Share of South Asia in World Agricultural Market Remains Stagnant

JUNE 15, 2010 - Though the ‘Uruguay Round’ of negotiations empowered the Agreement on Agriculture (AOA) to improve market access for agriculture produce from developing countries, the implementation of AOA by developed countries has been the biggest disappointment for developing countries, reveals a new report published today.
The ‘Human Development in South Asia 2009’ published by the Mahbub-ul-Haq Human Development Centre pointed out that the market share for South Asia remained stagnant while it marginally increased for developing countries.
The exposure of South Asia’s small farmers and agricultural workers to volatile world markets increases their vulnerabilities to food insecurity.  The once food self-sufficient rural South Asians became exposed to commercial farming and diversion of food crops by cash crops.  The rural way of life got hijacked by market imperfections and rising costs of food, fuel and everything else, explains the thirteenth annual flagship report of the Human Development Centre based in Islamabad.

Under the umbrella of Foundation for Human Development in Pakistan, Mahbub-ul-Haq Human Development Centre was set up in 1995 by the world renowned development economist, Dr. Mahbub-ul-Haq who was the chief architect of Human Development Reports of United Nations Development Programme (UNDP).

The report suggests that rich countries should consider concerns of developing countries about the implementation of international trading rules devised by the multilateral trading institutions. “Formulation and implementation of ethical and equitable global rules are good for all countries but the survival of the world order depends on the recognition of mutuality of interests between rich and poor countries.”
According to the AOA, developed countries were to reduce the expenditure on export subsidies by 36 per cent and the total quantity of exports covered by the support by 21 per cent during 1995-2000, with the average annual value of 1986-90 as base level. The corresponding values were 21 and 14 per cent for developing countries, thus AOA institutionalized the disparity among developing and developed countries by allowing the latter to keep their export subsidy level as high as 64 per cent of the base year level. 
Under the WTO’s revised draft modalities of December 2008, developed countries have to eliminate their remaining export subsidies by 2013 with 50 per cent reduction by the end of 2010 and to zero by the end of 2013. Developing countries will eliminate export subsidies by 2016.

Unlike developed countries, South Asian countries have been providing indirect export subsidies such as export marketing and transportation subsidies as allowed under AOA. 

In South Asia, agricultural markets are characterized by ineffective marketing systems and inefficient market information. Market efficiency can be judged from post-harvest losses and differentials in the prices paid by consumers and received by farmers. The post-harvest marketing losses were found to be 41 per cent in Sri Lanka, 40 per cent in India and Pakistan, 35 per cent in Nepal and 25 per cent in Bangladesh.

South Asian countries are also providing support to their agricultural sector, but that support is insignificant compared to the agricultural sector support provided by the EU, US and Japan – countries with largest agricultural support to agricultural sector among WTO member countries.

While there has been a mixed trend in the trade policies of South Asia, the global structural transformation over the last four decades has also changed the composition of agricultural trade.  As a result, the share of agricultural trade has reduced while the share of manufactured goods trade has increased.
The share of agricultural exports in total merchandise exports declined gradually from nearly one-half in 1965 to about one-tenth in 2007.  The trend remains almost similar among the individual South Asian countries with few exceptions.  However, trend in agricultural imports as a percentage of total merchandise imports for South Asia was mixed. Overall, it also declined but at a lower rate than that of exports.

Although the focus of trade policy in South Asia has been towards strengthening and protecting the manufacturing sector at the cost of the agricultural sector, a comparison of net agricultural exports with net non-agricultural exports reveals that despite this policy, agricultural trade seems to have contributed positively to raising GDP.

*****
Poverty in South Asia is Mostly A Rural Phenomenon
JUNE 15: The Human Development Report 2009 published today states that poverty in South Asia is mostly a rural phenomenon, with majority of the poor living in rural areas while discussing the impact of agricultural trade on human development.

