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PREFACE

The establishment of the African Fertilizer Trade and Marketing
Information Network (AFTMIN}) was recommended during the workshop
on Fertilizer Procurement, Information and Communication Regquire-
ments in sub-8aharan Africa, which was held from 24 to 28 Novem-
ber 1987 at Lomé, Togo. The exchange of fertilizer information
among eub-Sahara African countries was considered an important
way to improve fertilizer procurement; marketing, and distribu-
tion and to help policymakers in formulating sound plans. Since
July 1988 +this exchange of information has been formalized
through the dissemination of two types of fertilizer intelligence
bulletin, one ie +transmitted by +telex, and the other more
detailed publication -- African Fertilizer Market -- is sent by

airmail.

It was also decided during the workshop that the cooperators
within the network would meet once a vear to discuss the latest
developments in the fertilizer sector, to review past activities
of AFTMIN, and to provide guidelines for future activities.

The first annual meeting of AFTMIN was held from November 22-24
in Lomé, Togo.

Part 1 of this report provides a synopsis of the major points
presented in +the various papers contributed to the first annual
meeting of AFTMIN in November 1988, complemented with personal
notes of the authors. The purpose of this report is to provide a
ghort, but comprehensive overview of the structure, problems, and
constraints of the fertilizer sector in sub-Saharan countries,
particularly as related to privatization, marketing costs, and

supply.

Current moves toward privatization in many sub-Saharan countries,
-- often instigated by Structural Adjustment Policies of the
World Bank -- have prompted many governments to regard these con-
straints seriously and design ways to overcome them so as to en-
sure successful privatization of eelected &services and opera-
tions. This report provides some indications on how to overcome
the most common constraints ; it also helps to 1illustrate that
privatization is a process in which both national governments and
the donor community continue to play important complementary
roles.

Privatization of the fertilizer sector has the ultimate objective
of reducing the costs of fertilizer products to the end users. In
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thie regard, it was considered opportune to take a detailed look
at the internal marketing coste and ways to reduce them. The
first annual meeting also looked at the other cost components:
Free On Board (FOB) procurement price and the ocean freight
ratea. In addition, the current fertilizer supply situation and
the global ocutloock were reviewed and discussed in detail.
Attending the meeting were 18 participants from 12 countries,
along with 8 observers. The enthusiasem expressed by the par-
ticipants and +the ensuing discussione confirmed the belief that
there is a great need for African fertilizer marketing managers
-~ 1including importers, exporters, and distributers from the
private and public sectore -- to meet with each other and discuses
the pressing problems that confront them.

Part 2 of this report contains summaries of individual papers
presented at the meeting.
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I. CURRENT FERTILIZER SITUATION.
I1.1. The Global Fertilizer Situation.

T1.1.1. Production.

The world production of fertilizer, in terms of N, P205, and K20,
increased by 5.2 ¥ or 7.4 million tonnes of nutrisnts in 1887/88
to a total of 150.8 million tonnes of nutrientsl., The developed
market economies increased their output by 2.3 million tonnes and
the developing market economies by 1.7 million tonnes of
nutrients. The planned economiee exceeded their output of 1986/87
by 3.4 million tonnes of nutrients in 1987/88.

Nitrogen production increased by 4.8 million tonnes of nutriente,
of which the People s Republic of China (China) contributed 2
million tonnes. The United States of America (USA) and the Union
of Socialist Soviet Republics (USSR) expanded nitrogen output by
855,500 tonnes and 546,000 tonnes, respectively. Major con-
tributers to the growth of phosphate production (total expansion
2.3 million tonnes) were China with 1.1 million tonnes and the
USA with an additional 555,000 tonnea, Canada and the USSR were
largely responsible for the extra potash output of 1.6 million
tonnes of nutrients. Canada’s production grew by 800,000 tonnes,
whereas the USSR managed an increase of 660,000 tonnes.

I.1.2. QConsumption.

World consumption of NPR increased by 6.2 % or 8.3 million tonnes
in 1987/88. The apparent nitrogen use expanded by 4.6 million
tonnes during the period under review, phosphate by 2.3 million
tonnes, and potash consumption by 1.4 million tonnes.

Again all economic groupings realized favorable results,  but the
achievements of China stand out; an increase in the apparent con-
gsumption of §.7 million tonnes was realized. In sub-Saharan
Africa there was a small increase ; in 1987/88 total use was
1,172,000 tonnes compared with 1,146,000 tonnes during the previ-

ous year.
I1.1.3. World Supply and Demand Projections.

Total NPR demand has coneistently lagged behind the total world
production since the early sixties. The FAQ/UNIDO/World Bank
Working Group projected in ite meeting of June 1988 that the
world supply situation for nitrogen will become tighter in
1889/90 and may even fall short of the demand in 19890-92, par-
ticularly for the developed and developing market economiee. The
working group also foresees a somewhat tighter situation for the
global supply of phoaphate and potash.

1. FA0, 1989, Preliminary data.



I1.2. The Fertilizer Situation in Sub-Saharan Africa.
I.2.1. Fertilizer Supply in Sub~Saharan Africs.

Although fertilizer use in sub-~Saharan Africa is very low as com-
pared with use on other continents (around 1% of total world
consumption), it is an important import item for most of the
sub-Saharan countries. Because of the very modest level of fer-
tilizer production in Africa, fertilizer must be imported and
thus is an expensive input, especially for countries with

limited foreign exchange.

