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Preface

Thisdocument isan update of the FAO publication “ Fertilizer Strategies’ issued
in 1987. In certain developing countries population growth is increasing faster
than agricultural production. This theme is expounded in FAO’s publication
“World Agriculture: Toward 2010".

Fertilizer isknown to be apowerful productivity-enhancing input. Indeed,
one-third of the increase in cereal production worldwide and 50 percent of the
increasein India sgrain production has been attributed to fertilizer related factors.

However, fertilizer useisnot anendinitself. Rather itisameansof achieving
increased food production. Increased food production/availability can, in turn,
be seen asan objectivefor the agriculture sector inthe context of contributing to
the broader macroeconomic objectives of society.

The environment in the fertilizer sector has changed considerably in the
1990s with the arrival of the long-term structural adjustment programmes. In
order to develop a strategy, it isfirst necessary to set an objective. Though the
specific objective will vary from country to country, it must be realistic, that is
achievable. To know what is achievable, it is first necessary to analyze the
present situation in order to highlight what is satisfactory and what is not; to
identify the resources available; to understand the factors and constraints
involved, their interrelationships and the ways and effects of intervening on
them. On the basis of this knowledge of the starting point, it isthen possible to
set avalid objective and determine an effective strategy to achieveit.

The first two chapters of the document are devoted to this topic and its
relevance to the mineral fertilizer sector. They provide guidelines at country
level to permit the development of a fertilizer strategy by pursuing the
recommended approach. The economic order and the accepted role of
governments has changed dramatically since the first edition of this document
was published, a decade ago.

The third chapter deals with the issue of fertilizers in the development of
agriculture. Therapid response of the agricultural sector toincreased crop prices
indicatesthat itisableto meet theworld soverall food requirements. The problem



liesmorein thedistribution of the agricultural output and the economicinability
of a segment of the population to satisfy basic requirements. In sub-Saharan
Africa, the number of under-nourished people has doubled during the past 30
years and, with deteriorating soil conditions and falling food production per
person, and the number isincreasing.

The next two chapters of the document are concerned with the structure of
thefertilizer industry itself. Thereisno shortage of fertilizersin theworld. During
the past forty yearsthere have been periodswhen theworld fertilizer market has
tightened, duelargely to factorsexternal to theagricultural sector, but thetensions
have been of short duration asnew capacitieshave been built in responseto the
apparent investment opportunitiesand/or concern about food security and/or a
wishto utilize national resources. The production of the basic fertilizer materials
is progressively trending towards regions with the cheapest and most plentiful
supplies of raw materials. The natural resources required for the manufacture of
fertilizers are sufficient for several centuriesto come, although at an increasing
cost. Thisisnot, of course, areason for using these material s wastefully since,
at least in the case of phosphate and potash, the resourceis not renewable.

L osses and wastage are, therefore, the subject of the next two chapters. A
modern fertilizer factory is highly efficient and its negative impact on the
environmentisnegligible. Thistopicisdealt within other publications. Itisafter
thefertilizer leaves the factory gate that the inefficiencies begin.

The next and longest chapter deals with the many issues involved in the
efficient distribution and marketing of fertilizers, a much neglected sector in
developing countries.

Chapter (7) dealswiththeissue of the efficient use of fertilizersin agriculture.
In many developing countries the efficiency of the uptake by crops of the
nutrientsappliedisvery low, duelargely toinappropriatetechniques. The extent
of the negative impact on the environment of these poor practicesis debatable
but the large economic cost, both in terms of the waste of fertilizers and of
income foregone, is undeniable. Research identifies the most appropriate
fertilization techniquesand extension activities communicate them to thefarmer.
In recent years there has been a considerable reduction in agricultural research
and extension services as governments have reduced their support.

The last chapter promotes the need for a coordination of policies and a
combined effort on the part of all those involved in providing sufficient food,
making it availableto all andimproving the status of therural poor, inthe context
of a sustainable agriculture. Mineral fertilizers play an important role in this
process and the co-operation of thefertilizer industry in observing the principles
elucidated in this document would be particularly valuable.
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“Itisnot from the benevolence of the butcher, the brewer or the baker,
that we expect our dinner, but from their regard to their own sdf interest.”
from An Inquiry into the Nature and Causes of the Weal th of Nations
by Adam Smith, 1776



Fertilizer strategies

Chapter 1
Introduction

A main policy objective of government isto raise the general standard of living
of the population. Other subsidiary objectives, particularly in developing
countries might be to maintain or increase food security and the availability of
agro-raw materialstoindustry, to protect the environment and fragile eco-systems,
to increase the quantity, quality and variety of food grown. How have the
developing countries done in recent decades particularly with respect to the
general standard of living and food security?

On both counts, the overall performance has often been inadequate. Some
countries have made progress, but many, particularly in sub-Saharan Africa,

have madevirtually no progress
or have even fallen back.

Population growth has
often outstripped the rather
meager growth in economic and
food output. For many countries,
there has been little or no
improvement per caput - in
effect, countries have been
running to stand still. For
example, thetwo most popul ous
nationson earth, Indiaand China
had a GNP per caput in 1997 of
US$370and US$860respectively.
Between 1970 and 1997 thetotal
production of cerealsincreased
by 98% in India and 124% in
Chinabut production per caput
increased by only 14% in India

Table 1. Cereals production per caput,
selected countries in Asia

Country GNP! All Cereals (Kg/caput)
Us$ 1970 1997 %
per caput
Bangladesh 360 247 242 1
Cambodia 300 569 330 16
China 860 249 363 6
India 370 206 234
Indonesia 1100 180 286 2
Malaysia 4530 156 96 -13
Myanmar <785 299 414 3
Nepal 220 312 287 13
Pakistan 500 134 174 -7
Philippines 1200 196 218 1
Sri Lanka 800 132 124 -11
Thailand 2740 420 459 17
Vietnam 310 255 383 18

* World Bank Atlas Methodology, 1997
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and by 37% in China. Growth in the production of rice, the staple food for most
of the poor, wasless good in both countries and the amount available per caput
isstill well below 210 kg. GNP per caput in Malaysiaand Thailand is US$ 4 530
and US$ 2 740 respectively and in Indonesiaat US$1 100. Indonesia also stands
out with cereal production per caput over the 1970/93 period rising by 59% to
286 kg. Meanwhile per caput productionin Malaysia, Pakistan and Sri Lankaall
declined, increased marginally in Bangladesh, Myanmar and the Philippinesand
between 13 and 18% in Cambodia, Nepal, Thailand and Vietnam.

In sub-Saharan AfricaGNP per caput asawhole, excluding South Africa, is
US$ 308. As in the case of Asia, countries with a small population, such as
Botswana (US$ 3 260), Gabon (US$ 4 230), Namibia (US$ 2 000) and Swaziland
(USS$ 1 440), stand out. Nevertheless, for most of the other countries, income per
caput remains at subsistence level or below. What is perhaps most alarming is
that the growth in agricultural output has remained stagnant over the last three
decades, averaging less than 2% while popul ation growth continues at 3%. Per
caput cereal production that averaged 147 kg in the period 1961/65 amounted to
only 125 kg in 1997. Lessons learned of relative performance over the last few
decades are the following:
 rigid central planning with an emphasis on import substitution and heavy

industry rather than on agriculture; for most developing countries the
emphasis should be the other way round with the focus on agriculture and
rural development;

» state-ownership or collectivization of land coupled with state-run farms; this
ideawas tested out in Russia and East Europe and a number of developing
countrieswith disastrousresults: it leadsto low productivity, awasteful use
of resources, soil degradation and ultimately collapse of the rural economy;

» favoring the urban popul ation and urban elite by turning the terms of trade
against agriculture: low administered prices for farm production (maize, rice,
wheat etc) set against high administered pricesfor farminputs (seed, fertilizer,
pesticides); the resulting lack of profit in agriculture leads to low output
which is then supported by a complex web of subsidies, both direct and
hidden. These are mostly ineffective and ultimately unsustainable;

» further aggravating the terms of trade against agriculture by an artificially
high exchange rate and by taxing agricultural exports;

» sgueezing out the private sector at every level in favor of state ownership.

Over the period 1950-1970, many devel oping countriestried some or all of these
policies with varying degrees of success. Countriesin Asia, in particular, were
fortunate to benefit from aremarkabl e “ Green Revolution” which was based on
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the successful development of new, highyielding, varietiesof rice. The benefits
of the Green Revol ution were seldom fully realized because of therigid planning
and investment framework. Reforms became harder to introduce and by the
1970’'sit was clear that the whole process was suffering from economic fatigue
with very limited success in aleviating poverty. Throughout the period, an
obvious measure of the extent of rural distresswas often the steady migration of
rural peoplefrom the countryside, forced to eke out an existence on the edges of
overburdened towns and cities.

By the 1980's the policies of many countries were running into sharply
diminishing returns. overvalued exchange rates could no longer be sustained,;
there was an accumul ation of unmanageabl e debt, record high interest ratesand
rapid ratesof inflation. Further pressure came from the second ail priceshock, in
many cases external institutionswere called in to provide emergency assistance
and to devise long-term structural adjustment programmes. Based on lessons
learned from more market-driven economies in East Asia, these programmes
called for the unwinding of many of the previous policies and for market-driven
solutions with the private sector taking aleading role.

Beginning in 1980, the international financial institutions provided quick-
disbursing, policy-based Structural Adjustment Loans (SALSs) to help countries
over short-term balance of payments problems. The World Bank also initiated
Sector Adjustment Loans (SECALS), including Agricultural Sector Adjustment
Loans (AGSECALSs) which started in 1985. By 1993, structural adjustment
spending totaled US$ 222 billion or about 26% of World Bank lending. Theloans
were provided on the understanding that governments would initiate macro-
policy reform, which usually involved currency deval uation, public sector reform
usually through market liberalization and privatization and trade policy reform.
Countrieswhich adopted AGSECAL s mainly between 1985 and 1991 accounted
for about 12% of World Bank lending.

Other broad-based economic reformswerea so underway. By early 1990, 16
trade and economic groupings had been organizedin Africa, Asia, Latin America
and the Middle East; more than 60 developing countries unilaterally lowered
their import tariffs while also gaining improved access to developed country
markets. Other long-termtrade di scussion began that culminatedinthe Agreement
on Agriculture of the Uruguay Round, signed in 1994. This agreement provides
for a general reduction in tariffs on tropical products averaging about 43%, a
reduction of domestic production support measuresin devel oped and devel oping
countries, and areduction of export subsidies.
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Box 1. Effect of structural adjustment policies in Africa

From 1980 to 1990 inclusive, 33 countries in Africa adopted SALs and
AGSECALs. Ofthe AGSECALSs 95% included conditions relating to market
reform of prices and subsidies and 85% required reform of government
and parastatal organizations. All but two of the SALs had conditions relating
to agriculture. 85% had conditions relating to market prices and subsidies
and 90% had conditions on state-sector reform, particularly of the
agricultural parastatals. The main policy measures were:

» devaluation and changes in the allocation of foreign exchange;
 reduction or suppression of subsidies on inputs;

« removal of price distortions for agricultural produce;

« changes in the pricing system for inputs - price liberalization;

 liberalization of the distribution of inputs - suppression of state
monopolies;

« withdrawal of government or parastatals from input distribution;
* reduced government involvement in input production;

« reform of the credit system and changes in interest rates;
 reduction in import duties and taxes on inputs.

The changes are therefore profound and there are some encouraging
developments. The World Bank reported in 1996 that savings and investments
have increased, inflation has subsided, foreign exchange rates have been
stabilized and fiscal deficitsare much reduced and real interest rates established.
AnIMF report concluded in 1997 that “ Countriesthat align themselveswith the
forces of globalization and embrace the reforms needed to do so, liberalizing
marketsand pursuing demand-led policies, arelikely to put themsel veson apath
of convergence with the advanced economies, following the successful Asian
newly industrialized economies.”

Total external assistance to agriculture in developing countries declined
from about US$ 18 hillion per year at the end of the 1980’ sto about US$ 10 billion
per year in 1995 (al in 1990 US$). The main explanations cited are: general
complacency about world food security, the disappointing results of previous
assistance programmes, increased attention directed to environmental projects,
poverty alleviation projects that are disconnected from agricultural production
and competition from other needs such as improving government operations,
humanitarian and refugee assi stance.
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Given the framework of the new economic order and the declinein external
aid, what istherole for government? While anew guiding principle might be to
try to do less but better, government must effectively manage the process of
transformation itself. In agriculture and the fertilizer sector in particular, thereis
amagjor rolefor government in setting the framework in which the private sector
and others can operate effectively. Thisbooklet attempts to provide guidelines

for setting priorities and policies for an efficient fertilizer sub-sector to support
food production.
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Chapter 2
The role of government in the
new economic order

Before looking in detail at the government’s role, particularly as it affects the
fertilizer sub-sector, itisuseful to consider what “raising the general standard of
living” means. The main points are:

the total production of goods and services (output) must increase more
rapidly than the growth of the population. This concept includes|ess easily
measured outputs such asthe general health of the population, the level s of
literacy, education and improvementsin roadsand general communications®;
some degree of income re-distribution is also normally thought to be an
essential feature even though this may reduce the rate of savings in the
economy;

capital accumulation is required; and this means forgoing some immediate
consumption for apermanent step-up in consumption in thelonger term (the
mobilization of savingsfollowed by productive investment);

agriculture has akey roleto play; in most devel oping countries the majority
of peopleare employed in agriculture so that improving the output per caput
of this sector will rapidly achieve the main objective;

as economic growth proceeds, less people are required in agriculture and
move to other occupationsin towns;

agriculture must provide much of the capital for the development of other
sectors in the economy. A healthy agriculture will be in a better position to

10ther less easily measured outcomes that have a negative effect are pollution,
soil erosion and soil salinization; some of these outcomes can reduce the potential
of the economy. Damage to or |oss of topsoil is particularly costly becauseit is
amost invariably irreversible.
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Table 2. Performance indicators - selected developing countries

GNP/ Growth of Population Infant Cereal yields
caput * GNP/ growth mortality (t/ha)
caput  1965-97  per '000
1965-97 live births

uss$ % % 1980 1996

Latin America 3940 1.3 21 32 1.8 26
Brazil 4 790 23 21 34 15 24
Argentina 8 950 0.3 15 22 2.2 3.0
Chile 4 820 1.7 1.7 11 21 44
Mexico 3 700 15 2.4 31 2.2 26
Venezuela 3480 -0.9 2.9 21 1.9 31
Peru 2 610 -0.4 24 40 1.9 27
Bolivia 970 n.a. 2.3 66 1.2 17
Sub-Saharan Africa 510 -0.2 2.8 91 1.1 10
Nigeria 280 0 29 77 1.3 1.2
Ethiopia 110 -0.5 2.7 107 n.a. 1.2
Ghana 390 -0.9 2.6 66 0.8 14
Kenya 340 1.3 3.4 74 14 16
Tanzania 210 n.a. 31 85 11 13
Uganda 330 n.a. 2.9 99 1.6 13
Malawi 210 0.5 3.0 133 1.2 12
Zambia 370 -2.0 3.0 113 1.7 16
Zimbabwe 720 0.5 29 69 1.4 11
South Asia 380 23 2.2 77 14 2.2
India 370 2.3 21 71 1.3 2.2
Pakistan 500 2.7 2.8 95 1.6 20
Bangladesh 360 14 2.3 75 1.9 27
East Asia 970 5.4 1.8 37 2.8 4.2
China 860 6.8 17 32 3.0 438
Thailand 2 740 51 21 33 1.9 24
Indonesia 1110 4.8 2.0 47 2.8 4.0
Philippines 1200 0.9 2.6 35 1.6 24
Malaysia 4 530 4.1 2.6 1 2.8 3.0
Viet Nam 310 n.a. 2.2 29 2.0 37

*Atlas Methodology.
Source: World Bank Development Indicators, World Bank, 1999.
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do this - through savings deposited in banks, through fair taxation and
through the provision of human capital.

Table 2 lists key economic and agricultural performance indicators for Latin
America, sub-Saharan Africa, South Asia and East Asia and some of the key
countries within each region.

Looking at the GNP/caput column, the greatest disparity is between the
upper middle income countries, which are predominantly in Latin America and
the countries with very low incomes per caput in sub-Saharan Africaand South
Asia. Very low growthin GNP/caput, high rates of infant mortality and anegligible
increasein cereal yield/habetween 1980 and 1996 also characterize Sub-Saharan
Africa Cereal yield/hahas grown moderately in Latin Americaand South Asia.
Cereal yields in East Asia, predominantly in China, Indonesia and Viet Nam,
have done better, rising from an average yield of 2.8 t/hain 1980 to 4.2 t/hain
1996. These average yields can be compared with some of the top yielding
countries operating under similar climatic conditions, such as Egypt (6.4 t/ha),
(Japan 6.1 t/ha), South Korea (6.3 t/ha) and Puerto Rico (6.8 t/ha).

WHAT WENT WRONG?

In the early 1950s and 1960s state planning and an interventionist approach to
the economy had become common currency in many European countries and
the newly independent countriesin Africaand Asiaquickly adopted theseideas.
Many governmentswere motivated to interveneinthe agricultural sector, dueto
alack of confidence in market mechanisms and concerns about high marginsin
processing, distribution, or the low levels of food self-sufficiency. However,
theseinterventionist policies often operated with aratchet effect; when apolicy
(for example, of price control) failed to achieve the desired result, the
interventionist response was not to abandon the failed policy but to extend it to
new fields so that gradually the entire economy was converted into adirigiste
regime. State planning and collectivization always fail to coordinate individual
activities aswell asthe competitive market, even when that too isimperfect.

Economic development at the time was often associated with
industrialization fostered by adegree of protection (theinfant industry argument)
through overvaluation of the exchange rate and restrictions on imports of
manufactures. These policiesoften penalized farmers, reduced agricultural exports
and increased food imports. Consequently, compensating measureswere devised
such assubsidiesonfertilizers, credit and irrigation but, of course, these subsidies
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were costly and often benefited the wealthier farmers rather than the poor.
Financing the subsidies required higher taxes and increased external borrowing
that further increased the already overvalued exchange rate. Although these
subsidiesincreased the use of fertilizer, the cost wasvery high. In many countries
subsidies account for over 50% of the price (Knudsen et al). During the 1980s
the direct subsidy hill as a proportion of the government’s agricultural budget
amounted to 29% in Zambia, 32% in Nigeria, 80% in Turkey and 8% in Colombia.

Box 2. Price distortions

Countries in which producer prices have been severely depressed have
constantly found production declining. For example, in the early 1960s, Sri
Lanka accounted for a third of world tea exports, while Kenya’'s market
share was less than 3%. During the ensuing decades, however, Sri Lanka
taxed the tea sector quite severely: average tax rates were 50% in the
early to mid-1970s and over 35% in the late 1970s to mid-1980s. Kenya'’s
taxation was much more reasonable: in 1985, rates were on a sliding
scale, based on the world price, with the top average rate about 15%. By
the early 1980s, Sri Lanka’s share of the market had declined to 19%
while Kenya'’s share had more than tripled to 9%.

Two additional common price distortions are worth mentioning, one of
which is often applied to food grains to maintain prices at a constant level
year-round, ‘pan-seasonal pricing’, irrespective of the proximity of the
harvest or the state of stocks. This tends to discourage the private sector
from holding stocks, since normally prices must rise when comparing the
immediate post-harvest price to that just before the next harvest in order to
cover the cost of carrying stocks. This leads to a chronic shortage of private
storage facilities in many developing countries, leaving responsibility for
storage largely to the parastatals.

