of food grains, 

--unavailability of credit to farmers with small- and 
medium-sized farms, 

--insufficient farmer control over irrigation, and 

--inconsistent land tenure and reform policies.. 

PRICIEG 

Yost U.S. officials contacted in India viewed Govern- 
ment efforts to hold down the prices received by farmers for 
food grains as the primary disincentive to increased food 
production. India's grain pricing policies in recent years 
have been increasingly oriented to urban consumers', rather 
than farmers', interests. Although Government support and 
procurement prices are eskablished for the various food 
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grains, in recent years support prices have been so much 
below market prices as to be meaningless. 

Both the central and state governments procure food 
grains and distribute them at low prices to urban consumers. 
The various procurement methods which have in recent years 
held down the purchase price include: (1) monopoly procure- 
ment, (2) levies on producers, (3) le-ri+s on millers and 
traders, and (4) preemptive open market purchases. The 
food grains procured, together with imports, are distributed 
primarily through a network of fair-price ration shops. The 
shops are privately owned bdt are approved and licensed by 
the Government for distributing Government-owned food grains 
at low prices. 

In spite of controls, the Indian Government has had 
difficulty persuading farmers to sell grain at prices the 
Gcvernment wants to pay. In 1973 (believing that middlemen 
were profiteering) the Government nationalized the wholesale 
distribution of wheat and established plans to do the same 
for rice. 

The nationalization scheme failed when the Government 
decided to pay less than 60 percent of the current unofficial 
price for wheat but didn't implement necessary controls to 
force the growers to sell surpluses to the Government. 
Because of numerous problems encountered, the Government 
returned the wholesale trade to the private sector the 
following year and abandoned plans to nationalize the rice 
trade. The policy, though unsuccessful, was considered 
another indication to the farmers that the Government Fias 
attempting to prevent them from receiving a fair price for 
their wheat. 

In 1974, in another move tc boost procurement, the 
Government established wholesale and retail price ceilings 
for wheat and ordered wholesalers to turn over half of 
their wheat purchases to the Government at below the market 
price. The policy stimulated farmers to shift to other 
crops (despite lower yields) and to hoard grain. 

Farmers ani middlemen h ave been consistently dis- 
satisfied with Government procurement prices and have 
attempted to circumvent prescribed policies. The situation 
has resulted in public exhortations by the Prime Minister 
and threats to use the Xaintcnance of Internal Security 
Act against large farmers and wholesalers if Government 
grain procurement does not increase substantially. 
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The 1974-75 Government procurement prices for wheat and 
rice tJere considered by most farmers to be inadequate in 
view of higher prices for fertilizer and other needed inputs. 
Farmers generally cannot afford fertilizer and are unwilling 
to assume the risks associated with using the high-yielding 
variety techniques. As a result, yields are lower and the 
Government bears an increasing burden to finance food grain 
shortages through costly imports. 

RESTRICTIONS ON INTERNAL FOOD MOVEMENTS0 

Interstate restrictions on the movement of food grains 
throughout the country and interdistrict movement restrictions 
in some states have acted as disincentives to increasing 
food production. Although the details of the restrictions 
vary from state to state, the intent is the same--to build 
up reserve stocks and keep prices low in states that produce 
surpluses. As a consequence, farmers in surplus growing 
areas have limited incentive to increase production since 
lower prices usually result. Thus, while India is seeking 
international relief for starving areas, some districts are 
maintaining stocks of surplus food grain. 

CREDI" -- 

Although the total credit available to farmers has 
increased, distribution has been uneven amcng states and 
within farm groups, with most going to the largest farmers: 
Increased credit effectiveness requires that a much greater 
share be directed to the small farmers, but there are no 
signs that such a reorientation of credit will take place. 
A May 1974 economic assessment reported that credit allo- 
cations to those in greatest need have not increased and 
institutional credit often doesn't serve those for whom it 
was intended. 

Without access to credit, small farmers have little 
opportunity to purchase the costly inputs necessary to 
succ-essfully adopt the high-yielding technolcgy of the Green 
Revolution. The large majority of Indian farmers work small 
farms and cannot afford even minimal amounts of fertilizer. 

IRRIGATION 

Although India has about 40 million hectares of irri- 
gated cropland, it is estimated to be using less than half 
its irrigation potential. The farmer has little control 
over water provided by Gcrvernment canals, which ser=rc 40 
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percent of irrigated areas, because such control would 
require costly investment in sluices, meters, etc. 

Timings of canal opening and closure are decided by 
the state, and the farmer has little opportunity to control 
irrigation depth or to dry the field in order to apply 
fertilizer. With the present water supply systems, the 
individual farmers are often powerless to take desired 
actions to improve their output. 

Even when a group of farmers want to make changes, 
the design of the irrigation system may not permit them to 
do so. Improved water management requires a series of 
interrelated changes rar?ing from improvements in the 
irrigation system itself to arrangements for individual 
control of water at the field level. 

The need for expanding and. improving irrigation schemes 
is obviousl but such problems as sharply rising project costs, 
poor planning, and inadequate project preparation must still 
be overcome. Irrigation is a state responsibility, and 
central government attempts to persuade the states to ear- 
mark more funds for irrigation have been unsuccessful. 

State/AID provided the following additior,al information 
on India's progress and plans to expand irrigated areas. 
Between 1960 and 1970, India expanded its total irrigated 
area from 27.9 million hectares to 38.5 million hectares. 
Approximately two-thirds of this increase has come from 
the increased exploitation of ground water sources and cne- 
third from canal irrigation. The net increase in irrigated 
areas averaged about 1 million hectares per year in the 
late 1960s. Under the draft Fifth Five-Year Plan, the 
gross irrigated area is expected to increase by 11.2 million 
hectares, or an average of 2.2 million hectares per year; 
ground water is scheduled to increase by 4.5 million 
hectares: canal irrigation is to double to 5.2 million 
hectares; and minor surface water schemes are expected to 
triple to 1.5 million hectares. It is estimated that about 
5 million small and marginal farmers will benefit from these 
various schemes. In addition, approximately lOO,@OO private 
irrigation pumps are added each year and enable yield improve- 
ment on an additional 400,000 hectares annually. . 

LAND TENUFE 

In spite of land reform efforts, tenurial arrangements 
tend to discourage investment and productivity. It was 
reported in stay 1974 that a further deterioration of tcnurial 
conditions including the banishment of tenants from the land 
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has occurred. Therefore, tenants are discouraged from 
makjng improvements on the lhrLl. 

Land reform, a key to any durable improvement in India's 
agricultural situation, has been another stumbling block for 
the Government. The Congress has promised land to the tiller 
and passed ceiling laws, but no great improvement has 
occurred. Hope for genuine land reform has all but vanished, 
because the big landowners are so powerful that it is as- 
sumed they will block any substantial land redistribution. 
They have generaLly circumvanted legal limi-s on the size 
of landholdings. 

. 
India is regarded as a country of small farmers; the 

average size farm holding is 6.5 acres and 62 percent of 
the farmers have less than 5 acres. Bowever, about 5 per- 
cent of the farms take up about 30 percent of the farm area 
and 20 percent take up 6C percent of the farm area. 

In India, land reform 1eg:slation is a prerogative of 
the states rather than the Central Goverwent. Before 1972, 
there were wide variations between different states with 
regard to the level of ceiling, unit of application, 
exemptions, etc. Implementation of the ceiling laws was 
poor and only lirlited acreage was distributed to landless 
agriculturists. In 1972, a new land reform program was 
formulated by the ruling Congress Party and the Central 
Government. This program mainly aims at lowering farmland 
ceilings and redistributing the surplus land. The new law 
provides that family holdings shall not exceed 10 to 18 
acres of irrigated land c.3pable of producing two crops a 
year, 27 acres of irrigated land capable of producing only 
one crop a year, or 54 acres of nonirrigated land. 

According to the State/AID comments, most of the state 
governmer:ts have already revised their existing ceiling 
laws in conformity with the new guidelines. Upon full 
implementation of the revised ceiling laws by all states, 
a total of L? million a'-res of land could possibly become 
available for re3istribLltion among the landless agriculturists. 
Progress in implementing the land reform program, such as 
tenanq reforms and the consolidation 3f holdings, has 
generally been slow in most states. The Indian Government 
has not moved too quickly in this area because of the 
exigencies of Indian politics. 
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NEEDED IMPi?OVE?IENTS IN AGRICULTURAL PKOGRAMS 

APPENDIX III 

India apparently faces numerous other problems in 
solving its food shortages, and some politically difficult 
decisions are needed in formulating agribultural policies. 
In the past, the Government has usually bowed to expediency, 
adopting a patchwork of measures having limited impact and 
which are sometimes coucte-productive. 

Various officials in India believe that, until the 
Government demonstrates a real commitment to solving the 
food shortage problem, most farmers will >ack the ccnfidence 
needed to take risks to increase food production. 

Government efforts to solve the fcod problem have been 
hindered by (1) inconsistent and insufficient efforts to 
expand the fertilizer industries, (2) inept administratioil, 
particularly over the production and supply of improved 
seeds, (3) insufficient planning before initiating agri- 
cultural programs, (4) failure to promote needed research, 
and (5) failure to introduc 15 constitutional changes esse;itial 
for establishing and enforcing national agricultural goals. 

In regard to fertilizer production, AID said that 
the record is poor despite the increases in food grain 
production. Increases in food grain production between the 
crop years 1963-69 and 1971-72 can largely be attributed to 
Fertilizer use on irrigated high-yielding varieties of focd 
grains. Nevertheless, since this period, fertilizer 
availabilities have not increased, and combined with bad 
weather, this has caused production declines. India esti- 
mates, under present conditions, that the application of 
one nutrient ton of fertilizer yields an incremantal pro- 
duction of 5 to 7 tons of grain. Therefore; India accepts 
the fact that continued shortfalls in the supply of ferti- 
lizer .ylould have serious consequences on the production of 
essential food grain commodities. The World Bank team has 
visited India to ascertain fertilizer production problems, 
including equipment and spare parts needed to increase 
fertilizer production, since plants are now estimated to be 
operating at 60 percent of capacity. 

Individual states often frustrate the execution of 
agricultural policies. Conflicts between national and local 
interests have not been easily resolved and narrow regional 
interests have taken precedence over national food goals. 
For example, the Government has no national policy regarding 
interstate rivers. Irrigation schemes are often stalled by 
state controversies about sharing water from major rivers. 
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Recently, more than 100 irrigation projects in 13 states 
were stalled by interstate disputes. 

Farm income, the major potential source of Government 
revenue, remains virtually untaxed. The large, weaithy 
landowners pay no tax in most states. States have the 
constitutional authority for im;losing agricultural taxes 
but have refused to do so and funds for needed agricultural 
development remain scarce. 

Efforts to make states spend project funds as allo- 
cated tend to be defeated during times (like the present) 
of rap;jly rising costs and resource restraints. The states 
receive about a third of their development funds from the 
Central Government and theoretically must conform their 
plans to its established priorities to obtain assistance. 
In practice, the states have easily circumvented such 
stipulations and set their own priorities, often to the 
detriment of agricultural development, 

For example, state governments tend to focus on large 
irrigation projects, such as dams and canals, that often 
take from 8 to 15 years to complete. 

EFFORTS TO INFLUENCE REMOVAL OF DISINCFNTI1'ES 

Despite the numerous problems identifi& above, most 
officials contacted believe India can substantially increase 
food production if the Government adc;?ts needed policy 
changes to improve agricultural programs and provide greater 
incentives to the farmers. The officials did not believe, 
however, that the Government wili make needed changes. 
point out that it has shown a lack of courage to make 

They 

necessary, but politically difficult decisions in ;:he past. 

We were told that the U.S. 
attempted to influence 

Government has not recently 
India to change policies njlding 

back food production. According to U.S. cfficials, political 
relations are such that U.S. advice is not wanted. In their 
comments on this report State/AID said tha'- the United States 
has used the annual World Bank-sponsored Conscr%ium meeting 
on assistance to India to express its concerns to the 
Indian Goverrment about the need ‘cc alter its policies and 
to increase its investments in the agricultural sector. 

- 
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DISINCENTIVES TO AGRICULTURAL 

PRODUCTION IN PAKISTAN 

Pakistan has the potential for h<5h agricultural pro- 
duction due to its natural resourozs and its experience with 
the technology of the Green Revciution. Tt has failed to 
develop this potential, howcrrzr, and has one of the lowest 
yields per acre in the wol;d. 

From 1968 to 1972 the country's food production increased 
an average of about 3 percent annually, but because of popu- 
lation increases p2r capita production showed no increase. 
The failure to produce enough food forced the Government to 
di;rert its resources from development programs to subsidy and 
import programs to help meet its goal of providing cheap, 
nutritious food to the poor. 

The Government's policies (especially those acting to 
contrcl producer prices) have been a major factor in the 
country's not reaiizing its acjriculttiral potential. 

State and AID agreed that certain of Pa-kistan's policies 
may inhibit progress in increasin? food production; however, 
they felt that, in discussing these policies, attention 
should be given to nonpolicy phenonmena (war, flood, drought) 
which have inhibited production and to the political environ- 
ment in which policy changes are made (considering trade-cffs 
bttween high food prices and political stability, bet=deen 
rural and. urban groups, and amony social classes). Their 
co,mnentS cited the increase from 120 to 175 in the prOduCtiOn 

index for all food crops during the last decade as resulting 
largely from a csmplex of policy actions, including t!iose 
tiealing kith the introduction of high-yielding varieties; 
fartilizcr importation, prcduction, and distribution; water 
availability, distribution, and salinity control; and pricing 
and subsidy questions. 