The total production of NPK in sub-Saharan Africa increased from
177,900 +tonnes in 1980 to 197,900 tonnes of nutrients in 1987.
This growth was far from steady: fluctuations of 20,000 tonnes
from one year to another were not rare during this period. The
production is, moreover, concentrated in only 10. countries, 4 of
which account for 90% of the total (Zimbabwe and Senegzl 80%;
Tanzania and Mauritius 10%). Nigeria’'s share in total production
will increase substantially following the commissioning of a
large-scale ammonia-urea plant.

1.2.2. Fertilizer Consumption in Sub-Saharan Africa.

As stated before, the consumption of fertilizer in sub-Saharan
Africa is low. On a use per hectare basis, consgumption averaged
in 1984/85 only 9 kg of nutriente as compared with an average of
£58.3 kg of nutrients for the developing countries as a whole and
121.3 kg of nutrients Ffor the developed countries. Although
variationse in these figures are substantial from one year to
another, it does not conceal the fact that the present level of
fertilizer consumption, eome 1.2 million tonnes of nutrients,
renders the entire sub-Saharan market into a ‘“rest-market".
Buyers are subject to vagaries of the world market where dumping
as well ag monopolistic price setting may distort the sub-Saharan

economies.

I1.2.3. Supply and Demand Projections for Sub-Saharan Africa.

Unlike the global picture, the consumption of fertilizer in sub-
Saharan Africa greatly exceeds the continental supply potential.
The current demand of 1.2 million tonnes of nutriente is met by
0.2 million tonnes of nutrient production from the region -- the
balance comes from importe (See Graph 1). Demand and supply
projectiong vary from one source to another, but it is safe to
asgume that the production capacity may double during the period
1990~-92, +thus reducing the gap temporarily. Further projections
show no other production increases; however demand will continue
to grow and, may easily surpass 2 million tonnes of nutrients in
the year 2000. The gap would then widen further, from 846,000
tonnes of nutrients in 1985/868 to at least 1.4 million tonnes of

nutrients in 2000.



Graph 1 : Gap Between Production and Consumption of Fertilizer
Nutrient in Sub-Saharan Africa, 1970-88.
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I1.3. Fertilizer Imports in Sub-Saharan Africa: Peculiarities
and Problems.

I.3.1. Fertilizer Requirements.

The bulk of fertilizer in sub-Saharan Africa is used for cash
cropa, whereas in Agia, for example, moat fertilizers are used
for food crop production. This peculiarity has led to a rather
specialized demand for sophisticated NPK compounds which can only
be provided by specialized producers in small, bagged shipments.
This means that, besides higher transport costs, a premium has to
be paid for the special compound. This premium is estimated to be
around US$15 per tonne. Special micronutrients are often added,
which may increase the price by US$20 per tonne. Due to the pos-
gibility of backhaul freight and moderate prices on the interna-
tional markets, these extra coste have not been burdensome up to
now. However, a tighter market situation and a alight change in
the competitive position of Weet European producers may tilt the
balance and result in major obstaclee for importers.

I1.3.2. Domestic Effects of Import Dependence.

The dependency on the world market supply and its volatile prices
meang that this instability can earily be imported. Deaspite the
fact that 28 of the sub-Saharan countries import less than 20,000
tonnes of prcduct per annum, fertilizer represents a major and
often strategic import item because it finds its use in the
cash-crop sector, usually the predominant export earner of the

countries.



The 1low to medium international prices that presently prevail
serve to prevent temporarily the buildup of competitive domestic
production capacity -- especially in those countries that have
prroduction potential. A further stumbling block is the low level
of fertilizer use, particularly in the food crop sector, which
precludes viable economies of scale for newly established in-
dustries.

The fertilizer marketing and distribution systems in sub-Saharan
countries are grossly underdeveloped because of the relatively
small quantities traded. Internal distribution costs are also
very high, sometimes several times the comparable costs in Asian
countries. Moreover, the limited number of production cutlets
forces many remote farmers to incur extra costs in order to ob-
tain their fertilizer {see also chapter I]I: Fertilizer Marketing

Coets and Marginse).

The very fact that most, if not all, of the fertilizer require-
ments have to be imported poses major problems for importers in
planning and decisionmaking. Foreign exchange allocations have to
be arranged well in time, tenders have to be isasued, and delivery
should be secured just before the planting season so as to mini-
mize storage costs. Also the onward transport from port to retail
outlets has to be planned carefully in order to avoid late ar-
rival at the point of destination. Fertilizer that is delivered
too late is not only useless for the current season, it has to be
stored till the next season, thus adding to storage coste and the
risk of serious losses.

Most governments maintain a policy of low food pricee and try to
keep their export prices competitive. Therefore, inputs such ase
fertilizer (and often water as well) need to be subsidized. The
burden of subsidies ies becoming too heavy for many governments
although balance of paymente support in the form of fertilizer
may bring some relief in the sgituation.

Even though the levels of fertilizer use are still very low, the
general crisis situwation in which many sub-Saharan countrieas find
themgelves no longer justifies heavy expenditures for input sub-
sidies. This had led to the call for diminished government in-
volvement in the fertilizer sector in favor of liberalization of
the fertilizer market, a development that is strongly stimulated
by +the Interatiocal Monetary Fund (IMF) and the World Bank. This
will be discussed in the following chapter.
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II PRIVATIZATION OF THE FERTILIZER SECTOR IN SUB-SAHARAN AFRICA

II.1 Structural Adjustment Loans.