 Although the percentage of the poor in the total rural population decreased from 44 to 40 per cent between 1993 and 2002, the absolute number of rural poor increased from 385 million to 407 million during the same time period.
Another alarming fact, points out the report, was that between 1993 and 2002, the share of rural poor in South Asia, as a percentage of rural poor in the world, increased from 37 to 46 per cent. Figures show the rural poverty status in South Asia as compared to East Asia and the Pacific where rural poverty has gone down significantly.

Referring to a study, the report says in Pakistan a 20 per cent increase in real cotton and wheat prices has the potential to reduce poverty from 40 to 28 per cent among cotton producing farmers and from 34 to 30 per cent among wheat producing farmers.

The report went to say that agricultural trade openness can adversely affect the labour market.  Agricultural trade liberalization without comprehensive institutional reforms with a special focus on land reforms, credit provision and agricultural insurance system; agricultural research and development; agricultural extension; and agricultural markets can negatively affect the agricultural sector and can increase poverty and inequality.

In South Asia, agricultural trade liberalization has affected the labour market in two ways: first, the replacement of labour-intensive crop production by cheap imports and second, the introduction of capital-intensive techniques in the agricultural sector.

In South Asia, more than half the population is employed in the agricultural sector and they spend about one-half of their income on food.  Food insecurity can significantly impact the learning and working ability of individuals and hence can create socio-economic problems.
Quoting empirical evidence the report states that agricultural trade liberalization has worsened the food security status of South Asia by increasing the incidence and number of hungry people. Such an outcome can be attributed to a high level of trade dependence, shift from food crops to cash crops and exposure to international market volatility.
Another factor affecting food security in South Asia is the diversion of farmers from production of food to non-food export crops, and the use of food crops for bio-fuel.  This trend has further increased the volatility of global agricultural markets and hence has worsened food security.
The third important factor affecting the food security status of South Asia is the exposure to volatile international markets.  The food price index increased from 100 in December 2005 to 180 in June 2008, it went down to 120 in December 2008, it went up to 144 in June 2009 and in July 2009 it again declined to 136.

In South Asia, six out of every 10 female workers are employed in agricultural sector.  Although the share of female employment in agriculture declined after the reform era, in absolute terms the number of agricultural sector female workers increased by 25 million between 1995 and 2006, with 16.9 million in India, 3.9 million in Pakistan and 2.7 million in Bangladesh.

Agricultural trade liberalization has affected the livelihoods of female subsistence farmers in a number of ways such as diversion towards cash crops, deterioration in competitiveness by decreasing subsidies and higher food prices and volatile agricultural prices. 

Although the share of female employment in the agricultural sector declined in South Asia between 1995 and 2006, the vulnerability of female employment increased.   For instance, in Pakistan vulnerable employment in the agricultural sector increased from 78.6 to 92 per cent between 2000 and 2006.  This clearly shows an increase in the economic insecurity of female workers in South Asia.  Similarly, in Pakistan women farmers were found to get wages lower than the subsistence level.
Volatile agricultural sector prices combined with higher food prices have affected the food security and rural livelihoods of women.  Women’s access to employment opportunities affects not only their own food security but also the food security of the whole family.

Women in South Asia are severely affected by food insecurity.  The high prevalence of anemia among pregnant women, high infant and material mortality and the low birth weights of infants, are the result of food insecurity in South Asia.

Besides land reforms and credit provision, South Asian countries need to have an efficient and effective agricultural insurance system. Some countries have agricultural insurance systems but they require improvement in terms of coverage and performance.

Since land reforms are necessary to eradicate poverty, reduce malnutrition and for sustainable agricultural growth, the biased distribution of land towards the rich has exacerbated the problem of lack of land reforms in some countries of South Asia. Pakistan and to some extent India, need to rethink and reform land policies and laws in a way to ensure benefits for the poor.

The research and development (R&D) spending in agricultural sector in South Asia is low compared to other neighbouring countries.  The institutional structure of agricultural R&D in South Asia consists of government, higher education, non-profit organizations and private sector. However, the government sector dominates over other sector.
*****