The other price policy commonly applied to exports and food crops requires
that the producers be paid the same price throughout the country, ‘pan-
territorial pricing’. This implies cross-subsidization of remote areas by
consumers and by producers close to the consumption or shipment centres.
In Tanzania, the pan-territorial pricing of maize generated losses for the
National Milling Company of several hundred shillings on each tonne
transported from the remote southern region where large maize surpluses
were produced (Knudsen et al, 1990). Costs have also been shown to be
quite high in Zambia, in terms of production foregone and government
subsidies (Kydd, 1989).
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According to recent estimates, thedirect annual subsidy bill inIndiawastypically
about US$ 1.5 - 2 hillion for most of the 1990s. The defenders of thisexpenditure
draw attention to the much larger subsidies enjoyed by the agricultural sectorin
most developed countries.

Another aspect of theinterventionist approach that aff ected some countries
was the collectivization or state ownership of land. What was often not fully
appreciated isthat land is extremely variable: itslocation, soil type, amount of
organic matter, slope, water table, climate and local microclimate. Land requires
the special, intimate, knowledge and risk taking ability of the individual local
farmer to assess the best cropping and cultivation pattern, usually based on
long experience.

Because of the widespread adoption of state planning in developing
countries there was also a general preference for state-ownership and
management of fertilizer factories, fertilizer import and distribution. The
manufacture of fertilizers requires heavy capital investment and fertilizer
distribution absorbs considerable financial resources for an extended period,
these costswere often well beyond the absorptive capacity of emerging financial
markets.

In many countries the so-called parastatal enterprise, usually organized as
a government-owned corporation, became the preferred business entity and
often had a monopoly status. Management difficulties inherently affect
parastatals. (Hopcraft, 1987). Thelack of astrong profit motivation leads parastatal
marketersto operateinflexibly. They are not induced to adapt readily to changing
market circumstances. In Zimbabwe, Kenya and Malawi in 1986, for example,
official maize prices were kept constant in spite of massive oversupply and
budgetary lossesthat should havelowered the price. Conversely other countries,
e.g. Ethiopia, maintained official prices at low levels even in times of shortage.
The parastatal s often created enormous distortionsinincentives and were almost
aways a drain on the government’s budget. Knudsen et al. have shown that
these | osses as a percentage of government current expenditure in anumber of
countries in the 1980s ranged from a high of 12.4% in Tanzania and 10.5% in
Chinathrough 4% in Zambiaand 5.6% in Zimbabweto alow of 1.5% in Senegal
and 0.3% in Niger.

Governments also often attempted to control domestic prices of tradable
agricultural commoditiesin order to achieveprice stability. Thisalmost invariably
requires measuresto restrict tradewith the outsideworld. Parastatalshad exclusive
authority to import or export crops and many governments had to resort to a
variety of direct international trade controls that tended to put farmers at a
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Box 3. Kenya —the effects of liberalization

Before liberalization in 1991, Kenya had a rigidly controlled economy and
fertilizer market; as time went on, this produced severe market distortions
and eventually severe pressure on government finances that could not be
maintained. The main problem in the fertilizer market was that the controlled
prices were usually insufficient to cover the full costs of importing and
marketing and fertilizer was often totally unavailable. In most years the
government was dependent on donor financed fertilizer to make up for the
gaps in supply.

The government’s liberalization programme included: decontrol of fertilizer
prices and removal of subsidies, removal of import quotas, removal of
import licensing, decontrol of foreign exchange, decontrol of interest rates,
tax reforms, and liberalization of the cereals market. The changes to fertilizer
prices occurred in 1991 while the changes in the financial and import
sectors occurred in 1992; the cereals sector was fully liberalized in 1993.

The major effects of the liberalization programme were a) steady growth in
imports and consumption b) a sharp decline in the co-operative sector’s
share of the market and an increase in the private sector’s share c) a
reduced need for donor financed fertilizer which has fallen from over 50%
of the market in 1990 to less than 17% in 1996 and d) a more competitive
transport system.

disadvantage. The most vibrant agricultural sub-sectors are those where the
government playslittle, if any, part in marketing - bananas and cocoain Belize;
fruits, vegetablesand winein Chile; fruitsand vegetablesin Mexico; cut flowers

in

Colombia

Much of the fertilizer sector is liberalized and in most countries in Africa,

fertilizer tradeis open to the private sector with few exceptions. Egypt legalized
privatefertilizer tradein 1991. In Bangladesh, general tradereformsin 1991 brought
acompleteliberalization of fertilizer imports. However, in other countriessuch as
India, Indonesia, Nigeriaand China, direct and indirect government intervention
in fertilizer marketing and/or importsisstill extensive.
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WHERE DO WE GO FROM HERE?

In order to make fundamental improvements, policy should consider:

reduced emphasis on the State Plan, which under the new economic order is
an indicative plan only and subject to change as events dictate;

a much higher priority for agriculture and rural development; agriculture
should be considered moreimportant (or at least equally important) inrelation
to other sectors of the economy;

wherever possible, private sector solutions and privatization of state-run
factories, import organizations and distributors;

where state farming still exists, give urgent attention to changing the land
tenure system and improving individual property rights for farmers. The
tenure system must encourage farm improvement, for example, through
building up thelong-termfertility of thesoil, better irrigation and/or drainage
systems, better tools and equipment.

Under the new economic order, the individual farmer (either private |landowner
farmer or tenant farmer) must become the focus of attention. Government policy
should:

establish alegal framework in which farmers can operate successfully;
implement measuresthat will improvethetermsof tradefor agriculture; raise
output prices and maintain them at areasonablelevel; reduce or stop taxing
agricultural exports; ensurethat the exchangerateisnot kept at an artificially
highlevel; only accept food aid in emergencies. (A recent study showed that
in African countries where producer prices for agricultural exports have
improved, GNP growth is higher by two percentage points than that of
countries where producer prices deteriorated (World Bank, 1994)) and

give high priority in government expenditure (possibly from donor finance)
to research into new practical methods of increasing long-term farm
productivity, for example, through the development of new, local, seed
varieties, new higher value crops, improved cultivation practices and
increased and more effective use of fertilizers.
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Chapter 3
Fertilizer in the development of agriculture

Givenarelatively fixed amount of land, the expansion of food production depends

on an interrelated package of improved policies and technologies leading to

increased output per hectare of land. The necessary pre-conditionisusually the

provision of greater financial incentives to farmers - better farmgate prices for

outputs and lower cost inputs. The technology package consists of:

 Dbetter extension services, backed up by adequatelocal agricultural research
into productivity boosting methods;

- theavailability of improved inputs: more responsive seeds, fertilizers, plant
protection products and, if possible, irrigation;

« improved market access; and

» increased credit availability and access.

Fertilizers provide plants with the food they need for their growth and
development. Plants live, grow and reproduce by taking up water and mineral
substances from the soil, carbon dioxide from the air and energy from the sun.
Plants contain practically all (92) natural elements but need only 16 for good
growth. Thirteen of these are essential mineral nutrient elements, which must be
provided either by the soil or by animal manure or mineral fertilizer.

Apart from carbon, hydrogen and oxygen, plants take their nutrients
essentialy from the soil. These mineral nutrients are often classified into the
“primary” plant nutrients, nitrogen, phosphorus and potassium, which are
required by plants in large amounts; the “secondary nutrients”, calcium,
magnesium and sul phur, which areneed insmaller but still appreciable quantities;
andthe“micronutrients’, boron, chlorine, copper, iron, manganese, molybdenum
and zinc.

In a paper published in the mid-1970s, concerning cereal production in
developing countries, Pinstrup-Anderson (1974) estimated that fertilizers
contributed 55-57% of the rise in average yield per hectare and 30-31% of the
total increase in production.
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A BROADER PERSPECTIVE - ASIA

The countries of Asiataken together comprise a substantial proportion of the
world’'s population, which in 1980 was estimated at 4.4 billion, of which 56% or
2.5 billion werein Asia. By 1998, world popul ation had grown to 5.9 hillion and
the Asian population to 3.6 billion. Within Asia, the countries with the fastest
growing populations - at or above 2% per annum - are Bangladesh, Cambodia,
India, Indonesia, Iran, Laos, Malaysia, Mongolia, Myanmar, Nepal, Pakistan,
Philippinesand Viet Nam.

Itisnoteworthy that China, the most populous nation on earth (1.2 billion),
has managed to reduce population growth to 1.4% per annum but thisisstill an
annual increase of some 16-17 million people per year. These popul ation growth
figures set abare minimum level for agricultural output growth in each country

With the least favourable land per caput ratio of any large country in the
world, China has been under more pressure than most developing countriesto
extendtheuseof fertilizers. Total fertilizer consumption increased from 2.6 million
tonnes nutrient in 1965 to just under 36 million tonnesin 1997, with total cereal
production rising from 165 million tonnes to 447 million over the same period.
Similarly, in India with a population that is rapidly growing towards that of

Figura 1. China Apra 2. India
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China, consumption of fertilizer hasincreased from 0.8 million tonnes nutrient in
1965 to 16.1 million tonnesin 1997.

The most basic requirement for the production of food is, of course, land.
Not surprisingly, those countrieswith the biggest popul ations have most of the
arable and permanent croplands.

India and China taken together, for example, comprise about 67% of the
availableagricultural land in Asia. For many countriesin Asia, thereislittleor no
possihility of expanding the cultivated areaexcept by expanding into fragile eco-
systems. This often leads to losses of endangered species, the danger of flash
flooding dueto the loss of forest cover in sensitive watersheds or even theloss
of the soil itself by erosion, which then rendersthe land totally improductive. A
broad indicator of the need for intensification of agricultural output istheamount
of land per caput of population.

Table 3. Arable land available per caput in Asia in 1991

Category Area (ha) Countries

Moderate 0.4+ Afghanistan, Mongolia

Rather low 0.2-0.4 India, Laos, Malaysia, Cambodia, Iran,
Myanmar

Low 0.1-0.2 Indonesia, Nepal, Sri Lanka, Pakistan,Papua

New Guinea, Philippines

Very low <0.1 Bhutan, Korea Rep., Korea PDR, Japan,
Bangladesh, China, Vietham

Source: Fertilizer use, production and trade in Asia: impact on crop production.

Figures 3 and 4 indicate an estimate of the average annual amount of fertilizer
(nutrient tonsof N, P,O_and K ,0) used on the major crops and by major country
during the 1995-97 period. Clearly whest, rice and maize are the major users of
fertilizer and collectively account for over 50 percent of all global fertilizer use.
Similarly, countriesin East Asia, North America, South Asia and West Europe
accounted for nearly 80 percent of all fertilizer use during 1995-97.

For Figures3 and 4, the FA O country-level aggregatefertilizer use estimates
for 1995 through 1997 were aligned with the application rates’ share in the
aggregate fertilizer use data from the IFDC/IFA/FAQ publication. The fertilizer
use share distribution was used to allocate the FAO three-year average (1995-
97) annual fertilizer usefigureacross 34 FA O crop categorieswithin each country.
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This assumes that the area of each crop and the application rates of fertilizer
across the 34 FAO crop categories did not change significantly between the
IFDC/IFA/FAO survey year and the 1995-97 period.

Thefact that productivity increases may befalling off whilefertilizer useis
still increasing quite rapidly, particularly in countries such as China and India,
suggeststhat either fertilizer isnot being used efficiently or that urgent research
into productivity boosting technology (new seeds, cultivation methods) is
required.

Table 4. Asian countries where crop yields show signs of stagnation since
about 1985

Distinct Signs Possible Signs

All cereals Japan, Korea Rep, Indonesia, Malaysia,
Myanmar, Sri Lanka Bangladesh

Rice Japan, Korea Rep, Indonesia, Malaysia

Iran,Myanmar, Papua New
Guinea,Philippines, Sri Lanka

Source: Fertilizer use, production and trade in Asia: impact on crop production
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A BROADER PERSPECTIVE - SUB-SAHARAN AFRICA

The performance of the agricultural sector in sub-Saharan Africa has been
relatively poor for the past several decades. From the early 1960s to the late
1980s population growth was about 3% per annum whereas the growth in
agricultural production was only 2% per annum. Agricultural production per
caput therefore declined during this period so that the present food availability
of about 2000 calories per person per day is now 10% below the minimum
recommended daily requirement according to FAO-WHO standards. The World
Bank estimatesthat, given present growth trends, Africawill haveafood shortage
of at least 250 million tonnes of grain equivalent by 2020; moreover, the region
will not have the necessary foreign exchange to import such large amounts of
food or the required infrastructure of ports, roads, grain stores, distribution
networks etc to overcome the food shortage.

Larson and Frisfold (1996) discuss some of the necessary conditions that
will be required to achieve a sustained 4% growth in agricultural output. This
would be twice the rate of growth of the last three decades but essential if
general malnutrition and poverty are to be overcome. As in Asia, there are
essentially threeways: 1) expansion of the cultivated |and area (extensification);
2) switch to high value crop production or 3) increase yields per hectare
(intensification). The first method has already been widely used in Africa. In
many areas farmers still practice forms of shifting cultivation. It now appears
that for much of Africathistype of agriculture can no longer continue because
new lands available are far less productive and land frontiers are mostly closed.
AsinAsia, land scarcity isnow acommon factor and improvementsin agricultural
output will come only from intensification and/or the growing of higher value
crops. Asin Asia, thiswill mean the much wider and intensive use of fertilizers.

PROJECTED FERTILIZER REQUIREMENTS

Daberkow et al. (1999) projected the outlook for fertilizer consumption
requirements up to 2015 and 2030 in order to support FAQ's projections of
agricultural commodity production over the same period. The projection for
2015 showsthat maize, rice and wheat are the crops using the most fertilizer and
that total world consumptionislikely to grow from 134 million tonnesnutrientin
1995-97 to 152 million tonnes nutrient in 2015. | n absol ute terms, the major growth
regions are expected to be South and East Asia (added together +7.7 million t/a)
and Latin America (+3.3 million t/a). Relatively modest growth is projected for
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sub-Saharan Africa. The breakdown is as follows:

Table 5. Projected consumption of fertilizer to 2015

Fertilizer Use, million t. Change  Growth Rate
1995-97 2015 %
World Total 133.9 152.2 +18.3 0.9
East Asia 45.6 49.2 +3.6 0.5
East Europe 30 4.3 +1.3 2.5
Former Soviet Union 2.2 25 +0.3 10
Latin America 9.0 12.3 +3.3 21
Near East and North Africa 48 6.0 +1.2 15
North America 23.3 25.0 +1.7 0.5
Oceania 2.6 2.6
South Asia 18.1 22.2 +4.1 13
Sub-Saharan Africa 13 1.7 +0.4 20
West Europe 17.9 18.8 +0.9 0.3

Using a different methodology, the European Fertilizer Manufacturers’
Association, EFMA, expects that fertilizer consumption in West Europe will
decline until 2006 and will remain stable thereafter. Thedeclineisduelargely to
reforms in the European Union’s Common Agricultural Policy but also to
continuing improvementsin nutrient management (EFMA, 1999).

FACTORS WHICH AFFECT THE USE OF FERTILIZERS BY FARMERS

Availability

An obvious but necessary condition for farmers to use fertilizers is that they
should be readily avail able at the time when farmers want to buy and use them.
Many farmersin developing countries will buy fertilizer (and other inputs) only
if the shop or supply outlet is within easy walking distance (less than 2 km).

Many small farmers cannot afford to buy a 50 bag of fertilizer and soitis
desirablein areaswhere small farmers predominatethat fertilizers should be sold
in smaller quantities- 1, 2, 5and 10 kg.

Accessible markets for farmers’ produce

Inorder to pay for fertilizer, farmersmust al so have accessto marketsto sell their
produce. For example, in order to buy asmall bag of fertilizer, afarmer may need
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to sell one of his surplus chickens or a bag of rice. A major part of improving
accessis, of course, the provision of better roads, whichisnormally agovernment
responsihility.

Profitability

Farmers will use fertilizer only if it is profitable; the three most commonly used
measures of profitability are:

the crop/fertilizer price ratio which measures the amount of produce in
kilograms that is required to purchase one kilogram of fertilizer. Thisis
fundamental to providing the economic incentivesto farmersto usefertilizers
that relate to government action (See Box 4).

the value/cost ratio or VCR, which is calculated by dividing the value of the
yield increases due to fertilizer by the cost of the fertilizer used. Thisis an
indicator of farmers’ willingness to accept production risks.

the benefit/cost ratio or BCR whichiscalculated by dividing thevalue of the
yieldincrease by all the coststhat went into producing it (fertilizer applied +
cost of additional weeding + cost of high yielding seed + cost of collecting
the fertilizer from the store etc).

Box 4. The Philippines - crop prices and fertilizer demand

The main objective of the Government's Medium Term Agricultural Development Plan
(1993-1998) sought to optimize land use in agro-ecological zones according to the
specific natural resources available. To make land available for crop diversification
and production of high value crops for exports, the Plan required a reduction of about
50% in the areas currently planted with rice and maize. The Plan envisaged a concurrent
increase in productivity of the remaining areas, with paddy and maize output rising to
5 t/ha.

The economic analysis showed that over the period 1986 to 1995 the paddy/fertilizer
price ratio (the amount of paddy in kg required to buy 1 kg of urea fertilizer) varied
from 0.95 to 1.47. For maize, the ratio varied from 1.00 to 1.85. At the end of the study
period the paddy price had increased from Pesos 2.5 to Pesos 4.7 and the paddy/
fertilizer price ratio stood at 0.95; there was a modest paddy yield increase to 2.87 t/
ha in 1993.

The goal of producing 5 t/ha in 1998 could be achieved but only if paddy prices were
allowed to increase further to Pesos 8-12 per kg, equivalent to an increase in domestic
rice prices to Pesos 16-25 per kg. The increased paddy price would be adequate for
farmers to purchase the required amount of fertilizers to support the projected yield of
5 t/ha. The fertilizer cost involved represents some 7 % of the cash income that a
typical farm household spends on fertilizer purchases. Imports of rice were shown to
have a significant depressing effect on domestic prices and would have to be restrained
to 4-10% of the total rice supply to accomplish the projected paddy price increase.
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Experience suggeststhat for small-scal e farmers producing cerealsor other
food crops under irrigation, aVCR of 2 isgenerally satisfactory; where farmers
are operating under favourable rainfed conditions a VCR of about 2.5-3.0 is
required. In more drought-prone areas where the risk is much higher, aVCR of
over 3.0 may be necessary.

Farmers’ knowledge about the correct use of fertilizers

L ack of knowledgeiswidespread andisusually dueto poor coordination between
those working in research and those in the field working as extension officers.
L ocal researchwork isrequiredinto soil and crop conditions, balanced fertilization,
whether lime and micro-nutrients are required, the use of animal manure and
compost, the use of improved seed, better cultivation and harvesting techniques,
and the economics of fertilizer use. Extension workers must make use of
demonstrations, preferably on farmers' fields and keep up a constant flow of
information by farm visits and by the use of radio and television.

Lack of credit

Farmers often require credit at the beginning of the season to buy fertilizer and
other inputs. They usually obtain it from banks, through informal arrangements
with local tradersor through their membership of aco-operative. A crucial factor
fromthepolicy point of view isthat credit will only be provided if the agricultural
sector is profitable, otherwiseit will not be worth the risk.

FACTORS WHICH AFFECT THE DELIVERED COST OF FERTILIZER

Price paid for fertilizers

Although the crop price is the most important factor affecting the demand for
fertilizers, the price paid for fertilizers is also significant. Governments have a
major partto play inensuring that farmersreceivefertilizersat thelowest possible
cost commensurate with areliable and timely supply.