Pakistan has had significan? increases in overall food 
production due to its efforts and those of external assistance 
donors, However, it continues to have a critical need to 
increase food production, and therefntie needs to provide in- 
centives to realize its production potential. 

Varicus governmental policies relating primarily to the 
Covernnent's desire to hold down food prices for the urban 
consumer have been a disincrntive to expanded food production. 
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Th?se policies incluc'cd procuring food domestically at con- 
siderably below world market prices and subsidizing the re- 
tail sale to the urban consumer c:t less than the farm procurc- 
ment price, importing wheat and vegetable oil and subsidizing 
its sale at the retail level below the domcztic procurement 
price, and procuring rice for export without giving the 
farmer the benefit or favorable export prices. 

Government purchase and subsidized distribution of wheat 
began on a large scz.!e in response to a 195? drotight, and a 
1965-67 drought c epened Government invol-rement. Keeded food 
was importec, including U.S. Public Law 480 assistance, and 
distributed through ration shops in the cities. As urban 
populaticns demonstrate3 their political power, the subsidy/ 
ration shop system became increasingly institutionalized and 
politicized. 

To maintain the low ration shop prices, the Government 
buys domestic wheat from farmers at much less than the bor13 
market price and sells the wheat through the ration shops 
for less than the price paid farmers. To compensate for 
production shortfalls, the Government then imports large 
quantities of food products, including Public Law 450 prod- 
ucts, ' -,I.ch it also distributes through the ration shops at 
the stm, subsidized prices. 

The Government has subsidized such agricultural inputs 
as water, fertilizer, and pesticides. However, a cost-price 
relationship was not established to effectively stimulate 
expanded production. 

An economic assessment reported that eliminating or re- 
ducing price distortions relating to both agricultural prod- 
ucts and inputs could greatly increase efficiency and pro- 
ductivity in Pakistan. The relative and absolute position 
of lower income groups would be irnpro\red since m?ny subsidy 
and price distortions tend to work to the sdvantdgc of midtile- 
and upper-income groups. 

Wheat .-- 

The agricultural attache and ALP mission officials agreed 
that low procurement prices to 'i'armers for wheat have acted 
as a disincentive to increased production. in 1974, for 
example, the Government paid tha Takistani farme;: $62.13 a 
metric ton for his wheat. lu"hedt prices ilt ntiglhorir?g I:idld 

were twice that amount and the market price b;zs about $!5? 
(f.o.b. U.S. gulf ports, June 1974). The Government annc~unc~?cl 
a purchase price of $100 for wheat harvsstcd fron ::srch 
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through June 1975, but, according to an AID official, this 
was still below the prevailing world and neighboring countries' 
prices. 

Wheat, the staple food, has been in short supply for 
years. F,30 reported that Fakistan imported, in thousand -- 
metric tons, 718 in 1971, 1,182 in 1972, and 965 in 1973. 
Public Law 480 exports constituted the bulk of Pakistan's 
imports --in thousand metric tons, 627 in 197i, 905 in 1972, 
and 847 in 1973. According to some assehsments, had Pakistan 
provided close-to-market price incentives, it could be self- 
sufficient in wheat. 

Imported wheat, including Public Law 480 and domestic 
.purchases, is sold in the form of flour through the Govern- 
ment ration shops at subsidized prices below the cost of 
domestic procurements. The Government increased its subsi- 
dized ration-shop price abo;lt 49 percent in 1975. 

Despite the risk of continued r,heat shortfalls, Pakistani 
measures failed to improve the cost-benefit relationship of 
high-cost fertilizer inputs to wheat prices to the farmer. 
Fertilizer prices in 1974 increased 2.6 times over 1972, but 
the procurement price for wheat increased only 1.5 times. 
AID said that, just to maintain the 1972 fertilizer price 
ratio for the 1975 crop, the Government wheat procurement 
price would have to be $127 a metric tan. [The announced 
procurement price before planting was $100,) !\%eat imports 
for 1975 were 1.6 million tons costing about $300 million. 

Rice 

Government export and price controls have been a disin- 
centive to expanded rice production. The farmers are paid 
considerably less than the world Market price and the Govern- 
ment collects the difference between the farm and export 
prices. In 1974, for example, Pakistan exported an estimated 
200,000 metric tons each of basmaiti and coarse rice. The 
Government, which has a moncply on rice exports, paid the 
producer $165.75 a ton for basmaiti, which it exported for 
$800, and $70.36 for coarse rice, which it exported for $400. 
(The Government-announced 1974-75 crc;3 prices are $243.55 for 
basmaiti and $106.10 for coarse rice.) 

Rice exports reported by FAO in thousand metric tons were 
279.7 for 1972 and 871 for 1973. One assessment indicated 
that export tonnage co-Jid be raised more than 1 million tons 
without increased acreage if the farmers were paid prices 
c;loser to world market levels. 
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Vegetable oil 

Government price controls and subsidized imports have 
been a disincentive to expanded vegetable oil protiuction. 
Because of inadequate production, the Government has imported 
substantial quantities of oil, which it'then sold for less 
than import costs. 

The agricultural attache reported in June 1974 that 
Govern?e?lt-controlled retail prices limrted the supply of 
domestic cottonseed oil and required substantial comercizl 
imports of soy and palm oils. To fill the need about $95 
million in foreign exchange will have been spent fr3m 
November 1973 to October 1974. The imported vegetable oil 
w&s sold to oil millers at about half the landed cost to 
hold down prices. Oil price control tended to depress 
cotton seed prices, and measures taken to control internal 
cloth prices and actions that restricted raw cotton exports 
also; acted as disincentives to cotton farmers. 

The attache 's report further said that Government pro- 
grams involving vegetable oil were not conducive to higher 
oilseed prcduction. lhe country desperately needed more 
vegetable oil, yet there were no programs to encotirage pro- 
ductiorl of peanuts, rapeseed, sunflowers, or other sources 
of oil. 

According to U.S. officials, the oil extraction industry 
is j.nefficient, recovering only about one-half the oil fram 
cottonseed;, and the Government-controlled prices were too 
low to encourage development of other oil sources or moderni- 
zation of the extraction and marketing irdustry. 

Public Law 480 imports have helped the Government main- 
tain its low domestic prices for hydrogenated vegetable oi',. 
These imports were 54,200 metric tons in 1973, 34,300 in 1973, 
22,200 in 1974, and 15,300 in 1975. The 1975 imports repre- 
sented about 10 percent of the $124 million vegetable oil 
imports. 

To lessen both the heavy drain on Pakistan's free foreign 
exchange and the costs of subsidized distribution, State/ 
AID said that during 1974-75 Pakistan increased the domestic 
srocurenect price for cottonseed oil from $372 to $541 a ton, 
required all industrially produced oil be sold to the Govern- 
ment, and increased r ctail prices by 50 percent. The Gevern- 
nent also undertook (with U.S. assistance) a study of the 
cottonseed sector aimed at increasing yields by modernizing 
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the industry. AID will also prcvide assistance for producinG 
other oilseeds. 

TAXES AW L~ATIONALIZATTON OF EXPORTS 

Government tax policies and nationalization of exports 
have proved to be major disincentives to expanding production 
because they isolate the farmer frorti favorable world market 
prices. Export taxes are a major source of Government 
revenue. According to U.S., officials, Lather than passing 
world market price increases to farmers, the Government 
raises export duties to take increased pro.6its zs revenues. 

During a period of rising world market prices for rice, 
Pakistan nationalized the export of rice. The farmers were 
paid considerably less than the world market price and ths 
Government collected the difference between the farm and 
export prices. In fiscal year i974, export duties from rice 
brought in an estimated 400 million rupees, and in fiscal 
year 1975 such duties were expec,ted to increase by 45 percent. 

Cotton production and exports have also been adversely 
affected by export duties and nationalization. Although 
cotton production was about the same in 1373 and 1974, raw 
cotton exports for 1974 were about one-fourth those of 1973. 
Cotton yarn exports were down 45 percent and cloth exports 
were down 35 percent. U.S. officials rc;ported that the de- 
cline in cotton exports was due to 

--inept management of raw cotton exports afttr nationali- 
zation under the Cotton Export Corporation, 

--high export duties and poor Government response to world 
price trends, and 

--a temporary halt in exports to assure adequate supplies 
for domestic processing. 

U.S. officials said the unprecedented Government inter- 
vention in the cotton industry and declining international 
prices during fiscal year 1974 reduced foreign exchange earn- 
inns and Government revenues while increasing domestic 
inventories at all production levels. During a period of 
rising international cotton prices* Pakistan nationalized 
cotton exports and raised export duties to absorb the 
difference between farm prices and rising international prices 
rather than pass 04 increased profits to farmers and middlemen. 
iJhen the world market price for cotton declined, cotton oxports 

t declined sharply because the Government did not adjust export 
duties downward. Private exporters were recruited to assist 
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the Cotton Export Corporation, and export duties were reduced 
for raw cotton and elimi;;ated on cotton yarn and cloth. 

Pakistan would like to increase both farm income and 
cotton production. Yet, in apparent opposition to this goal, 
it maintains low prices for cottonseed and lint to help 
control consumer prices for cotton products. 

EXTENSION SERVICES 

The Government's use of extension workers as enforcement . 
agents damaged their credibility with farmers. The agri- 
cultural attache said the Government had used extension 
workers to direct farmers to plant certain crops rather than 
only to assist the farmer. In addition, the FAG repre- 
sentative said that conflicting duties undermine the poten- 
tial effectivenss of the extension worker. 

Two domestic fertilizer companies had their own extension 
programs, according to the agricultural attache, but the 
companies could no longer affcrd these programs after the 
largest agricultL\ral province took over fertilizer distri- 
bution to its farmers. 

CREDIT 

The agricultural credit system discriminates against 
small farmers and tenants which characterize Pakistan's 
agriculture. Such producers must rely more heavily on more 
expensive noninstitutional credit than large farmers and 
owler-operators. 

Until 1972, 92 percent of the credit extended to small 
farmers was from noninstitutional sources, such as landlords, 
relatives, and private money lenders. Recently the Govern- 
ment has been trying to increase the availability of credit 
from institutional sources to farmers, especially small 
farmers. The Government has introduced a system of credit 
passbooks and set lending quotas for banks. Though there 
has been a large increase in institutional credit to farmers, 
it SLil.1 represents only a small portion of total agricultur- 
al credit. 

State and AID said that working on improved snd expanded 
institutional credit arranger l,cnts as a means of achievin: 
rural equity objectives will be importar‘t in the long run. 
A recently beg;ln grant project in Dryland Agriculture 
Improvement will consider credit in the context of small 
farmar technology and will seek to measure the propensity 
of small farmers to adopt new technology. 
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L.W?D TENU,RE 

TWO efforts at land tenure reforms, in 1959 and in 1972, 
resulted in the Government taking over and distribllting 1 
million acres to 50,000 families. There were an estimated 
2 million tenant families and a large number of rural land- 
less laborers in 1959. 

Tenant farms account for at least 45 percent of the 
total cultivated area. Share tenancy is a disincentive to 
increased farm productivity and agricultural development 
because the usual landlord-tenant poiicy is for the landlord 
to take half of any production increases. The tenan: is thus 
discouraged from striving for greater productivity. If 
share tenancy were abolished in favor of fixed-rent tenancy, 
then marginal improvements in productivity would accrue to 
the tenant, thereby increasing his incentive to use fertilizer 
and other yield-increasing inputs, 

IMPACT OF FOOD AID AND CONCESSIONAL FERTILIZER 

Public Law 480 ' 

The massive amounts of assistance provided Pakistan under 
Public Law 480 have helped Pakistan maintain its cons.umar- 
oriented food policies and, in so doing, have discouraged 
expansion of domestic production. 

Section 109 of Public Law 480 directs the President to 
consider each recipient country's self-help efforts, includ- 
ing establishing and maintaining policies to insure adequate 
incentives to producers. The AID mission's request for 
Public Law 480, title I, assistance for fiscal year 1976 
contained only two brief general references directly related 
to Pakistani policies affecting producticn. It contained no 
discussion of the disincentives to producers that AID ar.d 
the agricultural attache have identified on other documents. 
The mission said officials managing the Public Law 430 pro- 
gram in Washington are aw.zre of agricultural policy problems 
in Pakistan. 

The United States hzs provided Pakistan over $1.6 billion 
in agricultural exports, primarily grains and related :>roducts, 
under Public Law 480. Such assistance has declined ir. the 
ldst 2 or 3 years, bllt it Still is a considerable sha-e of 
cereals imports and, from 1970 to 1972, accounted for 8 to 
14 percent of cereals consumption. Public Law 480 assistance 
accounted for 20 percent of Pakis*-.an's $446 million food 
imports in 1975. 
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Kission and Embassy official s agreed that inexpensive 
Public Law 480 imports have helped Pakistan maintain domestic 
food prices below thcoe of neighboring countries and well 
below world market prices. 

State and AID did not agree that Public Law 480 food- 
stuffs (and fertilizer) support disincentives to the 
increased production of such commodities, but said that such 
an argument might have been made in earlier years of world 
abundance and low world prices. 