Structural Adjustment Loans were firat introduced by the World
Bank in 1980 for countries willing to formulate and implement
structural adjustment programs in order to stimulate balanced
medium- and long-term economic growth. Both IMF and the World
Bank recognize the present debt burden as one of the greatest im-
pediments to growth in sub-Saharan Africa. The proposed loans are
therefore directed mainly at overcoming medium-term deficits so
as to create new opportunities for self-szsustainable growth ; the
getructural adjustments are directed at the imbalances in the
domegtic economies that have led to the current crisis situation.

The structural adjustment measures have a distinct macroeconomic
character. As is clear from the previous paragrapha, the logic
behind structural adjustment centers on three major activities

° reducing or eliminating price controls.
° liberalising international trade.
promoting exports and appropriate exchange rate
measures.

These measures are aimed at "opening up"” the protected economies
towarde export-oriented growth inatead of the often comparatively
expensive choice of import substitution. The mechanisms of struc-
tural adjustment include the following

° Privatization or reorganization of state-contrsolled
enterprieges.
Removal of astate controls.

° Removal of interest rate ceilings.

These measures are directed at the reduction of the public sector
and its influence on the domestic economy so as to create better
incentives for the private sector.

Combined with debt management, thesge measgures (and others) should
create the proper conditions for economic growth. Structural ad-
juatment measures have received both praise and criticism,
however, these responses are outside the scope of the paper. The
fact is that many sub-Saharan countries have embraced the struc-
tural adjustment concept without actually being able to know what
the impact on the local economy will be. Certain vulnerable
groups will suffer more because of the adjustments and will re-
quire targeted food aid until they can participate in the growth
procese. But many low-income, food-deficit countries have not
known growth for many years. It is therefore highly gquestionable
whether structural adjustment measures will guarantee economic

growth.
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For the fertilizer sector in the region, therefore, it is clear
that privatization will be a prime target of structural adjust-
ment in that all the above measures concern this sector directly.
Having described the broad economic context of fertilizers and
having explained +the rationale behind current moves toward
privatization initiatives in sub-Saharan Africa, we can discuss
the problems that might cause countries to abandon the road to
privatization.

Thae fertilizer sector in most sub-Saharan countries is dominated
by state monopolies or parastatals. Only in Kenya and Zimbabwe
does the private sector play an important role -- though estill
under considerable government control. This massive =state in-
volvement has led to a situation where transformation into a
privatized fertilizer sector cannot be realized overnight; many
probleme have to be tackled first. Knowledge and understanding of
the nature and causes of the variocus constraints are an essential
first step to overcoming them.

Thie chapter will focus on the process of privatization and the
resultant reduction of government involvement in this sector. The
discussion will examine how the public and private fertilizer
sectors are structured, what in general the inefficiencies are,
and how the supply of fertilizers can be made more efficient and
cost-effective. But a word of caution ie necessary at this stage.

Governments should always maintain a careful watch on their
long-term objectives in this sector, particularly the non-
efficiency goals such as fair income distribution. The private
aector will respond to economic incentives only, and this may be
to the disadvantage of certain vulnerable or remote groups of the
population. Privatization does not dismiss governments from all
responsibilities; they should support the private sector in such
a way that smooth operations will be possible, and they should
provide complementary services when necessary.

12



I1.2. Marketing of Fertilizers in Sub-Saharan Africa.

IT.2.1. State Controls.

Throughout sub-Saharan Africa, the marketing of fertilizers is
largely in the hands of state monopolies. These public or state
monopclies (parastatale) are the result of the government’'s ac-
tive policiea to contrcl their economies after political inde-
pendence was secured. This has worked reasonably well for the
fertilizer supply to important export crop growers in Wegt Africa
and large estates in southern Africa. However, generally speak-
ing, the parastatale have not been very beneficial for most
farmere, particularly the small and remote food crop growers.
Ironically, the only countries where small farmers seem to have
made some progress in gaining access to fertilizer supplies are
Kenya and Zimbabwe where a competitive involvement of the private

sector has been allowed.

These government controls through parastatals include respon-
sibility for importation, production, distribution of fer-
tilizers. Excessive bureaucracy, foreign exchange problems, bad
planning, and enforced state transport have rendered these opera-
tions very inefficient. Governments further control the actual
marketing of fertilizers, including demand forecasting, pricing,
extension, storage, and transport. Again, bureaucracy, poor plan-
ning in transport and storage, and exteneive subsidy programs im-
pede an efficient and, above all, timely supply of fertilizers.
Thege agpects will be discussed in more detail later.

I1.2.2. Public Sector Features.

One of the most striking features of the public sector is the in-
evitable bureaucracy that accompanies contrcl measures. This
means that virtually nobody can take quick, autonomous decisions,
and onse result is slow and cumbersome procedures, and often a
delay in importation. The fact that in parastatals there are of-
ten noc clear-cut responsibilities implies that there is a general
lack of accountability for performance. As a result, there is
little interest in or reward for efficient operations and innova-
tions. The mere absence of incentives and accountability for
responeiblities explaine the 1lack of business expertise among
parastatals. This has turned out to be very damaging for an ade-
quate functioning of the fertilizer sector. The marketing re-
quirements for fertilizer are substantial ; considerable eskills
and capital are needed for procurement, transport, storags, and
retailing in order to provide farmers with the right type and
amount of fertilizer at the right time and at acceptable prices.

I1.3. Marketing Problems and Constraints for Privatization.

