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6. Fertiliser Supply

Overview of the debate

Over the past 5 years the debate about fertiliser supply has focused on:

* The equity and efficiency effects of fertiliser subsidies.

* The extent to which the removal of subsidies reduces demand for fertiliser.

e The ‘mining’ of nutrients from soil and role chemical fertilisers can play (either contributing to
or helping to reverse the process).

* Pre-conditions for the effective privatisation of fertiliser supply.

e The environmental impacts of fertiliser production and use.

* The relative decline in fertiliser use in Africa vis-a-vis other continents and the effects this is
likely to have on food security.

Key issues in decision-making

Donors and international agencies have played a key role in determining fertiliser use and fertiliser
policies in developing countries, particularly in Africa. They initially encouraged the provision of
universal subsidies, then insisted upon subsidy withdrawal as part of economic adjustment
programmes. At the same time they have funded fertiliser imports and directly supplied fertiliser as
a stand-alone intervention or as part of broader rural development projects. They remain concerned
about levels of fertiliser use both for aggregate food supply reasons and because of the environmental
impacts of soil nutrient depletion. In some cases the polluting effects of fertiliser itself are also a
concern.

Despite this concern, there is little agreement about best practice in fertiliser supply. The withdrawal
of fertiliser subsidies has had mixed effects. In some places subsidy removal together with
liberalisation of supply has increased demand for fertiliser. In others the rise in prices — and lower
than expected benefits of liberalisation — has significantly reduced demand. The costs of fertiliser
subsidies has often been far higher than initially anticipated (as in India). Equally, though, subsidies
have underpinned impressive advances in agricultural development (as in Indonesia). Macro-
economiists tend to favour their withdrawal but few agricultural specialists are wholeheartedly
opposed to them. Considerations with respect to subsidies include:

[J Who benefits from fertiliser subsidies? (Rich or poor farmers? Farmers who grow particular
crops? Fertiliser producers? Consumers?) Is the allocation of national resources to these groups
acceptable/desirable?

[J How high are the expected returns to the use of fertiliser? (In areas where returns are lower the
removal of subsidies is more likely to reduce demand — however, these may be the poorest
areas.)

Bilateral donors cannot support the costs of universal subsidies. However, they might be able to
invest in targeted subsidies to benefit farmers in particular areas. Unfortunately, the targeting of
subsidies remains poorly understood. More research on the feasibility and costs of targeting and
more creative thinking about cost effective ways of increasing the demand for fertiliser in the
absence of large-scale subsidies is required. One of the problems that must be faced is that the
use of fertiliser is less attractive in the more marginal areas which donors interested in poverty
reduction might wish to target (because of lower average returns and far greater risk).

In the immediate future, donors can help to ensure that countries have meaningful national
fertiliser policies in place. Stable policies are important if private traders are to invest in fertiliser
supply. It is more appropriate for donors to assist with the development and implementation of
national policy than to become involved in importing fertiliser themselves. Donor imports may
undermine domestic production/import capacity and distort the incentives to private trade. Donor
fertiliser consignments tend to be irregular and often of unsuitable types, hence inefficient.

Once national policies are established, assistance may be required to create stable demand and to

improve the efficiency of fertiliser use (which should further increase demand):

0 How well do farmers, and those supplying production advice, understand chemical fertiliser
use and the interactions between chemical and inorganic fertiliser?

[J Would better soil analysis facilities encourage more efficient fertiliser use?

[J Is more research required on response rates to fertilisers of various types, including local and
organic fertilisers, in different areas and for different crops — including crop mixes and intercrops
— so that recommendations to farmers can be fine-tuned?
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Fertiliser Supply continued

[ Is adequate attention being paid to understanding overall nutrient balances and the interactions
between different nutrients? (Often attention is focused on N, P and K and the contribution
made by micro-nutrients is neglected.)

[ Is the generation of fertiliser recommendations based on adequate on-farm research with
farmers so that recommendations are adapted to farmers’ circumstances and constraints?

Fertiliser demand must be considered in the context of other inputs (in particular the use of HYVs)

and output prices:

[J Can the links between credit agencies and fertiliser suppliers be improved?

[J Can the risks of fertiliser use be reduced (and the attractiveness of lending to farmers be
increased) by investing in measures to stabilise output prices (eg. grain storage depots/collection
points).

Bottlenecks on the supply side may be the single most important factor behind low usage, especially

in sub-Saharan Africa:

[J Are prices unnecessarily high because of poor infrastructure and the lack of rural feeder roads?

[ Would domestic fertiliser producers — where these exist — benefit from technical support to
increase production efficiency resulting in lower consumer prices? Are domestic producers
supplying appropriate types of fertiliser?

U Is poor handling and late supply by merchants reducing the effectiveness of fertiliser application?
Is this due to lack of knowledge?

[ Does the public sector hold large stocks of fertiliser? How do these affect private sector readiness
to invest in fertiliser supply?

[J Are continuing donor imports distorting local markets?

[ Is there adequate credit and foreign exchange available to would-be private merchants? Is
financing/foreign exchange available on equal terms to all such people? (Privileged access by
a few can result in damaging monopolies.)

[J Can farmers’ organisations and cooperatives be encouraged to become involved in supplying
fertiliser to members?

Finally, effective development of the fertiliser sector over the longer term will require appropriate
regulation. Poor industry standards and misguided regulation in the early stages of development
can have adverse effects on longer-term demand:

[J How is the fertiliser industry regulated?

[J Are there unnecessary import restrictions in place?

[J Are there any independent sources of information on application rates and suitability to local
conditions? (Manufacturers/distributors may recommend over-use and thereby lower
effectiveness.)

[J Is there a testing service to help ensure that quality is maintained? Is there any recourse for
farmers who are supplied with inferior quality fertiliser?

[J Can farmers’ organisations be encouraged to offer a testing or arbitration service to their members?
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