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Abstract

This study analyses the impact on agricultural price incentives of the main adjustment
programmes implemented by the Sudanese government during the period 1978-1993,
notably the Economic Recovery Programme (ECRP) 1978-1985 and the national economic
Salvation programme (NESP), 1990-93.

The study addressestwo basic questions: Did these programmes provide any tangible
incentives to agriculture? And are improved price incentives an efficient and sufficient
condition for increasing aggregate agricultural output?

The effects of the programmes on the level and stability of price incentives were
measured, both at the sectoral (direct) and economywide (indirect) levels. The results
indicate that both programmes failed to improve either the level or the stability of real
farm prices. Poor macroeconomic policies appear to be the main cause.

With regard to the efficacy of price incentives in stimulating aggregate agricultural
output, the findings tend to confirm the predominant view that increases in real farm
prices have positive but limited overall effect on agriculture. Non-price factors appear to
play agreater rolein determining aggregate agricultural output. The analysisimpliesthat
without the provision of adequate credit, public investments and improvement in
infrastructure, the aggregate response of agriculture to priceincentiveswould beminimal.



ADJUSTMENT PROGRAMME AND AGRICULTURAL INCENTIVES IN SUDAN: A COMPARATIVE STUDY 1

l. Introduction

Domestic policy in Sudan, as in many developing countries, has discriminated against
agriculture and exports. The agricultural sector over the period 1980-1990, and on all
counts, showed poor performance, which was attributed to both domestic and external
factors. Inanattempt to improvethe performance of agricultureanumber of stabilization
and structural adjustment programmes were implemented during the period 1980-1993.

The current economic programme, the national economic salvation programme
(NESP), initiated in 1990, appreciating the fact that Sudan’s agriculture has been heavily
taxed and discriminated against, attempted to remove this bias. Like its predecessors,
the economic recovery programme (ECRP) 1978-1985 and the four-year economic
salvation programme (ESP) 1987-1989, the NESP sought the attainment of a balance of
payments and a higher rate of investment and economic growth. Its main target was to
promote agricultural production through a combination of reforms of the production
systems and price incentives and the liberalization of farm prices and foreign trade.

The performance of agriculture under these programmesvaried considerably. Interms
of overall growth in agricultural output, the NESP is superior. But this should not be
interpreted to mean that the NESP succeeded in promoting agricultural growth and that
other programmesfailed. The performance may vary considerably depending on factors
such as the magnitude of the economic crisisthat preceded each programme; the extent
to which the government actually implemented and sustained the adjustment reforms;
and the effect of exogenous factors, such asweather, civil war and changesin the terms
of trade facing the country.

Stabilization, structural adjustment and agriculture in
Sudan

In a study of Sudanese agriculture, Acharya (1979) found that the industrial and trade
policy framework in 1970-1975 imposed sizeableimplicit and explicit taxes on agricultural
crops and harboured an overall incentive biasin favour of industry. On the basis of data
for the period 1970-1980, Sudan was classified as ahighly inward-oriented country with
substantial bias against agriculture and exports (World Bank, 1987). Thisbiased system
of protection led to the over-valuation of the Sudanese pound, discriminating further
against exportable goods, most of which are agricultural products.

The economic recovery programme (ECRP) was introduced in 1978 with the main
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purpose of reforming the pattern of incentives both within agriculture and between
agriculture and industry. The ECRP, implemented by the government then in power,
was supported by the International Monetary Fund (IMF) and the World Bank. Itsmajor
targets were to adopt a more realistic exchange rate, reduce quantitative restrictions and
remove export taxes. Several domestic measures were also taken to complement the
trade reforms in order to promote exports.

Assessments of the ECRP in Sudan differ widely according to the methodol ogy and
evaluation used, but there is almost unanimous agreement that the ECRP failed to attain
its objectives (Awad, 1983; Hussein and Thirlwall 1984; Ali, 1985; Umbadda and
Shaaeldin, 1985; Brown, 1986; Hag Elamin, 1990). Disagreement existsover the causes
of thisfailure. Critics of liberalization policies doubt the efficacy of the adopted policy
reforms in Sudan in promoting agriculture, particularly devaluation (Hussein and
Thirlwall, 1984; Ali, 1985). The IMF and the World Bank relate the failure to poor
implementation and weak government commitment (World Bank, 1985). Others claim
that exogenous factors were the main cause. Internal policy weaknesses, deteriorating
terms of trade facing the country, weather and environmental hazards, and civil war that
coincided with the implementation of the programme, all appear to have contributed to
the poor performance of agriculture and exports over the period 1970-1990. The most
devastating was the escalating civil war in the southern part of the country.

The actual cause seems likely to combine elements of all these factors, so that the
impact of the adopted policies on agriculturethusremainsunclear. Further investigation
and analysis are hecessary to help resolve the issues.

The NESP was introduced in 1990 with the objective of rectifying the shortcomings
of previous stabilization and adjustment programmes. Whether it succeeds or not is still
aguestion open for discussion and empirical investigation. The critical considerationin
assessing itsimpact on agricultural production isitseffectivenessinimproving incentives
for farmers.

Aims and approach of the study

The common feature of the adjustment programmesin Sudan istheir heavy emphasison
the importance of reforming the pattern of incentives in agriculture. In order to assess
such programmesit is necessary, therefore, to answer the following two basic questions:

» Didthe programme provide any tangible price incentives to farmers?
» Areimproved price incentives an efficient and sufficient condition for improving
agricultural performance in an economy such as Sudan’s?

Evidence on the positive response of agriculture to price changes in developing
countries is accumulating. Empirical studies on Sudan have shown mixed results, but
generally there is consensus that individual crops are reasonably responsive to prices.!
Disagreement exists on whether aggregate output responds positively to price changes,
and whether thelow supply dadticitiesjustify emphasison price palicies. Notwithstanding



these different perspectives, there is agreement on the importance of incentives, both
price and non-price, as the main instrument required to promote agricultural production
and exports. The question remains as to whether the stabilization and structural
adjustments have actually created the required price incentives and whether these price
incentiveswere supported by the appropriate non-price policiesto bring about the required
changesin the agricultura sector.

The ECRP and NESP differ considerably in terms of programme design, government
commitment, magnitude of policy changes, and externa influences. Thus one would
expect the two programmes to have created different effects on agriculture based on
their impact on price and non-price incentives. Comparing the two programmes may
help, therefore, in understanding the major problems constraining the sustainability and
implementation of adjustment reformsin Sudan, and whether these problems are related
to weaknesses in implementation, exogenous factors or the inadequacy of the prior
policies.

Thisstudy attemptsto measure and comparetheimpact on agricultural priceincentives
of the two main stabilization and structural adjustment programmes implemented over
the period 1978-1993. These two programmes are the economic recovery programme
(ECRP) 1978-1985, and the national economic salvation programme (NESP) 1990-1993.
The comparison of the two programmes gives more valuable insights than would be
obtained from studying one or the other. In analysing farm price incentives, the study
attemptsto distinguish programme effects (policy-induced effects) from non-programme
effects (exogenous effects). The effects of exogenous factors are best examined in a
counterfactual analysis, i.e., what would agricultura incentives have been like in the
absence of the adjustment programmes? Given the difficulty of establishing the
counterfactual case, this study concentrates on the assessment of the level of policy-
induced effects, with some attempt at assessing effects of a major exogenous factor,
terms of trade. Within the policy-induced effects, afurther distinction is made between
the effectsresulting from sectord policies and those resulting from economy-wide policies.
This distinction isimportant given that the two programmes differed in the content and
sequence of each of thesetype of policies. Although the two programmes pursued more
or less the same kind of policies, NESP seemed to place greater emphasis on sectora
policies than did ECRP.

The comparison of the ECRP and the NESP may be criticized because the latter is
till ongoing and its impact on agriculture may not yet be fully visible. Thisproblemis
actually less acute because the study islargely concerned with the comparison of thetwo
programmesin termsof their effects on agricultural incentivesrather than on agricultural
output. In addition, four years have elapsed since the start of the NESPin 1990, and this
period is sufficient to assess effects on incentives.

Recognizing that the success of any policy to promote agricultural performance
depends critically on how agricultural producers respond to price changes, the study, by
improving dataquality and econometric tests, examinesthe supply response of aggregate
agricultural output to changes in both price and non-price incentives.

Thestudy proceeds asfollows: Section |1 describesthe main policy measures adopted
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by the ECRP and NESP and the overall performance of agriculture in each programme.
In Section 111 the effects of these programmes on the level and stability of agricultural
price incentives are measured and compared. Section IV examines the response of
agricultural output to changesin price and non-price incentives, and Section V presents
conclusions and policy implications.



Il. Agricultural sector performance and
policies

Structure of the agricultural sector

Theagricultural sector playsapivotal rolein Sudan’seconomy. It contributes, on average,
about 36% of the country’s GDP, over 90% of export proceeds and 75% of the productive
sectors' value added, and employs 70% of the labour force. Inaddition, it produces over
90% of the national food requirements. Most of the productive capacity of the country
depends heavily on agriculture asasource of raw materias, wage goods, foreign exchange
earnings, and markets for goods and services produced by other sectors. Therefore, the
productivity and efficiency of agriculture are central to any programme for economic
recovery.

Theagricultural sector comprisesfive main sub-sectors: irrigated; mechanized rainfed;
traditional rainfed; livestock; and forestry. Out of Sudan’s total area of approximately
200 million feddans (1 feddan = 0.42 hectares) of cultivable land, only about 25 million
to 30 million feddans are currently under crop. Theirrigated crop subsector contributes,
on average, about 27% of the agricultural GDP. It produces over 95% of Sudan’s cotton,
most horticultural products, all the wheat and almost half of the groundnuts. Sorghum
production inirrigated areasis deliberately kept low, for only subsistence purposes, asit
is assumed to be produced more economically in rainfed areas. All major irrigated
agricultural schemes are publicly owned, and are operated in collaboration with tenants.
The crop mix, input use and variety selection are controlled by the government. The
major public agricultural schemes include Gezira, Rahad, New Halfa and Suki. Each
scheme has atypical farm size that varies between 10 and 40 feddans. For instance, in
the Gezira scheme, the biggest agricultural scheme in Sudan, the standard tenancy size
is 40 feddans.

Mechanized rainfed farming covers about 9 million feddans. Farms are privately
owned and operated. This subsector is characterized by large farm size, with typical
holdings of 1,000 and 1,500 feddans. Principal crops are sorghum and sesame, with
sunflower and short-stapl e cotton assuming increasing importance. Thetraditional rainfed
crop subsector covers about 11 million feddans. Farm size in traditional agriculture
varies considerably, but holdings are generally small (fewer than 10 feddans). The
important crops grown are sorghum, groundnut, sesame, gum arabic and millet. Farms
are privately owned and operated.

The livestock subsector contributes about 35% of agricultural GDP and 15% of
agricultural export products. It absorbs about 0.5 million members of the labour force.
The animal population is estimated at about 60 million head.?
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Economic reform programmes

During the late 1970s Sudan’'s economy began to experience severe interdependent
structural problems that inhibited economic growth (World Bank, 1985). The interna
sector haslong suffered from excess aggregate demand resulting ininflationary pressures
in the economy. Thisisfurther aggravated by the devastating effects of the civil war in
the south and frequent incidence of drought. In the external sector there has been a
continuous deficit in the balance of payments and accumulation of external debts.

To address these issues, the government has launched a series of development plans
and programmes. These include the five-year plan (1972-1977), the economic recovery
programme (ECRP - 1978-1985), the four-year economic salvation programme (1987-
1989), the national economic salvation programme (NESP - 1990-1993) and morerecently
theten-year national comprehensive development strategy (1992-2002). All these plans
and programmeswere either adjusted or terminated dueto either their failure or achange
of government. The programmes that had a better chance of implementation were the
ECRP and the NESP. The remaining part of this section describes the performance of
the economy under each of these two programmes.