Fertilizer imports 

From 1965 to 1974, Pakistan's fertilizer consumption 
increased from about 70,OOC to almost 5C0,OOO nutrient tons 
per year. Domestic produ*ztion expanded but did not keep up 
with the rapidly insre-zing demand. As a result, Pakistan 
imported over 1 million nutrient tons of fertilizer costing 
an estimated $214 million. AID's loans (l&year grace 
period, repayment over 40 years) totaling $116 million 
financed 54 percent of the total imports and lessened pres- 
sure on the Government to speed expansion of domestic ferti- 
lizer production. Pakistan relied on imported fertilizer 
even though it has large deposits of natural gas which can 
serve additional plants. 

AID said loans for fertilizer imports helped stimulate 
demand for fertilizer and increased agricultural prods-ction. 
Political difficulties of the early 1970s and timelags 
between planning a plant and production were cited by AID 
as the main reasons for the failure to expand dcmestic 
capacity, Negotiations are now undemay to build additional 
fertilizer plants. 

Even though Pakistan impcrted over a million tons of 
fertilizer costing $214 million, including $116 million 
financed by AID, the State/AID comments said that Pakistan's 
commitment to expanding domestic production is eviaenced 
in the growth of nitrogenous fertilizer production from 
47,000 nutrient tons in 1966 to 300,000 nutrient tons in 1974, 
and that Pakistan 1s expected to reach self-sufficiency in 
nitrogenous fertilizer by 1980. . 

EFFORTS TC) INFLUENCE REMOVAL OF DrSIKCE:dTIVES 

The AID mission said the Government cf Pakistan has been 
receptive to considering amendments to its policy on the 
merits of analysis brought to its attention. The mission 
said its suggcc Lions to the Government have been ir, terms of 
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AID's perceptions of Pakistan's public interest, not in terms 
of a quid pro quo for the provision of funds. 

In summarizing its views, the mission said 

It* * * it is worthwhile considering Pakistan 
policies in terms of their strengths as well as 
their weaknesses. Over the past decade and half 
Pakistan's agricultural sector has performed 
remarkably well. The statistics describe a 
doubling or better in production of wheat, rice 
and cotton. While at no time during this period 
would an objective observer have called Pakistan's 
agricultural policies optimal for maximizing pro- 
duction, the overall environment for agricultural 
production must have been reasonably good to have 
secured these achievements," 

State/AID further added: 

rl* * *'We feel that Pakistan is serious and frank 
in its perception of needed policy changes, which 
were discussed openly at the Aid-to-Pakistan 
Consortium held in Paris in May. We are 3150 
heartened by discussions regularly held by our 
Mission and the Pakistan Gove-nment in the c;'cntext 
of P.L. 480 and fertilizer resource transfers, 
in which needed policy reform is explored, options 
examined, and assurance obtained that the pwo- 
spective assistance will be supportive of improved 
production incentives.M 
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DISINCENTIVES TO AGRICULTURAL 

PRODUC?'ION IN KENiA ! 

.- 

Xenya is considered to have the general potential to be 
a supp;.ier of foodstuffs to the East Africa area. About 
85 percent of its population is employed in the agricultural 
sector, which contributed from 32 to 40 percent of the gross 
domestic product and 60 to 70 percent of total Overseas 
commodity exports for 1964-73. 

Agriculture has remained the dominant sector in the 
economyrand its overall i964-73 growth rate of 4.7 percent 
exceeded the 3.5-percent population growth rate. For 1970-78, 
it is estimated that demand will grow at 5.2 percent annually 
for wheat; 3.9 percent for maize; 4.9 percent for pulses; 
and over 6.0 percent for all meat, fish, eggs, and dairy 
products. 

Food grain imports were $14 million in 1973, $25 million 
in 1974, and an estimated $25 million in 1975. 

A goal of the Government is to be self-sufficient in food 
production and produce surpluses for export, Part of the 
reason for the failure to realize production potential, 
necessitating imports, can be found in Government policies 
which do not provide adequate agricultural production incen- 
tives. Some of the policies relate to 

--low producer prices and distorted market conditions and 

--inadequate extension services and credit to small 
holders, the primary agricultural producers. 

PRICING 

The Kenya Government protects consumers by keeping food 
prices lcw and paying set prices to food producers. The 
Government controls producers' prices of agricultural pro- 
dacts for domestic consumption but does not corltro: pro- 
ducers' prices of agricultural exports (coffee, tee, sisal, 
etc.). 

The Government recognizes the need to increase production 
and has recent3y taken actions, including substantial in- 
creases in producer prices, to increase t&al production. , _ _a.. 
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On January 22, 1975, prices to producers of food grains 
were increased and the price of beef was decontrolled. 
The set or price increases was the fifth in 2 years and 
more than doubled the 1973 producer prices for maize (31/20 
to 65 Kenya shillings for 90 kilograms) and wheat <43/- to 
lOO/- Kenya shillings for 90 kilograms). 

AID, FAO, and the World Bank said, and Kenyan officials 
agreed, that producer prices for food crops before the 
January price increases had been too low to serve as an 
incentive for production. A Kenyan official said that, at 
former prices, producers would lose money if they used 
fertilizer. 

We were told by a U.S. official that because of Kenya's 
low wheat prices some of the countryts largest landowners 
and farmers sold their entire 1974 wheat harvest in Uganda. 

The Governmen;. pricing structure also caused distortions 
in the production and marketinq of other foodstuffs. Before 
the decontrol of beef prices in January, the higher prices 
paid for dairy products caused overallotment of resources 
to dairying and inhibited beef production. Low consumer 
prices for beef prevented pork and po;lltry f:?om being 
competitive alternative meat sources. The combined effect 
on beef was low production and high (80 percent) onfarm 
consumption. 

The marketing system is also an important constraint to 
increasing production by smaller farmers. AID officials 
said that, while the Kenyan Government production orien- 
tation provides a marketing system responsive to larger 
producer needs, marketing services for small producers are 
seriously deficient. 

CREDIT 

Institutional credit generally has not been available 
for ~:,:a11 farmers, credit has been extended primarily to 
large farmers producicg export crops, and a low interest 
rate policy has created a money flight from the rural to 
urban areas. . 

A World Bank assessment reported that larqe farmers 
recei:le 75 percent of the credit and produce 50 percent of 
the narkctcd output: small farmers receive 25 percent of 
the credit but produce the other 50 percent of the marketed 
output and pro-.ride subsistence for 90 percent of the 
poptilation. 
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Crrndit ir; extended primarily to large farmers producing 
export crops. Only about 200,000 of the 1.2 million small 
holders have access to any formal credit, and little or no 
credit is avz.;-lable from any source for subsistence crops. 
World Bank officials said that many Kenyan farmers with 
3 or 4 acres are financially solvent and can buy agri- 
cultural inpurs (such as improved seed and fertilizer); 
however, others are net solvent-- thus there is a need for 
credit, but the need is not universal. 

AID c.fficials said the credit problem often is a lack of 
institutional capacity to service smaller farmers while 
simultaneously servicing the credit needs of the more 
modern agricuLtura1 community. While noting that the Kenya 
Government is aware of the r.eeds of small producers, AID 
said many experts do not view credit as a limiting con- 
straint to small farmers given their existing level of 
technology. For many small farmers, availability of inputs, 
a marketing system, and credit training are necessary before 
they 3re able to make efficient use of production credit. 
What is lacking is an integrated agricultural system respon- 
sive to the needs of small farmers. 

Kenya's low interest rate policy has also limited credit 
to small holders by creating a money flight from the rural 
to !rrban arcas, by not recognizing higher costs involved in 
lending to small holders, and by not recognizing the higL:er 
risk factor. 'FIID officials said that Kenya's policy now is 
to more flexibly utilize interest rates and that interest 
rates have recently been substantially increased. 

The Government is examining its credit institutions to 
identify weaknesses and determine ways to correct or expand 
credit to small holders. Kenyan officials ini?icaicd that 
cooperatives are the key credit institution for small 
holders because t!ley can provide credit in volume and can 
exert pressure on the borrowers through their membership 
to insure repayment. 

AID has giiren technical assistance to upgrade the 
Government's Agricultural Finance Corporation's ability tc 
provide credit to farmers and ranchers. AID also authorized 
a loan for $11.5 million to be used primarily as short-term 
agricL lturai production credit. one component of the lo,ln 
is to pro.lisle services to farmers not previously reached 
by Governsent programs. 
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EXTENSION SERVICES 

The Government is CrJnCerned with developing programs for 
small hclders, such as effectively coordinating extension 
services with the delivery of inputs. For example, aew 
hybrid maize seed has been developed to increase yields; 
however, the Government has not been able to provide credit 
to the farmer and provide adequate amounts of fertilizers 
and Pesticides on a timely basis so the farmer can buy the 
inputs to get the increased yields. 

The effects of extension services for increasir.g pro- 
duction on commodities for domestic consumption have been 
limited. The extension service efforts have been primarily 
toward export crops, such as coffee, tea, and pyrethrum 
(insecticide). Even though small holders are considered 
the key to future agricultural development, they have re- 
ceived little attention on other than cash crops from 
Government extension services. Officials generally felt 
that the Government stress 01: extension services for the 
larger holders and cash crop production had caused the food 
subsistence sector tc suffer. 

Various donor agencies indicated that the extension 
services suffered also from such problem; as 

--lack of staff capability, 

--lack of coordination among governmental organizations, 

--concentration on larger progressive farms that need 
the ser;rices the least. and 

--lack of mobility of extensicn agents; 

FAO and ir'orld Bank officials indicated a need for organi- 
zational improvements within the %inistry of Agriculture. 
The Bank officials s&id that the Bank will include, as a 
condition to the approval ?f one of its projects, reorgani- 
zation of the Ministry of A7riculture's extension services 
to make then more effective in dealing with agricultural 
problems. 

Kenya's overvalued currency along with the low interest 
rates leading to undcrvalllcd capital and low producer prices 
*were combining to reduce production incentives and invest- 
mnnt in agric;~ltul-e. Imports were cheaper than their real 
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v;lue and farmers of export crops were receiving less for 
their exports. 

fnternatiorlal organizations advocated that the Kenyan 
shilling be devalued. Hore recently, however, the situation 
has changed. The Kenyan shilling is tied to the U.S. do!.- 
lar and the decline in the dollar in relaticn to -ther 
currencies has in effect devalued the shilling. ?TD said 
that neither the World Bank nor ihe Interilaiional Monetary 
Fund currently reccmmend devaluation of the shilling. 

LAND TENURE i 
Since the early 1960s the Government has broke2 up many 

large foreign-owned farms and sectled Kenyans on them in 
small acreages. Farms under 50 acres number about 1.2 
million. About half have less than 5 acres and are opera- 
ting at or near the subsistence level. But, in total, they 
produce about half the marketed agricultural output as well 
as the nonmarket, or subsistence, crops for 90 percent of 
the population. 

The Government has not supported the change ir land 
tenure with a coordinated and intensive shj.ft in services 
from large to small holders. The decision to emphasize 
small holders was only made in the 1974-'78 Development 
Plan published in March 1974. The Governmen.: is fornulatin3 
programs. belt it lacks qualified personnel and is &ving 
trouble de=reloping and implementing plans for assisting 
small holders. 

Some dono-rs believe that, even with the producer price 
increases food crop prodllction will not greatly increase 
because 0; the lack of effective suppcrt services to these 
small holders, especially in extension services and credit. 

EFFORTS TO I?r‘FLUENCiZ REHOVAL OF DISIKCENTTVES -- 

Donors have contributed over $340 million for develop- 
ment in Kenya since its independence in 1963. Overall, 
about 20 percent of such contributicns have been in agri- 
culture. 

AID and Embassy officials stated that levrrage (pre- 
conditions) can be an copropriatc tool to bring about policy 
or other changes either before Joar. approv;!, or as a con- 
dition to disbursemt?nt of funds u&e-: a loan agreement 
signed by the 2onor and recipient. 
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Tn Kenya MD an3 the World Bank can presently use 
Leverage effectively to accelerate Kenya's consideration 
of, and decisions on, changes in agricultural policy. This 
is because the AIL -::ti policy concerns and proposals, 
along with the poter.tial availability of a significant 
level of financing from the two soufce~.- are additional 
impetus to move in directions generally ag,reed upon within 
the Government. 
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DISINCENTIVES TO AGRICULTURAL 

PRODUCTIOF IN ':'ANZA!!IA - 

Tanzania has been sericusly affected by the energy 
crisis and the world food problem. The AID mission esti- 
mated that Tanzania's foreign exchange was $40C million in 
1974, of which 50 percent was used for food grain imports 
dnd 15 percent fdr energy imports. Food imports increased 
frcjrn an average of about $20 million annually1 in the late 
19GOs* l 

About 90 percent 3f Tanzania's population gains its 
livelihood from the agricultural sector, whicn contributes 
about 40 percent of the gross domestic product and accounts 
for about 70 percent of total exports (major exports were 
cashew nuts, coffee, cotton; and sisal). 

Elrt the agricultural sector's productivity is low. The 
estirrBted average annual food production growth rate of 2.4 
percent for 1968-73 was less than the population growth rate 
of 3 percent. In 1972, subsistence production accounted 
for 72 percent of the nonexpcrt agriculture production, 
leaving only about 28 percent for the domest.'ic market. 
Production dropped so drastically in 1974 that very little 
domestic food grnLn entered the market. Farmers with sur- 
pluses smuggled 'qodstuffs to neighboring countries and 
noardcd for them elves. 