The problems presently being encountered in fertilizer marketing
and distribution in sub-Saharan Africa are in fact +the con-
gstraints for privatization. Without proper recognition and ap-
praisal of these conastraints, privatization attempts are bound to
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fail. Without thorough analysis of present market gtructures and
macroeconomic variables, privatization does not stand a chance.
In thie section, the most important constraints will be dis-
cussed.

I1.3.1 Socioeconomic Constraints

Governments in the develcping countries of Africa consider fer-
tilizers to be a "strategic” commodity because of its importance
in feood and cash crop production. They therefore justify their
continued involvement in and control of the fertilizer sector on

this premise. Often fears are oxpressed -- because of the tradi-
tional hostility, suspicion, and mistrust that exist between the
government and the private sector -- that if privatization is

implemented, +the private Bector will exploit the poor farmer.
Moreover, it is felt, in some countries, that the private sector
may lack the capacity and knowledge to take over fertilizer
marketing. :

I1.3.2. Pricing and Subsidy.

Most governments in African countriee control fertilizer prices
to the farmers. This is done mainly to keep food prices low and,
where & private sector exists, to prevent exploitation of the
farmer. Moreover, in many of these countriee fertilizer prices
are subsidized by governments. In controlling prices, the govern-
ments tend to allow 1low and therefore unattractive margins to
those involved in fertilizer marketing. Added to that, con-
giderable delays are often experienced in determining and releas-
ing information on prices. Prices are not reviewed often encugh
to keep pace with fertilizer market trends.

In Kenya, for example, because of the delay in releasing and
reviewing prices, the commercial private sector did not import
fertilizer in 1987/88.

Subsidies may distort competition where the public sactor
(receiving subsidies) operates side by eide with a private sector
not receiving subsidies. This ie the case in Zambia where the
private traders were allowed to market unsubsidized fertilizers
alongside the National Agricultural and Marketing Board
(NAMBOARD), which marketed subsidized fertilizer. The private
sector is obviously unable to compete in this case. Abrupt
removal of the subsidies has also bean advocated but is likely to
result in sharp increases in fertilizer prices, which can cause
gsubstantial decrease in demand. The demand may decrease to a
level where the private sector will not be interested in the
supply and marketing of fertilizer,

I1.3.3. Administrative Controls by Governments.

Administrative controls exercised by governments in African
countries include (a) import allocation and liceneing and (b)
foreign exchange allocation.

14



Import allocations issued by the government limit the autonomy of
the private sector in importing the types and the guantities it
knowse are required by the market. Administrative delays, which
that have been common in the processing of import licenses, will
render useless the timely decisions and planning made by the
private sector. The delays in making available the required for-
eign exchange for importation of fertilizer or raw material will
have a sgimilar effect.

IT1.3.4. Lack of Infrastructure.

Infrastructure is lacking or seriously underdeveloped in many
countries. Storage and transport facilities are usually owned by
the Governments who may be reluctant to lease or gell these to
the private sector. Roads, particularly rural feeder roads, are
often 1in a bad etate and are usually impaseable during the rainy
seasons, when fertilizers are required. Private transporters are
therefore reluctant to move their trucks intc these areas. In
privatization, therefore, it is likely that the private sector
will concentrate their efforts on the large-scale (plantation)
farming areasg, where the infrastructure is better, and will
remain reluctant to move to small farmers ™ areas where the in-

fragtructure is poor or lacking.
I171.3.5, Size of Market.

With privatization must come liberalization or “opening up"” of
the marketing system to promote competition. As stated elsewhere
in this paper, fertilizer use in Africa is still low. Although it
would be difficult to determine the number of traders to be al-
lowed in a given market size, it is likely that privatization in
a relatively semall market may have a negative impact on fer-
tilizer ssctor development. In Kenva, for instance, attempts to
open up the market by allocating fertilizers to as many private
sector distributors ag possible resulted in the emergence of
quick profiteering by some fertilizer distributors. Although com-
petition has increased consgiderably as a result of thias, there is
evidence that it has s8lowed down investment in distribution
facilities and services to the farmers.

IT1.3.8. Lack of Capital.

In countries where the private sector has not been involved in
the fertilizer =zector, it will be necessary to invest in new dis-
tribution facilities such as storage, particularly in the rural
areas. The private sector, particularly at the retail level, may
not have the necessary capital to invest in these facilities. The
cost of available capital is often prohibitive.

15



IT.3.7. Credit.

By its very nature, the fertilizer business calls for high level
financing. Those distributing fertilizers often need to tie up
large sums of money in pre-season stocking sometimes for several
months before the sales period. Unfortunately, security demanded
by commercial banks as a condition for extending credit is
usually lacking. Wholesalers of fertilizers also consider extend-
ing c¢credit teo retailers risky and often demand cash payment on
delivery of fertilizers. Thie lack of credit hampers the ability
of the retailer to carry stocks.

I1.3.8. Lack of Government s Commitment.

Many governments in the African countries seem to give only lip
gervice to privatization. It is not that they do not believe in
privatization and ite benefits but rather that they must reespond
to the pressure and approaches often forced on them by proponents
of privatization with little regard to the unique situations
which might be prevailing in their countries. It is indeed not
uncommon to find governments signing aid agreements that contain
conditionalities not clearly understood or actually not accept-
able to them and later failing to implement them.

IT.3.9. Fertilizer Aid-in-Kind,.