ECRP policies and performance (1978-1985)

The main economy-wide policy action taken by the government during the ECRP was
the devauation of the Sudanese pound followed by attempts to adopt tighter demand-
management policies. The potential effects of these policies, however, were undermined
by rising inflationary pressures. During 1978/79-1984/85 the official exchange rate was
devalued, on average, by 14.5% per annum, whereas the domestic inflation over the
same period grew by 27% per annum.

A seriesof sector-specific policieswereimplemented in agriculture, the most important
of which were the introduction of the individual account (IA) system of production
relations in the Gezira scheme; general rehabilitation of the major public agricultural
schemes; reduction of export taxes for agricultural exports; and the dismantling of the
monopoly power of the Oilseeds Company in oilseeds exports. 1n 1981 thejoint account
(JA) system of production relationsin the Gezira scheme was replaced by the individual
account (IA) system. Accordingly, each tenant paid fixed land and water charges that
varied from one crop to another depending on the cost and the amount of water used.
The disincentive effects of the JA system were partly removed, since under the new
arrangement the tenant’s incremental income was not shared with the government.
Another important characteristic of the | A wasthat costs of production were charged per
unit area (feddan), rather than per unit output as was the case in the JA, thus providing
incentive for increasing yield. This movement represented the initial step in the
privatization of the public irrigated schemesin Sudan.

Despite the government effort of introducing changes in the areas of exchange rate,
pricing policies, export taxes, production relations and public investment, ahost of other
policy variableswere left untouched. Theirrigated sector continued to be controlled by



the Agricultural Public Corporations (APCs). The government continued to decide the
crop rotation, varieties to be grown and input quantities, and to control farm-gate prices
of cotton, wheat and gum arabic. The APCs aso continued to recover land and water
charges of all cropsfrom cotton proceeds simply because cotton marketing was controlled
by the government, while the marketing of other crops was managed by the tenants, a
factor that made cotton arelatively less profitable crop.

Marketing of principal exportslike cotton, gum arabic and oil seedswas monopolized
by the government through its public marketing parastatals. Although these export
marketing parastatal swere described by various government reports aslessthan efficient,
little was done to change their marketing policy. They failed to stabilize producer prices
and reduce seasonal price variations. Furthermore, they dampened incentives for
producers by keeping agricultural prices at very low levels compared with international
prices.

Formal credit to agriculture was confined principally to the Agricultural Bank of
Sudan (ABS), and rural financial marketsin Sudan were dominated by informal lenders.
The ABS credit was channelled mainly to alimited number of large-scale farmers who
could provide guarantees. The ABS was unable to recover enough of itsloaned funds,
and experienced several additional problemsincluding high administrative costs, interest
rates fixed at negative real values, capital erosion, poor coordination and inadequate
supply of loanable funds. The other source of formal credit to agriculture was the Bank
of Sudan. It provided loans to the APCs, which were in most cases regarded by farmer
unions as a subsidy from government. This resulted in accumulation of debts against
APCs, afactor that contributed significantly to theinefficienciesof APCs. Thecommercial
banks' credit to agriculture was negligible since they concentrated on financing industry
and foreign trade.

The economy in general and agriculture in particular were crippled by a series of
cumbersome bureaucratic procedures such asimport licensing, registration of exporters,
reporting of stocksand restrictionsof crop movements. These adminigtrativeinterventions
greatly discouraged production and exports. Moreover, domestic policieswere unstable,
which was clearly manifested in the pricing and marketing of agricultural products.
Abolishing and then reinstating government monopolies in oilseeds is one example of
the changesin government policiesthat created adiscouraging environment for production
and exporting.

These policy changes were not the only variables that affected agriculture. A host of
exogenous negative shocks coincided with theimplementation of the adjustment policies
in 1978-1985. Most notable were the civil war, the spread of droughts and famines, and
the influx of refugees from neighbouring countries. The drought effect was more
devastating to rainfed crop production and livestock (Teklu et al., 1991).

Performarce of the economy

The basic macroeconomic indicators during the ECRP period are presented in Table 1.
As can be seen from the table there was a heavy variability in the real GDP during 1978-
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1985 with an annual average growth rate of -0.3%. Given the population growth of
2.9% ayear, the poor performance of GDPimpliesadeclinein real per capita GDP. The
agricultural GDPwasevenworse. The poor performance of agriculture originated mainly
from the declinein productivity especially in theirrigated sector dueto the deterioration
of irrigation infrastructure, worn out capital and the disincentive effects brought about
by the application of thejoint account system of production relationsin the publicirrigated
schemes before 1980/81.

Agriculture recorded an exceptional growth rate of 32% in 1981/82, which was
believed to bethe result of theimplementation of the agricultural rehabilitation programme
and the replacement of thejoint account system by theindividual account system (World
Bank, 1985). During the period 1982/83-1984/85, however, both GDP and agriculture
recorded negative growth rates. Thiswas attributed to the severe drought at that time.

The country’s balance of payments deteriorated significantly during 1978/79-1984/
85. Exports were declining with heavy annual fluctuations. Imports increased steadily
from US$1,116 millionin 1978/79 to US$1,754 million in 1981/82 and then declined to
US$1,178 million in 1984/85 as a consequence of restrictive measures adopted by the
government. The trade gap was partially covered by increasing receipts of remittances®
and commodity aid, but there was still substantial deficit in the current account.

Table 1: Macroeconomic indicators during ECRP (1978/79-1984/85)

78/79 79/80 80/81 81/82 82/83 83/84 84/85

GDP value (S£ million)*

constant 1981/82 price 5396 5589 5671 6237 6264 6084 5806
Agricultural GDP (S£ million)

constant 1981/82 price 2030 1897 1814 2369 2214 2159 1651

GDP growth rate -10.0 3.6 15 10.0 0.4 -2.9 12.8
Agricultural GDP

growth rate -17.0 -6.6 -4.4 32.0 -7.6 -2.5 -23.6
Exports (US$ million) 527 594 538 439 568 721 549
Imports (US$ million) -1116 -1339 -1540 -1754 -1543 -1370 -1178
As % of GDP

-Agriculture 37.6 33.9 32.0 38.0 35.3 35.0 284
-Investment 13.2 15.1 15.3 19.0 17.4 16.5 16.2
-Revenue 9.0 11.0 13.0 16.0 14.0 12.0 12.0
-Expenditure 15.0 17.0 25.0 22.0 19.0 18.0 23.0
-Budget deficit 6.0 5.0 12.0 6.0 5.0 8.0 12.0
Money supply

(SE million) 1825 2543 2975 4421
Inflation rate 13.4 215 28.2 455
(19..=100)

Sources: 1) World Bank (1990).
2) Ministry of Finance and Economic Planning (1993).
*S£ = Sudanese pounds



Up to 1982/83 Sudan was able to compensate for the poor export performance by
external borrowing and assistance. By the late 1980s, however, access to external
financing was severely curtailed and Sudan failed to meet its debt service obligations.
Despite severa Paris Club scheduling arrangements, Sudan’'s external debt began to
mount. In 1984 the total outstanding external debt was about US$6 billion; the arrears
were US$1.5 billion in 1985, with a debt service ratio of about 30%.

Thefiscal performance of the economy for 1978/79-1984/85 wasweak. The share of
total revenue to GDP remained stagnant with an annual average rate of 12%, while the
share of government expenditure to GDP increased from 15% in 1978/79 to 23% in
1984/85, mainly due to the increasing costs of the civil war in the southern part of the
country. The poor fiscal performance resulted in large budgetary deficits. Externa
finance and use of foreign aid counterpart funds covered about 60% of the overall deficit,
leading to more dependence on foreign aid. Therewas aconsiderable increasein money
supply, with the annual rate of monetary expansion reaching about 40% during 1981/82-
1984/85. The average inflation rate for the same period was 27%.

The performarce of agriculture

The performance of agriculture shows a sharp contrast between irrigated and rainfed
subsectors (Table 2). While both production and yield levels improved in the irrigated
subsector they declined significantly in the rainfed subsector, thus overall agricultural
performance remained stagnant. Despitethe dight improvement inyieldintheirrigated
sector, yield levelsin both subsectors were very low compared with proved potential and
the attainablelevelsin countrieswith similar resource potential. Furthermore, production
and yield were more stablein theirrigated subsector than in the rainfed subsector, which
is more vulnerable to fluctuationsin rainfall.

Table 2: Production and yield indexes 1978/79-1984/85

78/79 79/80 80/81 81/82 82/83 83/84 84/

85
Production*

-Irrigated 72 81 58 75 77 83 98

-Rainfed 110 77 108 146 80 78 41
Yield*

-Irrigated 87 77 85 116 107 110
117

-Rainfed 89 86 104 106 81 74 60

*A weighted average for various crops is used.

Source: Calculations based on data obtained from the Department of Agricultural Economics and Statistics,
Ministry of Agriculture, Sudan.

Severd factors contributed to the poor performance of agriculturein 1978-1985. Most
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important of these was the domestic policy bias against agriculture. The over-valued
exchange rate, production taxes, state monopolies, inadequate credit and the heavy
regulatory environment all contributed to the poor performance of agriculture. Inaddition,
the sector continued to face severe structural and technological constraints.

The government allocated substantial resources to the agricultural sector in 1978-
1985, amounting on average to about 28% of public investment. The bulk of this
investment was directed to the irrigated sector as part of the agricultural rehabilitation
programme. The rainfed subsector, despite its significant contribution to the national
economy, received only asmall share of public investment.

NESP policies and performance (1990-1993)

The programmes prior to 1989 allowed only for partial adjustment measures rather than
a comprehensive policy reforms. These partial adjustments led to increased inflation,
under-utilization of capacity and stagnation in economic growth. As a result, Sudan
became heavily dependent on commodity aid and external foreign assistance. In an
attempt to reverse the economic decline and stimul ate economic growth, the government
embarked on amedium-term three-year economic programme referred to asthe national
economic salvation programme (NESP) 1990-1993.

Opjectives of the NESP

The NESP aimed to reallocate available resources in favour of the production sectors,
particularly agriculture, with the following objectives:

» Concentrating on agricultural production to achieve self-sufficiency, food security
and socia equity.

» Liberalizing the economy, deregulating price controls and removing administrative
and legal barriersin order to stimulate agricultural exportsto generate more foreign
exchange.

» Enhancing the role of the private sector and privatizing state-owned enterprises.

» Achieving financial and social stability.

The programme declared that the vulnerable segments of the society would be given
specia consideration, through socia welfare programmes, to alleviate adverse effects of
the adjustment process.

NESP policy package

The policy measures adopted to achieve these objectives can be broadly categorized as:

. Economy-wide policies:
- Unifying theforeign exchangerate and freeing the circulation and use of foreign
exchange by commercia banks, firms and individuals.



- Lifting price controls and regulations to allow market forces to interact.

- Abolishing minimum export prices and licensing systems and lifting import
restrictions.

- Adopting more restrictive fiscal and monetary policies (effortsin this regard
were not successful due to the increasing government spending on the civil
war).

» Agriculture sector-specific palicies:

- Removing subsidies on goods and services provided by the APCs, most
important of which are fertilizers, insecticides, land and water.

- Significantly reducing subsidies on food products.

- Lifting price controlsand regul ationsimposed by the government on agricultural
commaodities; the exception is wheat, where government intervention is
maintained by determining the minimum procurement price.

- Abolishing the monopoly of public marketing parastatals: the Oil Seeds
Company, Livestock Marketing Corporation and Cotton Company.

- Reducing export taxes to 5% for al exports except cotton and gum arabic, for
which export tax was reduced to 10%

- Shifting APCs financing to a consortium of commercial banks and retaining
credit ceilings for agriculture at higher proportion, where 50% of total credit
was devoted to agriculture. The banking services were also expanded through
the establishment of new specialized banks and expansion of the services of
the existing ones. A mgjor change in agricultura finance was the adoption of
Islamic forms of lending (Murabaha and Salam).