Cost delivered to port/border

In countries where fertilizers or raw materials are imported, the most significant
factor is the cost delivered to the port or border. Table 6, based on data from
Ethiopia, showsacost build-up for fertilizer wheretherearemajor internal transport
Ccosts.
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Table 6 Cost build-up of DAP in Ethiopia - 1996, US$/tonne

Delivered c.i.f., bagged and loaded, Assab 297.00
Bank charges 474
Clearing charges at the port 5.45
Transport from port to transit warehouse (TW) 42.00
Unloading and loading at TW 1.18
Re-bagging 0.06
Transport from TW to marketing centre (MC) 15.24
Unloading at MC 1.09
Incentive for marketing staff -
Storage 0.95
Spillage 0.76
Interest 4.74
Overheads 411
Wholesaler margin 6.32
Contingency -
Retailer margin 11.06
Total cost 394.88
Source: AISE

A very important item isevidently the cost of fertilizer delivered to the port

- the cost of the fertilizer fob, the cost of shipping, discharging, bagging and

loading to truck at the port of delivery. Thereisusually scopefor reducing costs

and government policy can help in numerous ways:

» astable exchange rate will stabilize import costs in local currency; also an
adeguate supply of foreign exchange will make it possible to import at the
right time to meet demand.

» import taxes, if necessary, should bekept to an absol ute minimum and applied
evenly to al imports, not just to fertilizers.

» port and agency charges should be kept under constant scrutiny and
compared with chargesin other, similar ports.

* inmost cases, asinglebuyer will obtainthe best price and achi eve economies
of scalein ocean freight, port warehousing, bagging and transport.

» donor financed fertilizer is almost invariably more expensive because of the
rules that have to be followed and the length of time taken. European
Development Fund procedures, for example, are extremely complex and
usually take at least 5 monthsto complete. Where donor funding isavailable,
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policy makers should make every effort to ensure that these are applied to
the general foreign exchange fund rather than being tied to a specific item
such asfertilizer to keep costs down.

» fertilizer companies producing for the domestic market already have an
immediate supply advantage due to their geographic position and the fact
that the brand name is usually well known. Unless there are compelling
strategic reasons, they should not be given any further advantages (for
example: extended tax holidays, thewriting-off of debts, cheap feedstock), in
order to foster competition with imports based on price and service to
customers.

Internal transport cost

The next most important cost item isthat of theinternal transport cost, made up
of labour costs; truck depreciation, maintenance and repair; insurance; fuel costs,
taxes and duties. In many cases, costs increase due to high taxes, duties levied
by the government itself and this may be an obvious area for policy action to
reduce costs.

Competition

Atthewholesaler/retailer level, policy should bedirected toinitiating or promoting
a competitive market situation so that, at a minimum, farmers have a choice of
two suppliers. While this may not always be possible in the outlying districts
wherethe market issmall and expensiveto service, the main market areas, closer
to the main towns, should provide good opportunities for competing suppliers
to operate. In countries where fertilizer continues to be distributed by a single
parastatal monopoly, it should be possible to open the market to private
distributors to provide competition and choice and lower costs.

In order to promote this level of competition, the Ministry of Agriculture
can provide a useful service by gathering and publishing reliable market prices
for agricultural commodities and livestock at various locations around the
country. Weekly prices of the main fertilizers and other inputs should also be
published. Thisinformation can becirculated by newdletter tofarmersand farmers
cooperatives and also by radio and television. In many countries there is a
regular early morning radio programme covering topical farmingissuesand giving
the latest market prices.
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PoLicy FOcus FOR A DYNAMIC FERTILIZER MARKET

Allocation of foreign exchange

In numerous countries but particularly thosein Africaand Latin America, foreign
exchange and debt crises reduced the amount of fertilizer available during the
1980s and 1990s. In 1987, for example, 20 out of 40 countriesin Africawere only
able to use donor-assisted fertilizer. For some countries, the lack of foreign
exchange also made it difficult to operate domestic fertilizer manufacturing
capacity because of lack of raw materials and spare parts.

It is essential, therefore, that sufficient foreign exchange is alocated and
that thisis provided on time and in sufficient quantities so that farmers get the
fertilizer that they need and local manufacturers operate efficiently. Foreign
exchange allocated to the fertilizer sector can result later inthe saving of foreign
exchange by reducing food imports and the earning of foreign exchange from
food exports.

Rapid inflation leading to devaluation

Rapid inflation normally indicates that the government’s budget is in severe
deficit and the government is overspending. Although the government may try
to hold theexchangeratefor aslong as possible, deval uationisalmost inevitable
with devastating effects on the cost of imported goods such asfertilizers. Where
rapid inflation is underway the government must give top priority to stabilizing
the situation by reducing its expenditure and/or raising taxes and tightening
monetary policy.

If devaluation occurs and domestic fertilizer pricesincrease, compensating
increasesin crop pricesand the provision of additional credit must beallowed or
the fertilizer market will collapse.

Import restrictions

Import restrictions have often been applied to protect infant industries but the
result hasfrequently been to eliminate competition and permit grossinefficiency.
In some cases, domestic state-owned fertilizer industries were protected in this
way with annual trading deficits usually written off by the government at vast
cost to the budget.

Studies have shown that tariffsrather than quotas are much more efficient
in promoting industrialization. However, where industries are given protection
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they should be kept under close scrutiny and the protection should begradually
reduced so that growing import pressure keeps up a momentum for efficiency
and cost saving.

Subsidy policy

Many devel oping countrieshave used fertilizer and other subsidiesto encourage
the use of fertilizer and to offset the effects of low crop prices, often set by the
government or the crop-purchasing parastatal. In a survey of 38 developing
countries, FAO found that 68% of them used fertilizer subsidies.

Although subsidies can be auseful policy tool during the introduction of
fertilizers to the market, the danger is that they become entrenched. Subsidies
are difficult to phase out at a later stage when they are no longer required.
Continuing with subsidies beyond the introductory phase encourages the
wasteful use of fertilizers and it means that the bigger, wealthier farmers reap
most of the benefits.

Experiencein Bangladesh showsthat awell managed phasing out of fertilizer
subsidies can be achieved without causing a major setback to fertilizer
consumption. The key is to synchronize the subsidy removal with the
devel opment of a competitive market, which promotesincreased efficiency and
lower costs. Another consideration isto phasethe policy change at the beginning
of ageneral downturn in the international fertilizer prices.

The importance of improving farmers’ crop prices in stimulating fertilizer
use and higher yield per hectare (rather than the possible alternative policy
options such as subsidizing fertilizer) is supported by recent research in Greece
by Mergos and Stoforos (1997) who estimated the demand function for fertilizer.
Significant variables were the price of fertilizers, the price of labour, the price of
other inputs, theprice of cropsand livestock productsand theamount of irrigated
land. The most significant factors were the price of fertilizers, the price of crops
and theamount of irrigated land. It was highly significant, however, that change
in the crop price had afar greater impact than changes in the fertilizer price. In
other words, a1% increasein the price of the crop will befar more effective than
al%reductioninthepriceof fertilizer - in Greece about 35% more effective both
in the short- and long-term.

Fluctuating world fertilizer prices

There is no effective way of isolating an individual country from the inevitable
fluctuations in the international fertilizer market. However, government policy
can help to minimize any consequent problems. The timely provision of foreign
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exchange will help importersto buy at the most opportune moment and realistic
market pricing. The absence of pan-territorial or pan-seasonal pricing will give
traders and deal ersthe incentive to build adequate storage and strategic stocks
at up-country locations.

From timeto time, the government may need to consider carefully targeted
subsidies. For example, to outlying high cost areas or for subsistence farmers,
particularly if a shortage of fertilizer is likely to lead to real hardship or to the
even greater expense of importing and transporting emergency food suppliesto
isolated areas.

Market friendly and market sensitive pricing policies

Policy decisions need to reinforce the market rather than undermineit. A market
priceisanindicator of the balance between supply and demand. Suppressing a
high price does not remove, it merely blunts the market mechanism so that the
problem (for example, inadequate food production leading to high food prices) is
made worse.

Reduce the amount of bureaucracy and discretionary controls

Myrdal (1972) argued the need to reduce the amount of positive discretionary
control and bureaucracy. Classic examples are the issuing of import licenses,
licensesfor new buildingsor achangein location, endlessgovernment directives
toindustrial enterprises, powers given to tariff commissions to fix the prices of
protected industriesand limit profits. Theresult of al thesediscretionary powers
isthat virtually few business decisions can be taken before obtaining permission
from the relevant administrative authority and there is always the risk of
government disapproval. This, of course, stifles any active entrepreneurship
except by those businessmen who are well connected or who know their way
round the system. Asthe controls multiply, so doesthe need to supervisethose
officials who administer them and in turn to supervise the supervisors.

Areas for government support

The main areas for active government support and expenditure are:

« inencouraging and extending prudent banking servicesto rural areas;

« the development of an improved infrastructure - mainly roads,
telecommunications and el ectricity;

« agricultural research, particularly into new, more productive seed varieties
and more productive cultivation practices given local conditions;

« institutional support by introducing and enforcing a farmer-friendly legal
framework. A specificlegal framework isalso required for thefertilizer sector.
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Chapter 4
The international fertilizer industry

Thischapter looks at factors that affect the location of production capacity and
also recent changes in capacity for urea, diammonium phosphate (DAP) and
potash.

Themain factorsthat determine and will continueto determinethelocation
of fertilizer production are: the location of raw materials, the location of demand
and the economics of fertilizer production. Each of these is affected to an
increasing extent also by environmental concerns.

THE LOCATION OF RAW MATERIALS

The main fertilizer raw materials are hydrocarbons for energy and ammonia
feedstock (today mostly natural gas), phosphate rock, sulphur and potassium
salts.

Natural gas

Natural gas is generally viewed as the cleanest of fossil fuels - practically
sulphur-free and with less nitrogen oxide and carbon dioxide emissions than
both coal and oil per unit of energy produced. Stricter environmental regulations
make natural gasin general theindustrial fuel of choice.

World energy consumption seems certain to expand rapidly with the
projected growth of the world economy; and thisis especially true in the most
populous, industrializing parts of the devel oping countries, for examplein China,
India, South-East Asiaand much of Latin America- precisely those areaswhere
fertilizer use is also expected to grow fastest. In numerous countries where
ammonia producers have hitherto enjoyed cheap gas, this is causing new
competition between the various gas users.
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Many of the largest recent discoveries have been in remote areas such as
Siberia, the Arctic and offshore, where operating conditions are difficult or where
the distance to marketsis great.

In 1997, proven reserves were estimated at nearly 150 trillion (thousand
million) cubic meters (M 2), or roughly 59 years of production at present rates. In
1980, the corresponding figureswere 77 trillion M 2 and 44 yearsi.e. astime has
passed the proven reserves haveincreased despite theincreasing consumption.
Ultimate resources are thought to be roughly three times higher than reserves
and rising. Most of the newly discovered gas is in the Former Soviet Union
(FSU) and the Middle East, which together account for 70% of reserves.

Consequently, thoughinternational gas pricesmay rise, numerouscountries,
particularly in the Middle East, will still have an abundance of low-cost gas,
much of it associated with their oil production. Some of thisgaswill be supplied
directly to developing countries, either through pipelines or asliquefied natural
gas.

In Latin America, the countries bordering the Caribbean, Mexico and
Venezuelaand to alesser extent Trinidad have substantial reserves. The cost of
gasfor fertilizer production isalso relatively low in Indonesiaand Malaysia.

In sub-Saharan Africa, Nigeria has the largest oil and gas reserves, the
tenth largest gas reservesin the world, much of it associated with the oil fields.
Thereisan US$ 8.5bn programme of projectsto extend devel opment of Nigeria's
gas reserves and end the wasteful and environmentally undesirable flaring of
associated gas from oil fields. Once the investment programme is compl ete, by
2008, some 75% of Nigeria s gaswill be utilized. Although it has taken 30 years
to come to fruition, development of the Nigeria Liquefied Natural Gas (NLNG)
export complex is now progressing rapidly, the first train coming on-stream in
1999.

The entire world fertilizer industry uses less than 2% of world energy
consumption and this is overwhelmingly concentrated in the production of
ammonia. Globally the ammonia industry used 5% to 6% of natural gas
consumption in the mid-1990s. Consequently, it has little or no influence on
world energy prices and only rarely on local energy prices.

Phosphate rock

Almost all phosphatefertilizersare derived from phosphaterock. The* reserves’
of phosphate rock i.e. deposits which are or could be profitably mined under
prevailing costs, market prices and technology are rather limited. However, the
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“resources’ which are at present not economically exploitable, but which could
potentially become so, are much larger.

In 1998, the US Geological Survey estimated that world phosphate rock
reserves amount to about 11 billion tonnes, with alarger reserve base of about
33 hillion tonnes. These reserves are concentrated in Morocco.

At the present rate of mining, world phosphate reserves should last for
about 80 years. Thisisbased on aproduction cost of US$ 36 or |ess per tonne.
At aproduction cost of up to US$ 90 per tonne the “reserve base” is sufficient
for about 240 years consumption. As the need arises, a doubling or trebling of
the present real price of phosphate would produce a very large increase in the
economic reserves of numerous countries. However, the reserves and reserve
base of Morocco at current rates of mining are sufficient for 280 and 1000 years
respectively, whereas the figures for the rest of the world are only 45 and 100
years.

Potash

Potassium salts occur as underground deposits or in salt lakes. Commercially
economic sources are less widely distributed than in the case of phosphate.
North America, largely Canadaand theformer Soviet Union presently have 85%
of known economic reserves and a similar share of the reserve base. Although
potash, like phosphate, is a non-renewable resource, the known reserves and
resources are much larger than for phosphate. Nevertheless, over the next 50
years, some potash producers will be obliged to mine lower grade ores, deeper
layers or more distant regions.

Sulphur

Whereas phosphate and potash are used overwhelmingly as fertilizers, about
half the world’ s sulphur production is used for fertilizers, the other half in other
industries. Sulphur isanecessary plant nutrient but most sulphur isusedinthe
fertilizer industry in the form of sulfuric acid to solubilize phosphate rock in the
production of phosphatefertilizers. In 1996, 67% of world sul phur was produced
aselemental sulphur. Sulphur produced from mineral pyritesaccounted for about
15%, the remaining 18% coming from various other sources. About 85% of the
elemental sulphur was recovered from hydrocarbon sources as a
non-discretionary by-product from petroleum refining, natural gas processing
and other processes, and only 15% is mined. Aslong as the non-discretionary
production of sulphur continues to increase, it is unlikely that there will be a
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world shortage of this element. Some producers have access to by-product
sulphuric acid at avery economic cost.

Phosphoric acid is produced from phosphate rock and sulphur. Nearly a
ton of sulphur is required for each ton of P,O, produced. Hence the price of
sulphur is an important constituent of the cost of producing phosphoric acid.

THE LOCATION OF DEMAND

At present, South and East Asia account for 48% of the world’s fertilizer
consumption, North and South Americatogether for 25%, Europe and the Former
Soviet Union for 18%, the Middle East for 5% and Africaand Oceaniafor about
2% each.

Developed countries

In 1960, Europe, the USSR, North America, Oceania, South Africa and Japan,
accounted for 88 % of theworld fertilizer consumption. By 1999 their share had
fallen to 39%, although of amuch larger total.

From 1980 to 1989 fertilizer consumption in the devel oped countriestended
to stabilize. Population growth had leveled of f, almost everyone was adequately
fed and world agricultural exports had stagnated due to economic problemsin
theimporting countries. Then, between 1989 and 1994, fertilizer consumptionin
developed countries fell from around 84 million tonnes nutrient to 52 million
tonnes nutrient. In East Europe and the FSU, consumption fell by 70%.
Consumption also fell in West Europe, although to a much lesser extent.
Phosphate and potash consumption was affected more seriously than nitrogen.

Developing countries

In 1999, fertilizer consumption in the developing countries amounts to some 83
million tonnes nutrient or 61% of the world total, compared with 12% in 1960.
The increase is particularly strong in the case of nitrogen. In 1991, fertilizer
consumption in developing countries for the first time exceeded that of the
developed countries.

Outlook

Between 1998/99 and 2003/04 fertilizer consumption is forecast to increase at a
rate of 2.4% per annum, rising from 136 to 152 million tonnestotal nutrient. 31%
of theincreaseis expected to bein East Asia, mostly China, 22% in South Asia,
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mostly Indiaand 15% in Latin America. An increase of 11% is expected in East
Europe and the FSU but thismostly representsarecovery, with levelsremaining
well below those of 1990. A gradual decline of fertilizer consumption isexpected
in West Europe and Japan. The forecasts assume a relatively stable global
economy; inthe past, major, unpredictabl e shocksto the global economic system
have had an important impact on fertilizer demand.

EconoMICS OF FERTILIZER PRODUCTION

The profitability of the fertilizer industry depends on a combination of
circumstances, all of which can vary considerably both in time and place: the
cost of investment, the cost of energy and raw materials, the cost of transportation,
marketing and distribution, and the selling price of the products.

The cost of investment in a modern, large-scale primary fertilizer complex
runsinto hundreds of millionsof dollars. Moreover, thiscost variessignificantly
from site to site. For the same type and size of plant, the cost at a remote,
undeveloped site in a developing country could be double that at a devel oped
sitein an industrialized country. It can also vary considerably according to the
chosen process and the workloads of contractors and equipment vendors. In
the case of ammonia, the choice of feedstock is also critical. For example, if, for
reasons of availability, coal ischosen, the plant investment cost could easily be
twice the cost of asimilar plant based on natural gas.

Thesize of the plant hasan important influence. For example, inthe USA in
1998 the production cost of ammoniaamounted to US$ 119 per ton in plantswith
acapacity of under 1000 tons per day, US$ 96 for plants with capacities higher
than thisfigure. Inthe case of phosphoric acid, the production cost anounted to
USS$ 238 per ton for plants with a capacity of under 1200 tons per day per day,
US$ 185 for plantshigher than thisfigure. In most other countriesthedifferential
would probably be higher than this. Economies of scale in distribution and
marketing al so increase the advantage to producers with large capacity plants.

Also, the cost of infrastructure such as roads, port facilities, rail access,
housing, social servicesand local industriesto supply equipment and services
isamajor cost factor. However, since this infrastructure often serves not only
the fertilizer plant but also the development of the whole local economy, some
sharing of the cost with the government isinevitable and usually justified.

The lack of local experience, skills and facilities in many of the less
industrialized countries also tends to make plant construction inherently more
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costly. For similar reasons, plants in such countries sometimes fail to achieve
consistently high operating rates, which are all the more important when the
capital investment iscomparatively large. Low operating rates can haveadrastic
effect on profitability.

Thissaid, numerous devel oping countriesnow havelarge, long established
fertilizer industries at sites with developed infrastructures and some have the
advantage of very low energy and raw materials costs, abundant reserves and
proximity to growing markets. Asinvestment costs at such locations approach
those in developed countries, they are likely to capture the bulk of future
investment in the industry.

Approximately 99% of theglobal nitrogen supply isproduced fromammonia
and the cost of feedstock accounts for two thirds to three-quarters of the total
cash cost of producing ammonia. Thefeedstock element al so accountsfor more
than 80% of all input costs for urea production. Because the European and
North American fertilizer industries face heavy competition for natural gas and
have relatively high natural gas costs, they have been forced to import large
amounts of ammonia from low-cost producers rather than to invest in new or
replacement ammonia production.