Fertilizer aid-in-kind has proved to be perhaps the most popular
form of aid to African countries within the last decade or so. It
has indeed had a positive impact on agricultural production
generally and on food production in particular. In Kenya, for ex-
ample, the aid fertilizer share of the total fertilizer supply
roee from 12% in 1983/84 to 63% in 1987/88. The percentages are
even higher in other countries.

However, fertilizer aid-in-kind has also had its negative impact
on fertiligzer sector privatization and marketing system
liberalization and development. This aspect stems from two facts:

- Aid-in-kind necessitates deeper government involvement in
the fertilizer sector. The governments have had to decide at
what prices the aid fertilizer consignments were to be sold,
as well as arranging for its distribution either directly or
through a parastatal and allocating it to various dis-
tributors.

- On many occasions governments have "used"” aid fertilizers to
keep prices low. At times governments have guspended price
raviews for long periods in the knowledge that sufficient
aid fertilizere would be forthcoming even if the private
sector were not to import because of unfavorable domestic
fertilizer prices and policies.
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IT.4. Overcoming the Constraints.

As indicated earlier, any country intending to liberalize its
fertilizer market and reduce government involvement to a much
lower level of control must first of all identify the most impor-
tant constraints. It may be clear that many of the constraints
mentioned in II.3 are the result of short-term gains, political
pressure and vested intereste. Introducing privatization will
therefore lead to conflicting interests, and it is only when
these situations are well anticipated that governments can solve
these issues through dialcogue with all parties involved, 1i.e.,
the private tradere, farwers, and donors. If any commitment from
these partners ie expected, the procedural changes must be made
clear. The private sector should be confident that the removal of
congtraints ie a lasting measure in that considerable investments
in storage and tranaport capacity will be expected from them.

I1.4.1. Pricing Policy and the Abolishment of Subsidies.

Particularly in the context of structural adjustment, the aboli-
tion of subsidies will be one of the first problems to overcome.
Sudden or gradual abolition will lead to higher prices, which may
reduce aggregate demand to such a low level that the private sec-
tor is no longer interested. 1t may therafore be necessary to
maintain, at least in the short run, some form of subsidy, e.g.,
by granting an import subsidy to importers, which has to be
passed on to the farmers.

In this way, private trade can still be combined with subsidies.
However, in order to make sure that these rebates are indeed
paesed on to the users, some form of price control may have to be
exerted. Many countries practice a uniform pricing esystem
throughout the country. If competition is to be given a chance,
this pricing system must be abandoned, and for each region, a
reasconable maximum price should be agreed upon between government
and trader. In this way, the passing on of import subsidies can
be safeguarded, and while a reasonable margin can also be
guaranteed for the distributor. Another advantage of eliminating
the uniform pricing is the copportunity for the private sector to
service remote areas with difficult access. {Otherwise the state
would be left with these unprofitable areas to supply.

11.4.2. Promoting Competition.

One of the basic necesgities for a free market is competition ;
otherwise privatization may ultimately result in a private monop-
oly instead of a state monopcly. The governments should create
opportunities for a number of traders to enter the market by
removing restrictions on licenses and modifying other rules so
ag to create a very clear and straightforward market-structure.
In some countries, state involvement has discouraged private sec-
tor activities in the fertilizer sector to such an extent that
they are virtually nonexistent. However, sometimes a viable
parallel market is functioning, and the government may consider
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allowing the hitherto unofficial traders into the official market
if they have been operating cheaply and efficiently. Besides in-
put pricing, +the government should not overlook the pricing of
outpute. Grain prices especially are being kept artificially low,
which leads to a black market in times of scarcity. A more
realistic farm-gate price would provide more incentives +to the
farmer and allow him to cope with the gradual removal of input
subsidies.

I1.4.3. Adjueting Exchange Rates and Access to Foreign
Exchange.

The generally overvalued exchange rates make imports artificially
cheap. This means that higher domestic output prices -- for e.g.,
basic food grains--would make it imposesible for farmers to com-
pete with imported food grains. So, in order to stimulate
agricultural production, the exchange rates have to be adjusted
to more realistic values. Under IMF pressure, these changes can
be sometimes rather drastic: devaluations of 50 to 80 % during
one year are not uncommon. On the other hand, however, devalua-
tions will make not only the import of foodstuffs more expensive
but also the import of agricultural inputs. This results in con-
siderable price rises for fertilizer, which may affect demand
negatively. Private traders may fear entering into a newly
liberalized market, unless the domestic output prices have been
raised in a timely way that helps avoid ercosion of the farmer’s
purchasing power. These adjustments may be detrimental to wvul-
nerable groups in the country, and additional measures, such as
targeted food aid, may be necessary.

The shortage of foreign exchange in sub-Saharan countries neces-
sitates careful allocation for import purposes by the Ministries
of Finance. The import of fertilizers often competes with imports
of food grains and construction materials for foreign exchange.
The +timing of fertilizer deliveries is very critical, and im-
portere should plan well ahead how much of which type and quality
is actually required so as to request the amount of foreign cur-
rency in time. Governments should establish clear rules and pro-
cedures to release the hard currencies.

I1.4.4. Demand Forecasting and Procurement.

Procurement of fertilizer is a complicated business, and adegquate
demand forecasting is essential for ite success. Governments have
been known to import fertilizer without actually having a solid
basie for the volume required. Moreover, unplanned and sometimes
uncalled-for aid shipments of fertilizer have led to unwarranted
surpluses that had to be stored for 9 months or more.