Although the Government is placing iLlcreasing emphasis 
on food produ tion, its policies in pricing, taxes, credit, 
extensiotr ,xvices, land tenure, and other areas are, or 
have been, disincentives to agricultural growth. 

AID and State made the following o~rerall comment on our 
discussion of disincentiyc poiicies in Tanzania. 

"In order to place in prqer perspective the 
importanct Tanzania is giving to increasing agri- 
cultc;ral production, it is necessary to note that 
the fccus of Tanzanian development objectives is 
on improving the economic zituati.on of the rural 
pcor. This point is extremci;r significant. 
Tanzania's national policies, therefore, are a 
eompoeitior, of social, political and economic 
objectives. Policy dccisior:s regarding disin- 
centives to agricultural production, Yhile reLog- 
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nized by Tanzania as an important part of achiev- 
ing development goals, are made in a context much 
more broad than economics alone. The draft GAO 
report, therefore, is somewhat misleading in 
implying that agricultural policy directions can 
be readily reversed or modified. In Tanzania, .- 
this sAtuation is particuL3'rly relevant since a 
grea :. rl,ercentage of agricultural producers noz 
are outside the monetary economy aEd, 
therefore, little affected by actions on priciilg, 
taxes and credit. Also of importance here is the 
uncontrollable irqact of drought, rather than 
Tanzanian policies, on 1974 production." 

' PRICING 

Tanzania's policy of providing inexpensive food to con- _..-_ - . .~ . _ .a. 
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Tanzania Kenya 
- Prices for 

Prices before Price5 after 1974 Jan. 22, -__ 
Grain Apr. 1474 Nov. 1374 imports 1975 

- --(shillings/pence per 9O,kilogramst------ 

Yaize 31/50 6?/CO i44/- 65/- 

Wheat ;9/60 go/- 153/- lOO/- 

Rice 49/50 72/- 180/- 81,'- 

The Government raised prices to decrease smuggling and 
black-marketing and to increase production. In the Kiliman- 
jar0 region, farmers received cash payments and prices double 
these on the official market, according to a West German 
Embassy official. An AID official said that producers in 
the Irinsa region received between l/50 and l/60 Tanzanian 
shillings par kilogram for maize on the black market COP- 
pared,with the Kovember 1974 official yrice of -/75. 

Fecause the producer prices were uniCorn throughout 
Tanzania, differences in transportation and agricultural 
input costs affected producers* profits. AID indicated 
that tllis policy was of considerable concern to it and 
other donors, and that Government action in this area might 
be more effective in stimulating production and in better 
allocating resources. 

Both the World Bank and the A!.D mission indicated a need 
to evaluate the current price increases to detexine their 
effrct on production. 

Although farmers have been promised a market for their 
produce at prearranged prices, the inefficiencies of 
cooperatives and the supply and marketing systems continue 
to discourage farmers from expanding produc2ion. 

for 
AccordinrJ to AID and West German officials, though prices 

food crops have increased, the farmer is still not as- 
sured full payment on delivery. Also, farmers are still 
reluctant to sell through Government channels because by 
selling throu:;h black-market channels they can sometlnes 
get considerably higher prices and receive full payment at 
the time of sale. 
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Officials of the World Bank and the West German Embassy 
considered this failure to assure the farmer full payment 
at time of sale a significant deterrent to production.. A , 
.,overnnent official sa.3 inefficiencies in the cooperatives 
still preclude the far-& from receiving full price for his 
produce even though current Government ;iolicy supports 
providing farmers cash upon sale at prearranged prices. 

Some of the cooperatives' problems, as cited by donors, 
are 

--sizable losses of the farmer's produce, 

--corruption, 

--poor service in delivering ;nputs to farmers, 

--lack of farmer involvement in management, and 

--insufficent numbers of well-trained, competent 
managers. 

We were told that such problems have resulted in many farm- 
ezs losing confidence in marketing produce in Tanzania. 
Managers of Sweden's assistance progcam, which is focused 
on improvi.ng the cooperatives, confir.Ted the seriousness of 
these problems. 

The cooperatives are also supposed to provide agricult- 
ural inputs to the small farmer. However, production has 
bee. hampered because cooperatives cannot supply necessary 
inputs on time. Representatives from vlrious organizations 
and the Government generally agree tha'. the cooperatives' 
inefficiency is a major deterrent to &ncreasing Tanzania's 
food production. These problems contrast sharply with the 
success of the Tanganyika Farmers Association, a private 
institution with only about 2,400 members, which has been 
providing farm inputs to its members. 

TAXES 

Export taxes are the primary agricultural tax and 
the primary source of Government revenue. The taxes are 
high and the export producer, who is paid controlled prices, 
bears the burden. Agricultural*products accounted for about 
70 percent of Tanzania's exports duying 1969-73. 

AID/State comzzents said the tax is a progressive one 
and thcrefcre its impact varies according to the size of 
the producer. In Tanzania, anti perhaps elsewhere, this 
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seems to be a proper policy of resource trans:c:-. particu- 
larly since very few small farmers produce expc,:.: crops and 
th? Government's policy is directed toward prr,*i:-c;lng services 
for small farmers. 

. . . . 
EXTENSION SERVICES 

The Government tradrtionally has emphasi::eC cash crops 
for export to the detriment of crops for d.-mestic consump- 
tion. The British and Germans establlshec? crc~ authorities 
to provide extension services, input, market&, ctnd credit 
for cash crop production. Tanzania inherited tj~sc crop 
authorities and continued to enphasize them, but: extension 

, services fcr food crops have generaliy been pock:. 

The weakness of the food crop extension services was 
demonstrated by a World Bank project planning; tcsn. The 
team estimated that, if farmers planted their crons on 
time, used proper weeding en;! furrowing neth&r;. s3aced plants 
prop,erly, and used improved seed, maize yielcis could double 
to 28 bushels per acre with little additional cn;>ital in- 
vestment. Using fertili.?ers and pesticides woi;Zd provide 
even more dramatic results. 

According to an AID project coordinator, o:Lension 
workers do not have the technical training to c:ua,i with 
problems posed by various rainfall and soil co:ditions in 
Tanzania. Also, other officials told us the iar::er's de- 
sire for assistance is critical to a good extezsmn service, 
but the value of communication and good will b,>",wcen the 
extension worker and the farmer has not been em:>hasized. 

Several officials told us that, while management qual- 
ity at the cabinet and policymaking levels is excellent, 
the lack of midlevel management talent hinders inplcmenta- 
tion of extension poli.:ies and contributes to 3 rdeaker ser- 
vice. vie were told that the extensio:] agents are not getting 
out to the farmers because they lack adequate tr?.nsportation, 
motivation, and demonstration materials. 

CREDIT 

Small farmer credit has qenerally been a problem. The 
major source of credit, the Government-controlled Tanzanian 
Rural Development Bank, provides credit primarllg' to crop 
authorities, to larger farmers, and through coo;>c:rativcs to 
small famcrs. The credit provided to the farmers iy the 
Development Bank through cooperatives is not Ls*j<21L'J cash, 
but agricultural inputs (fertilizer, see3, etc.:. Collect- 
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ions are made after harvest. However; the repayment rate 
of small farmers growing food stuffs is so low that banks 
are reluctant to make loans to them. The cooperative move- 
ment also has been troubled by a very low debt repayment 
rate. 

I 
Cooperatives are the basic source of credit for the 

small farmer, but the handling of inputs at the cooperative 
level has reportedly been poor, corrupt, and generally 
dissatisfactory to small farmers. It is believed that 
farmers would prefer to borrow from friends, family, e~c., 
rather than use cooperatives. Another credit source i& 
crop authorities. However, they tend to specialize in loans 
to cash crop farmers tiithin their respective commodity, and 
their credit is rot readily available to the small food 
crop farmers, who are required to market the bulk of their 
crops through Government-sponsored agencies, 

RESEARCH -- 

The World Bank recently reported that the lack of re- 
liable, produc'ion-potential data on Tanzania's many agro- 
economic zones is a critical constraint. A real improve- 
ment in land-use planning and applied research is not only 
a high pricrity but must also precede the more intensive 
agriculture programs that Tanzania needs to develop over 
the next 20 years. AID rePorts that additional research 
is needed on farming practices, since yields are well below 
potential. 

Research programs have suffered from lack of government- 
al support. According to Gcvernment officials managing 
agricultural research, research funding has general?.y been 
inadequate. The AID-supported maize and legume resear:> 
project has been adversely affected by budget cuts. TlAt? 
research team has wasted much time trying to assure adequate 
and timely funding by the Gove;-nrr.ent, we were told. 

AID said that the 1975-76 Tanzania budget contains a 
substantial increase in funds for agricultural research. 

LAND TENURE 

The iovernpenf 's policy of grouping far;ners in villages 
(U ~amsa prOgram) has diSrUpte+ production; the long-term 
effect is uncertain. 
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To provide services to the people, the Governacnt 
encouraged farmers, when it first implemented its ujamai 
program, to move into established villages. Althouq!~ the poorer 
farmers responded, farmers with better land and incomes 
resisted. At the beginning of 1974, 18 percent of the popula- 
tion was in ujamaa viliages. Beginning in February 1974 the 
Government required, and in some cases forced, farmers to move, 
and by the end cf 1974, 50 percent of H-&e popuintion was in f 
the villages. 

The villages, which averaged about 500 families, were 
far too large. Some farTers who were used to halring plots 
next to their ho-dses had to walk long distances to their 
plots and had less time to devote to cultivation. Agri- 
cultural disruption also occurred because villages were in 
areas without water resources, manpower was diverted i:o 
building during the planting and harvesting seasons, and 
farmers were moved from their original farms prey:enting 
them from harvesting crops already planted. 

GOVERNXENT ACTIONS 

In September 1973, President Julius Nyererc sail3: 

"It is no use our talking about socialism r!nd 
self-reliance if we cannot even use our resources 
of land and labor to produce enough basic fc~cd- 
stuffs for ourselves.n 

A Government official said that in Tanzania's 'Third 
Five Year Plan, to be=zeleased after July 1975, emphasis 
will be shifted to gaining self-sufficiency in grain pro- 
duction. He said Tanzania can no longer assume that it 
can import food cheaply or that food will even be available 
for import. 

The Government recognizes many of the problems it Zaces 
in the agriculture sector, and it has raised rz-oducer prices 
to encourage production and to get prices more in line with 
neighboring countries to reduce smuggling. According to a 
Government official, producer prices will be subject to 
continuous review. We added that,an insurance !>roqram has 
been discussed that would guarantee the farmer a minimum 
return to offset the risk he takes with the cost of high- 
priced inputs. 

The World Bank has said it is critical for the GoLrern- 
ment to spend more t.o revive the stagnant agric:lltural sec- 
tor. For aqriciklture in general, the Governmen: i?As not 
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met the projected spending levels indicated in its Second 
Development Plan (1969-741. The Bank reports that the total 
public sector investment in agriculture, including processing, 
storage, and marketing, was targeted for 23 percent of the 
total budget. Fsr the first 3 years of the plan, the Govern- 
ment spent 13 percent, and current estimates for the whole 
period are 20 percent. In contrast, investments in water, 
power, and education either exceeded or were close to target. 
Preliminary information on the Third Development Plan indi- 
cated a doubling of agricultural expendituxes. 

A Bank official said implementing programs is very dif- 
, ficult because of the shortage of talent in middle manage- 

ment positions. Kerely changing policy does not create cn 
effective program. However, changing and implementing 
price policy is relatively easy since it can be done within 
the existing mark& framework. 

EFFORTS TO IMFLUENCE RE!iOVAL OF DISINCENTIVES 

The voltie of technical and capital assistance to 
Tanzania has risen in recent years. In fiscal year 1974, 
donor development expenditures were $115 million and ac- 
cour.&ed for 60 percent of total development expenditures, 
excluding the TanZam Railroad. 

AID has not attempted to use leverage to induce policy 
changes. Conditions to program approva... have been used only 
for technical and economic prl:blems within projects and 
have not dealt with policy iss-ies. 

An Embassy official said the Embassy probably has a 
better opportunity to ccmmunicate with the Government 
about policy issues that may adversely affect the U.S. aid 
program. 
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DISINCENTIVES TO AGRICULTUP&L - 

PRODUCTION IN PERUI 

The poor performance of the agricultural sector con- 
tinues to be a major contributing factor to Peru's 
budgetary and balance-of-payments difficulties and to in- 
creasing inflation. Per capita food production for 1974 
was .about 2 percent less than last year, in step with the 
average decline experienced over the last decade. Food 
imports were estimated to exceed $300 million for 1974, 
consuming about 20 percen t of the country's export proceeds. 

The agricultural sector is sharply divided between :3wo 
productive systems-- commercial agriculture, Largely export- 
oriented, and consumption agriculture, oriented to local 
markets and subsistence production. The main commercial 
crops are cotton, sugar, and coffee. The chief crops 
grown for domestic consumption are potatoes, vegetables, 
fruits, barley, rice, and corn. 

Peru's current population is estimated at olTer 15 mil- 
lion, with an annual growth rate of 3.1 percent compared 
to the annual agriculture growth rate of about 2 percent. 
Approximately half the population works in agriculture. 

