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Executive Summary
Agriculture Sector Note
There are many reasons to believe that Syrian agriculture has great potential for the future. The liberalisation of agriculture in Eastern Europe delivered rapid growth in the late 1990s and early 2000s. Countries such as Armenia, Azerbaijan, Belarus, Bulgaria, Hungary, Kazachstan, Romania and Russia achieved labour productivity growth in constant US$ terms of over 7% between 1998 and 2004. Syria has a global comparative advantage in fruit and vegetables. It also has access to high-value markets in the Gulf Co-operation Council, Iraq and the EU.

Syria’s overall agricultural productivity growth has been disappointing; during 1994-2004 the productivity of agricultural labour did not grow and may have fallen. However, while the value of controlled “strategic” crops (cereals, cotton and sugar beet) has stagnated, the value of free-market crops (olives, livestock, fruit and vegetables) has grown rapidly. For example, the real value of vegetable production increased by 7.9% per year 1993-2003.
Syria has a high level of social and economic dependence on agriculture. The other countries in which agriculture’s share of GDP is in the same (26-28%) range are much poorer than Syria: Nigeria, Côte d’Ivoire, Tajikistan, Bhutan, Mauritania and Madagascar. Farming employs 20-25% of the population directly. The poverty incidence is highest in agriculture, at 17%. Agricultural employment only fell significantly in the mid-1970s, when other sectors were booming. This suggests that Syria’s high agricultural employment growth rate comes from the lack of opportunity in other sectors.
Syria’s agricultural policies are driven by the pursuit of social welfare in rural areas and self-sufficiency in strategic crops. Policymakers see these objectives as political imperatives and non-negotiable. In particular, the drought of 2007 and an increase in the world price of wheat - from $203/tonne in May 2007 to $481 in March 2008 - have made food supply a top priority.  The objectives of social welfare and food supply are supported by instruments of economic control: the Annual Agricultural Production Plan, marketing controls, directed credit, trade restrictions, price subsidies, input subsidies, irrigation subsidies and fuel subsidies.

But this policy regime will become difficult to maintain in the long run:
(a) The fall in Syria’s oil revenues is making subsidies, at around 4% of GDP, harder to afford.
	Major subsidy items
	Estimated value as % of GDP in 2007

	Diesel
	Around 2.6%. 

	Fertiliser and seed
	Up to 0.3%

	Credit
	0.1% plus bad debts

	Wheat producer price
	Nil

	Cotton producer price
	0.9%

	Sugar beet producer price
	0.1%

	Electricity
	Not known. 


Source: attached technical note on subsidies

(b) Most agricultural subsidies benefit larger landowners rather than the rural poor : labourers, herders and the smallest farmers. For example, a small-sample survey showed that the richest 8% of cotton-growing households were receiving 41% of the cotton price subsidy, and eight times more public subsidy per household on average than the other – poorer- households.
(c) Encouraging agriculture to use more water is unsustainable. By 2000 aquifers were being depleted at a rate of 1.8% per year. Since then, the irrigated area has increased by around 20%. Since 2001, unlicensed installations have accounted for 56% of new wells. Between 2004 and 2005, this rose to 96%. Climate change will reduce rainfall, increase the frequency of droughts and raise temperatures by 2 to 3 degrees during the century. It will also shorten the snow season in Turkey, and thus increase variation in the flow of the Euphrates. Uncertainty over transboundary water agreements makes it difficult for Syria to plan water resource use in the Euphrates basin.
(d) The graphs below show how farmers in other countries in the Middle East and North Africa are rushing to take advantage of their competitive advantage in fruits and vegetables – but not in Syria.
Syria’s farmers are not joining the regional move towards fruit-growing (1980-2004)
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(e) With wheat prices at $481/ton at the time of writing, inefficiencies in the cereals marketing sector can lead to the loss of valuable export income.
Some countries, such as Mexico (1988-90) and Turkey (2001-2) have successfully implemented rapid policy transformations. This is often a response to an urgent fiscal crisis. Thanks to accompanying social measures these changes were politically robust. They paved the way for sector growth in the years that followed. 