In some developing countries, the use of gas for ammonia production
accountsfor alarge proportion of national gasconsumption. InIndia, for example,
thisproportionisroughly 40% compared with the global average of 5% to 6% of
thetotal gasdemand. Consequently, wherefertilizer producers must compete for
gason equal termswith energy suppliers, it isthe balance of supply and demand
in the energy market, which governs the price of their gas, unless they receive
preferential treatment. Inthe present economic climate, preferential treatment for
fertilizer producers may be harder to acquire or maintain.

At present, the price of gasto fertilizer producersvariesvery considerably
fromregion to region and from country to country. Inlocationsremotefromlarge
energy markets, the use of gas for petrochemical feedstock - essentially for
either ammoniaor methanol production - has often been seen asthemost practical,
reliable or economic way of developing and adding value to gas resources. In
such cases, gas has been provided to ammonia producers at very low prices.
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FERTILIZER PRICES

At the beginning of the 1980s, pricesfor phosphoric acid and DAPwererel atively
high and this encouraged an expansion in capacity. World phosphoric acid
capacity increased between 1980 and 1985 from 28 to 35 million tonnes P,0O..
Demand was insufficient to absorb the increased production potential and
financial returnsin the phosphate industry were low or even negative.

Then the global phosphoric acid capacity scarcely changed between 1985
and 1995. The financial results of the phosphate fertilizer industry improved in
the mid-1990s and more money became availablefor maintenance, improvements
and debottlenecking. A significant number of projects materialized in both
exporting and importing countries.

Asregardsurea, in 1986 and 1987, ureapriceswereat very low levels; then
ureapricesgradually increased to apeak in 1991. A significant short-term factor
impacting the 1991 urea pricewasthe Gulf war when exports coming from Kuwait,
Iraq and other Middle East countries decreased and energy prices increased.
Therecovery was short-lived and urea prices dropped by about athird between
1991 and 1993. Following the political changes around 1990, fertilizer demand
had collapsed in the countries of East Europe and the FSU. Fertilizer production
aso fell but to a lesser extent. The disruption of domestic markets diverted
fertilizer supplies from domestic markets to export markets. The devaluation of
currencies in these countries also encouraged relatively more exports to the
global markets.

In China, nitrogen production increased from 17 Mt N in 1994 to almost
22 Mtin 1998, dueto asubstantial increasein new capacity and higher production
from existing plants. The increase in supply greatly exceeded the increase in
demand and China virtually ceased urea imports as from mid-1997. Indian
production capacity for ureaincreased by 1.5 Mt N between 1995 and 1998 and
was ableto reduce imports substantially in 1998. These devel opments together
with the commissioning of new export capacitiesin other countries, resulted in
surplussuppliesand low prices. Thisaffected all sectorsof thenitrogenindustry,
including ammonia exported as such and ammonium nitrate.

The world urea price, which had increased from US$ 150 per tonnein 1994
to over US$ 200 per tonnein 1995 and 1996, boosted by thelow level of investment
in new capacity in the preceding years and by a substantial increase in world
grain prices, fell to US$ 99 in 1998 and there was afurther fall in 1999.
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Of the three main fertilizer nutrients, potash prices have been relatively
stable over the last 20 years but on aslightly rising trend.

THE LOCATION OF PRODUCTION

Nitrogen

Up to the 1960s, the development of the nitrogen industry took place in West
Europe, North Americaand Japan. Inthelate 1970sand early 1980s, rising energy
costsin the industrialized market economies, lack of demand and low - or even
negative- capital returns combined to cause the shut-down of millionsof tonnes
of ammonia and nitrogen fertilizer capacity. In the 1970's and early 1980's, the
construction of new plants shifted to the gas-rich countries of the Caribbean
and Near East and al so to some large consuming countries such as China, India,
Indonesiaand Pakistan. Two thirds of the ureacapacity growthinthe 1980swas
in Asia, where capacity increased from 33 to 51 million tonnes N. India, China
and Indonesiaaccounted for most of theincrease. West Europe’ ssharefell from
20% in 1980 to the 11% in 1996.

World ammonia capacity grew from 119 million tonnesin 1980 to a peak of
141 million tonnes in 1989. Virtualy all the growth in capacity occurred in the
FSU and Asia. Between 1989 and 1995 capacity remained relatively flat, with
increases in Asia being offset by closures in Europe and the FSU. Improved
financial resultsbetween 1994 and 1997 and avery tight ammoniasupply inearly
1995, caused many producersof ammoniaand nitrogenousfertilizerstoimplement
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or consider projects for debottlenecking of existing capacity or building of new
plants. The new projects were located in both key exporting regions and key
consuming and importing regions.

Ammonia plants are often, although not necessarily, associated with urea
plants, thus utilizing the by-product CO, resulting from the production of ammonia.
Henceanincreasein ureaproduction capacity has accompanied that of ammonia.

Extremely populous countries such as China and India evidently have
wished to retain control over production of this product which is essential for
their food supplies.

Table 7. Ammonia capacities

Region Ammonia ('000 MT N)

1985 1990 1995 2000
West Europe 14 274 13 756 11 078 11 308
East Europe 11 099 9474 7727 7871
FSuU n.a. 22 114 20 792 19 238
North America 16 794 16 079 16 183 19 448
Latin America 5833 5988 5415 8548
Africa 1437 1752 1976 1882
Near East 4952 6 769 7 199 8824
South Asia 8704 10 405 12 979 15812
East Asia 21872 27 002 30730 33774
Phosphate

Over the past two decades there has been a trend towards the processing of
phosphate rock in countries with substantial natural resources of this material,
especialy in North Africaand the USA, but also in the Near East and South and
West Africa. Integrated phosphate mining and processing offer significant
technical and economic advantages, quite apart from the obvious economy in
shipping high value, highly concentrated fertilizers, compared with phosphate
rock. There have been numerous plant closuresin West Europe where phosphoric
acid production capacity and output havefallen by 60% since 1980, for economic
and environmental reasons.

In 1968, 52% of world phosphoric acid production was located in North
America, 26% inWest Europe, 7%inthe USSR and 6% in Japani.e. they accounted
for 91% of total world production. By 1998, 83% of the capacity was located in
regions with phosphate rock resources.
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Table 8. Phosphoric acid capacities

Region Phosphoric aid (‘000 MT P,0O,)

1985 1990 1995 2000
West Europe 4257 3386 1877 1797
East Europe 2045 2048 1781 1725
FSU 5975 5941 6 306 6 198
North America 12 170 11 677 11 945 12 757
Latin America 1339 1772 1593 1958
Africa 4244 5355 5 446 6 363
Near East 2213 2255 2122 2743
South Asia 726 553 773 1836
East Asia 1063 1357 2 130 3700

During the past thirty years, in general theincrement in the consumption of
phosphate fertilizers has been supplied by fertilizers based on phosphoric acid.
The following table demonstrates the fall of capacities in West Europe, for
economic and environmental reasons, the substantial increasein Africaand the
Near East, with their reserves of phosphaterock, but also the current substantial
increase in South Asia, despite very limited domestic supplies of rock. Thereis
also asubstantial increasein China, which has phosphate rock resourcesalthough
they arerather inconveniently located in relation to the main consumption areas.

Potash

Potash is produced where the ores are located and thus, like phosphate rock,
potash productionishighly concentrated in afew countries. A large proportion
of mined potash enters international trade. About 70% of world deliveries are
exported as such and a further 10-12% is exported in multi-nutrient fertilizers.
Canada and the FSU account for two thirds of world exports.

CoNcCLUSION

Shortages of fertilizers on the world market have never lasted for very long, but
short-term price increases have often encouraged over-investment in new
capacity. The phosphatefertilizer industry took two decadesto recover from the
investment resulting from big pricerise inthe mid-1970s. A surgein investment
in nitrogen facilitiesfollowing the priceincrease in the mid-1990s could result in
the closure of substantial nitrogen capacity, perhaps but not necessarily of less



Fertilizer strategies 39

efficient plants and less efficient products (such as ammonium bicarbonate in
China).
Globally, fertilizer demand continues to increase and there will be a

continuing need to replace or re-vamp older plants. The following factors seem
to be conducive to profitable investment in the basic raw materials and

intermediates for fertilizer production:
¢ amplesupplies of the basic raw materials;

¢ alarge and growing domestic market;

* investment inlarge scale plants.

Additional value can be added to the basic materials by the supply of customer
services and the devel opment of improved products.
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Chapter 5
Purchasing and supply -
the strategic issues

IMPORTING VERSUS MANUFACTURING

For countries at the early stages of fertilizer market development, importing the
total requirement isusually the only viable option and there may be no medium-

term alternative if there are no suitable raw materials. However, importing is

expensive in terms of foreign exchange and this can become acute when
international fertilizer prices are high. Total reliance on imports aso has the
disadvantage that domestic fertilizer priceswill tend to be fully harmonized with
international market prices; domestic supplieswill also beentirely dependent on
the smooth running of the purchasing and supply chain fromtheforeign supplier
to the importer’ s main warehouse and any unexpected hold-up could cause a
local shortage and at alater stage alower harvest and lower food security. This

problem is clearly worse for land-locked countries than for those on the coast
with good ports and good infrastructure.

For many countries, therefore, fertilizer isoften considered to be astrategic
commodity and the questionto belooked into isthemix of domestic manufacture
and/or imports providing the basisfor some security of supply. Again, for those
countries with no suitable raw materials the answer is easy although the
government should always ensure that comprehensive raw material surveysare
carried out and that these are regularly reviewed in the light of new technical
developments. Countries in this position should also keep their stock holding
policy under constant review. For those countries that do have raw materials,
the question becomes mainly technical and economic.

Over the years, many developing countries have promoted their own
domestic fertilizer capacity and, besidesthe need for security of supply, various
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other arguments have been used particularly when economics are unclear:
« todevelop thefertilizer industry as ameansto industrialization;

» tosaveforeign exchange by import substitution;

« toearn foreign exchange from exports.

In many caseswhere the economicjustification wasweak or project management
and subsequent plant operation was poor, projects have proved to be very
costly and aheavy drain on the government’ s budget.

Box 5. Expensive fertilizer projects

» A phosphate fertilizer project in SouthEast Asia which originally cost
US$ 120 million but now has an accumulated debt of US$ 833 million.

* Anammonia/urea project in West Africa where construction costs were
at least twice the original estimate and where subsequent operating
rates have been poor.

« An ammonia/urea plant recently built in SouthEast Asia which suffered
regular feedstock interruptions and unscheduled shutdowns. After 5
years of operation the total losses are US$ 110 million.

« A nitrogen fertilizer plant in southern Africa which only produces
intermittently and was recently saved from closure by the injection of
additional funding from the government.

« plants in a number of countries in Latin America that regularly operate
well below design capacity and therefore at high cost per tonne.

There are also numerous fertilizer factories in East Europe and the FSU
which were built under central planning and which are now so inefficient and
rundown that many will not survivein acompetitive market environment without
massive government support. For many the only future is eventual closure or,
for those plants where there is an economic case, atotal re-vamp.

China and India have placed a very high premium on self-sufficiency and
have built up massive fertilizer industries based on relatively high cost raw
materials. The cost to the government’s budget over the years has been very
high. Both countries are also very large importers of fertilizers and changesin
their purchasing from one year to the next have an immediate impact on
international prices.
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STRATEGIES FOR SUCCESSFUL PROJECTS

Inthe new economic climate, fertilizer projects can be successful only when they
arebased on low cost domestic raw materialsavailablein substantial quantities.
Where the project is dedicated to exportsor it is planned to export a substantial
part of the output, the gas feedstock price will need to bein the region of US$ 1
per million BTUs or lower.

Box 6. Cost of an ammonia/urea project, Bangladesh

Feedstock Requirement
Natural gas: about 62 million cu feet/day

Installed Capacity

Ammonia: 1,500 t/d (500 t/d for export)

Granular Urea: 1,725 t/d (mostly for export)
Financing

Export credit - Japan US$ 173 million

Export credit - Italy US$ 33 million

Commonwealth Dev Corp US$ 22 million

Contractor’s Loan US$ 50 million

Commercial syndicated loan US$ 100 million

Equity US$ 130 million

Total US$ 508 million
Jetties and Storage

Ammonia loading jetty 20,000 DWT

Urea loading jetty 20,000 DWT

Ammonia storage (refrigerated) 20,000 tonnes

Urea storage 80,000 tonnes

Finished Products Loading Rates

Ammonia 250-500 t/h
Bagged urea 120 th
Bulk urea 500 t/h

Source: Karnaphuli Fertilizer Company Limited, 1994

There are normally three study phases for projects:
» the pre-feasibility study takes an overview of the potential market, the
availability of raw materials, technical feasibility and cost of production.
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« the detailed feasibility study usually looks at the market in much greater
detail but primarily focuses on the technical detail and the total cost of the
project including the cost and technical aspectsof any additional infrastruc-
ture required.

« thefinal (“bankable") feasibility study often hasthe mass of technical detail
in (a) separate volume(s) with the main report focusing on the financial as-
pects. Thisreport must be suitablefor submission to banksand other potential

investors.
Box 7. Phosphate project at Yichang, China - feasibility study
Feedstock
Phosphate rock: local deposit has proven reserves of 90
million tonnes which is sufficient for about 25
years operation.
Run-of-mine grade is 23% P,O, which can
be beneficiated to 30% P,O,.
Planned mine capacity: 2.5 million t/a of
beneficiated rock.
Sulphur: 210 000 t/a to be imported. New sulfuric acid
plant to be built
Ammonia: to be purchased.
Plant Capacity (phase 1)
Diammonium
phosphate (DAP): 500 000 t/a
Phosphoric acid: 230 000 t/a P,0,
Sulfuric acid: 650 000 t/a 100% H,SO,
Total Project Cost
Phase 1: US$ 360 million

In order to create the right climate, government policy should:
» helpinidentifying possible fertilizer resources,
« give positive encouragement to private sector development,
» keep planning restrictions to a minimum commensurate with protecting the
employees and the environment,
« consider providing some basic infrastructure,
« develop areasonabl e taxation/royalty policy that isfair to theinvestors.

In al but the most minor projects, the government will need the advice of a
specialist in order to be as well briefed on the project as the investors.



Fertilizer strategies 45

Box 8. Private sector development in Thailand

The private sector developers of a proposed potash mine are required to
obtain

e a Special Prospecting Licence covering the likely mine site;

» a Mining Licence which permits and controls the amount of ore to be
mined;

e an Environmental Licence which controls the disposal of effluent and
other pollutants from the mine site and provides stringent water quality
and emission standards;

¢ a Board of Investment Certificate which gives them an 8 year tax reduction
and other incentives in order to get the project underway.

At each stage the developers are required to submit detailed plans and
proposals which must be reviewed by well informed government staff. The
reasons for acceptance or refusal must be clear and logical and subject to
a legal process of review.

An alternativeto building domestic capacity which somecountriesin Asia,
e.g. India, Pakistan, Malaysia are actively supporting, is joint-venture projects
in countries that are rich in low-cost raw materials, particularly phosphate rock
and/or natural gas. This helpsto provide adedicated market for the project and
also gives the importing country some control over its fertilizer supply. Other
joint ventures are underway in Jordan, south-east China, Viet Nam, Venezuela,
Sri Lankaand Thailand.

REHABILITATION OF EXISTING CAPACITY

Numerous studies are currently underway, particularly in East Europe and the
FSU, tolook at the possibility of rehabilitating existing capacity. But rehabilitation
isreally no different to building anew plant from scratch except that some of the
infrastructure is already available and the total cost may be lower. Aswith any
new investment, essentially the same criteria must apply.

Any savings in foreign exchange expected through operating the plant
must be weighed against foreign exchange costsin actually rebuilding the plant,
particularly if the country concerned has no plant construction capacity of its
own. Note that in the case of both China and India, domestic constructors can
build most new plant and equipment and only the very largest reaction vessels
and compressors may have to be imported.
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PRIVATIZATION OF PRODUCTION CAPACITY

Inareview of privatization it appeared that some 75 000 state-owned companies
have been privatized in over 100 countries (Nellis, 1999). Privatization leads to
improved performance in all industrialized and middle-income countries. There
isalsoincreasing evidencethat privatization yields major benefitsinlow-income
countries but usually after a slow start. Recent successful fertilizer industry
privatisations include those in Trinidad, Mexico, Brazil, Chile, Egypt and India
and numerousother privatization proposal sareunder consideration. Theincrease
in the number of joint-venture projects with up to 50% of the shares owned by
private sector partnersisbeneficial; they al so contribute management, technical
and marketing expertise.

For the countriesintransition most of the positive resultsfrom privatization
come from countries in East Europe and the Baltic States. So far the evidence
from FSU countries is less encouraging and privatization is usually only
successful when firmsaresoldto foreigninvestorsor wherethereisasubstantial
foreigninvestor component. Box 9 illustratesan example of some of theproblems
encountered .

The countriesthat have run into major difficultiesarethose that have weak
administrative skills and where the institutional structure isstill not favourable
to private enterprise.
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Box 9. Privatization in some countries in transition

The Russian Federation

The mass privatization programme of 1992-94 transferred ownership of
more than 15 000 firms by distributing free vouchers. The “insiders” -
managers and workers combined - eventually gained control of, on
average, two thirds of the shares of the privatized firms and very little
actually changed because:

« the “insiders” deeply distrusted outside ownership and the loss of control
that this might entail;

« thefinancial and physical conditions of many firms were unattractive so
that outside investors were not keen to buy shares;

« there was no real definition of property rights and no really effective way
of trading in the shares now acquired, discouraging outsiders;

« the government failed to put in place supporting policies such as non-
inflationary budgets; reasonable but compulsory taxes; and services
and mechanisms to encourage new business entrants.

The Czech Republic
The privatization programme consisted of:

« voucher schemes for all citizens who usually exchanged their free shares
for shares in the big investment funds which ended up in control of
many of the privatized firms;

e many of the larger investment funds were actually owned by state-
owned banks, thus little change.

Romania

» Although the two most attractive factories have been privatized in 1998/
99, other factories have problems:

— location of factories not convenient;
— low ammonia and urea prices;
— supply and prices of gas feedstock.







Fertilizer strategies 49

Chapter 6
Marketing and credit

The marketing function has two essential parts:

- efficient distribution so asto ensure that the right products are available to
the farmer at the right time and at the optimum price, consistent with the
provision of areliable service;

» activemarketing whichisacontinuous processwhereby thedistributorsare
constantly looking for new ways to increase sales of fertilizer to benefit not
only themselves but also the farmers.

While physical distribution is relatively easy to organize, particularly under a
government-controlled system, genuine marketing ismore elusive and practical
experiencesuggeststhat it can only occur when thereisan element of competition
and choice.

Access to credit is important for the farmer because of the long waiting
period between the time when inputs, such as fertilizer, are purchased and the
timewhen the harvested cropisfinally sold. Financeisalso required by fertilizer
distributors to enable them to hold sufficient stocks to meet seasonal demand.
Finally, to ensurethat farmersare promptly paid for their produce, adegquate crop
purchase finance for all produce marketing agenciesis also necessary.

The establishment of effective fertilizer marketing and credit systems to
meet farmers’ requirements, to ensure the promotion of efficient fertilizer useand
to meet national goals of food self-sufficiency and export growth raises many
important policy issues.
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Marketing and credit

Box 10. Advantages and disadvantages of marketing channels and systems

Advantages

Disadvantages

National interest paramount
Unprofitable and/or areas at

Can be high cost and inefficient
Lack of performance incentives

and raise efficiency
Tend to avoid remote areas with
low immediate potential

Pl introductory stage can be catered |Tend to survive after original
for objective has been met
\Very responsive to price signals  JUnwilling to take a long-term view,
and therefore helps to balance particularly when interest rates are
supply and demand high.