The consensus of opinion of those we interviewed was 
that, even though obstacles exist, Peru can increase agri- 
cultural production. Governmental policies and institutional 
factors which provide no incentive or are a disincentive 
have hindered Peru in realizing its agricuitural potential. 

PRICING 

The Government buys certain products directly from the 
farmers at a fixed price. As costs of inputs to produce 
these products rise and the price paid to the producer does 
not, the producer is discouraged from increasing production. 

In July 1976, the U.S. agricultural attache reported 
that in recent months fertilizers, such as urea, increased 
from S/8,492 (Peruvian soles) a metric ton to S/15,914, 
and ammonium phosphate increased from S/8,112 to over 
s/16,000. He further reported in January 1975 that 1974 
prices of pesticides and fertilizers were twice the levels 
of the previous year. 
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The Government's controlled price policies on many 
products have not changed correspondingly tc permit farm- 
ers to recoup rising costs. The Government has become in- 
creasingly aware of these disincentives and significantly 
increased the price of corn, rice, wheat, potatoes, and 
chickens in early 1975. 

Among the items under price control are white potatoes, 
wheat, feed grains, rice, sugar, coffee, oilseeds, tobacco, 
meat, and milk. Dry beans were removed from the controlled 
list in June 19?5. U.S. officials have reported that the 
price controls are aimed at keeping down inflation and pre- 
venting speculation. The prices set are sometimes so low 
that they discourage production. This policy, in periods 
of shortages, has reportedly resulted in black markets with 
consumers paying high prices without producers benefiting. __- .-__ 

AID offic, 11s said AID is planning a study to determine 
how price changes affect overall food production. One 
official said that he could not foresee an increase in food 
production due to an increase in the price paid to farmers 
unless the cost of inputs remained constant. These officials 
also said the Goverrment knows it has to increase agri- 
cultural prices to increase production but faces a dilemma 
because it wants to keep consumer price: down. 

Another disincentive aspect has been the delays farmers 
experience in receiving payments. The Government buys cer- 
tain crops directly from farmers, and some farmers have 
complained about having to wait a long time for payment. 
For instance, the Government bought all the cotton produced 
during 1974. Farmers were given a receipt for the cotton, 
but they had to wait,sometimes months, for their money. They 
could borrow money from the bank on the basis of the receipt, 
but the interest rate charged reduced their earniiigs. 

The manager of a central cooperative (composed of sev- 
eral individual corperatives) said that one of the most 
important yeeds was for the Goverlunent to give farmers im- 
mediate payment. To illustrate,.he cited the experience oi 
one farmer in his cooperative who, because he crluld not 
wait to -receive payment from the Government, went to a bank 
in the city to ask for a loan. His trip to the city for 
the S/1,300 loan cost him S/ZOO rn lost wages and S/ZOO for 
transportation, meals, and lodging. 

An economist under an AID contract to provide assist- 
ance to the Government cominente? that the delay in rcceiv- 
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ing credit or payment for crops dcfir.itely deterred pro- 
duction. Because of szrh delays, funds did not become -_ 
available until after plantiny time or even later 
Potatoes 

The pricing policies for potatoes are aimed at sub- 
sidizing the consumer. The controlled potato prices set 
by the Government remained unchanged for 2 or 3 years while 
the cost of inputs increased. Potato production has re- 
mained about the same (according to U.S. sources) or de- . clined (according to information provided by Peru) since 
1971. 

Some farmers and an AID employee said that, because the 
Government-set prices did not cover producer ccsts, some 
farmers were not continuing to plant potatoes or were plant- 
ing only enough for their own consumption. 

As of December 1974, the Ministry of Agriculture claimed 
that producing a kilo of potatoes in the central coast re- 
gions cost an average of S/3.63. During 1974, the Govcrn- 
ment paid the producers S/3.80 a kilo. The minor diFfer- 
ence between the cost to the producer and the price he re- 
ceived does not appear to represent a profit, since the 
:Cnistry's cost estimate is based on average cost factors 
and low financing costs (7 percent), which are not avail- 
able to small farmars. On February ?, 1975, the Governnent 
increased the price paid the potato producers from S/3.80 
to S/4.7G a kilo. The price was increased again in June 
1975. 

AID and the Peru Yinistry of Agriculture reports show 
that at least some Government officials knew of price in- 
equities. In April 1973 AID personnel discussed with a 
Government ofEiciz1 the fact that the price of white pct- 
atoes had been frozen since 1969, while the costs of Pro- 
duction and marketing had increased. 

In May 1973, the controlled retail, wholesale, and pro- 
ducer prices were increased. it was not until February 
1975 that these controlled prices were ayain increased, al- 
though sharp cost increases had occurred. In Februar.y 1975, 
the retaii price for potatoes was increased from S/5.20 to 
S/7.00 a kilo. .?ccording to the agricultural attache, a 
January 1975 newspaper articie staccd that potatoes were in 
short supply and were selling in some places at black-market 
prices of S/18.00 to S/20.00 a kilo. .We were told that 
sometimes potatoes could be purchased at the rc*tail leiyel 
only if certain other purchases were ~!SO made. 
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The agricultural attache indicated that (1) most price 
increases come after months of complaints by farmers and 
(2) price controls and subsidies contribute to product 
losses through contraband trade. 

Rice 

A iovernmert policy designed to increase rice prod.ac- 
tion is a guaranteed price for rice established beFore 
planting and based on estimated average cost to prodvce 
plus a margin for profit and an incentive markup. Four 
years ago, a price hlas established at S/5.00 a kilo for 
rice produced in the jungie area. In September 1973 the 
price was increased to S/6.50 and in January 1975 to S/9.50 
a kilo. The price in the coastal area was fixed at S/.5C 
less because of lower trsnspsrtation costs. 

The rice program was initially considered successful 
and Peru exported some rice in 1973. However, we were 
told that production decreased because of tile time between 
price changes. In 1974, production declined 27 percent 
from the high of 551,900 metric tons produceu in 1971, 
with an IS-perccnc decline in plantings. 

C;IEDI',' --_. 

Farms were said to be operating at less than optimum 
levels because of the lack of credit. 

An official of the bank promoting agriculture in Peru 
commented that the bank emphasizes that loans are to be 
made to cooperatives rather than to individual farmers. 
Approximately 70 percent of the bank's ava;lable credit 
rjoes to cooperatives. The official said tllat 6r! to 90 per- 
cent less credit is available in Peru than at one time and 
that the demand for credit has ric?n with the onset of the 
agrarian reform, causing ar ext:emely tight money situation. 

The credit deficit was indicated to he substantial. AID 
feels it would be desirable to perform an indcpth analysis 
of the credit availability to determine the? actual rclation- 
ship between potential needs and present credit supply. 

The Government policy of giving a low interest rate of 
7 to 8 :>crcent on loans to COO[JcratiVcS was crlticizccl by 
a ,qrotJp of ,3grlcultural foconomists, who said t'-at a low 
rF)tc ?ncourdjes l~lt~chanlzation, wr>ich is hot ncc?dr?d in Peru 

:)“c<3usc‘ of its labor surpllis 
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EXTENSION SERVICES 

Although Peru does have an extension service, there 
are too few personnel, and they are generally underpaid and 
lack adequate transportation to reach the farmers in an 
effective program. The Government wants cooperatives to 
provide their own extension services with technical assist- 
ance br\ing provided by the Ministry of Agriculture. How- 
ever, ti:c farmers in the cooperatives feel that their other 
needs take precedence over hiring their own extension agents; 

The manager of a central cocperdtive said that the co- 
operatives are not satisfied with the agricultural exten- 
sion workers they had hired. Farmers rely much more on each 
other for agricultural information than on the extension 
workers. He said that extension agents appear to be ed- 
ucated in agricultural theory but lack the capability to 
convey their knowledge to the farmers. 

The agricultural attache, i:, his February 1974 agri- 
cultural situation report, said chat a mnajor problem pre- 
venting Peru from moving forward seems to he the shortage 
of management and ttchnical personnel. Also, the Peruvian 
Ministry of Agriculture's repiJ,r;* for July to September 1974 
states that livestock development is hindered by a lack of 
adequate pasture specialists at the agrarian zone level. 

Peru's universities grant degrees in agronomy, and 98 
institutes train about 3,000 t chnicians in >g..oncm_j- eilch 
year. The technicians find their training is insufficieL+ 
for either finding employment in "he private sector or 
gaining acceptance in the closed structure pr thz agricult- 
ural cooperatives. University graduates have less drffi- 
culty finding jobs .>ecau,:e the universities have gradually 
adapted thei; program to fit the agr&rian reform and many 
agronomists are needed to carry out the lend reform pro- 
cess. 

The International Potato Center was established in 1971 
Lo develop and disseminate knowledge on greater use of the 
potato as a basic food. There are alsr four regional ox- 
perimental stations. 

Farmers need technical information a)lout what and how 
to plant to obtain highest returns. Kithout an effective 
extension service or <Jther means fcr reaching the farmer, 
ic is.doubtfu? 
farmers 

whether research efzorts effectively help 
incre-.se production. 
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LAND TENURE 

The Government's most emphasized program since 1969 has 
been agrarian reform. The program permits expropriation of 
large landholdings for the following reasons: (1) land- 
holdings exceed the limits set which may vary by region and 
type of farm, (2) there is absentee ownership, (3) the owner 
has some other primary occupation, (4) the owner has non- 
Peruvian citizenship, (5) the land is improperly used, (6) 
laborers have grievances over wages, and (7) there are social 
responsib<lities. 

As of January 1975 total expropriations through 1974 were 
reported to be about 7.2 million hectares with title transfers 
for about 5.5 million. The final goal of the program is 11 
million hectares by the end of 1976. 

The agrarian reform's impact has been greater on Peru's 
coastal area, where all the sugar estates and a large nu;:ber 
of estates producing cotton, rice, and other crops greatlv 
exceeded the limit set for irrigated land. Different limits 
have been fixed for farms in thz Andes, and farming operations 
in the jungle region have generally been exempt from the 
agrarian reform. 

The agricultural attache reported that many small and 
medium property owners are concerned about (1) uncertainties 
in th.e interpretation of the agrarian reform law and (2) 
expropriations of coastal farms below the set limit. 

Peruvian Government policies have been increasingly 
oriented toward cooperative forms of farm organization and 
management because available land from expropriation would be 
insufficient to provide economically viable farm units to the 
several hundred thousand landless rurai fqmilies. The 
rationale of cooperatives is to preserve the core former 
hacienda as an efficient economic unit, capable of qenerating 
surpluses to be used for onfarn investment and to provide 
such social services 2s education and health. 

An AID economist said the goal of the Peruvian Government 
is apparently not only to redistribute large landholdings to 
cooperatives, bat also to force small farmers to join the 
cooperatives by giving the cooperatives preferential treat- 
ment. The Government's policies of favoring the cooperatives 
i tclude maki:q c redit easier for them to obtain and, once the 
credit is obtaineti, giving them more favorable interest rates. 

8b 
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Forming coqiratives encourages mechanization, according 
to AID economists, because when'the cooperatives were ad- 
judicated, the members were given titls to the land and now 
they are afraid to hire other laborers, who will want to 
become members and share in the profits. 

The AID economist added that the cooperatives are supposed 
to pay former farm owners for the taxed value of their lands 
at a 6-percent interest rate over 20 years. The Government's 
policies cause payments to former farm owners to be rein- 
vested outside of the agricultural sector, causil,g a trans- 
fer of resources from agriculture to the rest of the 
economy. 

EFFORTS TO INFLUENCE REMOVAL OF DISINCENTIVES 

AID has been working in Peru for about 20 years. It has 
had a low profile since 1968 cue to changes in its poliq 
concerning the style and size of operations having a bearing 
on relations between United States and Peru. U.S. officials 
were reluctant to discuss efforts to influence Peru to 
reduce disincentives but did indicate that such efforts have 
been accomplished largely at technical levels. ?'his is due 
to the limited size of AID programs, to the complexity of the 
subject (balancing producer incentives against reasonable 
prices for consumers), and to the realities of U.S.-Peruvian 
relations. 
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DISINCENTIVES TO AGRICULTURAL 

PRODUCTION I!'J URUGUAY 

Uruguay has about 3 million people, of wFich over 90 
percent are literate, and a low annual population growth 
rate of about 1.2 percent. By 1955, after half a century 
of almost uninterrupted prosperity, its per capita income 
had reached a level similar to those of some of tht? indus- 
trialized Western European countries. Since then, however, 
no real economic growth on d per capita basis has occurred, 
except for some improvement in 3969 and 1970. 

. 
A long-term decline in the world market price for wool-- 

a leading export along with meat and hides--has been a major 
factor in its economic difficulties. The economy suffered 
a setback in 1974 because oil prices increased and the 
1Suropean Common Yarket curtailed meat imports from Uruguay. 
Also, t:le cost of the varied public and social services that 
tile people expect has contributed to budgetary deficits and 
high inflation. 

Uruguay has abundant pasture land, a good water supply, 
and a temperate climate in which freez'ng temperatures are 
almost unknown, all of which have contributed to making 
stockraising the basis of the economy. 