Syria has begun a more gradual approach to policy change. It has reduced trade restrictions over the last 8 years. It is implementing the Agricultural Plan in a more flexible way than before. The Government is redistributing most of the land on State Farms to private farmers. 
This report makes suggestions for further small and safe policy adjustments on the road to the social market. A criterion for identifying the options below is that they should not impose significant welfare losses on any target group. Changes that empower the farmer and the private trader are preferred. This incremental approach will build momentum and political support for bigger – and more important – changes later on.

These changes are summarised in the table below.

	Next steps on the road to the Social Market

	1. Changing expectations. Use modern mass media techniques (e.g. radio drama) to help rural people to understand the changing roles of the farmer and the Government, the importance of water conservation and the new possibilities of the land market.

	2. Let farmers maximise incomes.  Phase out the Agricultural Plan and Licensing System. Phase out price subsidies for sugar beet (0.1% GDP saving) and tobacco. Create a public price information system.

	3. Modernise cereals marketing. Stabilise GECPT stocks at a target tonnage. In this period of high price volatility, Syria should make sure that no large gap appears between the official producer price and the world wheat price. This would reduce smuggling out of the country and would maximise the opportunity to create an exportable wheat surplus.

	4. Encourage diversification towards high-value crops. Make diversification the priority of research and extension budgets and farmer training. Redefine role of local agriculture officers. Create autonomous legal status for marketing co-operatives. Relax retail price controls, except for basic goods. Study feasibility of agro-conditioning and –processing free zone.

	5. Make exporting simpler. Abolish export licensing, export bans and import-export matching.

	6. Make input markets more commercial. End the Licensing System for fertiliser purchases. Increase ACB purchases by tender from private importers. Allow private importers to sell directly to co-operatives and farmers. Remove the fertiliser subsidy (0.3%/GDP saving).

	7. Review public expenditure on agriculture. Different kinds of spending on agriculture are known to have very different economic and social returns. An inter-ministerial review could identify where government is spending too little and too much.

	8. Improve access to credit. Encourage ACB to lend to input suppliers and traders. Implement General Microfinance Decree in a way that allows microfinance institutions to cover their operating costs and grow. Design microfinance projects for sustainable growth, not temporary subsidies. Remove the small interest rate subsidy (0.1%/GDP saving).

	9. Make land tenure clear and secure. Study the possibility of a “certificate of possession” procedure, and making land transactions more “user-friendly”. Publicise the decision to allow sales of land reform land. Lift ownership limits on irrigated land. Allow flexibility in lease duration. Create a legal basis for - and pilot - community rangeland management.

	10. Use water more productively. Prepare the long-term water resource plan envisaged in the 10th Five Year Plan. Renew efforts on a transboundary water agreement. Provide all necessary administrative resources for Fund for Irrigation Modernisation. Create Water User Association legal status and extend farmer water management to larger schemes. Control illegal wells.


To implement these changes with confidence the government needs to understand their impacts upon social welfare and the supply of food. The government should continue to build the capacity of national institutions in agricultural policy analysis. Where possible, the government should implement measures on a pilot basis to measure their effects. No major reform should be introduced without social impact assessment. 
Other policy options could in theory deliver economic efficiency gains but would harm sections of the population. These would include, for example : the liberalisation and privatisation of cereals and cotton marketing, abandoning the objective of self-sufficiency in wheat, the alignment of cotton producer prices with world prices, complete import tariff reduction, the removal of subsidies on inputs, the total liberalisation of consumer prices, floating the exchange rate, groundwater pricing, and energy cost recovery. Such radical measures are not realistic in Syria in 2008. This note does not therefore discuss them.
Agricultural subsidies policy note
Agricultural subsidies are a complex subject and an immediate policy issue. The overview report is therefore accompanied by a more detailed technical note on subsidies.

The Syrian Government has built a system of agricultural subsidies costing 4% of GDP in order to support rural incomes, conserve foreign exchange and ensure self-sufficiency in wheat and cotton. The main subsidies to agriculture are for subsidised diesel fuel (2.6% of GDP) and the cotton price (0.9% of GDP).

This is a good time to re-evaluate subsidies. High world agricultural commodity prices mean that they are less needed than before, and dismantling them would be easier than previously. The decline in Syria’s oil exports means that farm subsidies are less affordable than before. The “strategic crop” approach would probably create problems during any WTO accession negotiations. 