Private Constantly seek to reduce costs

Co-operative

Interests of members paramount
Can provide extended retail
network and other services
Staff motivated to provide fair
dealing

Tend to have higher costs
Can become inefficient and/or

provide poor quality services.
Management may be inadequate
in various ways

Competitive

New entrants provide choice
Greater flexibility and relatively
fast reaction to changing market
conditions

Cost-efficient distribution
System promotes maximum
marketing effort and new
distribution methods

Prices may vary considerably from
one part of the country to another
due to different costs

Tendency to cover profitable
market areas only

Quantity discounts for bigger,
commercial farms or larger co-
operatives only

\Weak competition or shortages
may lead to price gouging and/or
product adulteration

Administered

\Wider market coverage

Easier to administer subsidy
and/or price control programme
May reduce or prevent unfair
competitive practices

May reduce marketing effort by
favouring certain channels
New entrants discouraged
Often less efficient because of
controls

State
monopoly

Maximises government control
Ensures similar service to all
regions

May reduce or prevent unfair
practices

Centralised quality control

No choice particularly when
service is poor

Rigid and slow reaction to market
changes

Often inefficient because of the
layers of bureaucracy and lack of
incentives

Unrecovered costs increase

government's budget deficit
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MARKETING SYSTEMS POLICY

In general, existing fertilizer marketing systems can be categorized into three
classes:

« the competitive system;

» theadministered (or controlled) system; and

« the state monopoly system.

Themain differences between thesethree categoriesliein the degree of influence
of government policies on the system’s functioning, the extent of the
government’s own involvement in actual marketing operations through its
ministries, parastatal s, marketing boardsand government controlled co-operative
organizations. Box 10 shows the advantages and disadvantages of different
marketing systems and different marketing channels.

In most developing countries, the government’'s involvement is
concentrated in the areas of pricing, import procurement, wholesaling and
infrastructure (for example, storage and transport). Policies pertaining to these
aspects of marketing affect all types of marketing organizations and channels
equally.

Marketing systems have originated under different circumstances in the
past and devel oped according to changing agricultural, economic and political
conditions. If policy changes in the existing system in any one country are
contemplated, the goal should be both to enhance effectiveness by providing
farmerswithfertilizer ontimeand toimproveefficiency by lowering or eliminating
unnecessary costs of marketing and distribution operations. It is also essential
to consider the market sectors already existing in the country - large scale
commercia farmers, plantationsand estates, export crops, food crop subsistence
farming, etc. Thefertilizer marketing set-up that isrequired for one sector isoften
quite different from that of another. For example, a private import trading house
may best servetheinterests of the plantation and estate sector, whereas the co-
operative or service society may be the better choice to distribute inputsto the
small-scale subsistence farms. No one system is best nor would it be advisable
to introduce certain marketing elements that worked in one country unchanged
into another country, because of different circumstances. Nevertheless, a few
guidelines are proposed.
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Clarify functional responsibilities and develop appropriate market
structures

In general, there are a number of tasks that inevitably fall to government or
government agencies - overall planning of the industry, fertilizer law and the
registration of fertilizers (and registration of importersand distributors, if thought
necessary), fertilizer testing and quality control, the administration of any
subsidies. Most of the other tasks can normally beleft to private agentsand the
free market or, depending on circumstances and local ideology, to state-owned
agencies, parastatals and cooperatives or amixture of all four types.

Governments need to take a view on the appropriate market structure. For
those countries at the early stages of market development, relatively small
tonnage will be handled and it usually makeslittle senseto allow fragmentation
of the market, particularly at the purchasing and warehousing/wholesaling level
where economies of scale are significant. While this tends to suggest that
functional monopolies may be the most attractive option, at least in the early
stages of development, these need not necessarily be state-owned although in
actual practice state-ownership isthe usual pattern.

The necessity for fundamental changein the marketing structurewaswidely
recognized in the early 1990s as many countries struggled with severe financial
pressures and there was a widespread shift towards market solutions,
privatization and the dynamics of competition.

Promotion of the integration of input marketing and produce
marketing

Wherever possible, use should be made of the sameinfrastructure (particularly

transport and storage) for both functions. In some situations, credit can be
linked to an input-output or barter system. Examples of such a system on a
national scal e can befound in African countrieswith export-oriented agricultural

production, for example, BurkinaFaso, Cameroon and Guinea. In Kenyanotable

examples of the integration of input and produce marketing are provided by the
private sector, Kenya National Traders Corporation, Kenya Tea Development

Authority (KTDA) and the parastatal sector. KDTA providescredit and fertilizers

to farmers through 44 factories under its control and payment for fertilizersis

recovered from the sales of tea delivered later in the season. Similarly, the NIB

distributesfertilizersand recoversthe cost fromrice delivered by farmersto NIB

for milling at the end of the season. In Malaysia, the Federation Land Devel opment

Authority (FELDA) isinvolvedinfertilizer importsand distribution toitsmember
estates.
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Box 11. Functional responsibilities

The Philippines is a good example with relatively light government control
with a large private sector. The Fertilizer and Pesticide Authority (FPA) isin
charge of issuing import licenses, compiling national fertilizer statistics
and development of the fertilizer industry and market in general. It is also
responsible for registering fertilizers under the law and for checking quality,
particularly amongst the smaller dealers, where adulteration and under
weighing is often a major problem. Other tasks are with the private sector.

South Korea, by contrast, has pervasive government control at all levels.
The Ministry of Agriculture estimates aggregates demand and sales in
each market area via a national survey. The state-owned National
Agricultural Co-operative Federation (NACF) which has a 25% share in
the largest domestic fertilizer company (also state-owned), issues annual
competitive tenders to the domestic fertilizer industry for the supply of the
entire annual fertilizer requirement for the following year and handles all
aspects of distribution.

Ethiopia provides an example of a fully state-owned system now in process
of major change. Before deregulation, the Agricultural Inputs Supply
Corporation (AISCO) controlled the market and carried out an annual
demand survey. AISCO was responsible for the import function, distribution
to transit warehouses, distribution to secondary and tertiary stores and
finally distribution to service cooperatives or kebele association stores.
The market was deregulated to some extent in 1992 and again in 1995.
The National Fertilizer Industry Agency (NFIA) became responsible for
demand estimation, import and distribution planning estimation, import
and distribution planning.

Liberalization of fertilizer retailing

Providing an element of choice or extending the existing level of choice to the
farmer isprobably the single most important factor inimproving the performance
of themarket. InIndia, Pakistan and Sri Lankaconsumption increased considerably
when the market was opened to participation by the private sector. To complement
the private sector, India and Sri Lanka opened service centres in areas where
input supply was greatly below the national average. Linked to officially
designated suppliers, these received financial and other support from the
government.
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Purchasing

A single, specialized agency to undertake the purchasing of fertilizer and to
provideacentral basefor distributionto the maintransit warehousesisgenerally
favoured by importing developing countries. This offers scope for:

« securing lower import prices by purchasing large quantities; thisis particularly
important for phosphates and potash;

« port warehousing and transport to main transit warehouses provides
economies of scale;

» specialization in fertilizer procurement; enables the purchasing agency to
build up skill and experiencein assessing demand, negotiating prices, planning
the arrival of supplies, minimizing product losses during port handling and
forwarding and obtaining market intelligence; and

« equalizing the prices of successive consignmentsto maintain price stability
throughout the year.

The designated purchasing agency could be a private company, (current
examplesincludethe Crown Agents), astate-owned company (examplesinclude
SINOCHEM in China, FELDA in Malaysia) or a co-operative (examplesinclude
the National Agricultural Co-operative Federation in South Korea).

Two state-owned examples from developed countries include the old
Australia and New Zealand Phosphate Commissions which were at one time
responsible for supply of phosphate rock and sulphur to the superphosphate
companies and also for holding the reserve stockpiles of phosphate rock.

A further optionisfor parallel procurement with, for example, acentralized
agency importing for the small holder sector and private companies handling
fertilizer for larger farmers and export oriented estates.

Whatever procurement option is adopted, the availability of foreign
exchangeislikely to affect efficient procurement procedures. In many countries,
imported fertilizer often arrivestoo late for the season for which it wasintended
because procurement was delayed by foreign exchange difficulties. Policiesthat
facilitate the issue of foreign exchange and liaison between the Central Bank,
Ministry of Finance and the importers need to be developed.

Fertilizer aid, of course, isextremely welcometo many devel oping countries.
However, aid, in turn, raises a number of policy issues:

» arethedonors’ terms acceptable to the importing government?
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Box 12. China - purchasing liberalization

In China, the distribution of fertilizers is government-controlled. The China
National Agricultural Means of Production Corporation (CNAMPGC) and
the All China Federation of Supply and Marketing Cooperatives manage
the distribution of agricultural inputs. Fertilizers have been sold at fixed
prices to farmers. However, increases in distribution costs together with
rigid trading and pricing mechanisms have resulted in marketing
inefficiencies.

The China National Chemical Import and Export Corporation, SINOCHEM,
is the state-owned import/export trading company in China with a total
turnover in 1995 of US$18.2 billion. In 1996, Sinochem imported about 18
million tonnes of fertilizer including 6 million tonnes of urea, 4.5 million
tonnes of DAP and 3.5 million tonnes of potash. In 1997, total imports were
somewhat lower at 16 million tonnes as urea imports fell away to only 3.5
million tonnes. CNAMPGC distributed (at both national and provincial level)
about 83 million tonnes of fertilizer in 1990 and about 105-115 million
tonnes in 1996 and 1997.

In 1993, backed by a technical assistance grant from the Asian
Development Bank, the Chinese authorities began to develop the legal
and regulatory framework to establish a fully market-based fertilizer industry
and distribution system.

In mid-November 1998, the State Council issued a circular calling on
implementation of a new fertilizer distribution system to increase profitability
for fertilizer producers and guarantee fertilizer supplies for farmers. The
reform has given fertilizer producers the freedom to set prices in line with
market fluctuations and to sell products directly to farmers.

In this reform, SINOCHEM was granted the right to engage in internal
trade of mineral fertilizers. CNAMPGC was granted importing rights for
mineral fertilizers as well as SINOCHEM.

how can fertilizer aid be imported and distributed in such away asto avoid
disturbance of the existing marketing channel s? Disruption can easily happen
if special pricing or distribution policies are adopted for aid consignments.
who isto administer the aid programme and how should the proceeds from
fertilizer aid sales be used? Often the counterpart funds are not properly
collected or arelost in variouswaysor simply channel ed through government
accounting system. Such funds should normally be used to finance further
fertilizer purchases, carry out fertilizer promotion campaigns and develop
the fertilizer-marketing infrastructure.



56 Marketing and credit

PRICES AND MARGINS

Price setting

When governments seek to control prices, achoice must be made asto whether
toimplement auniversal pricing system or differentiate between various market
segments.

In some cases, it is possible to have a dual pricing structure where, for
example, a parastatal marketing organization sells subsidized fertilizer to the
small farm sector and other private firms sell fertilizer at full cost to the estate
sector.

Pan-territorial pricing where the price of one or a number of fertilizersis
fixed at the samelevel inall partsof the country can becriticized for “ penalizing”
the fertilizer users near the distribution centres by charging them ahigher price
than necessary inorder to providefarmersin remoteareaswith heavily subsidized
fertilizer.

Analternativeto pan-territorial and differential pricingisfixing pricesat the
major distribution points with cost-plus margins for onward distribution and
sales, if necessary in combination with apriceceiling, which allowsfor tradeand
volume discounting and seasonal early delivery rebates. The advantage of this
form of pricing is that each geographical region pays a slightly different price,
according to the actual costsincurred by the dealer and/or retailer to move the
fertilizer up to the farm-gate, without the difference becoming too large, thereby
avoiding black marketing of fertilizers across geographic boundaries. Moreover,
it providesthelower level distributorswith enough financial incentiveto engage
in the business of selling fertilizer, probably alongside other inputs.

A fourth method is for the government to incur the extra transport costs
through aspecial subsidy for distributors operatingin remoteareas of the country.
Transport subsidy schemes are cost effective to administer but expensive to
monitor.

Pricing of imports and domestic production

Asdeveloping countries establish fertilizer factories, they find themselveshaving
to face the major policy issue of how to set prices when the ex-factory cost of
local fertilizer is different from the c.i.f. cost of imported material. Thisis a
particularly vital issue when world market prices are depressed and |ocal
production costs may be more than double the cost of imported fertilizer.
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Frequently, this basic problem is not considered at the time of the decision to
proceed with the construction of afertilizer factory.

A common solution is to follow a policy of price equalization which, in
effect, usually meansthat imported fertilizer issold at ahigher priceand domestic
production at a lower price than is justified by actual costs. Such a system
normally requires either that the fertilizer pass through a central purchasing
agency or that the manufacturer(s) also handle imports. However, this can be
incorporated with competitive distribution at the wholesale and retail stages, as
isthe casein India. An alternative approach is for imports to continue through
thenormal channels, with the government operating avariable price equalization
import duty to protect the domestic manufacturer.

Marketing costs and margins

Studies of marketing costs and margins in Asia and Africa have shown wide
variations in costs incurred in moving fertilizer from the factory or port to the
farmer. For example, FADINAP (the Fertilizer Advisory, Development and
Information Network for Asiaand the Pacific, part of ESCAP/FAO/UNIDO) has
shown that total marketing costs and margins can range from US$ 13.7/tonnein
Bangladesh to US$ 46/tonne in the Philippines and higher still for land-locked
Nepal. Marketing costsin Africaarealso generally at the higher end of therange
and in land-locked Ethiopiawere estimated at US$ 97-US$ 140/tonne in 1996.

In most cases, the assessment of costsis complicated by the involvement
of the public sector and open and hidden subsidies. The hidden subsidies may
beintheform of special transport ratesfrom state-owned rail and truck companies,
reduced storage costs and losses written off by state-owned companies. A
particularly difficult situation can arise when, during liberalization, the old state-
owned distributor continues to have access to Ministry of Agriculture stores
and agents or has privileged access to credit and may be able to write off any
lossesincurred.

Marketing systemsthat include the private and/or independent co-operative
sectors will only be effective in market development if an adequate margin is
built into the price structure to cover actual costs of transport, storage,
administration and overheads as well as the mark-up to return a reasonable
profit and to compensate for the risks that any business venture faces.

It is essential that policy-makers realize that a sufficient gross margin is
needed to stimulate trade and fertilizer consumption and that parsimony on this
item will not generate any substantial savingsto help lower thereal cost of the
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fertilizer. Growth infertilizer consumption will only come about if tradersreceive
sufficient incentive for their efforts and the marketing cost can only be lowered
by careful monitoring and strict control of the marketing operations undertaken
by the public import and wholesal e agencies.

Policiesrelating to fertilizer marketing margins should thusideally include:

« aflexible price structure, based on local market conditions and consumer
purchasing power;

 strict control over marketing and distribution costsincurred by government-
controlled organizations;

« an adequate margin to enable independent distributors to recover actual
costs and to encourage the provision of extra services,

« an adequate mark-up to return afair profit.

TRANSPORT AND STORAGE

Thefirst criterion of effectivenessin fertilizer distribution isthat the product be
availablein adequate quantities when and whereit is needed. This depends on
the existence of suitable transport modes and storage facilities. It also reflects
managerial capacity in ordering, stock movement and sales territory allocation.
With good management and advance planning, economical ways around
transport and storage bottlenecks may often be found. Governments should be
able to foster investment in the provision of needed physical facilities and to
employ operations specialists in important distribution management positions.

Port or railhead facilities

Effective procurement planning can reduce excessive peaks in deliveries, but
the unloading facilities must be sufficient to deal smoothly and efficiently with
the expected rates of delivery. Where delays have become endemic, consideration
should be given to using additional ports for fertilizer imports. Mechanical off-
loading equipment for fertilizersin bags or in bulk may have to be installed or
improved and dockside storage may need to be expanded. Handling methods,
which result in damage to bags when using hooks, must be eliminated. Storage
facilities must be clean and dry and there must be sufficient space to keep the
different products separate and to permit easy removal from store.

Wherefertilizer isimported in bulk and bagged either at the port or at inland
centres, adequate controls are needed to ensure that the quality and weight of
the bagged fertilizer conform to the desired specifications. This applies
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particularly totheweight of individual bags. Thepractice of filling bags manually
and weighing acompleterail wagon or lorry load, or atonneat atime, often gives
rise to complaints and may even result in farmers being unwilling to accept
certain types of imported fertilizer. The sealed bags ought to be universally
recognized as aguarantee of correct weight and quality. Alternatively, asystem
must be devised by which individual bags are weighed and those outside the
permitted tolerance limits are either rejected or labeled and priced accordingly.
Therate of bagging at the port should not become a new bottleneck in fertilizer
movement. This can often happen where actual rates fall below planned rates.

Internal transport

Rail: Rail is usually preferred for haulage over long distances if the cost per
tonneis lower than by road. The important factor is the reduction of the turn-
around period of the rail wagon. This is possible through movement in a full
trainload to a single destination. A prerequisite of this is the establishment of
central railway heads at various points in the country that can receive and
handl e the necessary trainloads within the specified period. In India, more than
100 of these so-called nodal points have been identified for this purpose. Then
develop themin such amanner asto make them capable of handling full trainloads
withinfiveto six hours. Since anumber of trainloads are expected to arrive each
week, atransit storage point will also haveto be devel oped at each nodal point.

Road: Transport by road iseconomical on short distancesbecauseitisgenerally
quicker, there is less handling, losses in transit are lower and there are better
possibilities for return loads and competitive pricing. To obtain the maximum
benefitsfrom road transport, petrol costs per tonne kilometre can be reduced by
proper route planning and by ensuring return loads. In many instances, vehicles
travel only partly laden or make long detours to deliver only small quantities,
thereby adding unnecessarily to the unit cost.

Water: movement of fertilizers by water transport is usually cheap and millions
of tonnes are satisfactorily shipped every year in this way. Water transport,
even with its limitations, offers a low energy/low cost alternative and is a
particularly attractive option in the Philippines with its requirement for many
inter-island movements. More use of coastal and river shippingisenvisagedin
anumber of other Asian countries.

However, demurrage, wharfage and insurance costs, delays due to
inadequateloading and unloading facilitiesand substantial lossesintransit may
tend to balance out the theoretical savingsin some countries.
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There are various policy decisions that may be taken to help streamline
physical distribution:

Firstly, several competing manufacturing facilitiesmay belocated in or near
agiven market area, asin India and each factory supplies the nearest market.
Secondly, where common markets are shared, factories may exchange materials
as well as share intermediate storage facilities collectively, to cut down on
transport and storage costs. To reduce the number of intermediate stores and
numerous fertilizer handling operations, direct transport should take place from
factory, port or major warehouseto dealersand retailers, mainly by standard size
trucks, asis practiced in Thailand.

Seasonal overloading of the transport facilities can be avoided by
introducing attractive of f-season pricesfor early delivery of fertilizers. Off-season
discounts can also be given in the form of reduced transport rates, reduced
storage charges or higher margins for dealers.

Consideration should be givento the ownership of fertilizer transport fleets.
Freguently, fertilizer companiesinsist on having their own fleets, but the hiring
of transport from specialized transport companies may be more efficient and may
reduce capital overheads. Additionally, transport companies have a greater
incentive and ability to seek back loading than do fertilizer-marketing
organizations.