The agricultural attache's January 1975 report stated 
that Uruguay's agricultural production increased 13 percent 
in 1974 and that most cr-ops and livestock products exceeded 
the previous year's production. The production increases 
were generally attributed to positive actions by the Govern- 
merit to improve its ;. icing policies, such as increasing the 
support prices r‘or wheat, sugar, and sunflower oil. 

AID officials said that two AID loans, authorized in late 
1974, complement and are supportive of Uruguay's policies. 

Uruguay's wheat :Jricing policy, a land tax designed to be 
an incentive to agricultural production, and the agricultural 
extension service in Uruguay are discussed in the sections 
Lcollowing. 

FRICING 

The Government has followed a policy of fixing producer 
prices of wheat since 1965. This was first done by limited 
support baying in the market; however, since 1973, the 
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Government has been buying the total wheat crop at a 
previously announced price. 

The Government sells the wheat to mills at set prices. 
Before Marrh 1975, the price to the mills was 40 percent of 
the price paid to the producer. The price was subsidized by 
the Government from tax receipts. Since March 1975, the 
mill price is not to be subsidized. The Government also 
controls the price of 3read and sells any surplus wheat on 
the international market. 

In a ??ay 1973 report the World Bank stated that. pricing 
policy in Uruguay has traditionally been consumer oriented. 

I 
The primary objective had been to keep retail food prices in 
Montevideo as low as possible and to restrict price increases 
to a politically tolerable level. 

According to the report, prices have failed to act as 
production incentives because: 

--Extensive measures have been taken to lag food price 
inflation behind general price inflation, or to at 
least prevent food prices from leading inflation (the 
consumer price index rose 94.7 percent in 1972, 77.5 
percent in 3973, and 107.3 percent in 1974). 

--In an inflationary economy, the rake at which commodity 
prices move in relation to overall cost inflation is 
important. This has been particularly pronounced for 
annual cropsr for which prices have been held at levels 
set early in the season even though these prices may 
hav% eroded substantially in real terms by harvest time. 

A Texas A&M agricultural economist under AID contract in 
Uruguay prepared an econometric analysis of the wheat pro- 
duction sector for 1950-73. This analysis showed that rain- 
fall during the land preparation and planting period is the 
most important variable In determining the yearly change in 
area planted in wheat. However, tne analysis also showed 
that producers respond positively to an increased price of 
wheat in the previous year. Therefore, the economist said, 
the 1974-75 crop was, as expected, much higher. 

A World Bank representative in Uruguay said--&ha.& price 
alone is not enough of an incentive. It was important that 
the Government established credibility by paying the pro- 
ducers in a timely manner-- this had previously been a 
problem. AlSO, a farm cooperative member emphasized the 
farmers' lack of confidence in the Government. ( 
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In August 1973 the Government announced that the new 
price to producers for wheat would be the same as the inter- 
national price. Since the 1973-74 crop had been planted in 
June and July 1.973, the announcement had no effect on that 
crop. However, the Government established credibility by 
paying the announced prices. 

The wheat area planted in 1974 was 456,700 hectares--a 
56-percent increase over the 292,100 hectares planted in 
1973. Production was estimated at 450,000 metric tons, as 
compared to 297,000 metric tons for the 1973-74 crop--a 
52-percent increase. The increase was generally attributable 
to favorable weather and an increase in producer prices. 

The following chart shows the fluctuations in Uruguay's 
wheat production and area sown during 1970-75. In the 
prior decade, production cluctuated from 237,000 to 646,000 
tons; thus Uruguay can greatly increase wheat production. 
Producer prices were greatly increased for the 1973-74 crop 
to within 15 percent of the world market price, but prices 
were dropped for the 1974-75 crop to 23 percent below the 
market price. 

Producer World market 
Crop Wheat price per ton price per ton 
year production Area sown (note a) (note b) ____ --_1 mv 

(thousands of (thousands of 
metric tons) hectares) _ 

1970-71 388 337 $ 40.44 $ 78.24 
1971-72 302 340 79.30 84.92 
1972-73 187 185 87.80 117.82 
1973-74 297 292 200.63 235.53 
1974-75 450 457 156.13 202.03 

S'Producer prices were converted into doliars bqT using the 
commercial exchange rate for January, the mon;h of greatest 
producer marketing in Uruguay. 

World market prices represent cost of No. 1 Canadian Western 
4ed Spring Wheat, including insurance and freight, Rotter- 

for dam (average price f>r 1971 and 
1973 through 1975). . 

1972, January price 

. 
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According to Embassy.officials, the Government changed 
its policy to pay the producers 2 price close to the world 
market price because Uruguay could not obtain Public Law 
480 wheat in fiscal year l374. The ne::s media reported 
that farmer.dissatisfaction with receiving less than what 
the Government was paying for commercially imported wheat 
was a factor. 

Self-help measures included in Fublic Law 480 sales agree- 
ments showed a need for the Government to change its pricing 
policy. The 1968 sales agreement included a self-help 
measure to "review present price policy and develop a stable 
price and incentive program to increase livestock and agri- 
cultural production." In the 1972 agreement, the Government 
agreed to establish a permanent mechanism to coordinate insti- 
tutions in establishing a supper> price, credit availability, 
taxes, subsidies, and costs rekted to wheat, so as to obtain 
desired levels of wheat production during years of normal 
weather conditions. The Government was also to publicly 
announce this policy and adjust support prices as required 
by price level and exchange rate changes. 

The United States provided Uruguay about $6 million in 
wheat and wheat products in each of 1968 and 1569, minor 
amounts in 1970 and 1971, $500,060 in 1972, and $7 million 
in 1973. However, neither this assistance nor the self- 
help provisions have helped bring production up to the most 
recent high of 646,000 tons in 1964, or even to the previous 
average of 465,000 tons during 1961-65. 

TAXES 

A tax that has been collected since 1971 is the imputed 
land productivity tax, referred to as IP:?R0ME. IMFROME is 
a tax or the estimated productivity of ltnd cwncd. The tax 
liability is based on the size and productivity of the land, 
the access to market, and the condition of the soil. The 
production index for 1975 on which the tax is based ranges 
fro;n 0 to 263. The average productivity is 100, or the 
estimated ability for a hectare of land to produce an 
equivalent of 48 kilos of beef, 3.9 kilos of wool, or 7.5 
kilos of mutton on the hoof. The producer, though taxed 
on the above basis, can produce any product he wants to, or 
not produce anything. 

IIYIPROME favors the smaller farmers. The tax system per- 
mits a tax discount on 200 hectares for all landowners of 
2,500 hectares or less. In addition, all landowners are 
permitted a tax ceduction of up to 30 percent on the first 

Q 
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2,SCO hectares, if they can show that they have invested in 
fertilizers, pasture seed, permanent wire fences, and other 
specified improve,j!ents. 

IMPROME's primary objective is to act as an incentive to 
agricultural production. The Government assumed this would 
occur because the tax would prompt inefficient producers to 
eroduce more to cover the tax or else give up the land. 
Also provisions of the tax that permit reductions for 
improving the soil should in turn improve production. 

Another IMPROME objective was to replace export taxes 
levied prisarily on beef and wool. AID has reported that 
export taxes, a r,:ajor source of Government income from the 
agriculture sector, maintain net ex of agricul- u 
tural commodities below world level 
trolled internal prices). Given these 
agricultural producer has found that he c 
by engaging in an extensive type of agriculture. 
cn the natural fertility of the soil and concentrates on 
livestock production rather than cro? agriculture because 
he has found that using modern technology tends to add more 
to cost than it does to revenue. 

An AID official said that the poor use of available land 
limits production, xany big ranches are not being effici- 
ently used. Rich farmers can afford to let their cattle 
roam on their lands and survive without using inputs- Some 
of the range lands might be better used if they were planted. 
The official believes that IMPROMZ *gill induce better land 
use and productivity. 

Export taxes have been a?loc/ed as a credit toward IMPROME, 
During 1974 the export tax %oas being phased out. In March 
1975 a Government official said that the export taxes have 
been eliminated; however, there are plans to reinstitute 
them to pay for a beef-canning factory. 

AID officials commented in July 1975 that the export taxes 
on wool have been virttdlly eliminated and those on beef 
substantially reduced. The resultant revenue !oss is being 
compensated by IMPROME collections which have risen from 5.2 
billion pesos in 1972 to 41.3 billion pests in 1974. Export 
taxes have the advantage of being easy to control and collect, 
IMPROLIE, levied on presumed income based on estimated pro- 
duction of land owned, is more difficult to assess, control, 
and collect. 
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According to U.K. Development Program representatives, 
IMPROME is a modern, useful tax intended not only to pro- 
duce income but tc, force prcducers to increase production. 
They believe it is too early to srj; whether I.WRO%E is 
responsible for improving production, but they believe the 
tax is good because it applies pressure for increased pro- 
ductivity. They believe it will take about 5 years before 
the tax can be fully evaluated. 

EXTENSION SERVICES 

Officials and farmers interviewed believed agricultural 
production would increase if an adequate extension service 
was organized. 

The Government employs 35 to 40 county agents whose 
responsibilities theoreticalLy include agricultural extension 
work. Several sources, however, said that the county agents 
are not effective extension workers. According to a U.?l. 
Development Program representative, the agents normally work 
a &hour day, rarely visit farmers because they have no 
transportation or an insufficient transportation allowance, 
and are paid so little that most need two jojs. 

One county agent said that more personnel, inzrea;ed 
salaries, and literature for distribution to farmers were 
needed. 

The Minister of Agriculture said that :Jruguay does not 
have a formally oLJanited extension service bmause an 
attempt to organize one about 20 years ago failed due to 
(1) lack of resources, (2) lack of technology, (3) too much 
emphasis on social programs, and (4) resistance of farmers 
to change. Limited money and lack 2f trained personnel are 
the basic reasons given for the Government's not trying to 
improve extension services over the past 20 years. 

Pdr"_ of an AIR $5 million technical assistance loan is to 
create within the Ministry of hgricuiture a research and 
technical assistance capability for delivering moderrt 
agricultural technology to ciie Uruguayan farmer. 

( 
The AID 

proposal for the loan and cjfficials interviewed stated that 
Urltguay does not have an extension service in the traditional 
sense but that the extension activity that exists is associ- 
ated with supervised credit programs: livestock associations: 
other specialized organizations: and F;ith private enterprises, 
such as fertilizer and chemical companies, veterinary supolv 
houses, and farm machinery dealers. 
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Uruguay has five agricultural research centers, each 
specializing in specific areas. The l;lck of an organized 
extension service prevents much of the information developed 
at the centers from reaching the farmers. Discussions with 
agricultural experts doing experimentai work at the centers 
under contract with AID indicated that an extension service 
is greatly needed. 

An information specialist associated with the contract 
was hired to develop ways of transmitting information 
developed at tile experimental stations to growers. Accord- 
:ng to him, Urr&fuay has too few people (about five) trans- 
mitting this information and they consistently have a back- 
log of reports to publish. To expedite the dissemination 
process, he recommended leaflets highlighting discoveries 
at the centers which could bc preF red and distributed 
expeditiously. 

&other system of transmitting such information is the 
"ALARM" system, which uses commercial radio stations: +rr +ell 
growers when to spray tneir crops. Eefoic the development 
of the system, gravers were periodically spraying their 
crops withcut knowing whether the spraying was needed. This 
method was both costl:, and ineffective because growers were 
spraying at the wrong times. 

EFFORTS TO iNFLUZNCE RE!4OVAL OF DISINCENTIVES -- 

AID noted that the determining elements lcadinq to im- 
proved policies affecting agriculture durinq the past year 
and half were I.nt~?rnal economic and political factors and 
not the offer or withholding of exterrlal support by inter- 
national arjencies. This is necessarily the case where the 
policies in question affect a vital sector of the economv 
and must therefore reflect national political and economic 
realities. AID further noted that U.S. assistance has always 
been relatively small and has never beeI: viewed as a 
mechanism for exercisinq influence. Tile zr,scnce of new AID 
lzndinq from 1970 through 1974 reflected $2 need to await an 
environment conducive to effective loan Ll'Llization, not a 
decision to withhold assistance. 

96 



APPENDIX IX APPEUDIX fX 

-5L5lNCZNTI~‘ES TO AGRl~LTUiUL PRODUCnON BY COMMODITY AND COUNTRY 
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----T--- --- Dlsmccntivcr to agr;cul~ural production 

County 276 ’ ContmIs 1 contxL1 ’ 
commodiry on Oil I 

No* 

producer consum~n trv: 
PWXS 

I I 

compcu- 

prkc; bu;mg 

I I 1 

SICARAGCA 
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Cotton, Coffee. 
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SUpI 
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Beef 

PAKAM.A 
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EL SALVADOR 
Ycat 
Milk 
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Sugar 
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ARGENTINA 
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Sunflower seeds 
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Country and 
commodity 

BRAZIL 
B+ef 

’ Milk 
Soybean oil 
?canuts (excl 

HPS) 
HPS peanuts 
Pcwut oil 
Cotton 
Frozen orange 
juice comea 
trate 

Sugar 
Cocoa 

Ck1l1 k 
Sixat & wheat 

products 
Sugarbccts 
Vegetable oil 
Beef 
M!lk & mdk 

products 
Rice 

COLOMBiA 
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Soy bean- 
Coficc 
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cotton 
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ECUADOR 
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Bananas 
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Milk 

PARAGUAY 
Beef 
Soybeans 
*heat 
Sugarcane 
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. .- 

X x X 

X X 
X 

X 
X 
X 
. 