- Rigorously revising the 1990 Investment Encouragement Act to include more
concessions and privilegesto attract national and foreign investment.

- Reforming government administrative structures to cope with liberalization
policies and enhance the role of the private sector.

The overall performarnce of the economy

The performance of the macroeconomic indicators during the NESP period are
summarized in Table 3. The GDP growth rate increased from 1.2% in 1990/91 to 11.3%
in 1991/92, and reached its highest level of 13.1% in 1992/93. The average annual
growth rate over the three yearswas 8.5%. Thisimprovement in GDP performance was
attributed mainly to the significant recovery in agriculture, asits growth rate rose from
-4% in 1990/91 to 31% in 1991/92 and 27% in 1992/93. Other sectors of the economy
remained stagnant.
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Table 3: Macroeconomic indicators 1990/91-1992/93

90/91 91/92 92/93
GDP value (S£ million) 6691.00 7447.00 8473.00
constant 1981/82 prices
Agricultural GDP (S£ million) 1918.00 2522.00 3206.00
constant 1981/82 price
GDP growth rate 1.20 11.30 13.10
Agricultural GDP growth rate -4.20 31.50 27.00
Exports (US$ million) 343.00 347.00 385.00
Imports (US$ million) -1486.00 -1268.00 -1005.00
As % of GDP
- Agriculture 28.70 34.00 38.00
- Investment 15.10 17.20 25.60
- Revenue 8.00 8.00 11.00
- Expenditure 10.00 15.00 17.00
- Budget deficit 2.00 7.00 6.00
Money supply (S£ million) 31645.00 51497.00 132998.00
Inflation rate 114.00 106.00 112.00

Source: Ministry of Finance and Economic Planning (1993).

The balance of payments position was not encouraging, as export performance was
declining and foreign debts were mounting. During the period 1990-1993 the value of
exports stagnated at an annual average of about US$360 million. This was too low
compared with US$500 million average for the 1980s. The current account deficit was
US$1.9 billionin 1990/91 and US$1.2 billion in 1992/93, while the trade account deficit
was US$1.14 billion in 1990/91, US$0.94 billion in 1991/92 and an estimated US$0.62
billion in 1992/93. The net capital inflow recorded a continuous decline as foreign aid
fell sharply, reaching itslowest level of US$101 millionin 1992/93. Sudan’soutstanding
debts reached about US$15.0 million in 1992/93, with the arrears estimated at US$8.4
billion. The debt serviceratio in 1989 was about 118%.

Intermsof fiscal performance, theratio of domestic revenueto GDPwasabout 8%in
1990-1992, but rose to 11% in 1993. There was a considerable improvement in the
contribution of tax revenue, which rose from 122% in 1991/92 to 214%in 1992/93. The
total expenditure as a share of GDP increased from 10% in 1990/91 to about 17% in
1992/93. Despite this improvement, the budget deficit remained high and was mainly
financed internally by central bank borrowing with no or little external finance.

Money supply during the NESP increased fourfold, from (Sudanese pounds) S£31.6
billionin 1990/91 to SE51.5 billion in 1991/92 and an estimated SE133 billion at the end
of the programme. The money supply grew at an average annual rate of 83%. Thisled
toahighlevel of inflation, estimated at 114% in 1990/91, 106% in 1991/92 and 112% in
1992/93.



Agricultural policies and performarnce

Thepolicy reformsassigned agricultureitsleading role asthe engine of economic growth.
These policy changes were taken as an active initiative towards a change in strategy
rather than atemporary adjustment to internal and external shocks.

The nominal exchange rate of the Sudanese pound per U.S. dollar was devalued from
the official rate of SE4.5/US$1.0in 1991 to 90 in February 1992 and 140 in May 1993.
Recognizing the adverse effects of liberating the foreign exchange rate on the prices of
imported i nputs, the government adopted apreferentia exchangerate (between the officia
and market exchange rates) for theimport of essentia inputs. Substantial improvements
were achieved in the area of pricing of products, where the role of the Ministry of
Commerce in controlling prices was frozen and ministerial committees were set up to
oversee a set of flexible induced prices.

Toreinforcetherole of the private sector the government launched aphased programme
for privatization and liquidation of public sector enterprises. Some of the APCs were
liquidated, e.g., Nuba Mountain Corporation and Livestock and Meat Marketing
Corporation, while several others were identified astargets for privatization. Asfor the
major irrigated APCs (Gezira, Rahad and New Halfa), their boards of directors were
reconstituted with farmers given 50% of the seats to enhance their role in decisions
affecting their well-being. Staffing of parastatals was reduced by 30%-40% following
restructuring so as to emphasize commerciaization. Plans are underway to privatize
ginneries and agricultural machinery services, offering farmers the key role in any
privatization plan.

The agricultural sector showed significant growth in 1990/91-1992/93, with rates
outpacing those of the economy asawhole. Thisresulted from theincreasein both area
andyield (Table4). Theproduction and yield indexes based on 1986/87-1988/89 seasons
(Table 4) indicate substantial increases in production, particularly in the irrigated sub-
sector. Food crops recorded a higher growth rate than export crops. This is largely
attributed to the food security action deemed necessary by the government.

Table 4: Production and yield indexes 1990/91-1992/93 (1986/87-1988/89=100)

90/91 91/92 92/93
Production*
- irrigated 119 164 123
- rainfed 25 91 119
Yield*
- irrigated 92 175 157
- rainfed 78 104 97

Source: Calculations based on data obtained from the Department of Agricultural Economics and Statistics,
Ministry of Agriculture, Sudan.

*A weighted average for the major crops is used.
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Similarities and differences between ECRP and NESP

Before discussing the areas of differences between the two programmes, it isimportant
to mention their common features. The types of policy measures adopted by the two
programmes are largely similar, as both aimed to reduce the budget deficit and control
the money supply in order to restore macroeconomic balance, and to restore or create
incentivesto produce tradeabl e goods (exports and import substitutes). The main policy
components include deval uation of the exchange rate, removal of subsidies on food and
energy products, trade reforms, and increased emphasis on the promotion of agriculture
and exports. (See Table 5).

While the two programmes pursued more or less similar price policies, they differ in
various key areas:

First, the ECRP was perceived as an adjustment programme to correct structural
imbalances resulting from both internal and external factors. The NESP, on the other
hand, was seen as a step towards achangein strategy rather than atemporary adjustment
tounfavourableevents. Thus, thefirst threeyearsof the NESPwereimmediately followed
by the launch of the ten-year national comprehensive strategy (1993-2002). The NESP
calls for outward orientation, but at the same time advocates self-reliance especially in
food. Thesetwo targets were seen to be largely conflicting and difficult to compromise
(Hassan, 1991).

Second, the NESP receives greater attention and commitment from the government
than did the ECRP. Government commitment to the programme and popul ar support for
itsimplementation are crucial for the success of an adjustment programme (World Bank,
1985; FAO, 1991). Government commitment does not necessarily result in better
implementation, however. Track records of the two programmes show that while the
implementation of the proposed reforms in ECRP were uneven and characterized by
delays, most NESP reformswere too hasty and lacked proper sequence and coordination.

Third, the NESP witnessed sudden drastic policy changes, whilethe ECRP appearsto
have introduced changes at a lesser speed and magnitude. Fourth, NESP gave greater
attention to the non-price determinants of agricultural production, particularly agricultural
credit and institutional reforms. It is now well known that adequate funding is a key
determinant of the success of reforms. Inadequate funding was among the reasons for
policy failuresin anumber of sub-Saharan countries (FAO, 1991). The NESP extended
a substantial amount of credit to farmers. This credit extension was largely financed
from non-real resources, whichtendsto hurt farmersindirectly through increased inflation.
In addition, the profit margin of the newly introduced formsof credit isvery high compared
with the extremely low interest lending previously provided by the Agricultural Bank of
Sudan (ABS). Thereis a controversy on the appropriate profit margins to be charged,
but many observers believe that the adopted profit margins are so excessively high that
they may adversely affect farmers’ profitability. In spite of this, the new formsreceived
wider acceptability by farmers and provide higher returns than non-agricultural loans
(Elhiraika, 1996). The non-price policies of the NESP also include severa actions to
removeinstitutional barriers. The government dissolved anumber of marketing boards,
parastatals and public agricultural corporations.



Table 5: Summary of similarities and differences between ECRP and NESP

ECRP

Donor support

Government commitment
Speed of policy implementation
Privatization

Liberalization of prices

The exchange rate

Rate of devaluation

Monetary expansion
Inflation rate
Public investment in agriculture

Non-price policy including
Agricultural credit
Agricultural exports
Annual average
Net capital inflow
Food security

NESP

High

Moderate

Slow

Slow and low commitment
Moderate

Multiple

From S£0.3/US$ to
S£2.5/US$ in 1985
60%/annum
27%/annum
The leading sector

Less dominant
US$550 million

High
Low commitment

Low

High

High

High commitment

Highly liberalized

Unified for most of period

From S£12/US$
in May 1993
130%/annum
112%/annum

The leading sector

More dominant
US$350 million

Low
High commitment

Table 6: Dates of devaluations of Sudanese pound

Period Official exchange
rate (ES/US$)
ECRP
Jun 1978 0.4
Sep 1979 0.5
Nov 1981 0.9
Feb 1982 1.3
Feb 1985 2.5
NESP
Nov 1990 4.5
May 1991 12.2
Oct 1991 15.0
Feb 1992 90.0
Jul 1992 112.0
Nov 1992 135.0
Jun 1993 145.0
Aug 1993 164.0
Sep 1993 172.0

Source: Bank of Sudan (various years) Annual Report.
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Fifth, external donor support for the ECRP was pronounced, particularly from the
multilateral sources, the World Bank and IMF (Brown, 1986). The NESP, on the other
hand, has received almost no donor support. Moreover, world prices of Sudan’s major
export cropshave witnessed arelatively high rate of deterioration during the NESP period.
During the ECRP period the foreign support was not only confined to financing the
deficit of the balance of payments; it was also extended to bridge the overall budget
deficit through extra revenue collected from sales of the aid programme commodities.
This has disappeared during the NESP period.

Sixth, as indicated earlier, macroeconomic policies were more unstable and poorly
implemented during the NESP. The increasing spending related to the civil war in the
south and the acute shortage of foreign exchange contributed significantly to resultant
poor macroeconomic policies.

Finally, there is some degree of difference between the two programmes in terms of
timing of adjustment. Timing of adjustment, especialy devaluation, is an important
issuefor agriculture. The ultimate effect of devaluation, for example, depends on whether
it raisesinput or output pricesfirst. Most of Sudan’sagricultural commodities are annual
summer crops grown in the June-July period and harvested and sold in October-January.
These cropsinclude sorghum, sesame, millet, gum arabic and groundnut, which together
account for more than 65% of total value of agricultural output. Any change in the
exchange ratein the period after December and before July the next year will raise input
(fuel, fertilizer, seeds, etc.) prices long before the higher prices on output are received.
Such devaluation can prevent output growth or force cutbacks.

As shown in Table 6, the two programmes do not seem to have been successful in
terms of the timing of exchange rate changes, although the NESP is relatively better.
Seven out of the 14 devaluations during the two programmes were undertaken at times
when farmers would first be faced by an increase in their production costs.