Storage

The seasonal demand for fertilizer means that the need to hold considerable
quantities in primary or secondary storage for subsequent more dispersed
distribution is difficult to avoid. This can be undertaken at the port, by
manufacturers and/or throughout the distribution channel.

Port: storagetimeat port must be minimizedif conditionsare humid. Nevertheless,
there must be sufficient spaceto permit quick reception of the ship’s cargo. Port
storage is generaly in the hands of the port authority or a rail company and
rather expensive because of competition for space from other incoming goods.

Factory: factories generally have a warehousing capacity equivalent to four to
fiveweeks of production. Intimes of product scarcity, stocks move quickly into
distribution channels. In times of product glut, the onus of warehousing tends
to shift to the manufacturer or the wholesale trader. Successive stages in the
distribution chain must share the responsibility of inventory holding, the
expensesof storage, interest on capital tied up and the handling charges. Possible
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approaches to achievethis are:

« store-building assistance schemes; for example, in Sri Lanka, dealers and
retailers were provided with store plans, partly “free” capital and partly soft
loansto build their own stores;

 utilization of storage space when not used for other purposes, for example,
grain storage;

 careful planning of location and size of regional stores;

» adequate margins for wholesale and retail distributors to enable them to
assume the burden of storing fertilizers outside peak times,

 contracting warehousing out to private or public warehousing companiesto
reduce capital overheads.

Buffer stocks

Large fertilizer importing countries can have a mgjor impact on world markets if
forced to vary their purchases substantially from one year to another, due to
shortfalls in domestic production or variations in farmers' aggregate demand.
They are also vulnerable to substantial changes in world demand and supply.
The Government of Indiajudgesit advisableto hold abuffer stock of 20 percent
of annual consumption and provides storagefor this. Smaller importing countries
may be ableto count on theworld market meeting their orders promptly. However,
they arealso vulnerableto price- and supply fluctuations and to supply shortfalls
arising from higher than expected demand. Some buffer stocks are therefore
advisable. For landlocked countries subject tointerruptionsin transport access,
such as Nepal, Zambia and Malawi, advanced ordering and some carry-over
stocks are particularly advisable.

FINANCE AND CREDIT

Financial requirements

If total fertilizer consumptionisto increase by the amount required, considerable
additional financing will be needed to cover the corresponding investment in
infrastructure, i.e. feeder roads, rolling stock, vehicles, warehouses, trained
workforce. Finance for permanent transport infrastructure, e.g. roads, bridges,
etc., hasgenerally to comedirectly from the government. Investment in vehicles,
stores and handling equipment must be made by the enterprises that operate
and usethem. Governments must providelong-term assurances on these points,
if they areto count on timely investment decisions by independent enterprises.
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They must also make the required foreign exchange available for external
purchases and/or obtain the necessary aid and loans from donors and the
international development banks.

Credit for small farmers

Credit availability largely dictatesthe marketing of fertilizers. Most governments
have initiated pilot programmes and set up agricultural bank and co-operative
credit systemsto help meet this need. They have tended to serve the large and
medium-scale farmers, because of the nature of credit procedures and eligibility
regquirements. In thisway, they have been able to reach only asmall proportion
of the small-scalefarmers, whose only source of credit would normally betraders
or moneylenders. Evidence from many countriesisthat loan repayment rates of
aslow as 40 percent are quite common.

Integration of credit with crop purchasing

Themost efficient fertilizer distribution systemsin West Africahave beenthose
linked with crop collectors, i.e. companiesin charge of extension, assembly and
marketing of the product. These companies may be state-owned or private.
Typical cropsinclude coffee and cocoa(Cameroon, Céted' Ivoire, Mali, Senegal,
Chad and Burkina Faso). Many marketing boards supply fertilizer on credit
against purchases of the crop for whichit isintended. In the Republic of Korea,
a Fertilizer-Food Exchange Programme was implemented until the late 1970s.
Farmersreceived fertilizerson credit and paid back theloan with paddy or barley
after the harvest at predetermined prices.

Commitments to sell through a particular outlet

This involves an outlet undertaking to collect credit repayments for fertilizer
supplied by another organization. Arrangements of this kind are being tried in
many places. Usually, such “stop order” arrangementsrelateto credit advanced
for a particular crop. They are easiest to manage in a one-channel market
controlled by a marketing-board or co-operative system. Another device,
applicable under controlled marketing arrangements, is the credit identity card.
Holders must sell their produce to an official buyer who is obliged to check the
credit card and deduct payments on loans indicated on it.

Mobilization of local authority or moral pressure

Where cropsare grown by many small-scalefarmers, partly for local consumption
as in the case of most food crops, collection of credit repayment via the crop
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buyersisnot feasible. Under such circumstances, theinvol vement of somelocal
authority or the inducement of collective (group) responsibility should be
encouraged. An interesting example in this category is the Grameen Bank in
Bangladesh, which offersmicro-credit to groups of poor villagers, usually women.
The success of the Grameen Bank has stimulated the development of other
micro-credit facilities now supported by the Asian Development Bank.

Use of traders with local knowledge

It iscommon for governmentsto belabour “merchant money-lenders’ and even
toinitiatelegislation making their activitiesillegal, though by reducing the supply
of credit thismay betothedirect disadvantage of thefarmers. Thesemoneylenders
play an important role in the village although their interest rates are often very
high. Their money israrely used for such itemsasfertilizer purchases. However,
village rice/grain millers and food traders often provide credit to farmers for
fertilizers in order to secure their supplies of foodstuffs for sale to their other
clients. Their first concern isto protect the throughput of their business rather
than to earn exorbitant interest. Moreover, small-scale, individually run village
enterprises generally operate credit extension moreflexibly and at less cost than
larger, more elaborate mechanisms with bureaucratic procedures and heavier
overheads. They are also close to the small-scale farmers and much more
sympathetic to their needs.

Supervised credit schemes

Under such schemes, afarmer’ scredit lineis established based on hisfarm plan.
Loanreleaseisin two or three installments on the recommendation of extension
officerswho certify that thefarmer has prepared hisland, isready to usefertilizer,
isready for harvest, etc. It must not be forgotten, however, that farmerswho are
obliged by circumstancesto buy fertilizer on credit, will find it difficult to repay
their loanin apoor season whenyieldsare depressed or priceslow. Theneed for
new credit returns with each new growing season and without it fertilizer
consumption will decrease. Crop insurance or loan guarantee schemes have
been seen asways of overcoming farmers’ inability (asopposed to unwillingness)
to meet their credit obligationsin case of crop failures due to natural causes.

For policy-makersthe main amsare:
« toprovide farmerswith credit in the most cost-effective way;
» to extend credit at “normal” commercial rates by the banks and credit
institutions through marketing agencies, enterprises and traders, who can
apply more pressure viainput-output exchange systems on |oan repayment
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rather than through bank and credit officers not daily involved in, or living
and working among, the small-scal e farming sector;

» to replace the present collateral requirements with group or collective
responsibility for loans.

Credit for distributors

Suppliers customarily give credit to dealers because sales are not for immediate
cash but for payment within aspecified, sometimesinterest-free, period (e.g. one
to two months after delivery). An extension period may be granted subject to a
higher interest rate and agai nst adequate security. Inan expanding market, dealers
financial needs will increase in tandem with the larger volume of business. To
meet these needs, they require recourseto commercial and/or government banks
and other institutional lending agencies. A problem in many countries is the
limited amount of credit suchinstitutionswill provideand theformalitiesinvolved
will deter many traders. In consequence, many haveto depend on private sources
and this keepsthe cost of their credit high. A regular institutional credit facility
for commercial fertilizer tradersisneeded along thelines of those already existing
for state and co-operative channels.

Savings mobilization

Given past problems with short-term credit for the small farmer, attention is
increasingly being turned to alternative ways of generating the necessary funds.
One approach isto encourage rural savings mobilization. There are anumber of
successful grass-roots mutual self-help organizationsin Africa. A good example
of thisisthe Savings Club movement in Zimbabwewhich, to encourage utilization
of the savings, has designed packages to cover major farming operations, such
as seed and fertilizer input, pest control, storage and marketing.

TRAINING

For the implementation of fertilizer marketing policies, availability of an

adequately trained workforceisaprerequisite, yet few governments or domestic

fertilizer industries have a specific policy on this. Three levels of training are

required for effective implementation of fertilizer marketing policies:

» Training of senior managers must emphasize how each of the fertilizer
marketing functions can be carried out effectively and how each can be
integrated into atotal fertilizer marketing system.
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Box 13. Poland — new distributors system

Probably the most dramatic result of the economic changes starting in
1989 was that farmers virtually stopped buying fertilizers due mainly to the
high cost of credit. In early spring 1991 and stimulated by the government’s
offer of cheaper credit for a 2-3 week period, fertilizer demand increased
sharply but many farmers went direct to the factories to pick up material,
thus cutting out the distributor completely.

As from 1997, each manufacturer deals with about 100 wholesalers,
controlling at least 10 “points of sale”. The government subsidises interest
rates down from 20% to 9-12% and provides technical assistance to farmers
through local advisory centres. A number of dealers now also buy farmers’
products and this helps to increase the availability of credit. Prices for
fertilizers are set during negotiations between factory and wholesale
distributors who act as commission agents. The commission agent
undertakes to receive and store the fertilizer and manage sales to farmer
clients or to other retailers. Because the new system mostly works on a
commission basis, all the points of sale are referred to as “factory points of
sale” and the fertilizer remains the property of the factory until sold on to
the final client. The retail price is set by the factory and is normally the same
for the entire country. Commission agents are required to provide financial
cover to the factories equivalent to the value of the fertilizer in their stores.

The new private wholesale commission agents now account for about
60% of sales. Direct sales appear to receive preferential treatment because
they provide immediate cash infusion whereas the wholesale/retail route
ties up valuable credit.

The fertilizer distributors, i.e. private dealers and/or staff of cooperatives,
must betrained to operate afertilizer retailing business and be provided with
appropriate knowledge of fertilizer use, thus enabling them to assist their
farmer customers to make sound fertilizer purchasing and application
decisions.

Technical staff and labourers need to be trained in necessary skills, ranging
from sales estimation and store-keeping to the more menial tasks of loading
and offloading fertilizer without damaging the bags and spilling fertilizer
materid.

Training is a specialized activity and is best conducted by professional
organizations. The private sector should envisage appropriate training
packages.
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MARKET DEVELOPMENT

The organization of an effective fertilizer marketing and credit system will be
aided by distinguishing three broad stages of fertilizer use development,
illustrated by examplesfrom Asiaand Africa(Table9).

Table 9. Stages of fertilizer use

Stage | Introduction Nepal, Cambodia, Madagascar, Togo,
Cote d'lvoire
Stage Il Take-off Vietnam, Bangladesh, Indonesia,

Pakistan, Thailand, India, Philippines,
Ethiopia, Morocco

Stage Il Maturity Republic of Korea, Japan

Thedivision is based on the average fertilizer nutrient consumption attained in
the country on arable land and land under permanent crops.

It is possible to distinguish in a similar manner, between different market
zones within a country, each with its own low, medium or high average nutrient
consumption potential, namely:

ZoneA. High potential, good i nfrastructure, modern technology available, assured
irrigation, high awareness of fertilizer use benefits.

Zone B. Good potential with afair amount of infrastructurefacilities, intermediate
technology, adequate rainfall and growing awareness of fertilizer use benefits.

Zone C. Latent potential, e.g. semi-arid area, with scopefor profitable devel opment
of agriculture or food self-sufficiency.

The three stages of fertilizer use development and the segmentation of
markets into zones provide a good base for fertilizer market development. For
example, creating awareness of the benefits of fertilizer use and demonstrating
application techniquesin Stage | and Zone C stimulates demand for fertilizer. In
Stagell, Zone B, advanced and mass mediaextension and promotion techniques
may be used to increase per hectare consumption. In Stage |11 and Zone A, a
major stimulus should be given by the government, its extension services and
public agencies, to the private sector to cater for these markets and to continue
to increase fertilizer consumption.
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Fertilizer off-take and increases in demand depend on a combination of

factors, al to someextent linked with thefertilizer marketing effort. Thesefactors
are:

accurate assessment of demand;

effective organization of the inputs procurement and delivery system;
efficiency of marketing enterprises;

adequate logistics facilities and operations;

customer-oriented extension and promotion activities;

fair prices;

profitable value:cost ratios; and

credit availability on affordable terms.

A few guidelines on policy making for fertilizer use promotion are:

1

Promotion costs money. Thus, where governments wish to control fertilizer
distributors’ marginsthey must ensurethat these are, neverthel ess, sufficient
to encourage the manufacturer, importer, wholesaler, retailer to carry out
effective promotion.

Study of the experience of Indiain fertilizer promotion programmes, of the
Philippines and Bangladesh concerning private retailer development
programmes and of Pakistan on fertilizer development planning.
Medium-term plans for fertilizer use promotion by government must be
developed and adhered to. These should include budgets, objectivesto be
achieved, division of responsibilities and careful monitoring of progress.
Theroleof thevillage-level fertilizer distributor, i.e. retail outlet, is of utmost
importance for the successful completion of any promotional campaign. A
special fertilizer retail support unit may be established in the government or
industry, with an appropriate budget and mandate to initiate, coordinate and
implement fertilizer sales programmes through the dealer/retailer.

An important aspect in organizing promotion programmes is the ability of
governmental and non-governmental organizations to work together, as
demonstrated by the “National Agricultural Inputs Fortnight” campaign in
India. This promotes the adoption and use of essential farm inputs.
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Box 14. Stages of fertilizer use development and marketing policy variables

Physical availability

Introduction (Stage 1)

Village-level stock of straight fertilizers, especially in
priority areas.

Take-off(Stage II)

Introduce quality control legislation.
Increase village-level retail outlets and storage facilities.
Introduce complex and other fertilizers.

Maturity(Stage I11)

Expand the range of available new products.
Strengthen regional-level supply points.

Farmer awareness

Introduction (Stage 1)

Basic demonstrations and farmers' trials.
Introduce educational programmes via mass media.

Take-off(Stage II)

|Intensify educational programme via mass media.
Train fertilizer dealers to provide technical advice to
farmers.

Shift government extension efforts to technical matters.

Maturity(Stage IlI)

Extensive use of fertilizer dealers for basic technical
training.

Shift extension efforts to advanced technology and
products.

Credit

Introduction (Stage 1)

JIntroduce supervised credit scheme in demonstration
areas.
Provide low-cost credit for fertilizer purchase.

Take-off(Stage II)

Increase farmers' production credit and relax conditions
for collateral.

Introduce fertilizer loans and produce marketing link.
Gradually increase interest rates and services.

Maturity(Stage I11)

Use dealers for credit to farmers and provide marketing
credit to dealers.
Provide medium-term capital loans to farmers.

Price and economics

Introduction (Stage 1)

Provide large price subsidy to farmers.
Restrict retail margins.

Take-off(Stage II)

Introduce measures to reduce marketing costs.
Allow gradual increases in retail margin with more
responsibility given to retailer.

Reduce subsidies.

Maturity(Stage IlI)

Eliminate subsidies.
Relax restrictions on retail margins.
Maintain optimum fertilizer/produce price ratios.
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(GGOVERNMENT SUPPORT SERVICE

Central unit

For afertilizer-marketing system to devel op to the best advantage there must be
afocal point to provide and coordinate support services. Thiscentral unit must
be independent of any government involvement in the import, production and
distribution of fertilizers. The first responsibility of such a unit isto advise the
appropriate ministries and departments on fertilizer policies and strategies. A
second task isto monitor performance. Rel ated to the monitoring function should
be the authority to implement controls, to instigate changes when and where
necessary and to operate an incentive schemefor above-standard performance.
The latter is of particular importance in the case of public and co-operative
marketing enterprises.

One good exampl e of such aunitisthe Fertilizer and Pesticide Authority
(FPA) in the Philippines, which was responsible for the administration of the
fertilizer production and marketing subsidies until they were abolished. Some of
the areas on which such a unit should focus are:
« import procedures, tendering and handling at port;
« national fertilizer production;
 coordination of foreign exchange requests,
- adviceto the government on pricing policy, margins, etc.;
 registration of distributors;
« market development;
« preparation and analysis of statistics of fertilizer use, sales, prices, etc.

Quality control

The quality of fertilizer cannot be judged by its appearance so that the buyer
depends on information supplied by the manufacturer and distributor. Quality
control of fertilizer isnormally agovernment responsibility and bags of fertilizer
for sale should normally be required to carry the following basic information:

« name of thefertilizer;

 brand name or name of the manufacturer;

e percentages of primary nutrients;

 other characteristics;

- total weight (gross or net).
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Legislation on the quality and packaging of fertilizersis effective only to
theextent that it can beenforced. Qualified peoplemust be appointed asinspectors
and given the necessary authority to examine stocks of fertilizer offered for
public sale and to take penal action against offenders. This does not mean that
aspecial coreof fertilizer inspectorsisrequired. Quality control of fertilizerscan
be combined with that of agricultural products and supplies, such as seeds,
pesticides and veterinary medicines.

FERTILIZER IN BULK OR IN BAGS

Fertilizer is usually packed in 50-kg bags although over the last 20 years there
hasbeen asubstantial growth in salesin big bags (normally 500 kg) and in bulk,
particularly in the more mature markets in Europe and North America. In
developing country markets, the 50-kg bag is still the preferred container and
thisisusually of thewoven polypropylenetypewith alow-density polyethylene

Box 15. Bags versus bulks

ADVANTAGES DISADVANTAGES

Bags

Easy to handle

Good product identification

Weight and quality control is easy
Simple to measure out quantities
Good product protection

Can use traditional transport

Easy to store

Suitable for low technology agriculture
Good for small-scale usage

Bulk

Costs of bags and bagging
Mechanized handling may be more
difficult

No bags or bagging cost

Easy mechanical handling

Savings in transport, handling and storage
costs

Bulk blending at local level is easy

Risk of product deterioration and/or
contamination

High investment costs - handling,
transportinfrastructure required

Bulk with port bagging

Importing in bulk lowers shipping cost
Reduced port and handling costs if well
managed

Less foreign exchange needed

Can increase speed of loading and
unloading

Bagging operation at the port needs
careful management.

If there is insufficient port storage,
unloading speed depends on speed
of bagging and truck dispatch
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liner. Bags are normally handled loose whereas in West Europe the normal
pattern would be to handle bags on pallets usually with shrink-wrapping. The
advantages and disadvantages of bags versus bulk are described in box 15.

CoNcLUSION

 Incountrieswith apoor balance of paymentsand shortage of foreign exchange,
food aidisoften preferred tofertilizer aid and isgiven priority intheallocation
of infrastructurefacilities. It must be recognized, however, that food imports
are a short-term solution, whereas fertilizer could eventually ensure self-
sufficiency.

« In many developing countries, fertilizer is still mainly used on plantations
and for export crops. As the pattern of demand changes and small-scale
farmersbecome more significant users of fertilizer, the established marketing
channels hasto adjust.

«  When consumption has increased to such an extent that most farmers are
using fertilizers, the role of the government can be sharply reduced,
particularly inwholesaleand retail distribution; subsidiescan also bereduced
or eliminated. The main role of the government at this stage should be to
encourage the growth of the domestic industry and private sector
involvement.

» The quantities of fertilizers which farmers wish to use may well be much
higher than the actual supply because of the inability of the country and
farmers to pay for inputs. Apart from the problems of finding the requisite
foreign exchange, the most important factor is the development of farmer
credit either through the banks or through theimproved integration of fertilizer
supply with the purchase of farmers’ crops.