The pattern of subsidies encourages non-competitive crops with low growth potential. The direct benefits accrue mostly to richer farmers. They encourage unsustainable water-use.

A policy of removing the cotton and sugar price subsidies, backed by cash transfers, could save US$165 million (0.7% of GDP) per year. 

But the subsidies are geographically concentrated in the poorest areas of Syria. They also include a transfer of 0.6% of GDP to cotton labourers, who are among the poorest in the country.

Before implementing a diesel price increase, Government should consider the accompanying measures proposed in this report. The most important one is to end the planning and licensing of farm production.

There is no painless way to mitigate the impact of a diesel price increase on agriculture. Government must trade-off the objectives of fiscal economy, self-sufficiency, poverty-reduction and maintaining the political support of farmers. The report gives the pros and cons of each option. 

Increasing the price of strategic crops would compensate most farmers for a rapid diesel price increase. Government, however, should be aware that this approach has several shortcomings: it may penalise irrigated non-strategic crops, will create a windfall gain for rainfed wheat and will cost Government around 70% of the agricultural diesel subsidy.

Agriculture in Syria: Towards the Social Market

A.  Introduction

1. In June 2005 the Arab Socialist Baath Party Conference announced its decision to take Syria towards a “social market” economy. The phrase “social market” describes an economic system in which market mechanisms ensure economic efficiency and the state provides welfare benefits in order to ensure social equity. This announcement confirmed a gradual movement away from the post-1960s planned economy. 

SOCIAL MARKET
The name given to the economic arrangements devised in Germany after the Second World War. This blended market capitalism, strong labour protection and union influence, and a generous welfare state. The phrase has also been used to describe attempts to make capitalism more caring, and to the use of market mechanisms to increase the efficiency of the social functions of the state, such as the education system or prisons. 

www.economist.com

2. The World Bank has produced a number of economic policy notes at the invitation of its Syrian counterpart institution, the Ministry of Economy and Trade (MoET). The notes have aimed to highlight the key policy issues that the Government will face on the road towards a social market economy. In April 2007, MoET requested the World Bank to write such a note on agriculture. 
3. The volume and quality of existing agricultural policy analysis in Syria is exceptional. The National Agricultural Policy Centre (NAPC), supported by the project GCP/SYR/006/ITA of the FAO, produced in 2003 the comprehensive volume, Syrian Agriculture at the Crossroads. This publication consisted of 15 issue and sub-sector papers. NAPC has also issued reports on farming systems, competitive advantage, the WTO and subsidies, the biennial State of Food and Agriculture in the Syrian Agricultural Republic and the annual Syrian Agricultural Trade. The UNDP began in mid-2007 a programme of capacity-building with the Ministry of Agriculture and Agrarian Reform (MAAR), leading to the Poverty and Social Impact Analysis (PSIA) on the issue of farm subsidies. In addition, ICARDA has conducted a number of studies on the micro-economics of Syrian agriculture including : the mapping of agricultural incomes according to natural resource availability, the impact of energy subsidies on farm incomes, the measurement of on-farm water-use efficiency, and the evaluation of the economic impact of genetic research on wheat. 
Although this note makes use of the abovementioned analysis, the opinions expressed are the responsibility of the World Bank alone, and do not necessarily represent the views of any other institution. 
4. The purpose of this note is to:

· To relate the existing analysis to the theme of agriculture’s transformation towards the social market;

· To draw out key policy implications for agriculture.
5. It is addressed not only to the Ministry of Agriculture and Agrarian Reform, but also to central economic ministries with an interest in the sector’s modernization. It is therefore short and written for the generalist reader. 
6. As the work progressed, it became clear that agricultural subsidies were a pressing concern for Syrian policymakers. There was the broad issue of the future of subsidies in a social market economy. But there was the specific and urgent question of how to manage the impact of a possible fuel subsidy withdrawal. Since this fuel subsidy is estimated to be worth US$1,000 per landholder per year, it was understandably a prominent issue. We have therefore annexed a more detailed technical note on subsidies.

B.  Syria’s Agriculture in Transition
Performance and potential
7. Syria’s agricultural sector has shown some progress in terms of productivity increases since the 1990s.  Figure 1 shows average annual yield growth rates for the country’s top ten crops in terms of area. There is a wide range in performance, varying from +9% for almonds and watermelons to -6% for apples. Cotton delivered a growth rate of 3.7%, but yield increases for all the other strategic crops were rather low.