With such policy changesand reformsit isdifficult to judge a priori which programme
would be more likely to succeed in removing distortions and improving incentives for
agriculture. Although the NESP policy package looks more comprehensive (Table 5),
with sound sectoral and institutional reforms, its deficient macroeconomic policies make
it difficult to judge how overall price incentives would look.



lll. Measurement of agricultural price
iIncentives

The stabilization and structural adjustment measures of the reform programmesin Sudan
are sufficiently varied, and the responses to them sufficiently complex, that no single
analytical scheme can hope to encompass them. In comparing the two programmes
(ECRPand NESP) theideaisto measure the effects of each programme on thelevel and
stability of agricultural price incentives. The level of price incentives is analysed by
identifying direct effects resulting from sector-specific policies and indirect effects
resulting from economy-wide policies, as well as exogenous effects that stem mainly
frominternational terms-of-trade movements. Sectoral policiesinclude policies such as
land and output taxes, marketing duties, and export taxes. The economy-wide (trade,
exchange rate and macroeconomic policies) policies affect farm real prices indirectly
through movementsof therea exchangerate. Economy-widepolicies appear to represent
adominant source of biasagainst agriculture and exportsin devel oping countries (Krueger
et al,. 1988). Empirica findings for Sudan tend to support this evidence (Hag Elamin,
1990; Elbadawi, 1993). The measurement of stability in price incentives, on the other
hand, is meant to examine the impact of policy changes on the variability of farm-gate
prices and incomes.

Level of price incentives

Direct and indirect price incentives were estimated using the following simple
decomposition of real farm-gate price:

P,/P = (Pﬁ/Ei)) (P,/P) (EPIP) Q)
Where:

P, = farm-gate price of product i

P = aggregate domestic price

E, = official exchange rate applicable to product i

P = border equivalent price of product i in foreign currency (adjusted for
transportation and marketing costs)

P" = aggregate international price

bi
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P./P is ameasure of real farm-gate price of product i (R.); P,/EP', isthe nominal
direct protection coefficient of product i (NPC,)° P /P is the internationa terms of
tradefor product i (TOT,); and E P /Pisameasure of therea exchangerate facing product
i (RER). All these variables are expressed as indexes relative to a base year.

Equation 1 can therefore be rewritten as:
Rf= NPC_.TOT.RER 2

The direct nominal protection coefficient (NPC ) measures the direct effect on farm
prices resulting from sectoral policies. Theterm TOT,, international terms of trade for
agriculture, reflects the effect of movement in terms of trade on farm real prices. The
measure of the rea exchange rate (RER), on the other hand, reflects the indirect effect
on real farm prices resulting from economy-wide policies. The RER as indicated in
Equation 1 follows from Bautista (1987). Where E, is defined asthe price of one unit of
thereporting country’scurrency in termsof foreign currency expressed asan index number
relative to the base year. Actual calculations use the exchange rate vis-a-vis the U.S.
dollar. P and Pare also expressed asindexes of the same baseyear. Thus, anincreasein
thereal exchange rateindex relative to the base year shows depreciation of the exchange
rate, while a decrease in the index implies appreciation. Thisindex has therefore been
used as an approximate measure of real appreciation or depreciation of the currency.

The aggregates of NPC , RER and ATOT for agriculture are specified as:

NPCd = SWNPC, = Sw(Pf/EP') ©)
RER = SWRER = Sw(EiP'/P) 4
ATOT = JWTOT = Sw(P'/P) (5)

Where w, is the share of product i in the value of total agricultural output, with total
sum of w, equal to one.

On the basis of the above definitions, and assuming that terms-of-trade movement is
the only exogeneous factor that affects real farm prices, the above decomposition of
aggregate farm real prices for agriculture can be rearranged and defined as follows:

NPC, = JWwNPC, (direct priceincentives) (6)
NPCp = NPC, RER (direct and indirect incentive or policy-induced

incentives) @)
NPC. = NPC,RERATOT (total priceincentives) (8)

These coefficients could be expressed as rates as follows:

NRP, = NPC,1
NRP = NPC-1
NRP, = NPC-1



NRP, can beinterpreted asthe rate of the equivaent tariff (tax or subsidy) that would
yield the given domestic price. NRP, isthus an ex post measure of the price gap resulting
from market price altering measuresthat directly affect producer and border prices of the
commodity. Assuch, it measures the effect of direct (sectoral) policies. Positive NRP,
indicates subsidization, i.e., the domestic price of the commodity exceeds its border
price equivalent, while negative NRP, indicates taxation. This information, however,
does not say anything about the protection of the commodity relative to other sectorsin
the economy, nor does it tell which among the sectoral policies are responsible for the
protection level found. Because of the limitations associated with the measurement of
NRP, (see, for example, Grubel and Johnson, 1971; Westlake, 1986), it is much better
suited to measure the attempt at removing distortions than to measure the size of these
distortions (Scandizzo, 1989). NRP, is therefore used to assess the effects of sectoral
policy changes that were adopted as part of the adjustment policies in Sudan.

NRP, on the other hand, measures the effect of both sectoral and economy-wide
policies; as such it accounts for the policy effects on farm incentives, and is therefore
referred to as“ policy-induced incentives’. NRP, measures the aggregate effects on farm
incentives resulting from policy variables as well as term-of-trade movements.

Farm price incentives at the three levels (NRP,, N RP and NRP) were estimated for
Sudan’s agriculture using data for the period 1970-1993. In calculating these measures,
theyear 1970isused asthe baseyear, i.e., the year in which relative priceswere assumed
to be at equilibrium. In 1970, the balance of payments and the trade balance stood at
SE£5.9 million and SE9.6 million, respectively, which are fairly closeto equilibrium. At
the sametime, the average inflation for 1970 was at acomparablerate to world inflation
(6% domestic inflation compared with 4% world inflation). Then, aggregate weighted
indicators, based on the shares of individual crops in agricultural GDP, were estimated.

General pattern of agricultural price incentives

Price incentives for agriculture were assessed by calculating NRP,, NRP, and NRP, for
both the major agricultural crops and the aggregate agricultural output for the period
1970-1993. The magjor crops considered are cotton, groundnut, sesame, gum arabic,
sorghum, millet and wheat. Paucity of datapreventstheinclusion of livestock and forestry
products.

Results of the analysis show that agricultural producers were, on aggregate, taxed
throughout the period 1970-1993 (Table 7). The NRP, for agriculture, except in 1985
and 1988-1991, was consistently negative, indicating that the prices paid to producers
were lessthan border equivalents. Adjustment for RER substantially increased taxation
for agriculture. Comparing NRP, and NRP, resultsindicatesthat indirect taxes (resulting
from economy-wide policies) were greater than direct taxes most of thetime. Thisresult
supports the findings of Elbadawi (1993), although the magnitude of indirect taxes is
less pronounced here.

This taxation was significantly reduced by the continuous improvement in terms of
trade over the period 1970-1985, but nonethel ess | eft agriculture with negative levels of
overall protection except in 1985. Between 1986 and 1993, however, terms of trade
added a substantial amount to the total taxation of agriculture.
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Table 7: Average price incentives for agricultural producers due to direct and indirect
policy measures and terms of trade

Aggregate agriculture:

NRP, NRP, NRP,

Years Direct price Direct and indirect Total (direct,
effect price effects indirect and terms-of-

trade effects)

% % %

1970-78 -40 -50 -47

1979-85 (ECRP) -14.5 -27 -30

1990-93 (NESP) 01 -44 -73

Cereals:

1970-78 -41 -51 -51

1979-85 (ECRP) -8.1 -11.9 -37

1990-93 (NESP) 14 -37 -75

Non-cereals:

1970-78 -41 -50 -42

1979-85 (ECRP) -36 -46 -25

1990-93 (NESP) -32 -62 -76

Source: Extracted from tables A4, A5 and A6 in Appendix A.

While non-cereal crop producers were subjected to both direct and indirect taxation
throughout the period, cereal crops growers received some positive nominal protection
in 1983-1985, 1988-1989 and 1990-1991. This positive protection is not fully policy-
induced, however. It is largely the result of the sharp increase in domestic prices of
cereals during periods of food shortages that result mainly from climatic hazards.

Comparison between ECRP and NESP

In comparing ECRP and NESP in terms of their effects on agricultural price incentives,
the following points are worth noting:



1

2.

The NRP, for aggregate agriculture improved significantly during the NESP period,
asit increased from -16% in 1978-1985 to 1% in 1990-1993 (Table 7). Given that
domestic prices of cereals substantially increased following the 1984/85 and 1990/
91 crop failures, when their exports were banned, one should not rely on the level of
overall priceincentives (for agricultureasawhole). Themajor cereal crops (sorghum
and millet) are produced mainly for domestic consumption and are occasionally
exported. During periods of shortages the government bans their export and as a
result their domestic prices, which become afunction of domestic demand changes,
exceed their international equivalent prices.

When decomposing agriculture into cereal and non-cereal crops, it appears that
direct priceincentivesfor cerealsincreased substantially whilethosefor non-cereas
increased only dightly. Thus, NESP seemsto have produced only littleimprovement
in direct price incentives (from -38% to -32%).

It is estimated that 70% of Sudan’s agricultural output consists of exportables,
12% of importables and 18% of non-tradeables. These sharesfluctuate heavily over
time, however. During periods of drought and crop failure, for example, most of the
exportable food crops, especially sorghum, tend to become import substitutes. This
shift increases the prices of these food crops, moving them closer to their import
substitutes. The price of sorghum, for instance, approximates and someti mes exceeds
that of wheat during periods of shortages. The shift of a crop such as sorghum, the
main staple food in Sudan, from the exportable category to the import competing
category increased the share of the latter to more than 50%. Therefore, during years
of drought, cereal crops and agriculture as awhole appear protected.

When comparing the policy- induced (direct and indirect) effect of the two
programmes, NESP does not seem to have created any improvements. On the contrary,
total direct and indirect priceincentives (N RPp) deteriorated significantly. TheNRPp
fell from -29% during the ECRPto -44% during NESP. Thus, although the NRP, for
cereals, non-cereals and agriculture as a whole showed some improvement during
the NESP, NRP deteriorated significantly during the same period, indicating that
the bias resulting from poor economy-wide policies more than offset the positive
effect of the sector-specific policies. Although the NESP appearsto have taken more
active steps towards liberalization of farm prices compared with the ECRP, the
resultant price incentives seem to have been worse than under the ECRP.

The international terms-of-trade movement aggravated the bias against agriculture
more during the NESP than during ECRP. Terms of trade increased the aggregate
agricultural taxation rate from -44% to -73% during the NESP, and from -29% to
-32% during the ECRP.

International terms of trade for agriculture (ATOT) did not decline during 1970-
1978, in fact they improved at an average rate of 3% per annum. Thisimprovement
could simply be related to the rapid increasein international prices of cotton, sesame
and gum arabic (the major exports of Sudan). During the ECRP period (1979-1985)
therewasno clear deterioration inATOT. 1n 1990-1993, however, the ATOT declined
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at an annual rate of 32%. With the exception of gum arabic, all of Sudan’stradeable
crops witnessed a declinein their international prices from 1990-1993 levels.

These results suggest that neither of the adjustment programmes adopted in Sudan
(ECRP and NESP) created clear improvement in priceincentivesfor agriculture, although
the ECRP appears to have been marginally better. However, during the implementation
of these programmes, the agricultural sector faced several shocksdueto hazardousclimate,
deteriorating international terms of trade and the civil war, which all acted to offset
policy efforts to improve incentives. The effect of the climatic shocks was to increase
food prices (cereals) and dampen real pricesfor exportable crops. Thecivil war (thewar
in southern Sudan) effect is very difficult to identify but it can ssimply be read from the
rising budget deficit since 1983, and its consequent inflationary impact.

In an attempt to remove the effect of exogenous factors, NRP, and NRP were
calculated again after excluding years of drought, namely, 1984-1985, and 1990.° The
results show that while price incentives for non-cereal cropsimproved, priceincentives
for cereals and agriculture as awhole decreased substantially. The adjusted results also
show that the impact of NESP was less than that of ECRP,

Instability in agricultural price incentives

Level of instability

Theforegoing analysis presents estimates of thelevel of real farm priceincentives. Price
incentives to which farmers react, however, are not only afunction of the level of farm
prices but also of the variability in these prices. We assessed the effect of adjustment
programmes on the variability of real farm prices by calculating the ratio of instability
indexes of real farm prices and real border prices. We aso attempted to identify the
contributions to price variability resulting from sectoral (direct) and economy-wide
(indirect) policies.