Private +traders may have an adequate idea about quantities they
can sell, but it will remain difficult for them to estimate ag-
gregate demand. 5o there will always be a need for a central in-
telligence unit to disseminate information on gtocks, expected
aid shipments, import data of previcus years and observatione of
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experienced people in the sector. Such a unit or center could
easily remain a government responsibility, particularly when a
government agency has already built up useful experience in this
connection. In this way, orders of the various private traders
could aleo be combined to obtain economies of escale. One could
even envieion regional cooperation in which several of these
units purchase jointly.

There has to be a mutual trust between government and traders for
privatization to work. The government should be confident that
the private sector can do the job, and the traders should trust
the Government to give reliable information. Otherwise the
traders may alwayas fear distortion from an unannounced aid ship-
ment or faulty price information which may confront them with un-
expected low prices and force them to store +the fertilizers.
Traders are not willing to invest in large stocks and possibly
infrastructure only to cope with the probleme and inefficiencies
of poor coordination.

I1.4.5. Improved Infrastructure.

The poor infrastructure in most countries causes marketing costs
to be much higher than really neceessary. From port to retail out-
let, the infrastructure should be improved, not only for the
benefit of fertilizer dietributions but also for that of other
commodities. This is clearly a government responeibility, and
donors should recognize these bottlenecks when they consider im-
portant donations or loans to the country. Obviously privatiza-
tion as such may lead to certain infrastructural improvements at
the retail level, compared with the often neglected and poorly
situated government ocutlets.

II1.4.6. Credit Facilities.

Private traders may want to invest in storage capacity and, even
more important, will need funds to pay for +the imported fer-
tilizers. They require, therefore, substantial amounts of money.
Access to capital is often difficult. But if the private fer-
tilizer sector is wviable and the abovementioned prerequisites are
fulfilled, there should be no problem in extenting capital to
the traders at commercial rates. In this way, they can pags on
credit facilities to wholesalers and retailers or even farmers
who will pay cash after they sell their harvests. This means the
traders will have to wait for repayment for several months, and
thus the margine should allow for the accumulated interest in
thieg period. Better credit facilities will therefore be an impor-
tant impetus to fertilizer use.

I1.5. Partnerse in Privatization.
The suggestions in section II.4 for overcoming the most impor-
tant constraints in the proceas of privatization are obviously

not meant to be a panacea. Several measures have to be imple-
mented simultaneocusgly, and governments should be well aware of
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the impact of their combined macropolicies (prices, exchange
rates, interest rates, wage rates).

Above all, Governmente should be genuinely committed to the cause
of privatization and earn the confidence of +the private sector
and the cooperation of the donors and international organiza-
tions. Once these partners agree to a coordinated, step by step
privatization of the fertilizer sector, one can hope for a suc-
cessful operation. The main responsibilities of the partners are
mentioned in the following paragraphs.

IT.5.1. Government .

Governments have to be committed to privatization ; they must
formulate and implement policies for this purpose and offer in-
centivea that will encourage the private sector to participate in
the fertilizer sector.

Apart from policy matteras, Governments should limit their role to
the following activities

- Monitor +the quality of the fertilizer ; {formulate a fer-
tilizer law and organize its enforcement.

- Collect and maintain accurate data on, for example, fer-
tilizer use, distribution, and priceas, and let the private
sactor have easy access to these data

- Undertake major infrastructural dJdevelopments required for
efficient fertilizer marketing, such as improvement and
maintenance of roade in the farming areas

- Provide effective extension services.
- Formulate a national fertilizer policy.

I1I1.5.2. Donors.
The donor community must assume the following responsibilities

- Provide leadership in promoting privatization on the basis
of dialogue with the government and all other parties in-

volved

- Agsist in market studies and report on the progress of
privatization.

- Assist in formulating and promoting policies for privatiza-
tion by inceorporating relevant and workable conditionalities

in their aid agreements.

- Coordinate the efforte of their fertilizer aid programe with
a view to ensuring consistency of their policies with
policies that promote privatization. ‘
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- Encourage and aseist governmente 1in formulating national
fertilizer policies.

I1.5.3. Private Sector.
The private sector will have to proceed as follows :

- Maintain dialogue with Governmente in order to exchange
viewe and information on fertilizer matters- This can be
done through the formation of national fertilizer associa-
tions to speak with one voice to the Governments.

- Invest in fertilizger distribution facilities at the
wholesale and retail levels to ensure that fertilizers are
avallable to the farmers at the right time.

- Provide advisory services to the farmers on fertilizer use
to ensure the correct use, :

- Promcte fertilizer use through field demonstrations and ad-
vertising.

- Prove to the governmente that it is capable of handling the
fertilizer market requirementes more efficiently and estab-
lish credibility in itself.

IT.5.4,. International Organizationg and Nongovernmental Or-
ganisations (NGOs).

International organizations and NGOs such as Foed and Agricul-
tural Organisation of the United Natione, (FAQO) and IFDC with ex-
pertise in fertilizer matters should, in collaboration with
donors, governments, and the fertilizer industry, undertake the
following tasks

- Design and conduct training courses at national levels for
private sector and government officials involved in fer-
tilizer matters.

- Conduct country studies to identify possible constraints to
fertilizer marketing and privatization and propose
strateglies to overcome them.
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III. FERTILIZER MARKETING COSTS AND MARGINS.

In 1988 IFDC-Africa organized a survey on fertilizer marketing
costs and margina for 1986/87. It is the intention to institute
this survey on a regular basis (annual or every two years).

The objectives of the survey are as follows

~ To identify constraints in the fertilizer marketing
systems.