Figure 1.  Annual yield growth for the top 15 crops in terms of area, 1993/5 – 2003/5 (strategic crops highlighted)
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Source: FAOSTAT
8. In the 10 years to 2004, the sector grew in real US$ terms by 5.0% per year
. Over the same period value-added per worker in agriculture in real US$ terms grew by 2.6% per year. In other words, around half the increase in the value of production was absorbed by an increase in the number of people working in the sector.
9. However, measuring agriculture’s growth in real US$ terms does not take account of the fact that Syria’s exchange rate with the US$ has been fixed at 50:1 despite steady inflation. If we look at the value of Syria’s agricultural sector in local currency, adjusted for inflation, the picture is not so good. Real value-added grew by 1.9% per year in the 10 years to 2004, and employment in agriculture grew by 2.3%. In other words, there has not been an increase in the real productivity of agricultural labour over the decade. There may actually have been a decline. In other words the increase in the rural population has led to smaller farm sizes, which is cancelling out yield gains. The yield gains have also been undermined by more frequent droughts since the late 1990s, and most recently in 2007-8.
10. As Table 1 illustrates, the overall growth rate of the agricultural sector hides a wide range of growth rates at the product group level. The growth rates of the strategic crops have tended to be on the low side. The only exception to this rule has been lentils and chickpeas, which, as we will see below are treated in the market the same way as “non-strategic” field crops. Livestock products and olives have delivered a medium rate of growth : 4.6%. The most successful product groups, however, have been fruits, vegetables and “non-strategic” field crops, with rates of at least 6% per year. 
Table 1.  High- and low-performing product groups. (Real value, inflation adjusted SP).
	Products
	% of value (95)
	% of growth (93-03)
	Real growth rate (93-03)

	Strategic crops
	35%
	17%
	0.5%

	   barley & wheat
	29%
	14%
	0.4%

	   cotton & sugar beet
	5%
	0%
	-2.3%

	   lentils and chickpeas
	2%
	3%
	7.7%

	Livestock products
	31%
	36%
	4.6%

	Olives
	8%
	7%
	4.6%

	Fruit, vegetables and, “non-strategic” field crops
	26%
	39%
	6.0%

	    vegetables only
	8%
	15%
	7.9%


Source: FAOSTAT (crop volumes and SP prices), GDI database (CPI deflator)

11. There are many reasons to believe that Syrian agriculture has great potential to deliver accelerated growth and productivity in the future. 

· The experience of the countries of Central and Eastern Europe is that the shift away from directed production towards the free market can unleash productivity increases. Between 1998 and 2004, labour productivity in agriculture, in constant US$ terms, grew on average by 8.3% per year in Armenia, 7.5% in Azerbaijan, 8.4% in Belarus, 7.8% in Bulgaria, 6.9% in Croatia, 3.3% in Georgia, 11.1% in Hungary, 8.9% in Kazakhstan, 6.7% in Latvia, 9.6% in Romania and 11.6% in the Russian Federation (source: GDI). These are countries which had similar or lower levels of agricultural labour productivity to Syria in the early 1990s.

· Syria enjoys agro-climatic conditions which give it a potential comparative advantage in fruit and vegetable products (see annex for details of domestic resource cost calculations).
· Some other countries in the Middle East and North Africa region with similar or less advantageous agro-climatic assets are shifting towards the production of these crops. Between 1980 and 2004, Morocco, Algeria, Yemen and Egypt all increased their areas under fruit and vegetables by at least 50%.

· Syria can take advantage from preferential access to Gulf Co-operation Council Markets under the General Arab Free Trade Agreement and to in-quota tariff concessions under the EU-Syria Association Agreement. The current weak state of Iraqi agriculture and its access to oil revenues guarantees a strong demand for Syrian agricultural products.
The transition to a social market in Syria therefore opens the way for significant productivity increases in agriculture, an improved standard of living for farmers and greater contribution of the sector to the national economy.
The Agricultural Transition Challenge in the Middle East and North Africa (MENA)
12. The agricultural sectors of many middle-income countries face the same transition challenge. Productivity growth in manufacturing and services creates a widening gap between rural and urban incomes. This translates into rural backwardness and migration from the countryside to the cities. These social problems in turn become a powerful political force for state support of agriculture.