Table 8 showstheratio of instability indexes for real producer pricesto border prices
for the main agricultural crops for the periods 1970-1978, 1979-1985 and 1990-1993.
Theinstability index is calculated as the rel ative absolute deviation from trend.® A ratio
greater than unity indicates that real domestic producer pricesvary at a higher rate than
do real border prices. Based on this measurement, the results show that priceincentives
are more stable for non-cereals than for cereals and that instability increases during the
NESP period. The wide fluctuations during the NESP period could be attributed mainly
to the heavy fluctuationsin the real exchange rate as aresult of the frequent and uneven
adjustment of the nominal exchange rate and monetary policies. This, coupled with the
unstable nature of export marketing in the first few years following the removal of the
export marketing parastatals, seems to be the main factor contributing to the high
variability in real farm prices.



Table 8: Ratios of instability indexes for real producer and real border prices

Crops 1970-78 1979-85 1989-93
Non-cereals:
Cotton - - -
Groundnut 0.98 1.05 0.91
Sesame 0.86 1.09 1.13
Gum arabic 0.39 0.11 1.03
Cereals:
Sorghum 0.41 231 6.85
Millet 0.98 1.86 5.25
Wheat 0.38 0.73 2.30
Sources of instability

Theidentification of the source of real farm price instability has important implications
for the effort to stabilize farm prices. Traditionally, farm price stabilization efforts
concentrate on direct measures of managing nominal rather than rel ative producer prices.
Such stabilization measures may succeed within agriculture but not necessarily between
agriculture and other sectors of the economy.

Based on the previous analysis, variability of the policy-induced incentives (N PCp)
can be decomposed as:’

Var IogNPCp = Var(logNPC, + logRER)
= Var(logNPC ) + Var(logRER)
+ 2 Cov(logNPC,, IogRER) 9

where, Var = variance and Cov=covariance

The percentage contribution of instabilities in NPC, and RER to variation in NPC,
can be derived from Equation 9 as:

Contribution of variability in NPC, = Var(logNPC )* 100/Var(|ogNPCp)
Contribution of variability in RER = Var (logRER)* 100/Var(NPCp)
Interaction of NPC, and RER = 2Cov(logNPC ,RER)* 100/Var(NPCp)

As can be seen from Table 9, the NPC, represents the main source of variability in
NPC, for the entire period 1970-1993. For the sub-periods (1970-1978, 1979-1985 and
1990-1993), however, the RER dominates. Table 9 aso indicates that during the sub-
periods examined NPC, and RER showed an offsetting movement (negative covariances),
which acted to reduce instability in real farm prices. The offsetting movement was
particularly pronounced during the ECRP period, indicating that at the time when sector-
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specific policies (agricultural production and export policies) were acting to push rea
prices up, economy-wide policies worked in the opposite direction.

Table 9: Decomposition of variance of NPC , 1970-93

Period Var Contribution of components to Var (log NPCp)

(log NPC) NPC, RER (NPC,, RER)
1970-93 0.0230 187 60 -146
1970-78 0.0052 117 185 -206
1979-85 0.0273 65 240 -205
1990-93 0.0265 05 157 -063

Having thus broadly assessed the effects of the reform programmes on agricultural
incentives, the rest of the study confines its attention to the examination of the possible
effect of changes in price incentives on agricultural output, as this is the key to the
effectiveness of policy reform.



V. The aggregate response of agriculture to
price and non-price incentives

The central focus of the adjustment reforms in agriculture is to increase agricultural
production by improving priceincentives. Priceincentivesmean higher returnsto farming
(farm profits) in the short run, which will attract more capital both physical and human
into agriculture and encourage farmersto adopt new technologiesinthelong run. Thus,
the efficacy of adjustment reformsin agriculture depends on their short run and long run
effects on economic incentives. The extent to which farm decisionsrespond to economic
incentives should, therefore, be of central concern to policy makers. The adjustment
programmesin Sudan have beenimplemented with theimpilicit assumption that individual
crops as well as aggregate agricultural output are responsive to price changes. There
seems to be little dispute over the positive response of individual crops, but it is not yet
clear how aggregate output responds to price changes.

Thisstudy isinterested not only in the price effect, but also in the effects of non-price
factors, such as the impact of infrastructure (roads), research and extension, and
agricultural credit on aggregate agricultural output. Non-pricefactors could be grouped
into two categories: non-policy variables (weather, distance to market, etc.) and policy
variables—public goods that respond to policy intervention (irrigation, research, market
structure, etc.). Empirical evidence shows that the two categories are important
determinants of agricultural output (Evenson, 1988; Binswanger, 1989). Measuring the
response of agriculture to availability of public goods is important in the analysis of
adjustment asthe delivery of these public goodsis expected to decline sharply under the
thrust of fiscal austerity in the context of adjustment programmes (Mosely and Toye,
1988; Lipton, 1987).

Empirical estimates of supply response of individual crops in Sudan have shown
mixed results. Findings differ in terms of the magnitude of response to prices, but there
is consensus that individual crops respond positively to price changes (Medani, 1970;
Ali, 1978; Chhibber and Hrabovszky, 1983; Kabal o, 1984; El Tohami and Bateson, 1986;
Hag Elamin, 1995). There are a few studies on the impact of prices on aggregate
agricultural output. Elbadawi (1993) and Hag Elamin (1995) address this issue. The
results obtained, asin many other devel oping countries, indicate apositive but generally
low aggregate response.

This part of the study attempts to evaluate the response of aggregate agricultural
output in Sudan. Aggregate output is disaggregated into rainfed and irrigated production,
on the basis of production mode, and into cereal and non-cereal production, on the basis
of commodity composition. The distinction between the responses of rainfed agriculture
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and irrigated agri culture and between cereals and non-cereal s hasimportant implications
for policy reforms.

Both price and non-price (credit, infrastructure and public investment) determinants
of agricultural output are considered. Data for the period 1970-1993 are pooled for a
number of regionsin Sudan and afree-form autoregressive distributed lag model isfirst
developed to establish a more parsimonious adjustment model based on the Nerlovian
specification.

Previous time-series estimates of aggregate
supply elasticities

Since the 1960s numerous studies have been carried out on the magnitude and direction
of farmer response to agricultural prices. The studies have generally focused on the
estimate of short- and long-run supply price easticities for individual crops. Positive
but low short-run price elasticities were reported in amost every case. Long-run price
elagticities have been found to be higher. For detailed summary of findings, see for
example, Askari and Cummings (1976), Scandizzo and Bruce (1980), Bond (1983), and
Beynon (1989).

The response of aggregate agricultural output is an issue that has recently attracted
greater attention. Evidence indicates that aggregate agricultural supply response tends
to be smaller than the response of individual crops. Most of the empirical estimates of
aggregate agricultural supply response have been largely based on variants of Nerlove's
(1958) formulation (see, for example, Reca, 1980; Bapna, 1981; Chhibber, 1982; Bond,
1983). These studies produced broadly similar results with short-run aggregate supply
elagticities around 0.2 and long-run elasticities of about 0.4. Attempts have been made
totakeinto account other factorsthat affect production decisions such asweather, size of
farm, credit, etc.

Supply response studies, however, have been plagued with numerous methodol ogical
problems and data limitations that limit the reliability of supply elasticity estimates. As
noted by Binswanger (1989), the common problemsrelated to the aggregate agricultural
supply response models are the neglect of non-price factors, simultaneity and other
problems associated with econometric estimation. This study improves data and
econometric tests and incorporates some important non-price variablesinto the model in
its examination of the supply response of aggregate agricultural output in Sudan.

Model specification

Among the numerous econometric models estimated for aggregate agricultural supply
response, there exist two major approaches in modelling time-series supply elasticities.
The first approach, aggregation of input demand elagticities, is an indirect method of
estimating aggregate supply elasticity of output by aggregating over the product of the
elagticity of supply of inputs and the elasticity of demand of inputs (Chhibber, 1989).



The second, and most widely adopted approach, is the direct method of using supply
functions. The problem with the first method is that detailed data on input use and input
prices are not readily available especially in the developing countries; studies thus
generally concentrate on the second approach.

The question arises as to whether the models that have been used by economists to
analyse agricultural supply response are adequate to capture the complexity of the
processes involved and derive effective policy recommendations. In these models the
fundamental determinant of the impact of policy changes on efficiency is the flexibility
in resource allocation captured in production through price elasticities of supply.

Price variables

In order to capture fully the response of agricultureto relative price changes one needsto
examine the dynamic effects associated with changes in relative prices. This may need
a more comprehensive macroeconomic framework that integrates the domestic price
structure, production patterns and income distribution (Mundlak et al., 1988). Lack of
comprehensive relevant data precludes the devel opment of such amodel for Sudan. The
alternative approach isto use asingle equation dynamic model that allowsfor the estimate
of long-run response of output. Most of the models used in this respect are based on the
Nerlovian specification, which postul ates desired output as afunction of expected output
prices asfollows:

Q=a+aP+az+U (10)

Where Q¢ is the desired output, P® is expected price and Z is a shift variable. But
neither desired output nor expected price are observable. In order to overcome this
problem, Nerlove (1958) introduced a price expectation specification and an adjustment
mechanism:

Pe =P, + C[P_-P% ] 0<C<1 (11)
Q = Q.+ BlQ-Q,] 0<B<1 (12)

Where expected price, P*, is explained as the sum of past expected price (P°,,) plusa
fraction C of the difference between last period’s actual and expected prices. Cisthe
coefficient of price expectation. Equation 12 indicates that actual output (Q,) adjusts by
some fraction (B) of the difference between the desired output and actual output of the
previous period. Like C, B isconstant and is referred to as the Nerlovian coefficient of
adjustment.

By imposing arestriction that C=1 and substituting Equations 11 and 12 into Equation
10, areduced form equation is derived as:

Qt = bo + blpt-l + bZQt-l + bBZt + Ut (13)

where:
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b, = Ba,
b, = Ba
B, = 1B
b, = a(1-B)

The diversity and inconsistency of empirical findings of agricultura response using
the Nerlovian specification, asin Equation 13, cast doubtson its appropriatenessto capture
fully the dynamics of agricultural supply (Rao, 1989; Binswanger, 1989). Criticisms of
the model results, however, tend to be of an econometric rather than theoretical nature.
Inaccurate and/or short time-series data and the neglect of important non-price variables
are among the major problemsfacing supply response estimatesin general and estimates
of aggregate supply response in particular.

Non-price variables

While Equation 13 depicts the theoretical description of the adjustment model, its final
form of empirical estimation must capture the revelant factors underlying agricultural
supply. Agricultural supply representsthe response of farmersto changesin farm profits.
Changes in farm profits, however, are the result of the interplay in changes in prices,
infrastructure, agricultural credit, technology, etc. Available empirical findings tend to
suggest that the association between real farm prices and agricultural output in Sudan is
weak, which implies the importance of non-price factors in determining farm output.
The specification of the supply response should, therefore, consider these non-price
variables. Non-price factors are found to be significant determinants of crop responses
and aggregate output in many developing countries (see, for example, Delgado et al.,
1987; Binswanger, 1989). Introducing measures for infrastructure, credit and public
investment in agriculture, Equation 13 could be rewritten as:

Q=b,+bP, +bQ, +bR+DbF+DbCR+bV+DbDUM+ U,
(14)

where:
Q, = aggregate agricultural output at timet
P = rea farm gate price
R = averagerainfal index
F = infrastructure (taken as the ratio of paved to unpaved roads)
CR = agricultural credit per feddan
V = publicinvestment (investment/unit cropped area)
DUM = dummy variable for weather hazards
U = erorterm

The dummy variable, DUM, is intended to capture the effects of the unusual



environmental hazards of drought (1983/84) and floods (1988/89), where considerable
drops in production occurred. The introduction of such a dummy may look repetitive
because a measure of weather (rainfall) is already incorporated into the model. Rainfall
index per se may not account for the effects of the unusual weather changes, however.
The effect of excessive rainfal may be similar to that of little or no rainfall, which
cannot be captured by the rainfall index.