. 
Y 

x x X X 
x X X X 

X X X 

X X 
X X 

X X 
X Y X 
X % X 

X X x 
X 

X 
x X X 

Restricted slaughter 
off-season. 

Fxport probibtted. 

Exporl proi-ubited. 

. 

. 

. x 
X 

X 
X 

x 
x 
X 

X 
X 

X 
X X 

X 

X X x 
x 
X 
X 

X 

hEP - world price. 
MEP a’oove world 
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Taxes are used to 
pn3lnot~ produc- 
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AU import>/1 r.ports 
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T 
--- 

Disincentwes to agricultural productlon 
-- 
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-. 

Country md 
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L- 

NOW 

competi- Export Export 
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Import 
subsids! 
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Live,bck 
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suglr, tobacco 

. 
Oilseeds Q, feed- 
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Idea, arllr 
Fishmeal&oil 
Dairy prod. a 

ve& oils 

tJRL’G1’P.Y 
LlvtsUXk 
Wool 
Gr.unr 
OlkCdf 
MiIk 
Sugarcane d 

beets’ 
whsat 

t tNF.ZL’ELA 
Sugar 
Tobacco 
Rice 
Feedgrains 

x 
X x 

X 
X 

Agrarian reform 
had 11s effect on 
Peru’s agricu!turc. 
Restriction on 
movement of agrk 
cultural produclr 
apphcs to many 
commodities. 

Indirect subsidies 
for wheat only. 
Non-cornt~ctltwe 
buying apt++ fo 
tobarco only. 

X 

X 

X 

X x 

X X X 

X 

X 

X X 

X 
X 

X X 
X X 

X 

X 

X 

X 

x 
X 
x 
X 

X X 
X 
x 
X 

X 

X 

Controls on con- 
sumcr prws are 
offset by minunum 
producer pricer 
On thr avrragc. 
agricultural pr* 
JUL mn IS not 
al in ted by such 
p;lKic% 

x 
X 
X 
X 

ANGOLh 
COff+e 

GHAHA 
cocoa X X 
!+zed cotton X x 

X 

X 
x 

IVORY co.cr 
Coffrt X X 
Cocoa X X 

*Not a dtsancentive at the prefERI tune. 
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Disincenlrvcs to ~~cukural production 

t 

Control.3 Controls Country and 
commodity 

YEIJYA 
Wheat 
Corn 

%= 
RiX 

UBEklA 
Many commodt 

tics 

X X 
x X 
X X 
X X 

Large scale farming 
is c’!souraged. 

X X X 

Expropriated land 
from foreign . 
ownern 

MOROCCO 
Oranges 
Wheat prode-ts 
Other staple 

food5 

X 
X X 

X .X 
I X 

NIGERIA 
cocoa farmers’ prxr for 

cocoa is highest to 
West Alma 

l 

X 

X 

X Seed cutton 

SENEGAL 
P.%lUtS x 

SIERRA LEONE 
Some commodi- 

1KF X X 

ZAIRE 
Palm oil 
Coffee 
Tobacco 
Corn 

BANGLADESH 
Wheat 
Rice 
Edtble oik 

X x 
x X 
X X 
X 

x 
X 
X 

X 
X 

Twcdcr ewlunp 
rate. 

X 
X 
X 

X 
X 

Lffwt of Import 
mbudicr is mugs- 
nal at rrewnt 
p3tCL! 

SRI LANKA 
Rice 

*Not a disinccntwe at the present tune. 
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Dbincentrves to egricuhual production 

Country and 
commodity 

INDLA 
lute X X x 
C-JeaIs X x X 
&CC X X X X 
wheat X X - x X 
cotton X X 

PAKLWAN 

whcat. flolu X x’ X 
Vcgctalbeoil X X 
seed cotton X 
Rice X 
RawxcottM I 

X x x 

X v X 

X 

X 
X. 

X 

X 
X 

X 

X 
X 

X 
X 

X Wbeathbcuvil _ 
. subG3ized.W 

X andreg. oiltx. 
)! ports UC basn - 

Interdistrict & 
interprcvinciat - 
strictions on ST 
mcnt of agn F 
duits are irnpc 
from time to t 
parthlar~y al1 
haNest 

X 

htALAYSIA 
Palm oil X 
RX.2 X X 

PHILIPPINES 
sup X X X X X 

1 Rut X X X X 
Dessccated 

coconuts 
Copra x x” 
Coconut 011 X X 

TIL~IIJiND 
Rice 

-. 
,. >. X X 

Sugar X X X 

tCYPT 
Cotto. 
Rre 

X X X X 
X X X X 

10.? 
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I I 

Country and Controls Contmb 

rl- 

commodily on on 
product: v-c1 

p&es pricza 

GREECE 
Cottonseed cake 
Cottonseed oil 
CkSC 
Wheat. Srcad 
FXdgliliItS 

meal, eggs 
Milk 
Corn, soybean 

Oil 

Olive oil 

sugar 

IRAN 
wheat 
RiCc 
oilseeds d vcg. 

Oil 

Livestock, meat 
&milk 

JORDAN 
Wheal flour 

SYRlA 
Seed cotton 
Wheat and b&y 

TURKEY 
Wheat 
Cotton 
Tobaao 
Lwestock 

SPAIN 
Dairy 
OIW 011 
Meat and poultry 
Suparbcets 

x 
X X 

X 

X X 

X X 
X X 

X 
X 

X 

X 

X 

X 
X 

X X 

X X 

X X 
X X 
X X 
X X 

Disfnccnties to t&cultural production s 

Rcz&IRutrk 
Exchange rhs on tionsoa Remarks 

X 
X 
X 
X X 

X 

X 
X 

X X x . X 

X X 
X 

soybean oil cmi- 
peter sltll oh 
oil. sugar pries 
arcusuailyrKed 
abr.~litctvoa 
price lever but tKw 
they are lower. 

X 

X X 

X 

X X X 
X 

X x X 

X X 

X 
X X 

x 
X 

x 

X 
overall policy u 
mcffcckni 

X 

. 

source : USDA Foreign Agriculture Supplement, March 1975, 
"Agricultural Production in Developing Countries: 
A Policy Survey." 
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APPENDIX X 

THE SECRETARY OF THE TREASURY 

WASHINWON 20220 

JUL 29 1975 

APPENDIX X 

. . 

Dear Mr. Fasick: 

Thank you for your letter of June 17, and for the 
opportunity to comment on the G.A.O. draft report to Congress, 
entitled, "DiFincrntives to Agricultural Production in Develop- 
ing Countries." 

The Treasury Department heartily welcomss the appearance 
of such a report. While numerous discussions of the global 
food problem have focused on the aid policies of donor coun- 
tries, there has been relatively fittle.attention paid to 
what the developing countries themselves could do to grow 
more food. 

In general, we agree with the scope, substance, and tone 
of this report. In certain places, as noted in the attached 
comments, we believe t'he report suffers somewhat from outdated 
information. More specific remarks are attached. 

We look forward to the publication of the report. 

Ilr. J. K. Fasick, Director 
International Division 
U.S. General Accounting Office 
Washington, D.C. 20548 

Attachments 

GAO note: Treasury's supplementary comments were considered 
in finalizing the country summaries. 
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THE SECZ?l3ARY OF THE TREASURY 

WASHINGTON 20220 

SET 3 1975 

Dear Mr. Fasick: 

Thank you for giving the Treasury Department the 
opportunity to comment on Part II of the draft G.A.O. 
Report, "Disincentives to Agricultural Production in 
Developing Countries". 

We agree with your recommendation that donor 
countries should pay more attention to ways in-which 
recipient governments can overcome existing disincentives 
to agricultural production. In that connection we are 
pleased that the mandate of the newly-formed Consultative 
Group on Food Production and Investment (CGFPI) includes 
the promotion of "more effective use of available 
resoilrces". We will do our best to ensure that this 
crizicafly important dimension of the global food problem 
receives adequate attention in future international. 
discussions. 

As we stated in response to Part I, we agree with 
the general thrust of the report and look forward to its 
publication. 
enclosed. 

More specific comments and questions are 

Mr. 3. K. Fasick, Direc?c>r / 
International Division 
U.S. General Accounting Office 
Washington. D.C. 20458 

Enclosures 

GAO note: Treasury's supplementary comments were considered 
in finalizing the report. 
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UNITED STATES EEPARTMENT OF AGRtCUhTlJRE 
FOREIGN AG,?ICULTUWAL SERVICE 

WASHINGTOM. D.C. 20256 

AUG 28 1975 

Mr.3.K. Fasick 

U.S. Gm3zl AzcounJcng Office 
Wasik@cm, D. C. 20548 

EearMr.Fasi&: 

This is in reply to your let&x of July 15 reqzsting the Departmnt's 
cmrrmmts on the GAO reprttx~cO~sc~ "Disirmtiw.es bAgxicliltu& 
Product&n in 53&c&q Countries." 
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Brim K. iE.eeker 
Acting Adninistrator 

GAO note: Page reference in this letter rn~_. n0t correspond 
to page number in the final report. 
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SEEP 9 1975 

Hr. J. K. Fasick 
Mrectsa. 
IlMxxmatPonal Division 
U.S. !Zenerd Acccxmting OffTce 
ttbshington, r3.C. 20548 

L'ear Mr. Fasfck: 

_- 

APPENDIX XIII 

Forwarded herewTth a%? t&? joint Department of State-&ency 
for Ji-item~onsl Developerit cmts on the General 
Accounting Office’s draft report ‘Wdnzentives to AgrLcul- 
turd. Pmduction in Developing Countries. ” These canmnents 
represent inpub from several A. I.D. a-d State Eureaus E I 
l-craw you till give tl33m full con.stierattion :ln preparation 
of your fYnal report on this Qi7portant s&j ect . 

. 

hb appreciate the oppa?ttmity to prodde ccaments on this 
- thelydiTYlf%report. hk would be pleased to work with you 

staff in cmsiderfn@, any revtsions to the report you care 
tomake. If we can be of zny asslstancer please call. on us. 

-. 

Attament 
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Agency for Jnternaticnal Development - Department of State 
Comments on the GAO Draft Report 

“Disincentives to Agricultural Production in Developing Countries” 
dated 15 July 1975 

This report is a very general rev:ew of government policies and 
institutional arrangements that may diminish farmers’ incentives for 
increasing food production in deveioping countries. The need for ade- 
quate economic incentives is much more generally recognized and the 
existence of acttral disincentives much more widely estabLished now than 
previously. The report correctly identifies incentives as an important 
economic issue in LDC food prt>duction and provides a useful survey of 
disincentives from government policies and institutions in India, 
Indonesia, Kenya, Pakistan, Peru, Sri Lanka, Tanzania, an4 Uruguay. The 
report concentrates on price, tax and exchange-rate policies, restrictions 
on internal food movements, credit systems, research and extension services, 
land tenure arrangements and food aid, all of which are recognized by 
ZDC governments and assistance agencies to be important elements in the 
solution of food and agrFcultura1 develornent problems. 

AID and the Department of State fully concur with the GAO concluaior, 
about tte need to improve policies in JDCs for the purpose of increasing 
their food production. Thfr need is eloqnently stated in the quotations 
in the draft report from FAO, \?orld Food Confererce, IBR>, tne Secretary 
of State, and the Presj.dent’s Economic Report for 1975. It is the basis 
for AID’s intentions and strong efforts to direct the maJo;ity of its 
resources to the solution cf priority food production and nutrition 
problems in LDCs, as msr.dated by the Foreign Assistance Act of 1973. 

Ke acknowledge GAO’s recognition that government policies and institu- 
tions that affect food production are very complex and sensitive issues, 
and highly interrelated with other policies and parts of tile economy. 
The draft report states candidly, “our dfscussion greatly oversimplifies 
the problem and does not purport ;o consider all of the relevant technical 
aspects.” (p. 8). In spite of this caveat, we believe strongly that the 
report as written 13ck.s Ealsnce. It does not reflect 3dequately either 
the complexities or the realities of actual policymaking in LDCs. It 
should give more credit to what LDC governments are doing to provide 
incentives to the%r farmers and tc the role of the L.S. and other aid 
donors in improving policies and programs in the UCs. Ue believe that 
in many countries goverrment policies that act as disincentives are mtch 
better understood and programs in the amicultural sector are now more fully 
directed to their removal than is recognized in the draft report. Our 
position reflects the information about the countries surveyed by GAO 
contained in the attachment to this meno as well as information about 
other countries and assistance agencies. 

For years the effects of Feneral monetarv, exchange and trade poli- 
..tes on agricultural production were not well understood. This si tuatian 
is net helped by over-simplification and over -generalLz2tian ahcut complex 
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policy issues. Ve request thzt the draft report be revised to recognize 
that the problems are not 2s easy to diagnose nor solutions so simple 
to recommend 2s the report now seems to suggest. This recommendation 
applies even more strongly to the country summaries appended to the 
report. Detailed comments on the country ,umtarFes are attached to 
this memo (with the exceptions of Peru 2nd Uruguay - see page 24). 

One fundamental point is that incentives are necessary but net 
sufficient to “.ncrease output. !Jhere there is no new technology tu be 
adopted, or where other constraints are binding, incentives alone can 
do little to increase production. Incentives play a key role in encour- 
aging farmers to take advantage of profitable production opportunities 
but can not in themseives create the production potential. 