13. The Middle East and North Africa (MENA) region is a good example of agriculture’s share of GDP falling more quickly than its share of employment, widening the rural-urban income gap. Over the decade from 1993-7 to 2003-7, the share of the population employed in agriculture only fell from 10.4% to 9.7%
. This happened at a time when the share of agriculture in GDP was  dropping from 17% (1993) to 11% (2003)
.

14. Growing rural employment means declining per capita land availability. In some countries the scope for improving land productivity is limited; most increases in per capita farm income must therefore come from labour leaving agriculture. Tunisia’s land productivity is only 40% lower than Spain’s, while its land-labour ratio is 70% lower.

15. Agriculture is the employer of last resort for those with least human capital and/or mobility: the aged, the less-educated and women. In Egypt, males are most likely to farm when employment in other sectors is hardest to find, during young adulthood (age 15-24), and after age 55 (Assad et al., 2000). In Lebanon, most farms are run by elderly males: 25% are over 65. In Tunisia, for example, in 1995, the average age of farmers was 53 and 88% had not gone beyond primary education. (World Bank, 2006).
16. Agriculture’s safety-net function drives Governments to provide support. Out of twelve MENA countries
, eleven provide agriculture with trade protection, eleven with domestic price support, nine with subsidized credit and nine with energy subsidies (World Bank, 2007). The problem is that these policies distort cropping choices and benefit big landowners the most: in Egypt, for example, only 9.7% of water subsidies reach the poorest 25% of households.

17. Agriculture also uses 80% of the region’s scarce water at a time of concern about water availability for cities and industry (Shetty, 2006). Much is used to irrigate cereals, for which the return per m3 is a tenth of that for higher-value crops such as vegetables (World Bank, 2003). In Egypt, of 3.4 million irrigated hectares there are 1.9 million of wheat and rice (FAOSTAT). Energy subsidies, price support and trade protection all encourage uneconomic water-use.

18. Closeness to EU and Gulf markets creates opportunities for high-value fruit and vegetable exports.  The value of the region’s exports, however, grew at only 0.1% per year in real dollar terms between 1980 and 2000. Meanwhile, prices have been declining at home: tomatoes’ real price fell 29% over 1993-2003 across the region. 

19. The challenge facing the region’s governments is therefore to support the dual role of agriculture as source of growth and a safety net, by:

· putting in place a new generation of rural income support programs that target the vulnerable; 

· supporting quality-oriented supply chains to penetrate high-value markets, underpinned by private marketing and public rural infrastructure;

· removing market distortions that discourage high-value cropping and productive water-use;

· giving rural youth access to the skills to earn decent livelihoods outside farming.

Syria’s Government faces an extreme case of the policy challenge described above.
Syria’s Agricultural Transition Challenge
20. Compared with other countries at a similar level of development Syria is more dependent on agriculture for growth and employment. The Syrian Government has also made an exceptionally strong policy effort to preserve agriculture in its current social role. Agriculture is an employer of last resort, a regulated and subsidised sector, and also a strain on the natural resource base.
Agriculture’s Preponderance

21. At 27%, agriculture’s share of GDP in Syria is higher than one would expect for a country with a GDP per capita of US$1,130
. Although it is not a total outlier, Syrian agriculture’s share of GDP, marked with the white diamond in Figure 2, is about ten percentage points higher than the trend. The other countries in which agriculture’s share of GDP is in the 26% - 28% range are much poorer than Syria: Nigeria, Côte d’Ivoire, Tajikistan, Bhutan, Mauritania and Madagascar.
Figure 2. Agriculture’s share of GDP is higher than expected
Syria is represented by the diamond.
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Farming is also central to many Syrians’ livelihoods: it employs 20-25% of the population directly
 and provides demand for off-farm labour in rural areas where two-thirds of the poor reside. The growth of agricultural employment in Syria has been fast by the standards of the region (Figure 3).
22. The agricultural employment growth rate declined temporarily in the 1970s, during the oil boom, and then resumed until the present (Figure 4). This suggests that Syria’s high rate of growth of agricultural employment is a function of the lack of opportunity in other sectors. It was only during the 1970s, when GDP growth was in double digits, that farming began to shed labour.
23. The high rate of agricultural employment growth has put Syria’s land resource under pressure. In 1962, there were 7.1 hectares of cultivated land per economically active person in agriculture. By 2005 this had fallen to 3.3 hectares
. This includes both arable land and land under permanent crops. The 10th Plan even aims for an acceleration of agricultural employment growth, to 4.61% per year.  
24. Agricultural employment is an important component of poor people’s livelihoods. 62% of poverty is rural (El Laithy and Abu-Ismail, 2005) and poverty rates are 3 times higher in rural areas than in urban areas. The poverty incidence is highest in agriculture, at 17%, and 38% of the working poor are involved in agriculture. 