~ To recommend areas where cost saving can be realized,
through intercountry comparison.

Once instituted, the development of the marketing coste and mar-
gine over time can be observed in each country. The effect of
each policy measure on the cost of distributing and marketing
fertilizer can then be observed over a number of yeare.

Seven countries participated in the 1986/87 marketing costs ex-
ercise: Benin, PBurkina Faso, Ethiopia, Ghana, Madagascar, Niger
and Togo. The West African region is well represented with five
countries.

During the AFTMIN meeting, the 1987/88 fartilizer marketing

costs, were presented by the participants. Six such presenta-
tions were made, namely, by representatives of Benin, Burkina
Faso, CdHte d'Ivoire, Ethiopia, Madagascar and Zambia. The con-

tribution of Ghana was received after the meeting.

IIT.1. Analyasie of 1986/87 Marketing Costs and Margins.

ITI.1.1. Marketing Systems.

In most countriee that participated in the survey, the government
ie inveolved -- at least to a certain extent -- in the procure-
ment, marketing, and distribution of fertilizers. In Madagascar
and Niger, the private Bector playe a role alongside the public
gector in supplying fertilizer +to the farmers. Cash-crop
oriented parastatal enterprises like Société National pour la
Promotion Agricole (SONAPRA) in Benin, Société Togolais du Coton
(SOTOCO) in Togo, and BSociété Burkinabe de Fibres et Textiles
(SOFITEX) in Burkina Faso are also involved at various levels of
marketing and also procure large volumes of fertilizer.

I711.1.2. Import Price : Cost, Insurance, and Freight (CIF).

The starting point for the tabulation of the marketing costs and
margins is the CIF import price. For landlocked countries, the
transport cost to the central dietribution point should be added.
During the period under review -- July 1986 - June 1987 (or al-
ternatively calendar year 1986)-- the international fertilizer
prices changed dramatically. The example of urea from the Middle
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East may suffice. During the second half of 18886, tH; price
-bulk, FOB, Middle East- wag more or less stable at US$ 70, only
to rise continuously from January 1987 to June 1987, to reach US$
100. In the survey, this variation can alsc be observed. The CIF
urea import price varies from US$ 187 to US$ 447 per tonne. An
obvious explanation could be that the various purchases were con-
cluded at different perioda in the fertilizer year 19886/1987.
Fertilizer provided under aid has the tendency to be more highly
priced. The high price for the urea purchased by Togo can partly
be explained by the fact that the invitation to tender is limited
and that the barter trade system is applied ; the urea is pur-
chased in exchange for phosphate rock. Nevertheless, +the price
paid for imported fertilizer seems high, and the effects are fur-
ther reinforced by +those marketing coste that are dependent on
the import price.

II1.1.3. Marketing Costs and Margins.

The total marketing costs and margins varied considerably among

countries. Niger and Togo were at the low end of the scale with
marketing costs and margins totaling between FCFA 15,191
and 19,181 per tonne (approx US$ 50 - 64). The other countries

taking part in the survey have accumulated marketing costs and
margine varying from FCFA 38,843 to FCFA 53,175 per tonne (approx
Uses 128-177.25). A similar survey undertaken in Asia and the
Pacific in 19886/1887 indicated that the marketing costs varied
between US$ 17.91 and US$ 71.00 per tonne. This enormoue dif-
ference gives cause for concern.

The cost of marketing and distributing fertilizers in the survey
countries was never higher than the CIF import price although in
Madagascar the coste were almost equal.

IIT.1.4. Subsaidy.

Both in Burkina Faso and Madagascar, the fertillzer retail price
is based on real costg of fertilizers {(Table 1). In the other
countries, the Governmentes continued to subsidize the price of
fertilizer in an attempt to stimulate its use. However, in
countries like Benin and Ghana the subeidy will be totally
removed (during 1988/89 in Benin and gradually phased out over a
number of years in Ghana).
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Table 1 : Sabasidy on Fertilizer in Belected Sub-Sabaras Countries, 1986/67

--------------------------------------------------------------------------------------------------------------

Country Prodact Total Costs Sebsidy Sabsidy ae Betail
percentage of Price
total costs

- - - -FCP&/Tonme)- - - - {ECFA/Tomne)

Beain Jrea 102,142 12,142 11.% 80,000

Burkina Faso  Qrea 75,000 - - 75,000

Etbiopia AP 114,258 3,112 3.0 110,587

Ghana Y 87,489 318,490 4“0 48,999

Nadagascar Urea 89,535 - - 89,535

Siger-Public Brea 153,181 88,181 57.6 85,000

Togo Ores 123,822 56,622 N 65,000

Source : Respondents to IFDC/AFTNIN Questionnaires, 1988.

Burkina Faso and Madagascar indicated that fertilizer sales were
no longer subsidized in 1986/87. In 1985/88 a 30% subsidy was ef-
fective on 15-20-15 (Burkina Faso) and a 17% subsidy was in force
on 16-16-168 (Madagascar) The budget earmarked for fertilizer sub-
gidy in Ghana amounted to US5% 2,750,000 in 1986.

I1I.1.5. Breakdown of Marketing Coste and Margins.

Transport, marketing marginse, interest charges and handling are
among the leading cost itemse for the seven countries under
review. In each case, the two highest cost items together ac-
count for over half the total marketing coste and margins.

IIT.1.5.1. Transport Costs.