« The readlistic forecasting of demand is still a problem in many countries.
Government estimates are often targets rather than forecasts. Frequent
updating of assessments (say, every six months) for longer-term planningis
required as well as more reliance on subjective assessment by the industry,
trade and the farmersthemselvesfor short-term demand expectationsin order
toimprovetheaccuracy of planning and to increase confidenceininvestment
decisions.

« The choice of distribution channels is quite often based on historical
developmentsand political considerations. Whether private, state-owned or
co-operative, each channel type hasits own strengths and weaknesses and
the best solution is often amix of types, based on economic considerations
pertaining to each channel’ s relevance to a particular market segment.
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In many devel oping countries, interest charges, import dutiesand local taxes,
constitute amajor part of the total marketing cost. Efforts to reduce overall
marketing costs should therefore consider this type of cost. Limited
preferential treatment, like thewaiving of import duties, may provide benefits
to the national economy, which outweigh the treasury’ s reduced income.
Fertilizer use will not increase unless there are adequate financial incentives
for manufacturers, importers, distributorsand usersalike. The public agencies
need somereward system for having realized cost savingsor having worked
within the budgetary limits; private and co-operative enterprises need
adequate marginsand aprofit mark-up to remaininterested in fertilizer trading.
Farmers, obviously, must be assured of a profitable return on their input
investment cost.

Governmental controlsand regul ations, which were enacted in times of supply
shortages in the past should be reviewed periodically in order to prevent
them from obstructing new efforts to improve marketing efficiency.
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Chapter 7
Fertilizers and agricultural extension

BALANCED AND EFFICIENT FERTILIZATION

A particularly important issuein the case of minera fertilizersisthe efficiency of
their use. The most efficient techniques are discovered by research and the
findings are communicated to the farmers by the extension services. Efficient
fertilization is synonymous with the minimization of nutrient loss to the
environment, without sacrificing cropyields. Excessnutrients, especially nitrogen,
not taken up by the crop, are likely to be lost to the environment. Uneven
fertilization means over-fertilization (pollution) of some areas, under-fertilization
(loss of yield/quality) of others. Evidently, correct fertilization must be
accompanied by other proper agricultural practices.

If fertilization isto be efficient, it must be balanced. In fact world nitrogen
consumption hasincreased much faster than that of phosphate and potash, not
to speak of the other nutrients, since 1960. Between 1960 and 1998, theworld use
of nitrogen increased from 12 to 81 million tonnes N, aseven-fold increasein 38
years, despiteasubstantial fall inthe countriesof Central Europe and the Former
Soviet Union since 1990. The ratio between N, RO, and K,O changed from
1:0.95:0.73in 1960 to 1:0.38:0.27 in 1998.

Theincreaseintheconsumption of nitrogenin relationto theother nutrients
isdueto several factors. The priceof nitrogen relative to phosphatefell after the
developmentsin nitrogen fertilizer production in the 1960's, especially with the
implementation of the steam reforming of natural gas. Much larger manufacturing
plants gave economies of scale. There was a large increase in the production
capacities and hence in the availability. Increased consumption in large
developing countries often coincided with increased supply from new nitrogen
fertilizer plants. New varieties of cereals, very responsive to nitrogen, were
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developed and in countrieswith aclimate favourableto intensive grassland, the
nitrogen fertilization of grassincreased considerably.

Nitrogen is an important constituent of plant chlorophyll, protein, nucleic
acidsetc. It increasesthe growth and development of living tissues. The effects
of nitrogen application to a crop are normally rapid and evident. Under good
management and favorable climatic conditions, yield response to nitrogen is
large and predictable. Renewed applications of nitrogen fertilizers are necessary
since, apart from the crop up-take, asubstantial proportion of the nutrient islost
through |eaching, denitrification and volatilization. At times of economic stress,
the farmer prefers nitrogen because of the immediate and evident return. The
same may apply where the farmer’ s financial resources are limited, his tenure of
the land isinsecure etc., which is the case in many developing countries.

However, the other plant nutrients also play an essential role. If any plant
nutrient, whether amajor nutrient or amicronutrient, is deficient, the utilization
efficiency of the applied nitrogen is reduced and crop growth is affected.
Phosphorus, for example, isaconstituent of proteins, enzymes, amino acids etc.
It stimulates root development and is necessary for cell division. Potash is of
vital importance for cells and their enzymatic and metabolic functions.

Research at IRRI in the Philippines has shown that while the application of
an adequate quantity of N increased the yield of rice paddy 2.9 times, it also
resulted in theremoval of 2.6 timesmore P, 3.7 times more K and 4.6 times more
Sfrom the soil, compared to the amounts removed from unfertilized soil. In due
course, these nutrients have to be replaced if the yields are not to suffer. The
same applies to micronutrients.

AGRICULTURAL RESEARCH AND EXTENSION

In almost all countries, agricultural research and extension is seen as a prime
government responsibility and can be remarkably cost effective, providingitis
well managed and has strong and effective leadership.

In many countries, basic agricultural research and extensionisoftentiedin
with graduate and post-graduatetraining at universitiesand agricultural colleges.
Probably the best example of government funding for agricultural research and
training can be found in the setting up of the so-called Land-Grant Collegesin
the USA.
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Many countriesal so have agovernment sponsored extension servicewhich
usually provides independent agricultural research, technical bulletins, soil
testing and general advice. Again, if these facilities are well managed they can
bevery effectivein providing new techniquesand basic information for farmers.

The International Rice Research Institute (IRRI) which is based in the
Philippines provides an excellent example of highly effective publicly funded
research which is also outstandingly good value for money. IRRI employs 975
scientific and support staff of whom about 80% are Filipinos. Sinceit wasfounded
in 1960, IRRI has recorded numerous outstanding achievements including the
development of the IR8 variety of rice which helped to launch the “Green
Revolution” throughout Asia. IRRI is now aiming for a second “Green
Revolution” for the new millennium. Research into new rice varieties continues
and new developments such as IR72 are currently under test in Wuhan, China

Policy-makers should give high priority to the funding of good agricultural
universities and colleges and also for effective government research and
extension services. Funding could come partly from the government budget (for
example, from making savings on fertilizer subsidies) and partly from donors.

Extension

The development of fertilizer use by farmers may be classified into three stages:

« introduction where few farmers have any experience in the use of fertilizer;
the main objectiveisto encourage small-scale farmersto userelatively small
quantities of fertilizersfor the first time;

 take-off where farmers have become accustomed to using fertilizers; and

« maturity where farmers have become acquainted with the agronomic and
economic implications of fertilizer use and integrated plant nutrition.

Therequired extension staff to farmer ratioswill be subject to change asfertilizer
use moves from through these stages. Currently there are wide variations in

staff:farmer ratios. An FAO survey carried out in the early 1980sin conjunction

with member countriesin Africashowed, for example, ratiosvarying from around

1:300 to 1:2500, whereas between 1:500 to 1:1000 is generally regarded as a
minimum requirement. The situation has deteriorated since then.
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Box 16. Extension

Itis difficult to generalize concerning the desirable extension staff to farmer
ratio. This is exemplified by the following two contrasting situations.

First Situation: There are well-established, research based
recommendations for a particular crop, generally involving high-yielding
cultivars together with fertilizers, pesticides in some cases and
recommended application rates and cultural practices, tested by well-
controlled field trials to confirm their ‘domain’.

Where there are large areas of more or less homogeneous farming under
similar agro-ecological conditions, as in South Asia, e.g. the Ganges Plain
or delta areas of Bangladesh, these relatively standard recommendations
may have very wide application, at least in physical terms, to thousands of
small-scale farmers. Extension, in such cases, may consist largely of the
communication of these uniform recommendations or extension ‘messages’
and any updates that are determined at a higher level on the basis of
research. Moreover, if market facilities are equally well developed
throughout such an area and input and farm prices are at much the same
level throughout the area, the calculation of VCRs or gross margins by
extension staff and farmers as indicators of profitability will be relatively
straightforward. Finally, if reliable and adequate irrigation and drainage
are available, the risk of seasonal fluctuations in yield through moisture
stress or flooding, with corresponding negative effects on profitability, will
be largely removed and advice on these issues will seldom be needed.

In these circumstances, one trained extension worker using group
extension methods with village assistants or lead farmers may be able to
serve 1 000 to 2 000 farmers.

Second situation: In dry-land farming areas with widely dispersed farms
in many parts of the tropics and subtropics in Africa and in mountain
regions such as the Himalayas or the Andes, agro-ecological conditions
are very diverse. Therefore research-based recommendations involving
purchased inputs, such as improved seed and fertilizer, may give widely
differing results - some profitable, others marginal or even unprofitable.
Year-to-year fluctuations in yields may also be high, as in the semi-arid
areas of Africa.

In these circumstances, the promotion of fertilizers through the extension
services, even in the introduction stage, may aim chiefly at identifying the
circumstances in which fertilizer and related inputs would be profitable.
Farming systems research, with close collaboration between researchers
and extension staff, should also play a more crucial role than is frequently
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assigned to research in the introduction stages of fertilizer use, even
where application rates are generally low.

Under these conditions, a relatively highly trained extension worker is
needed who, where farms are widely dispersed, might be able to serve
500 farmers at the most, even when using group extension methods as far
as practicable.

Between these two extremes there is an infinite range of intermediate
situations.

Training of extension staff

The extension service provides a vital link between research institutions and
farmers. The specialist staff of thisservicemust therefore be capabl e of discussing
the scientific findings of research workers and converting them into simple
recommendations that can be understood both by field extension workers and
by farmers. They must al so be capable of explaining clearly to research workers
the problemsencountered by farmersinthefield. Oncethey gain the confidence
of the farmers and research workers alike, they can help the research staff to see
whether their findingsare confirmed in practiceand, if necessary, to modify their
investigations.

Adequate training is an essential requirement for successful extension
activitiesand someyearsof practical experiencefor extension staff aredesirable.
To ensurethat new entrants obtain good experience as quickly aspossible, itis
worthwhile placing them under the most able supervisors, rather than simply
filling the nearest vacancies. The first year or so in a job may have a crucial
bearing on subsequent performance asit isthen that attitudes and standards of
work are formed.

If acompletely new serviceisestablished or anew programme places more
emphasison fertilizer advisory work in an existing service, all extension workers
should be properly trained before the start. It is of the greatest importance for
the extension worker to have self-confidence and to feel adequately prepared
before being required to advise farmers. Failureto be taken seriously by farmers
or loss of self-confidence undermines effectiveness for a long time or even
permanently.

Regular training and briefing sessions are necessary for all extension
personnel in order to keep them informed of thelatest research findingspertaining
to their work and to promote an exchange of information between different
branches of the service.
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Itisessential that the fertilizer part of extension services be adaptable and
adjustable to needs arising as plant nutrient use intensifies. The technical and
other features of this adaptation have been indicated earlier. The qualifications
of extension personnel must movein line with these changes.

The involvement of fertilizer producers and distributors

Thefertilizer retailer isin direct contact with thefarmer and iswell placed to give
adviceontheuseof the productshesells. In France, for example, farmersreceive
approximately 70% of their advice from the distribution sector, especially the co-
operatives. In order to give correct advice, the distributor must himself be well
informed.

Whether or not the private sector has played asignificant rolein promoting
fertilizer use in the introduction stage, if it is not restrained by official policy it
will gaininimportance asthetake-off stage progressesin market economies. As
demonstrated by experience in many developed and developing countries, the
private sector iscapable of making animportant contribution to fertilizer extension.
In its simplest form, dealer involvement in extension may consist of nothing
more than handing out and, where necessary, explaining government extension
literatureto clients. For fertilizer companiestaking amoreinnovativerole, however,
close liaison with government at the policy level is necessary to ensure that
official policy isfully understood and followed. Close contact with government
extension personnel is also required to ensure that activities at field level are
adequately coordinated, thereby avoiding overlapping or conflicting advice.
The sharing of information and experience, joint training and collaborationin the
preparation of extension material may also be beneficial.

Fertilizer and related inputsretailersare usually consulted by their customers
on the propertiesand correct use of the produce. Thismakestraining of retailers
particularly important. Apparently, such training has so far been neglected in
many developing countries. Besides know-how on their products, retailers are
taught the existing recommendations for use and the business skills related to
planning, procurement, stock management, handling and rel ated financial matters.
All sectorsare served as appropriate; cooperative, parastatal, statal and private.
The agricultural extension services participate prominently in the training,
appreciating that the retailers are to supplement their tasks, not to replace them.

In at |east three devel oped countries there are now programmesto provide
certification schemes for persons giving advice on fertilizer use to the farmer.
These advisors are often personnel of the distribution organizations. Inthe UK,
the Fertilizer Advisers Certification & Training Scheme has been established
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jointly between the Fertilizer Manufacturers’ Association the distribution sector
and the Ministry of Agriculture, Fisheries and Food for the certification and
training of farm advisers. In order to be registered the advisor has to pass an
examination. It is possible that such certification will ultimately become alegal
reguirement. In the United States and Canada, a Certified Crop Adviser Program
hasbeen implemented. It isadministered by the American Society of Agronomy.

Theinvolvement of farmers

The participation of farmers in the extension process is essential. In order to
improve the coverage provided by extension staff and its impact, carefully
selected ‘lead’ or ‘contact’ farmers should be involved as aides in extension
programmes. Their selection is a sensitive point since, on the one hand, they
need to be respected within the local community, but on the other, if they are
drawn predominantly from amongst thelarger, better educated and morearticul ate
farmers, they may not reflect the requirements of thelesswell-endowed farmers,
whose needs for extension and access to credit may be greater.

Farmers may form groups for jointly purchasing inputs and marketing of
produce. A group of farmers elects a chairman a secretary and treasurer. The
inputs are purchased on credit. Thus the group as a whole carries the
responsibility and guarantees repayment of the credit into a collectively owned
group account.

After harvest, each participating farmer hasto repay to the group the value
of the inputs received plus interest, management fee and inflation factor.
Repayments are deposited in the group’ saccount with thevillage unit bank. The
deposit servesasarevolving fund for the purchase by the group of new inputs.
The group keeps records of repayments, interest and other transactions.

The approach proved to be efficient and successful for:

« acceleration of sustained adoption of improved or new technologies.

» creation of a sound group approach toward the supply of inputs, credit,
cooperatives and other activities facilitated by the group approach;

» increased participation by farmers in the agricultural and economic
development process. Group members or their representatives participatein
the planning exercise for the cropping seasons and in their evaluation;

e arousing apositive reaction in the surrounding farmers not participating in
the scheme, which results in adoption of its methods.

To produce the desired impact, this approach requires the availability qualified
field extension workers and private sector staff in sufficient numbersto provide
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the necessary assistance for the correct use of theinputs and application of the
recommended practices.

Extension methods

Within most devel oping countries, thereare very widevariationsin fertilizer use
between and even within farming communities. An effective fertilizer extension
programme needs to reflect the stage reached within the target area, as this
affects not only the extension methodology adopted, but also the level of
extension personnel required, aswell as support services such as soil analysis.

Farmers field days may be held at demonstration sites during the cropping
season, preferably at atime during the growing period when thevisual effects of
using fertilizer are most marked and again at harvesting. At harvest time, either a
representative sampleor the complete plot for each treatment should be harvested
and weighed and the benefits per unit areaand the value-cost ratio, VCR, should
be calculated on the spot. In thisway, farmers not only seetheincreaseinyield
resulting from fertilizer use but they also form a good idea of the financial
implications.

Farmers meetings may be arranged by extension workers to which farmers,
preferably with their wives, are invited, as well as meetings organized by well-
established farmer groups or associations. In many countries, especially in Africa,
wherewomen play amajor rolein agriculture, it isimportant that as many women
as possible participate. M eetings should therefore be arranged at timeswhen it
is convenient for them to attend. Adequate time and encouragement should be
provided for farmers to raise issues, which they consider important.

Radio and television programmesdirected at farming audiences can be used to
supplement the message conveyed in demonstrations, field days and meetings
to stimulateinterest and to reach awider public. These mediaare especially well
suited to communicating topical announcements, pest attacks, prices, the right
moment for top dressing, etc.

Printed material, ranging from simple charts and posters to leaflets, bulletins
and handbooks, can be widely used to support meetings, demonstrations,
exhibitions and individual contacts, etc. They should convey a clear message
and be attractively produced. Depending on the degree of literacy of theintended
target group, the message may be expressed through pictures or diagramsor in
the appropriatelocal or national language. Mass mailing can serve asameans of
reaching agricultural extension workers, officias, fertilizer dealers and, in some
instances, leading farmers.



Fertilizer strategies 81

CoONCLUSION

Innovatorsin the farming community need to be fully involved. Commercial
fertilizer suppliers and dealers should aso play asignificant role in support
of extension programmes and should be encouraged and assisted to do so.
Continuous training and motivation of extension staff isvery important and
career opportunitiesand incentives should take full account of the generally
difficult conditions in which they work and live.

There should be both anational unit appropriately located in the government
structure and subject-matter specialists with particular responsibility for al
fertilizer related matters, including extension and associated activities.

An efficient link between research and extension is essential.
Recommendations originating from research must be confirmed under farmers
conditions and experience must be fed back from extension to research. The
economicsof fertilizer use and risk factorsrequire serious attention. Back-up
services provided by research include also soil and plant analysis.
Extensionworker:farmer rati os depend on the stage of fertilizer use, thedegree
of dispersal of farms and other factors. Where there are well-established,
research-tested recommendations applicable to large homogeneous areas,
ratios can be much larger with group extension predominating. Wherethisis
not applicable, extension workers cannot serve a large number of farmers
effectively. They may need to learn from the most successful farmers and
help disseminate their practices.
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Chapter 8
Coordination of fertilizer policies

NATIONAL COORDINATION

The previous chapters have dealt with various aspects of fertilizer policy:
purchasing and supply; marketing and credit; fertilizersand agricultural extension.
The present chapter is concerned with the institutional framework for the
integration of these different aspectsinto acomprehensive fertilizer policy.

Long-term planning and monitoring must aim at reconciling three main
objectives:

» Agronomic and economic efficiency in the use of plant nutrientsto maximize
agricultural output from available fertilizer supplies; thisincludes providing
farmers with new high yielding techniques and other information about the
use of fertilizers;

» Efficient supply and delivery of fertilizers; thisislikely to be best achieved
through privatization and deregulation of fertilizer supply and marketing;

» Socia objectivesfor whichinterventionsinthefertilizer market may bejustified.

There may, in addition, be important issues relating to operational management
of production, marketing and the legal framework.

DIVERSITY OF PUBLIC SECTOR INFLUENCES

Responsibilities for decisions concerning the fertilizer sector are frequently
divided between various ministriesand subject to final approval by adesignated
authority. For instance, capital investment may be the responsibility of acentral
planning ministry or commission, while subsidy and pricing policies, usualy
budgetary items, are approved by a Ministry of Finance, sometimes in
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consultation and agreement with the ministries of agriculture and planning. A
price control commission may also be responsible for fixing or advising on the
prices of farm produce, basic consumer goods and major agricultural inputs,
such asfertilizers. Inmany smaller countries, the only source of specialist advice
on fertilizersto governmentsis generally the Ministry of Agriculture, although
importsand local fertilizer production facilities, where these exist, may be under
aMinistry for Tradeand Industry. Where aparastatal or state corporation holds
responsibility for fertilizer marketing, the Ministry of Agricultureislikely to be
its“parent”. A Ministry of Cooperativesmay also beinvolved at some stage. On
the other hand, the “ parent” Ministry for afertilizer-manufacturing parastatal is
normally the Ministry of Industry.