Thisversion of the model can be estimated using ordinary least squares (OLS) if the
original U;s are not serially correlated. Pre-tests of the model showed that, in terms of
statistical fit of the data, the double-log transformation was superior to the linear and
semi-log models. The supply response function (Equation 14), is therefore estimated in
a logarithmic form, which allows interpretation of coefficients as elagticities. Positive
parameters are expected for all explanatory variables. The short- and long-run price
elasticities can be derived from the log form of Equation (14) as b", and b /(1-b")
respectively.

Data: Definitions and characteristics

Estimation of aggregate supply elasticities, using time-series data, complicate the
construction of index for aggregate output, prices and other supply factors. The aggregate
output, Q, ismeasured on the basis of produced quantities rather than cropped areas, the
aggregation of which haslittle meaning from the economic standpoint. Aggregate output
isthen calculated as aweighted average of the production index of individual crops, the
weights being the share of each crop in the total value of agricultural output.®

The price variable, P, the indicator of price incentives for producers, is a measure of
relative prices. Clearly, relative prices rather than absolute prices are likely to affect
profitability. The numeraire of relative farm prices could be taken as prices of inputs,
prices of consumer goods or prices of other competing crops.® Prices of agricultural
inputs or manufactured goods may not be a good indicator as these goods were mostly
rationed especially during the 1970s. Analysis of supply response based on prices of
rationed goodsisnot very meaningful (Berthelemey and Morrison, 1987). This, inaddition
tothefact that the study emphasi zes the examination of aggregate response of agriculture,
suggests that it is more relevant here to define real prices as the aggregate prices of
agricultural goodsrelativeto the aggregate pricesof hon-agricultural goods. Given paucity
of time-series data on non-agricultural goods prices, the consumer price index (CPI) is
taken as a proxy.©

The real aggregate farm-gate price is calculated as a weighted average of the farm-
gate price indexes of the major agricultural crops in Sudan. An index of the ratio of
paved to unpaved roads is specified as a proxy for infrastructure. Agricultural creditis
estimated as the average credit per unit of cropped area. Rainfall istaken asthe average
annual rainfall index.

Time-series data covering the period between 1971/72 and 1992/93 were used. Data
on agricultura output, farm-gate prices and rainfall were obtained from the Department
of Agricultural Economics and Statistics, Ministry of Agriculture, Sudan. Data on
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agricultural credit, infrastructure and public investment in agriculture were obtained from
the Ministry of Finance and Economic Planning, Gezira scheme, and the Agricultural
Bank of Sudan. In order to improve the degree of freedom for the estimates, a cross
section time series is used, where, on the basis of the data available, Sudan is divided
into four agricultural regions. Theseinclude theirrigated subsector (Gezira, Rahad and
New Halfa schemes), the mechani zed subsector (Gedarif and Damazin areas), Kordofan
Region and Darfur Region.

Two important defects of the dataneed to be mentioned. First, dueto lack of data, the
southern part of the country is excluded. Second, and for the same reason, some food
crops, mainly horticultural crops that are produced almost entirely for domestic
consumption, were not considered. The exclusion of such minor domestic goods, however,
may serve to minimize the possibility of simultaneity in the model. When the prices of
non-tradeable goods, such ashorticultural cropsin the case of Sudan, increase and supply
expands, prices may fall again as domestic demand may not be responsive enough to
absorb the excess supply.

Testing for stationarity of the series

The Nerlovian adjustment model is based on strong theoretical and economic grounds,
but the dynamic interactions of agricultural response are thought to be too complex to be
fully captured by theoretically based constructs. Generaly, if the variables included in
the model are non-stationary,™* then the partial adjustment coefficient will generaly fail
to capture the structural characteristics of the model. Data admissibility considerations
are, therefore, important determinants of the short-run dynamics of models (Adam, 1992).
Recent devel opmentsin econometrics have introduced some techniques and tests of the
short-time dynamics of models. Equation 14 is therefore used as the core conditional
model around which a more parsimonious econometric representation is sought by
examining the short-run dynamics of the model.

On the estimation procedures, we draw on recent developments in examination of
time-series characteristics of data. To test for the stationarity characteristics of the data,
the order of integration (unit root) tests were conducted for each of the variables. The
tests used were Dickey-Fuller (DF), augmented Dickey-Fuller (ADF) and Sargan-
Bhargava Durbin-Watson (SBDW).2 PC-GIVE (Hendry, 1989) software was used to
calculate the datain Table B1 in Appendix B, which reports the results of these tests for
each series. All thetests strongly accept 1(0), which can beinterpreted asindicating that
al variables are stationary. This suggests that spurious regression is less likely to be
encountered in the application of a dynamic specification such asin Equation 14.

Estimation results

In order to identify the main dynamic patterns of the model an over-parameterized
autoregressivedistributed lag model (ADL) isfirst developed, using ordinary least squares
(OLS), with a three-lag length for all variables in the model. The regression results



(from PC-GIVE) for the ADL version of Equation 14 are reported in Appendix B (Table
B2).

Themodel isfurther simplified into amoreinterpretable Nerlovian adjustment variant.
The simplification is guided by data admissibility with the main concern that the model
remains theory consistent. Dropping the lagged insignificant variablesled to improved
t-ratios for the remaining regressors. Furthermore, to eliminate cross regional (district)
variability, due to possible correlation between explanatory variables with unobserved
district endowments, district-specific intercepts were included. This served to improve
predicted values relative to actual values.

The most interesting result of the ADL model is that current price does not seem to
have significant impact on current output. Thisis not surprising, as only afew crops,
mainly wheat, have their prices set before planning and farmers therefore have to form
their expectations on the basis of past prices, as appears to be supported by the ADL
results. Lagged rather than current public investment appears to be important in
determining current output.

Thefinal model produced by the simplification processis reported in Table 10. This
model performed better than did the ADL. The simplification resulted in animprovement
in the Schwartz information criterion (SC) compared with the ADL model. The Durbin
h-statistic indicates no serious serial correlation in the error term. Overall, the model is
considered to be reasonably specified based on its statistical significance and its ability
to track historical records. All the estimated coefficients, except infrastructure, are of
the expected sign.

The coefficients for lagged real price, rainfal, credit and lagged public investment
arepositiveand significant at |east at the 5% significancelevel. Surprisingly, infrastructure
does not have the expected sign and is significant at the 15% level of significance. This
may bethe result of inappropriate specification of thisvariable dueto the poor data base.
Infrastructure is therefore dropped from the model.

Theresultsindicate that the aggregate supply responseto three of the non-pricefactors
included in the model (rainfall, credit and public investment) is positive and significant.
The coefficient for rainfall, which is significant at the 1% level, suggeststhat rainfall is
an important factor determining aggregate agricultural output in Sudan. The positive
elagticitiesfor credit and public investment, which are highly significant at the 1% level,
aretheoretically plausible as credit and public investment represent additional resources
for agriculture that promote its overall growth. Improvement in credit and public
investment in agriculture will promote the implementation of hew and more productive
techniques that are capital intensive (McGuirk and Mundlak, 1992).

The estimated supply price elasticity (0.24) indicates that the response of Sudanese
agriculture, as in other SSA countries, is rather restricted. Using FAO data for nine
African countries and taking the per capita agricultural output as an expression of total
agricultural production, Bond (1983) obtained an average aggregate supply pricedagticity
of 0.12. Thisaverageisabit smaller than our estimate of 0.24.

Low price elasticity of aggregate agricultural supply could be attributed to a host of
constraints to which Sudanese agriculture is particularly prone. The dominance of the
rainfed agriculture with hazardous weather and frequent incidence of pest and diseases,
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acute shortage of seasonal labour, and inadequate rural infrastructure are among the
major factors that hinder the growth of agriculture in Sudan. Thereis a severe shortage
of labour during certain critical agricultural operations, especially harvesting (El Bashir,
1984).

Table 10: Modelling aggregate agricultural output (in Q) by OLS pooled time series/cross
section data for four regions for the period 1971/72-1992/93

Variable Coefficient Std Error HCSE! t-Value Partial r?
In Qt-1 410 .080 .075 5.15 .26
In Pt-1 .240 .107 118 2.22 .06
InR .570 .187 .233 3.05 A1
In CR .160 .066 .092 2.50 .08
In Vt-1 .240 .107 .090 2.25 .06
DUMw -.460 .084 .093 -5.41 .28
DUM1 -.004 101 .076 -.04 .00
DUM2 .192 .104 .091 1.86 .04
DUM3 -.149 .100 .081 -1.48 .03
CONSTANT -2.147 1.228 1.549 -1.75 .04

R?=.69 0=.2786406 F(9,77)=16.84 DW = 1.836 SC?=-2.164445

HCSE = heteroscedastic consistent standard error
SC (Schwarz information criterion) provides a guide and parsimonious information reduction so that a fall in
SC is an indication of parsimony.)

Q = aggregate agricultural output

P = real farm-gate price

R = average rainfall index

CR = agricultural credit per feddan

Y = public investment (investment/unit cropped area)
DUMw = dummy variable for weather hazards

DUM1, DUM2 and DUM3 = intercept dummies for regions

In = natural logarithm

Disaggregation of agricultural output

Supply elasticities for the aggregate rainfed, irrigated, cereal and non-cereal production
were estimated using the same core model (Equation 14) and following the same
estimation procedure. The short-run price responsiveness of agriculture is expected to
increase with further product disaggregation. Shifting resources between agricultural
and non-agricultural production is more difficult than shifting them between activities
within agriculture. The disaggregation of agricultural production could be considered at
different levels, but the one of immediate concern to policy-makersisthe disaggregation
onthebasis of mode of production, rainfed versusirrigated, or on the basis of commodity
composition, cerealsversus non-cereals. The distinction between food crops and export
cropsin Sudan may not be meaningful, since food crops (e.g., oil seeds) are often potent
exports. Decomposition of agricultural output into cereals and non-cereals may give a
better indicator of the food/cash crop mix.



Table 11: Modelling aggregate rainfed production (In Q) by OLS pooled time series/cross
section data for three regions for the period 1971/72-1992/93

Variable Coefficient Std Error HCSE t-Value Partial r?
In Qt-1 424 .097 .088 4.38 .25
In Pt-1 .226 .136 151 1.67 .05
InR .570 221 .252 2.58 A1
InCR .181 .087 125 2.08 .07
In Vt-1 .201 .130 .107 1.55 .04
DUMw -474 .099 .097 -4.81 .29
DUM1 .189 .120 .096 1.57 .04
DUM2 -.146 115 .084 -1.28 .03
CONSTANT -2.149 1.464 1.764 -1.47 .04

R?=.69 0=.3102992 F(8,57)=13.79 DW =1.833 SC =-1.915723.

HCSE = heteroscedastic consistent standard error

SC (Schwarz information criterion) provides a guide and parsimonious information reduction such that a fall
in SC is an indication of parsimony.)

Q = aggregate agricultural output

P = real farm-gate price

R = average rainfall index

CR = agricultural credit per feddan

\% = public investment (investment/unit cropped area)
DUMw = dummy variable for weather hazards

DUM1, DUM2 and DUM3 = intercept dummies for regions

Equation 14 is estimated for the aggregate outputs of rainfed agriculture, irrigated
agriculture, cereals and non-cereals. The function was estimated in asimilar fashion to
the aggregate supply function, where an ADL model is first developed from which a
more reasonably parsimonious model is derived. Tables 11, 12, 13, and 14 contain the
estimated regression coefficients. The overall fit of each of the estimated functionsis
quite satisfactory; the estimated coefficients of thelagged price are positive and significant,
at least, at the 5% level of significance. The estimated short- and long-run supply price
elagticities for the aggregate agricultural output, and the aggregate output of cereals,
noncereals, rainfed and irrigated sectors are summarized in Table 15. As expected, the
short-run price elasticities of aggregate output are low compared with other disaggregated
levels. While thisisto be expected, the difference is markedly low.