Transport costs vary from country to country; relevant factors in
this regard are the distance involved, cost per +tonne/km,
rail/road mix, and the condition of the roade. In Togo, with a
good infrastructure and easy accessibility, the cost to transport
one tonne of fertilizer to the last distribution point in 1986/87
amounted to FCFA 3,740. In comparison, the transport cost in
Ethiopia amounted to the equivalent of FCFA 23,102 per tonne. In
this connection, it may be noted that the choice of the final
destination is extremely important in determining the transport
costs. Road transport cost per tonne/km varies from FCFA 20 in
Togo to FCFA 39 in Madagascar.

Because of the cost advantage of rail over road transport, use
of the rail option it is recommended. Unfortunately, in many
countries the quality of the railways has deteriorated because
of lack of material and maintenance. Expansion of the rail net-
work is under consideration, for example, in Benin and Burkina
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Faso, both 1lines should connect ultimately with Niamey, HNiger.
This would be a major booat for the accessibility of Niger.

In countries with a uniform price system (pan-territorial price),
the risk exists that remote areas and far away regions are not
served properly because transport cosgts are not adequately
covered. In most instances, one may consider promoting the use of
high-analysis fertilizer in order to reduce the transport costs.

I1IT.1.5.2. Storage Costs.

The costs related to keeping fertilizer in stock are generally of
minor importance. The storage costs were highest in Ethiopia;
the costs amounted to FCFA 4,962 (US% 16.54) or 10 ¥ of ths total
marketing costs and margine. In most countries, the volumes ar-
riving in the country at any given time are (still) relatively
small, and major logistical probleme in moving the material from
the port to the final distribution points do not seem to exist.
In particular, as far as the inputs for the cash crops are con-

cerned, good systems are in place. Fertilizers and other inputs
should be in place when the farmers need them. Storage is there-
fore almost unavoidable. However fertilizers sometimes arrive

only just on time or too late, and +the material ies used im-
mediately (no storage costs) or ie not used at all, in which
cage it has to be stored for a long time at high costs. This in-

volvaes not only the direct storage chargees but also -- and more
importantly -- interest chargses.
I11.1.5.3. Handling.

The handling coste are defined ae the expenditure incurred for
physically loading and unloading fertilizer at all peoints in +the
distribution chain. The data provided for Ethiopia, Ghana, and
Niger indicate that substantial amounta are involved in fer-
tilizer handling from +the eguivalent of FCFA 5,000 (USg% 16.87)
and upwarde. Also in Togo the handling costs are relatively im-
portant; +they comprise 22.8 % of the total ocutlay for marketing

coets.
I1I71.1.5.4. FPhyzical Losses.

At the outset it should be stated that material reported as
physically lost also include product that has been classified as
substandard material. An estimated 3 % was lost during the dis-
tribution of fertilizers in Madagascar -- 2% from importer to
wholegaler; 0.8% at wholesale level and another 0.2% between
wholesaler and retailer. Ghana indicated in 1988 a 2% loss; up
to wholesale level 1 % was lost and another 1% during onward dis-

tribution.

Often there is no clear picture of the exact volume of the physi-
cal losses, and the costs related to this item are absorbed in
the general budget in many instances or in the marketing margins.
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IIT.1.5.5. Taxes, Leviea, and Dutles.

In some countries, taxes, levies, and duties constitute a rather
dominant factor in the marketing costs atructure. An example is
Benin. For one tonne of imported urea, an amocunt of FCFA 8,331
(US$ 27.70) was charged for taxes, levies, and duties. Four
types of taxes are to be paid for imported fertilizer: port
taxes, duties, and fees for handling to two different organiza-
tions. No duties are paid on fertilizer aid. In Burkina Faso an
import duty of 4.8% is levied, whereas Madagasgcar applies only a
1% duty. On top of that, a 15% transport duty is payable.

J11.1.5.86. Interest Charges.

In most countriee, interest charges were a significant cost item,
This was the case in Benin, Burkina Faso, and Ethiopia. 1In these
three countriee, +the interest charges were the second highest
cost item. That is not surpriesing because in theory one has to
tie up capital during the marketing and distribution process. In
several caees it seemed not possible to distinguiesh the interest
charges, or they were not considered as a cost but instead were
absorbed by the general budget of public and semipublic organiza-
tione. Likewise, fertilizer provided under aid was treated as if
no capital expenditures would be required and no interest were

charged.

In Ghana, credit was extended by the national treasury to the im-
porters. The interest rate amounted to 23% for a typical period
of three months. Farmers could obtain a half year to one year of
credit from a bank at 30% interest. In Madagascar the interest is
18% and bank facilities are used to finance import and marketing
activities at the wholesale level. In Burkina Faso SOFITEX ob-
tained credit facilities for a twelve-month period at an interest
of 12.7 % in 1986/1987. The importer in Benin, SONAPRA, financed
the purchase of fertilizer with bank c¢redit. PFertilizer is
delivered to the cotton farmers against credit, and the accounts
are cleared after the cotton is sold by the farmers to Centre
d"Action Regional pour le Developpement rural (CARDER) and
SONAPRA. This involves a long period for which credit has to be
provided. For the typical compound preferred by the cotton
farmers, the interest charges amount to FCFA 13,567 (US$ 45.2)
per tonne. This was equivalent to 30 ¥ of the total costs in-

curred for marketing.

In Togo the calculation of the interest charges is based on the
loan that hae been made available by the Caisse Centrale (CCCE)
de la Coopération Economique for 15 years at 4.5 % interest and a
S-year grace period.
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