An implication of this point is that policies to create incentives 
do not stand alone but serve to complement other policies 2nd programs. 
Investments in agricultural research, supplies of modern inputs, and 
infrastructure are all needed if incentives are to be effective in 
stimulating increased output. 

A second major point is that policymaking must be responsive to 
more than the simple dictum “more incentives are al-says preferred to 
less.” Food prices are 2 good example. Pigher food prices provide 
more incentives to producers. Eut what 2Lmt tile poor, especially poor 
urban families and rural landless laborers that depend upon market pur- 
chases for their food supply? Higher food prices hurt poor people, a 
trade-off that can not be ignored politically by policymakers in most 
mcs. So bhat is needed are adequate incentives, which, in turn, benefit 
consumers through larger supplies and reasonable prices of basic foods. 

The policies reviet;ed in the report should be appraised from the 
perspective of the multiple objectives of LDCs, including production, 
efficiency, equity, employment, balance-of-payments equilibrLum, and 
price stability. A positive approach- one that provides opportunities 
and incentives to farmers--must be seen in the context of a coherent 
and comprehensive strategy for agricultural and overall economic develop- 
ment for the country. Higher food prices, in the absence of a major 
emphasis on the factors that permit output to grow, may not lead to 
higher output but may just be inflationary. The rationale for low food 
prices in relation to industrial growth, and how overvalued exchange 
rates vork against this object:-;e, are tot discussed adequately in the 
report. 

Historically, the key to the development process was often viewed 
as the transfer of investment capital from large traditional agricultural 
sectors to small but groc?ing industrial sectors, hrning the terms of 
trade against agriculture (i.e., lowering the prices of food relative 
to industrial products) has been a common, means to force such transfers 
of ‘nvestible resources. fiore direct and equitable transfer mechanisns 
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(e.g., fiuzome and land taxes) have seldom been politically acceptable 
or administratively feasible. Experience and analysis have shown, 
however, that resource transfers in support of ,national priorities fo; 
growth and equity may more often need to favor agriculture, especially 
if L.DCs are to have the production capacity and effective demand to 
meet minimum nutrition objectives for their growing populations snd 
reduce underemployment of labor and inequalities in income distribution. 

Pursuit of multiple goals greatly complicates development planning, 
pol.icymaki.~g, and programming. Imprwing incame distribution, reducing 
underemployment, and raising nutrition lwels are some of the goals 
that are being increasingly emphasized in LDCs. More and more, countries 
and aid agencies are placing priority on program& whose benefits will 
be widely distributed by the output ond productivity increasing procens 
itself, rather than deferrFng concern with equity objectives until &de- 
quats output levels have been achieved. LiXs and aid agencies are fC.&ing 
it imreasingly urgent to identify the interdependent policies, programs 
and projects needed to achieve multiple objectives for economic Ad 

social development and to deal with the trade-cffs involved when those 
goals conflict. We urge that the report recognPze the important and 
difficult task of insuring that national and sector politics are con- 
sistent with a country’s multiple economic and social goals. 

To comment specifically on the methodology employed, the report 
describes dis$ncentives at a give.1 r nt ti time. It. tiplicitly 
assumes that these disincentives h: ._r caused poor atput performance 
in the countries surveyed. Other factors, such as floods, droughts, 
and political instability, that may have adversely affected agricultural 
production are not considered. Neither doeti the report deal with the 
problems of political factors and social philosophies as they impinge 
on policy choices and complicate the policymaking process. It provides 
little data and ,yenerally does not document its conclusions in terms of 
output losses, resource inefficiency, or other quantitative assessments 
of effects. 

The dfscussion of food aid is another example of an unbalanced 
treatment of an important issue. While so”?e fcod aid may have diministxed 
incentives for domestic production, there are other cases bhere it has 
not or where there have been positive benefits. The disincentive effects 
of food aid can often be mitigated and food aid transformed i,nto a use- 
ful tool in a program of development assistance. 

The report implies P.L. 480 concessional food programs should he 
used for economic and agl icultural development purposes cnl y, and its 
recommendations have been based solely on that point. This approach 
ignores the fact that the Act is multipurpose legislation, which is, 
as stated in Section 2, “to expand international trade; to develop and 
expand export markets For United States agricultural commodities; to 
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use the abundant agricultural productivity of the United States to 
combat hunger and malnutrition and to encourage economic development 
in the dweloping cmntries, with particular emphasis on sssistance 
to those countries that are determined to improve their own agrtiultural 
production; and to promote in other ways the foreign policy of the 
United States.” 

In the report, little mention is given to human5tarian/emergency 
food rise and no mention is made of P.L. 480 programs undertaken for 
mar’ket developuent or to realize other foreign policy aims, Most or 
all of these factors as-e considered in the approval process for each 
P.L. 480 agreement. Tc concentrate on Jne purpose to the exclusion 
of others would not accord with the provisicns of P.L. 480. 

We &are with GAO the concern that food aid can result In disin- 
centivet, to agricultural production in developing countries. Eut we 
disagree with the implicatiozt thaf such disincentives are a necesecry 
result of forId aid and with the consistent tendency of the report to 
m!s-i the oflsetting factors that ca;l convert food aid into a positive 
tool. L&O, the report ignores the ongoing efforts that are already 
being made to develop stronger linkages between agricultural development 
and concessional food assistance under P.L. 480. In addition, we do.not 
believe that the report has taken the other purposes of P.L. 480 into 
considerat ion, For these reasons we believe that the report’s recom- 
mendation dealing with food aid should be substantially modified to 
state that to the extent appropriate, ,rhe efforts of LDCs to jmprove 
their own agricultural producticn, make reforms, and provide incentives 
should be taken into account in providing concesslcnal food aid. 

The report reflects a strong “free market” orientation. Especially 
in regard to pricing, the report should recognize that there is an 
inherent problem of production variation and consequent price insLability 
in food commod,ty markets. It is unrealistic to expect an unregulated 
free market to work satisfactorily in the context of instability and 
scarcity. While it may be true that a “laissez faire” approach may be 
preferable to sxne of the existing LDC policies, ft does not follcw 
that non-intervention is the best policy approach that can be devised 
in a given country. 

Recognizing the importance of LDC policies in relation to its 
legislatively-defined concentration on food prcduction, nutrition %d 
human resource development, AID srfpports and participates in tb- systematic 
appraisal of LDC development policies and programs and in the detenina- 
tiou of priorities for Fn,r>vements. This review process takes place 
both within the multilateral framework of country-oriented consultative 
gro’lps and within AID’s bilateral assistance program. AID establishes 
a Development Assistance Zlan @AI’> for each recipient country, based 
on assessments of the performance and requirements of the key sectors, 
which Ldentifies assistance priorities fcr AID in the context of the 
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cauntry’s overall plan and availability of resources. %iS piGCt?ES 
involves periodic comprehensive reviews cf gc7ernment policies and 
institutions and recommendatfcns f5r changes both by AID and miicf- 
lateral agencies in consultation with the LDC government irvl-,ded. 
We urge that the report recognize the positive steps beTng taken 
bilaterally and~multilaterallp to improve LDC policymaking. 

The report raises fundamental questions concerning the recponsf- 
billties and righiq of donor governments and/or agencies that provide 
concessional food assistance or any asoistanco- to agricultural develop- 

, merit to require that the recipient countries modify Tntrrnal policies 
if such policies are belie-led to constitute constraints Ko increased 
production. The report states that most external assistance donor3 
have been relur-cant to take positive actions to motivate the deveioping 
countries to make such changes* a conc’.usion that fails to recognize 
the process of analysis and csnsultatfr~n described earlier. The posit ion 
recommended by this report is that the United States Government should, 
as a matter of declared policy, require that farmers in recipient countries 
have adequate’economib incentives to realize the productfon potential of 
their respective countries in order for the country to receive coroes- 
sional food aid or other agricultural assistance. 

Spec;fically, the report recoztmtmds t!.&, as a prerequisite for 
U.S. assistance to the agricultural sector of a given country, the AID 
Administrator determine that neither LDC policy nor institutFonc are 
a disfncer tive to increased agricultural productPon. If conditions 
that create disincentives are fourd, then corrective action would be a 
necessary prerequisite for U.S. assistance to the agricultural secto;. 

This recommendation, while logically derivative from the cancer,- 
tration of the GAO KePort on the single objective of increasing food 
production, would be most difficult to implement mechanicalLy in 
the complex political ant social environment of the developins wrld. 
Concerted actlon by majo: donors, as recommended in the report, is 
unlikely as many d%oKs are understandably relucta.nt to risk accusations 
of interventions Cn the sensitive internal affairs of LDCs. AID, in 
accordance with Congressional directrves, is emphasizing a collaborac!.ve 
“low-profile” approach in which LDCs are encouraged and assisted. to use 
U.S. assistance in accord vith a well-developed, coherent plan for the 
country’s economic and sorial developmen:. For a varie:cy of excellent 
developmental and policy reasons AID does no? wish to unilaterally 
.impose policy choices on LDCs from outside nor to use U.S. assistance 
levels as leverage for forcing rather than persuading and ercouraging 
policy changes. Fnrthermore, the withholding of needed food could 
create hardships for innocent people and might thus be intolerable 
from both humanitarian and political viewpoint. 
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It is necessary to remember that many types of disincentives can 
not easily be “decreed” away and, further, that most agricultural pro- 
grams and projects are designed to eliminate disincentives and/or to 
create production incentives. In short, it appears that the GAO 
recommendations, if strfctly applied, would inhibit and adversely 
affect the Agency’s effort to work collaboratively wfth and assist LJKs 
in their agricultural development efforts. 

It would appear more realistic to recommend that AID, to the extent 
~ossfble in a given LDC environment, exert its best efforts to modify 
LDC ;olicies and institutions that are disincentives to expanded farm 
output and assist LDCs in taking effective action to provide adequate 
incentives. Further, AID should provide more assis’iance to LDCs in 
identifying and bringing to the attertion of LDC policymakers those 
existing policies and institutions tf.at may not be generally recognized 
or understood as disincentives and alternative policies and programs 
that could improve the performance of the agricultural sector in terms 
of the TLDC objectfves. 

Throughout the draft report, representatives and’ reports of in+er- 
national organizaticns are spec:Eically mentioned, e.g., World Bank 
representative said this. In order to maintain the confidentiality of 
the comments provided by these representatives it would be advisable 
that specific mention of an organization be revised to read “the report 
(or representative) of an international organization said...” We under- 
stand that this has been the way the GAd has dealt with such comments 
in other reports. Also, the identity of LLX offickls should be con- 
cealed to protect them from possible political repercussions. 

Attachment: 
Cments on Country 

Summaries 

GAO notes: 1. State/AID supplementary comments are 
reflected where appropriate in the 
count.-v suinmar les. 

c 

2. Page reference in this letter may not 
cgrresFsnd to page number in thtS final 
report. 
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RECENT GAO REPORTS OM F?.ELATED SUIhY?XTS 

'The ihrerseas Food Donation Program--It@ Constraints md 
Probiems," ID-75-48, Apr. 21r 1945. ._ ._ ., ^ -- - 
"The Agriculturai Attache Rob Overeeasi What He Doer5 and 
How He Can Be Mxe Effective For the Unft?d States," ID-75- 
40, Apr. 11, 1975. 

"Increasing World Food Supplies--Crisis and Challenge," 
ID-75-4, Sept. 6, 1974. b 

"U.S. Actions Needed to Cope With Commodity Shortages," 
ID-74-37, Apr. 29, 1974. 

"Impact of Soybean Exports on Domeetic Suppble8 and Prbm," 
ID-74-34, released Apr. 24, 1974. 

"Exporters' Profits on Sales of U.S. Whs&t to Russi&,* 
ID-74-27, Feb. 12, 1974'. 
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APPENDIX XV APPENDIX XV 

PRINCIPAL OFFICIALS RESPONSIBLE FOR 

ACTIVITIES DISCUSSED IN THIS REPORT 

Appointed 

DEPARTMENT OF STATE 

SECRETARY OF STATE: 
Henry A. Kissinger Sept. 1973 

AMBASSADOR TO INDIA: 
William B. Saxbe K'eb. 197s 

AMBASSADOR TO INDONESIA: 
David D. Newsom Feb. 1974 

AMBASSADOR TO KENYA: 
Anthony D. Marshall Jan. 3974 

AMBASSADOR TO PAKISTAN: ' 
Henry A. Byroade 

AMBASSADOR TO PERU: 
Robert W. Dean 

Aug. 1969 

Apr. 1974 

AMBASSADOR TO SRI LANKA: 
Christopher Van Hollen Oct. l-972 

AMBASSADOR TO TANZANIA: 
W. Beverly Carter, Jr. July 1972 

AMBASSADOR TO URUGUAY: 
Ernest V. Siracusa Sept. 1973 

AGENCY FOR INTERNATIONAL DEVELOPMENT 

ADMINISTRATOR: 
Daniel S. Parker Oct. 197% 

DIRECTOR, MISSION TO INDONESIA: 
Thomas C. Niblxk Aug. 197s" 

DIRECTOR, MISSION TO KENYA: 
Charles J. Nelson 

DIRECTOR, MISSION TO PAKISTAN: 
Joseph C. Wheeler 

June 1974 

Aug. 1973 
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