The disaggregated supply functions yield some interesting results. First, contrary to
expectation, the state-managed irrigated agriculture is more responsive to prices, in the
short run, than the privately-managed rainfed agriculture. Natural hazards and
infrastructural constraints are more prevalent in the rainfed areas than in the irrigated
areas. This, coupled with the fact that alarge proportion of the rainfed production isfor
subsistence purposes, may explain the low response of rainfed agriculture.

In the long run, however, the response of rainfed agriculture is markedly high. This
discrepancy in long run response indicates that potential growth in output is higher in
rainfed than in irrigated agriculture. Thisis plausible as the acreage expansion and the
marginal returns on additional investment in technology are expected to be higher in
rainfed agriculture.
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Second, the disaggregation of agriculture on commodity basis (cereal/non-cereals)
yields higher elasticities than that on mode of production. Thisis plausible asresources
could moreeasily be allocated between cereal and non-cereal cropsthan between rainfed
and irrigated sectors. Paradoxically, cereals output, which is mainly for domestic
consumption, is more responsive to prices than is non-cereal cash output.

Table 12: Modelling aggregate irrigated production (in Q) by OLS pooled time series data
for one region (Gezira) for the period 1971/72-1992/93

Variable Coefficient Std Error HCSE t-Value Partial r?
In Qt-1 .04 .149 .158 .24 .00
In Pt-1 .29 .138 135 2.09 .24
In CR 21 .060 .073 3.61 48
In Vt-1 A7 129 .098 3.64 49
InF =77 .299 .358 -2.58 .32
DUMw -.46 120 .038 -3.83 .51
CONSTANT 4.76 1.366 1.459 3.48 46

R?=.86 0=.1145209 F(6,14)=13.60 DW =1.554 SC =-3.724620

Table 13: Modelling aggregate cereals output (in Q) by OLS pooled time series/cross
section data for four regions for the period 1971/72-1992/93

Variable Coefficient Std Error HCSE t-Value Partial r?
In Qt-1 .290 .108 .092 2.66 A1
In Pt-1 454 140 147 3.24 .16
InR .244 .229 211 1.07 .02
In CR .287 .087 .088 3.31 .16
In Vt-1 .489 .166 170 2.95 13
DUMw -.794 .196 .264 -4.06 .23
DUM1 325 124 114 2.62 A1
DUM2 -.0301 114 115 -.26 .00
CONSTANT -2.287 1.449 1.511 -1.58 .04

R?=.70 0=.3536085 F(8,56)=11.57 DW =1.697 SC =-1.650173



Table 14: Modelling aggregate non-cereals output (in Q) by OLS pooled time series/cross
section data for four regions for the period 1971/72-1992/93

Variable Coefficient Std Error HCSE t-Value Partial r?
In Qt-1 .298 .219 .269 1.36 A1
In Pt-1 .338 212 195 1.59 .15
InF -.620 .233 .237 -2.66 .32
In Vt-1 .889 .326 .372 2.73 .33
InCR -.260 .129 179 -2.01 21
DUMw -.026 .281 481 -.09 .00
CONSTANT 3.954 1.568 1.784 2.52 .34

R?=.79 0 =.2913328 F(8,56)=9.15 DW =1.825 SC =-1.866057

Table 15: Agricultural supply price elasticities

Adjustment Short-run Long-run
coefficient elasticity elasticity
Aggregate output 0.59 0.24 0.41
Disaggregation on the basis
of mode of production:
-rainfed agriculture 0.58 0.23 0.40
-irrigated agriculture 0.97 0.29 0.30
Disaggregation on the basis
of commodity composition:
-cereals 0.71 0.45 0.63
-non-cereals 0.70 0.34 0.49

Long-run elasticity = (short-run elasticity)/(1 - adjustment coefficient)



V. Conclusions and policy implications

This study investigated the influence of structural adjustment programmes on price
incentives for agricultural production in Sudan. The examination shows that the two
main programmes implemented in Sudan over the period 1978-1993 (ECRP and NESP)
failed toimproveeither thelevel or thestability of real farm prices. Partial implementation
of programmes and weak macroeconomic policies constitute the underlying causes.
International terms of trade aggravated the bias against agriculture during the NESP
(1990-1993). Thefindingsindicatethat thereal exchangerateisan important determinant
of agricultural price incentives. The economy-wide policies (exchange rate, trade and
macroeconomic policies) form adominant source of tax on agriculture. If agricultureis
to contribute to Sudan’s economic recovery and long-term growth, not only do the sector-
specific policies need to beimproved, but also—and mainly —the trade and macroeconomic
environment determining the real exchange rate must be enhanced.

Analysis of agricultural supply response indicates that the supply price elasticity of
aggregate agricultural output in Sudan, as in other developing countries, is positive but
low. This adds to the accumulating evidence of the positive response of developing
countries’ agriculture sectors to price incentives. This evidence suggests that the target
of the adjustment programmes in Sudan (ECRP and NESP) of raising producer pricesis
reasonable and advisable, although evidence shows the failure of both programmes to
produce any significant increase in real farm prices. But more seriously, the two
programmes seem to have underplayed the role of the non-price factors, though the
NESP has an edgein this respect. Non-price factors appear to play an important rolein
determining agricultural growth. The importance of the non-price factors arises from
their direct effects on the magnitude of farmers’ response to price incentives.

The analysisimplies that without the provision of adequate credit, infrastructure and
public investment, aggregate agricultural supply response to increased price incentives
will be minimal. Agricultural price policy measures must be implemented carefully,
complemented by suitable macroeconomic policies and much needed non-price policies.

Three important implications may be drawn from the aggregate supply elasticities.
First, aggregate output responds positively to output prices, but negatively to reduction
in public inputs. Raising farm prices and improving the provision of public inputs are
difficult to achieve simultaneously, however. The government’s high fiscal dependence
on agriculture suggeststhat raising agricultural prices may reduce government’s capacity
to finance public goods in the short run. The net effect of such a policy on agricultural
output may well be negative. Giventhefiscal constraint that usually facesthe government
during adjustment programmes, it would be extremely difficult to avoid the short-run
negative impact of reduced public inputs. Supply price elasticity alone does not reflect



fully the likely effect of changesin real farm prices following adjustment reforms. The
actual outcome in the short run isthe net composite effect of changesin real farm prices
and the consequent change in the provision of public goods in agriculture emanating
from changesin real farm prices.

It is theoretically plausible that higher prices may serve in the long run to promote
private investments in research, technology and public goods. At the present level of
development in the country, however, it isless likely that the private sector will be able
to invest significantly in response to higher prices.

Second, the aggregate response of cereals (staple food crops) to price changes seems
to be positive and much higher than expected. Thisfinding does not lend support to the
generally held notion that an increase in the general price level for agriculture increases
cash crop production at the expense of food production. Cereal cropsin Sudan are not
produced entirely for domestic purposes. The distinction between food and cash cropsis
perhapsinaccurate for Sudan, asincreasingly cerealsand non-cereal s provide alternative
sources of cash income for the farmer.

Third, while the adjustment reforms seem to have paid more attention to increasing
incentivesto producers, some of the measures adopted (as part of these reforms) actually
worked to reduce farmers’ response to incentives. Thetight control on consumer goods
imports and the removal of subsidies from consumer goods, for instance, have resulted
in shortages of basic commodities such as fudl, tea, sugar and clothing. Shortages of
these commoadities undermine farmers’ response to price incentives. Acute shortages of
imported foods in the semi-arid region where tribesmen tap the gum trees have resulted
in asharp decline in gum arabic production (Nashashibi, 1980). Recent studies on SSA
have shown the significant impact of consumer goods availability on cash crop expansion
(Berthlemey and Morrison, 1987; Bevan, et al., 1987). These problems appear to be
more acute in rainfed agriculture. Furthermore, adjustment programmes, through their
short-term effects on price stability and supply of imported inputs, tend to create a
significant element of risk and uncertainty, which may reduce farmer'sresponseto prices.
The rate of adoption and diffusion of production technologies in Sudanese agriculture,
for example, was shown to depend a great deal on the associated risks (Hassan, D'Silva
and Hallam, 1992).

The findings of this study hold some important implications for policy making in
Sudanese agriculture. The current three-year economic programme (1994-1996)
liberalized |arge sectors of the Sudanese economy from public sector control and attempted
to promote the role of the private sector. Significant developments have taken placein
thisrespect: farmers representation in the boards of directors of APCsincreased to 50%;
all decisions on credit and financing are negotiated by farmers; and cotton marketing is
completely controlled by the Farmers' Union, which ownsthe Cotton Marketing Company
sinceitsprivatization. Itistoo early to judge on theimpact of such changesin agriculture.
But the findings of the study call for specia attention to the need for a more balanced
policy change that gives due consideration to public investment in agriculture. At this
level of development in the country, growth in agriculture can hardly be achieved without
public investments.

It is hoped that further improvements in data quality and methodology may help in
producing a more accurate vision of the way agriculture responds to policy changes.



Notes

5.

Some of the previous studies on the supply response of Sudanese agriculture are
cited in Section 4 of this study.

Estimates of livestock population vary widely according to source. Recent official
estimatesgo ashigh as 103 million. Thefactswill haveto bereveaed by thelivestock
census, which islong overdue.

During the 1980s remittances constituted an important source of foreign exchange
earningsin Sudan. For instance, in 1986 remittances represented 67% of the country’s
total value of merchandise exports (FAO, 1990).

The use of border price equivalents (adjusted for transportation and marketing costs)
means that the NPC, for exportables and importables can be expressed as:

NPC, = Pf/(EPb-c) for exportables
and NPC, = Pf/(EPb+c) for importables

where c is the marketing and transportation costs from the farm gate to the border
and EPb isthe border price before adjustment for transportation and marketing costs.
In other words, EPb* is equivalent to EPb-c for exportables and to EPb+c for
importables.

Terms-of-trade effectswere automatically excluded asonly NRP, and NRP, are used.

6. Theinstability index is specified as:

1=5(X-X" X"

Where the sign |l indicates absolute value

7.

8.

X = actual producer/border price
X' = linear trend of producer/border price

Thismethod was previously used for isol ating the contributions of price and quantity
effects to revenue instability (Murray, 1979; Wiebelt et al., 1992).

Aggregate agricultural output is specified as:
Q, = 2w Q,



where:

Q,
W

it

aggregate output
share of theith crop in total value of agricultural output in year t
output index (1980=100) of cropi in year t

it

Aggregate farm-gate prices were estimated applying the same formula.

9. Fortheappropriate use of each of these prices, see, for example, Askari and Cummings
(1976).

10. The GDP deflator is a better proxy than CPI, but incompl ete data preclude its use.

11. Non-stationary series have a variance that is asymptotically infinite and the series
rarely crosses its mean. In contrast, stationary series have afinite variance with a
tendency to return to the mean value.