Thekind of situation described abovefrequently leadsto strongly polarized
views, particularly on pricesand prioritiesfor resource allocation. Theremay, for
example, be adirect clash between the interests of farmersfor better crop prices
and the interests of consumersfor cheaper food which would be the concern of
the ministries of home affairsor health and nutrition. Reconciling al theseviews
is, therefore, apermanent task for governments. Also, while adjustments haveto
be made in the light of changing circumstances, there must be consistency in
macro-policy and this must not be undermined by conflicting macro- or
micro-policiesin other sectors, or by partial implementation.

A FOCAL POINT FOR FERTILIZER ADVICE AND PLANNING

In view of the above, it is essential that a focal point be established for the
formulation of awell-integrated fertilizer policy, or to provide coordinated advice
at the highest level. Inanumber of small countries such afocal point consists of
acommittee set up by theMinistry of Agriculture, with appropriaterepresentation
from other ministries. It performs a valuable function in estimating import
reguirements, identifying research and extension priorities and providing alink
between research and extension.

For larger countries the National Fertilizer Development Centre (NFDC) in
Pakistan providesauseful model. Thisbody wasestablishedin 1978 to study all
fertilizer related problemsand to advise the government and industry asrequired.
In view of its policy-advisory role, the NFDC was located in the Planning and
Development Division of the Ministry of Planning at the federal level.
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Box 17. The main functions of NFDC

1 To provide objective and comprehensive advice to all levels of
government, to the fertilizer industry and to other parties as may be
relevant, on all matters related to the fertilizer sector in Pakistan and its
relations with the international fertilizer community.

2 To prepare studies on deregulation and privatization of the fertilizer
sector in order to provide the government with information to facilitate
policy decisions.

3 To conduct fertilizer use surveys at farm level; to monitor fertilizer use by
crops, assess the impact on productivity, and identify problems faced by
farmers.

4 To advise government on pricing policies and issues related to subsidy.

5 To help achieve the planned targets for fertilizer consumption and in
doing so to improve the economic efficiency of the domestic factories, of
transport and of bulk blending facilities.

6 To help improve the marketing infrastructure for fertilizers so as to reduce
the cost per unit at farm level.

7 Tointroduce and popularize Integrated Plant Nutrition Systems (IPNS)
to improve crop response and the efficiency of fertilizer use in order to
maximize returns and farm income.

8 To prepare aprogrammed series of studies on fertilizer demand, supply
and price trends and to maintain a fertilizer statistics database.

Other influential bodies in Pakistan are the Pakistan Standards Institute,
the Fertilizer Research and Development Institute, the National Agricultural
Research Centre, the Agricultural Extension Service and the Soil Testing
Laboratories.

Cooperation and effective links need to be established between all
stakeholders, including the farming community, research institutions, agricultural
extension and training services, international and regional organizations, aswell
asthefertilizer manufacturing sector, in order to further the goals of the efficient
and environment-friendly use of mineral fertilizers.

International organi zationsand thefertilizer manufacturersmust also assume
an effective role in providing material support of governmental research and
extension systemsin order to enablethem providethefarmerswith the adequate
knowledge on fertilizer use, for the maximum protection of the environment.
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Focus OF NATIONAL POLICY

National governments and the private sector (producers, financial institutions
and agribusiness firms, among others) need to interact and thiswill require new
attitudes and working assumptions. According to arecent World Bank report,
governments must be market partners and facilitators by providing legal
foundations, an effective macro-policy environment, investment in basic social
services and infrastructure, comprehensive safety nets for vulnerable citizenry
and basic environmental protection.

Given the rapidity of change and the legacy of central government-
controlled programmes, the need for extensive participatory efforts between
government, rural residents and the private sector should be stressed, along
with decentralized operations and the promotion of local organizations.

Many developed-country stakeholders, including the private sector,
universitiesand NGOs, areinapositionto provide essential technical, marketing
and business capabilities to producers and key institutions in developing
countries. Mechanisms that can certify the capabilities of developed-country
service providers need to be considered. Donor responsiveness to this
dramatically different environment must be established in away that is flexible
and reflects institutional comparative advantage. The World Bank’s new
programme, “ Rural Development: From Visionto Action” provides aframework
for advancing these new themes (World Bank 1997).

INTERNATIONAL ASSISTANCE

National-level public-sector spending priorities have recently influenced donor
allocations. Asdevel oping countries made particularly tough budget cutsduring
the 1990s that affected agriculture, less donor assistance was available to the
agricultural sector. TheWorld Bank’ SAGSECAL programme, for example, declined
from an average of 12 percent of the adjustment lending portfolio to 4 percent by
1991. Total World Bank agricultural sector lending declined by 50 percent from
1986 to 1996. Similar reductions occurred throughout the donor community.

However, important complementary activities by some other donors are
under way. DANIDA has taken probably the boldest step by deciding that
agricultural assistance should riseto 20 percent of its expanding portfolio. The
Inter-American Development Bank completed two strategy exercises that
supported the expansion of agricultural and rural development. The United
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Kingdom'’s Department for International Development (formerly the Overseas
Development Administration) al so decided to strengthen itsagriculture portfolio
in response to the “ special relationship between agricultural development and
poverty reduction”. Norway has also completed a new devel opment assistance
strategy document that focuses on improving the capacities in agricultural
production areas. Germany is taking a comprehensive look at how it can best
support agricultural research and the sector as a whole. In addition, USAID
recently announced that agricultural growth would be the strategic objective of
one of its programmes “Economic Growth and Agricultural Development”.

INTERNATIONAL POLICY

The fertilizer industry consists of many interlocking organizations, institutes,
programmes and associations, as well as individuals. Each organization or
individual isto some extent constrained in what he can do because part of the
supply chainisoutsidehiscontrol. Y et thereisno common view of how synergies
can be created, nor isthere an outline of useful rolesfor each group so that their
contribution adds to a collective movement in the direction of sustainable
development.

In somefields, amoreglobal visionisbeing adopted. For example, the 1994
inter-governmental conferencein Cairo on world population examined the food-
popul ation equation not in simplerich-poor; north-south; hungry-overfed terms,
but as a series of complex relationships between (1) development to maintain
and enhance living standards (2) reduced population growth and (3) greater
environmental protection.

Thefertilizer industry cannot be considered inisolation. It isan important
but not the only agricultural input and the purpose of all theinputsisto enhance
the production of agricultural products. Themarket for thelatter issubject to the
demand of consumers. Consumers have a responsibility to society and to their
environment.

At least twelve categories of institutions are involved:
1. Farmers' associations. Given their very large numbers, it is difficult to
communicatedirectly withindividual farmers, particularly small-scalefarmers.
Fertilizer manufacturers and distributors.
Fertilizer associations, national and international.
Other input suppliersand their associations; seeds, plant protection products.
Theagricultural marketing sector, food processors, distributorsand retailers.

a bk~ Wb
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6. Banksand credit institutions.

Educational establishments

8. National Governments. Ministries of agriculture and of environment - but
other ministries such as planning, health, labour can play aregulatory role.

9. Governmental research and advisory servicesare particularly relevant to the
fertilizer sector.

10. Inter-governmental and United Nations organizations such asthe European
Commission, FAO, OECD, UNEP, UNIDO, World Bank.

11. Non-government organizations (NGOS).

12. Donors - bilateral and multilateral.

~

In the case of mineral fertilizers, there are significant problems associated with
under-use, over-use and incorrect use. In many countries there are inadequate
research and advisory facilitiesin place. Neither the private sector nor the public
sector alone can resolve the problems. Co-operation and participation by the
entire supply chain is needed for sustainable development. The participation
and vision of the entire supply chain is needed for sustainable devel opment.

CoNcLUSION

The successful development of national fertilizer production and consumption
requires adequateinvolvement and forward planning in awiderange of areas, as
well asthe continual upgrading of technical and professional skills. Thesetasks
involve several government agencies and fertilizer-related institutions in the
private sector and organizational arrangements are needed to foster coordinated
policies and active collaboration between all concerned. In this connection, the
international agencies and other bodies mentioned above, are well qualified to
provide assistance within their areas of competence.

The main purpose of this document is to stress the need for the timely
consideration of these areas so as to plan and operate a consistent and
comprehensivefertilizer policy in the medium and longer, aswell asin the short
term.

On the one hand, a consistent and comprehensive policy must aim at the
efficient use of fertilizers from an agronomic point of view. On the other hand,
fertilizers and other inputs cannot be considered in isolation and fertilizer policy
must therefore be a part of agricultural policy as seen in relation to acountry’s
overall social and economic policy objectives.
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Annex
Practical policy issues and some examples

STABILIZING THE MACRO-ECONOMY

One of the pre-conditionsto the successful development of agriculture and the
fertilizer market is general economic stability - steady economic growth, low
inflation and areasonably stable exchangerate. A good example of asuccessful
stabilization plan was that of Ghana during the 1980s.

Box 18. Ghana - stabilization plan

Over the decade up to 1983, the Ghanaian economy was under great
strain.

1973 - 1983:

» income decreased by 74% to US$366;

« inflation increased to 125.

1983: Economic Recovery Programme (ERP):
» realignments of relative prices

« liberalization of imports.

1985:

« removal of remaining structural barriers;

« shifting the economy onto a faster growth
Result:

 increased exports 8 - 9 % annually;

¢ annual economic growth 5.3%;

» annual growth of agricultural sector 2.6 %;
« inflation only 30% annually;

« financial situation of government positive.
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An unfortunate result of the price liberalization policy and the phasing out of
subsidieswasasharpriseinfertilizer priceswhich werenot entirely offset by the
risein crop prices. This madefertilizer less attractive and fertilizer consumption
declined. Policy optionsto reversethistrendinclude a) re-establishing the subsidy
or b) alowing crop pricesto increase further by restraining grain imports which
wereforecast by the Ministry of Agricultureto reach 75000 tonnesby 2000. The
second of these options coupled with increased spending on research and
extension into productivity boosting practices would be the preferred market-
friendly option and would keep the government off the damaging subsidy
escalator.

IMPROVING AGRICULTURAL PRODUCER PRICES

Improved producer pricesarethemost effectiveweaponfor increasing agricultural
output and at the same time encouraging farmers to use more fertilizer. In the
developed countries this has been well recognized for decades and throughout
the 20th century many countries, particularly those in West Europe have
encouraged output by increasing pricesto farmers.

In many devel oping countriesthe possihility of providing atop-up payment
tofarmersisprobably very limited dueto the effect on the government’ sbudget
deficit. However, countries should ensurethat farmers at | east receive theworld
market price equivalent.

Box 19. Viet Nam - stabilization plan

1980 - 1989:

« inflation up to 700%

 centrally planned economy.

1988:

« stabilization through doi moi, a comprehensive programme of economic
and financial reforms

Results:

« price and trade liberalization;

* tax reform;

* landreform;

* restructuring of public enterprises;

 control of budget;

» inflation 13%;

 agricultural output growth about 5%.
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The process of price liberalization in Viet Nam is a good example of the
beneficial effect thiscan have on poor farmers. Under therestructuring plan, the
old system of procurement of farm output at pre-determined priceswas abolished
along with restrictions on the movements of goods within and across the
provinces. Farmers were able to dispose of their outputs through the market of
their choiceat the going price. Theresult wasasurgein output to the extent that
Viet Nam is now a regular exporter. In fact the government encouraged this
development again by abolishing export quotas and licenses as well as export
taxesand mandatory fixed export prices. Although the government still maintains
asafety-net price for when pricesfall, by and large producer prices now reflect
world market prices.

Market liberalization in Uganda has also had a beneficial effect on cotton
and coffee production. Prior to 1992, the state-run Coffee Marketing Board
controlled coffee exports and farm-gate prices had very little relation to world
market prices. The export business was progressively opened to cooperatives
and the private sector with the result that the farm-gate price greatly improved
and production increased rapidly to its highest ever level of 4.2 million 60 kg
bags in 1996. Cotton marketing was also liberalized and production increased
from 33 000 bales in 1994/95 to 100 000 bales in 1996/97. Fertilizer input supply
was also reported to have improved.

In 1997 the Egyptian government abandoned the policy of state quotas
on agricultural production and imports. The import/export market for food was
to be opento market forceswith the objective of stepping up agricultural output,
diversifying production towards higher value crops, encouraging greater
investment and encouraging increased exports. Prior to the policy change the
country had atrade deficit of US$10.5 billion of which food imports accounted
for US$2.1 hillion.

In Chinaofficial grain procurement pricesat thefarm-gate wereincreased
by about 40% in 1996 in order to compensate for the previous phasing out of
fertilizer subsidies. At that timefarmerswererequired to sell an agreed portion of
their crop to the state at the procurement price and were then allowed to sell the
remainder in the open market. While this arrangement meant that farmers could
profit from any surplus production most were happy to sell at the official price
which was often about 65% higher than the open market price. The effect of the
official pricerisewasasubstantial increasein grain production and fertilizer use.
In fact several major grain producing provinces had over-production of grain
and most of the granaries were full.

On the other hand, 1998 data from Pakistan indicate that procurement
prices were still below world market prices with the result that most crops -
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except for sugar-cane - were unprofitable or at least had anegligible profit tothe
farmer. The 1997/98 Fertilizer Use Survey showed that the typical Vaue:Cost
ratios (VCRs) were wheat 2.56, IRRI-rice 2.27, Basmati-rice 3.67, cotton 3.59,
maize 3.81 and sugar cane 10.76. The conclusion of the Pakistan Agricultural
Price Commission wasthat when total costsweretaken into consideration, farmers
made aloss on IRRI-rice (- Rs 709 per acre), wheat (- Rs 99 per acre) and cotton
(- Rs 533 per acre). Basmati rice had asmall profit of Rs 47 per acre while sugar
cane was the most profitable crop at Rs 4638 per acre. Sugar cane receives the
most fertilizer (about 60 kg/acre) while IRRI-ricetendsto receive only 37 kg/acre
and is mostly used by the subsistence and semi-subsistence sector.

UNIFORM TARIFFS ACROSS SECTORS AND AMONG PRODUCTS

Some of the best examples of uniform tariffs come from the policies adopted by
new international trade groupings.

Box 20. International trade groupings

European Union:

e zero duty on all trade between the member states;

» import duties on fertilizers and raw materials from outside the Union
have been simplified and are generally much lower than those that
were previously levied by the separate member states;

» At various times anti-dumping duties or Minimum Import Prices have
been imposed, for example, against Russian potash and ammonium
nitrate and these apply across the Union.

Andean Pact (Venezuela, Colombia, Ecuador, Peru, Bolivia and Chile):

 internal trade for members duty free;

« fertilizer imports from outside the area vary from one country to another
between (zero and 15).

MERCOSUR:

 internal trade for members duty free;

 duties for fertilizers imported from outside the region are either zero
(Uruguay, Mexico and Surinam), 1% (Paraguay) or 2-6% (Argentina
and Brazil).

Mexico is also a member of the (NAFTA) and does notimpose any import

duties on fertilizer or agricultural inputs from other NAFTA members (USA

and Canada) or from elsewhere.
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In the Philippinesaminimum import duty of 3% wasimposed in 1994 which
was also applied to fertilizers. But quotas on imports were reduced at the same
time so that they only covered 5% of all imports as compared to 37% in 1980. A
notable exception to this was maize which is used in the rapidly expanding
poultry industry and was subject to a100% tariff. However, thiswas expected to
be phased out in favour of a5% import tariff to apply to all agricultural imports
which when adopted would be avery low level of protection for agriculture by
global standards.

In order to stabilize the export markets and to generate fundsfor thefederal
budget, the Russian Federation approved a decree in early 1999 that extends
export tariffsto al mineral fertilizers. The Ministry of Trade stated that a5% tariff
would belevied on the customs value of all fertilizer exports.

ABSENCE OF RESTRICTIONS ON FOREIGN TRADE

Most devel oped countries have very few restrictions on foreign trade although
where a domestic industry is under threat from very low cost imports it is
sometimes possiblefor the company or industry concerned to present acase (of
unfair competition) to the relevant authority to get anti-dumping dutiesimposed.
Many countriesincluding the EU, USA and some East European countries have
also considered or have actually imposed anti-dumping duties on the Russian
Federation’simports for this reason.

For a number of developing countries, foreign trade is restricted by
government monopoly (for example, Viet Nam and China for fertilizer imports;
Pakistan for therice trade, the cotton sector in Mali); othersimpose a system of
licensesor quotas (for example, Indonesiaand Bangladesh for fertilizer exports).
A number of other countriesrestrict fertilizer importsand distribution to domestic
companies only (for example, Ethiopia). But for most developing countries the
main restriction on international trade is the absence or difficulty in obtaining
foreign exchange.

In order to encourage the flow of additional fundsthrough legal channels
and to improve the operation of the exchange system, the government at afairly
early stage, allowed the opening up of foreign exchange bureaus (Forex), licensed
by the Bank of Ghana and subject to the Banks rules.

The Philippines government also abolished foreign exchange regulations
in 1992 as part of its trade liberalization process and the currency is now fully
convertible.
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FERTILIZER SUBSIDIES

Fertilizer subsidies have been widely used both in developed and developing
countries to promote the use of fertilizer.

The Sustainable Community-Oriented Devel opment Programme (SCODP) for
smallholders in Western Kenyais an interesting example. SCODP s methodol ogy
aimsto quickly stimulate demand for fertilizer amongst small farmers, who aretoo
poor to purchase fertilizer in large (50 kg) quantities and who have no access to
credit. Demand is created simultaneously through three main methods:

i) Farm input supply in which a network of farm input shops is established,
through which the appropriate fertilizer types are made locally available in
small, affordable quantities, according to small farmers’ preferences,

i) Farmer-participatory researchto maximize profitability of fertilizer usewhereby
the appropriate fertilizer types are determined in the catchment areas of the
shops by farmers, schoolteachers and extension workersand on the basis of
the most readily availablefertilizers. Results are fed back to the shopkeepers
to ensure that the customers are given the correct advice;

iii) theFertilizer “ mini-pack” method in which small packetsof 100 g and 200 g of
the appropriate fertilizers are sold outside shops, in market places on market
days, at schoolsand outside churches. “Mini-pack” encourageall community
membersto experiment with fertilizer on their own plotsof landinan affordable

way.

Becausethefertilizer isused effectively and thereisaconstant feedback of advice
and research the value:cost ratio often risesrapidly to 8 and above and the use of
fertilizer becomes very profitable. The market then also becomes self-sustaining.
Thistype of programme, of course, isalso appropriate for bigger farmers.

Subsidies might be phased out once their initial objective is achieved. In
Chinasubsidieswereeffectively removed by simultaneously increasing producer
pricesto compensate. |nBangladeshfertilizer subsidieswere phased out as part
of the overall market liberalization. Through aUSAID programme, considerable
effort was madeto introduce high yielding seeds and other productivity boosting
methodswith the aim of raising agricultural production growth to 4% per annum.
While the subsidy was phased out, fertilizer marketing margins fell due to
increased competition amongst the new fertilizer marketers and although retail
fertilizer pricesincreased, offtake of fertilizer actually increased rapidly from 750
000 tonnesin 1978to 2.3 million tonnesin 1993. Again, thekey isgood technical
advice and practical demonstrationsto the farmers.
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This document presents guidelines for governments on the development of
fertilizer strategies. It illustrates the differences before and after the
involvement of the private sector and offers solutions for improvement. It
discusses the role of fertilizers in the development of agriculture among with
the factors that have an impact on their use by farmers, gives practical
suggestions for decision-makers regarding production of import of fertilizers
and then deals with the many issues involved in the efficient distribution and
marketing of fertilizers and, finally, with the institutional framework for the
integration of all these aspects into a comprehensive fertilizer policy.
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