12. The DF and ADF are tests against the null that there is a unit root 1(1) of the series
(seeDickey and Fuller, 1981; Adam, 1992). The SBDW isatest against the null that
the seriesis stationary [1(0)].
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Appendix A

Table A1l: Nominal protection coefficients NPC, (Pf/Pb*) for the major agricultural
commodities, 1970-1993

Sorghum  Wheat GN Gum  Millet Sesame Cotton Aggregate Cereals Non-Cer.
1970 076 113 063 067 092 059 000 079 080 0.62
1971 0.49 100 046 067 039 072 000 053 052 057
1972 034 106 051 032 068 071 000 045 042 0.56
1973 038 120 046 031 129 042 000 052 053 044
1974 0.42 102 069 063 148 054 000 058 056 0.64
1975 0.31 181 094 132 072 073 000 052 045 0.90
1976 046 057 050 072 08 079 000 052 050 0.63
1977 0.67 133 053 056 091 044 000 072 074 050
1978 073 123 043 044 095 057 000 076 079 048
1979 052 079 043 052 262 048 000 071 074 0.46
1980 041 087 055 030 175 068 000 058 057 057
1981 0.51 127 048 028 276 109 088 080 078 081
1982 0.47 124 061 044 098 093 092 066 057 0.84
1983 095 091 044 042 097 081 069 087 095 0.65
1984 090 116 052 074 104 097 065 087 093 0.68
1985 1.96 1.51 0.55 0.52 1.41 0.40 0.46 1.49 1.88 0.48
1986 104 114 063 043 09 101 093 1.00 1.04 0.86
1987 055 229 089 067 101 084 08 077 072 0.86
1988 144 091 1.09 082 123 083 074 123 138 0.83
1989 094 257 054 077 1.09 1.50 0.86 1.02 1.07 0.88
1990 116 127 097 080 156 058 0.99 1.14 123 0.93
1991 191 088 101 078 240 054 0.76 1.28 150 0.78
1992 0.87 103 066 073 145 097 051 087 097 0.63
1993 098 060 035 050 179 094 026 073 086 041

Source: Computations are based on data obtained from the Department of Agricultural Economics and

Statistics, Ministry of Agriculture; and Bank of Sudan Annual Report (various issues).



Table A2: Terms of trade TOT (Pb*/P*) for the major agricultural commodities, 1970-1993

Sorghum  Wheat GN Gum Millet Sesame Cotton Aggr. Cereals Non-
cer.
LS

1970 100 100 100 1.00 100 100 100 1.01 1.00 1.00
1971 096 115 093 100 097 074 095 097 097 093
1972 092 104 093 204 093 078 102 096 0.93 1.01
1973 083 091 101 197 0.79 135 120 095 0383 121
1974 120 149 132 150 0.85 123 162 129 1.19 1.50
1975 200 078 080 124 0.78 121 127 163 1.79 1.17
1976 088 230 110 122 081 095 125 104 097 1.18
1977 075 090 130 141 067 084 154 094 0.75 1.39
1978 082 091 123 116 060 101 114 091 080 1.15
1979 098 118 122 115 0.37 119 118 1.02 0.93 1.19
1980 065 073 053 195 031 061 131 076 0.62 1.08
1981 089 065 100 241 033 045 126 092 0.81 1.14
1982 083 059 046 170 092 052 142 092 0.82 1.11
1983 079 092 109 223 075 083 183 102 080 156
1984 084 090 134 209 091 089 226 116 0.85 1.88
1985 051 050 098 359 082 208 190 091 054 1.80
1986 072 095 139 249 101 082 096 086 0.76 1.09
1987 039 028 045 297 035 047 072 048 038 0.71
1988 033 08 036 170 044 052 053 042 037 054
1989 025 024 048 126 023 032 044 031 025 046
1990 031 058 062 095 0.26 1.01 047 049 043 0.62
1991 036 078 064 097 032 083 053 057 054 0.64
1992 034 048 088 112 031 066 066 050 040 0.73
1993 026 044 086 053 020 036 046 040 034 052

Source: Computations are based on data obtained from the Bank of Sudan Asnnual Report (various issues)
and the IMF, IFS (1980, 1990, 1994).
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Table A3: Real exchange rate index RER (EP*/P) for the major agricultural commodities,
1970-1993

RER for cotton RER for other Aggregate RER
and gum crops
1970 0.99 0.99 0.99
1971 1.05 1.05 1.05
1972 0.95 0.95 0.95
1973 0.89 0.89 0.89
1974 0.80 0.80 0.80
1975 0.72 0.72 0.72
1976 0.77 0.77 0.77
1977 0.71 0.71 0.71
1978 0.92 0.69 0.74
1979 0.77 0.65 0.67
1980 0.68 0.68 0.68
1981 0.61 0.65 0.64
1982 0.52 1.35 1.18
1983 0.42 1.09 0.95
1984 0.33 0.85 0.74
1985 0.23 1.17 0.98
1986 0.58 0.86 0.81
1987 0.67 1.14 0.04
1988 0.93 0.93 0.93
1989 0.84 0.58 0.63
1990 0.70 0.37 0.43
1991 0.33 0.21 0.23
1992 0.58 0.96 0.88
1993 1.02 1.02 1.02

Source: Computations are based on data obtained from the Bank of Sudan Annual Report (various issues)
and the IMF, IFS (1980, 1990, 1994).



Table A4: Nominal aggregate agriculture protection rates, 1978-1993

NRP, NRP_ NRP,
1970 -21.37 -21.77 -20.99
1971 -46.80 -44.23 -46.09
1972 -55.40 -57.67 -59.42
1973 -47.65 -53.46 -55.85
1974 -42.17 -53.82 -40.47
1975 -48.34 -62.69 -39.21
1976 -47.54 -59.67 -58.07
1977 -28.30 -49.06 -52.00
1978 -24.32 -44.10 -49.22
Average (70-78) -40.21 -49.61 -46.81
1979 -28.87 -52.06 -51.28
1980 -41.74 -60.15 -69.66
1981 -20.01 -48.77 -563.05
1982 -34.21 -22.25 -28.84
1983 -12.73 -16.91 -14.88
1984 -13.22 -35.50 -25.34
1985 49.07 46.26 32.68
Average (79-85) -41.53 -27.06 -30.05
1986 -0.29 -19.54 -30.52
1987 -23.45 -20.21 -62.09
1988 23.33 14.80 -51.22
1989 2.45 -35.21 -79.78
1990 14.26 -50.31 -75.70
1991 28.36 -70.29 -82.97
1992 -13.07 -27.54 -63.47
1993 -27.44 -25.99 -70.39
Average (90-93) 0.53 -43.53 -73.13

Source: Computed from tables A1-A3 using the formulas of equations 4-6, where the total value of
agriculture is taken as the total value of the selected crops.
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Table A5: Nominal cereals protection rates, 1970-1993

NRP, NRP_ NRP,
1970 -20.06 -20.46 -20.54
1971 -48.24 -45.74 -47.38
1972 -57.87 -60.02 -63.01
1973 -47.14 -563.01 -61.02
1974 -43.92 -55.22 -46.91
1975 -54.96 -67.47 -41.67
1976 -49.88 -61.47 -62.73
1977 -26.13 -47.51 -60.73
1978 -21.32 -45.49 -56.34
Average (70-78) -41.06 -50.71 -51.15
1979 -26.12 -51.90 -55.11
1980 -42.53 -60.69 -75.46
1981 -21.64 -49.15 -58.60
1982 -42.64 -22.70 -36.30
1983 -5.01 3.13 -17.88
1984 -6.71 -20.93 -32.75
1985 87.77 119.32 17.85
Average (79-85) -8.13 -11.85 -36.89
1986 3.76 -10.29 -31.66
1987 -28.42 -18.73 -69.52
1988 37.92 28.38 -51.97
1989 6.72 -38.02 -84.58
1990 23.13 -54.53 -80.59
1991 49.95 -68.83 -83.09
1992 -3.02 -12.14 -64.79
1993 -13.98 -12.25 -70.32
Average (90-93) 14.02 -36.94 -74.70

Source: Computed from tables A1-A3 using the formulas of equations 4-6, where the total value of cereals
is taken as the total value of the selected cereal crops (wheat, sorghum and millet).



Table A6: Nominal non-cereal crops protection rates, 1970-1993

NRP, NRP, NRP,
1970 -37.73 -38.04 -37.82
1971 -42.74 -39.98 -44.40
1972 -43.78 -46.64 -46.08
1973 -56.37 -61.22 -52.88
1974 -36.41 -49.22 -23.64
1975 -10.12 -35.08 -24.19
1976 -37.43 -51.90 -43.02
1977 -49.72 -64.28 -50.17
1978 -51.59 -64.24 -59.01
Average (70-78) -40.65 -50.07 -42.36
1979 -54.17 -69.11 -63.25
1980 -42.51 -60.67 -57.65
1981 -18.86 -48.04 -40.64
1982 -15.51 -0.15 10.90
1983 -34.94 -38.06 -3.47
1984 -32.41 -49.77 -5.38
1985 -52.35 -53.25 -15.93
Average (79-85) -35.82 -45.58 -25.06
1986 -13.80 -30.44 -24.18
1987 -13.76 -10.11 -36.22
1988 -17.02 -22.76 -58.52
1989 -11.84 -44.25 -74.34
1990 -7.16 -59.62 -74.82
1991 -22.38 -82.04 -88.58
1992 -37.24 -47.69 -61.59
1993 -59.27 -58.45 -77.72
Average (90-93) -31.51 -61.95 -75.68

Source: Computed from tables A1-A3 using the formulas of equations 4-6, where the total value of non-
cereals is taken as the total value of the selected non-cereal crops.



Appendix B

Table B1: Unit root tests on annual data

Variable DF SBDW Order of

integration
InQ 5.6 1.07 1(0)
InP 5.2 1.01 1(0)
In R 7.7 1.60 1(0)
In CR -4.8 0.89 1(0)
InF 5.6 1.10 1(0)
InV 5.3 1.24 1(0)

The DF and ADF tests are run against the null hypothesis that there is a unit root of (1) (non-stationarity) of the
series. With a sample size of 88 the critical t-value for the DF and ADF is -2.93. The SBDW, on the other hand,
is run against the null that the series is 1(0) (i.e., stationary). The critical value for SBDW for a sample size of
88 is 0.39. Values of SBDW less than the critical value indicate rejection of the null.



Table B2: Regression results from ADL equation (Modelling aggregate agricultural
output [LQ] by OLS pooled time-series/cross section data for four regions for the period
1971/72-1992/93)

Variable Coefficient Std error HCSE t-Value Partial r?
InQ 1 4115772 12146 14107 3.38871 1677
InQ 2 .0547317 .11953 .13263 .45789 .0037
InQ 3 -.1097896 11134 .10098 -.98610 .0168
InP .0105748 13977 .13436 .07566 .0001
InP 1 .2473839 .14501 17067 1.70594 .0486
InP 2 .1852657 .15868 .14843 1.16756 .0234
InP 3 .0421557 15733 15175 .26795 .0013
InR .0931408 27633 .34501 .33706 .0020
InR 1 -.3337941 .25494 .23595 -1.30931 .0292
InR 2 .0837506 .25843 .25403 .32407 .0018
InR 3 -.2373359 25776 .23316 -.92077 .0147
InCR .3117097 .14804 .13901 2.10561 .0722
InCR 1 -.3574698 .14894 .14298 -2.40010 .0918
InCR 2 .0695764 .12904 12321 .53918 .0051
InVv -.0929376 21021 17127 -.44212 .0034
InVv 1 .2307167 .18913 .14649 1.21992 .0254
InVv 2 -.4136180 .17052 14276 -2.42563 .0936
InV 3 -.1051635 .18510 .19618 -.56815 .0056
InF 4309628 53753 43549 .80175 .0112
InF 1 -.1599082 47971 45292 -.33335 .0019
InF 2 .1544978 46545 43673 .33193 .0019
InF 3 -.4219068 51425 42097 -.82043 .0117
DUMw -.3986914 11117 11769 -3.58638 .1841
DUM1 -.0338756 .12638 .10467 -.26804 .0013
DUM2 .1646466 .12481 .11038 1.31915 .0296
DUM3 -.1015674 14124 .13008 -.71910 .0090
CONSTANT 4.1423068 4.00925 3.58910 1.03319 .0184

R2=.7604658 o= .2721212 F(27,57) =6.70 [.0000] DW = 1.797
Information criteria: SC = -1.539154
HCSE = heteroscedastic consistent standard errors
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