25. Agricultural productivity is a determinant of children’s nutritional status (Ghosh et al., 2004). 3.5% of children in an irrigated area were found to be underweight, compared with 13.3% in a neighbouring area producing rainfed treecrops. 

Figure 3. Syria’s agricultural employment growth is faster than the regional average
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Figure 4. Agricultural employment growth recovered when the 1970s boom ended
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High Policy Effort to Fix Agriculture in its Current State

26. Syria’s agricultural policies are driven by the pursuit of social welfare in rural areas and self-sufficiency in strategic crops. Policymakers see these objectives as political imperatives and non-negotiable. Combined with an economic philosophy of state socialism, they have produced a robust package of state interventions.
27. The Annual Agricultural Production Plan. The Agricultural Plan used to determine land allocations for all field and tree crops, plus tomatoes, potatoes and onions (De Benedictis 2000, FAO 2003). The system of “agricultural stability zones” was introduced in 1975. It was part of the overall effort by the Government to regulate agricultural production and ensure national self-sufficiency in wheat and cotton. This central planning exercise involved a comprehensive annual agricultural plan specifying the crops that farmers should grow and the area planted to each crop in each of the zones and administrative units. On the basis of plan allocations, the local agricultural officer gave farmers the licenses that give access to credit, inputs and state marketing services. In 2004 the Government began to set targets on the basis of crop groups e.g. cereals or vegetables, leaving farmers free to adjust planting within each group. The cereals target is enforced flexibly when wheat stocks are high; the Government tolerates a 10% margin between planned and actual areas under wheat. But when wheat stocks are low, as in 2008, the planting targets and marketing controls are strictly enforced.
28. Marketing Controls. State-controlled companies have a monopoly over the marketing of cotton, sugar beet and tobacco, although the private sector can trade in processed sugar. The state-controlled General Establishment for Cereals Processing and Trade (GECPT) markets 70% of wheat (Westlake 2003). Although the GECPT does not have a monopoly, it has a strong hold on the market because only its subsidiary, the General Company for Mills (GCM), is permitted to produce the heavily-subsidised standard flour.
29. Credit. The financial sector in its entirety is government owned and directed. The system includes five specialized banks, namely, the Commercial Bank of Syria (CoBS), the Agricultural Cooperative Bank (ACB), the Industrial Bank (IB), the People’s Credit Bank (PCB), and Real Estate Bank (REB). The Agricultural Cooperative Bank (ACB) combines the functions of loan disbursement, input distribution and crop proceeds disbursement, and the last function is rendered on behalf of government agencies for procurement of grain, cotton, seed, vegetable and sugar beet. Loan amounts are determined strictly on the basis of input eligibilities determined in the crop license. Loan sums and inputs in kind are given to the cooperative for disbursement to individual members according to their eligibility. Private farmers who are not members of farmer associations apply individually and make individual arrangements for drawing the cash part and taking delivery of inputs.
30. Trade Restrictions. Trade in strategic commodities such as wheat, cotton, sugar and tobacco is in the hands of state marketing companies. 
31. Trade in other agricultural commodities is restricted by import duties. (Quotas have now been converted into tariffs.) The simple average tariff for all imports is 14.7%
. For agricultural and agro-processed commodities it is higher, at around 19%. 
32. But the commodities in which Syrian farmers are internationally competitive - fruit, vegetables and meat – are protected by tariffs of over 35% (Figure 5). The highest unweighted average tariffs are for fresh fruit and vegetables and prepared vegetables, cereals and meat. The average tariff for meat appears to be somewhat lower, at 23%, but this is misleading; all the tariffs for frozen meat (chapters 2.02 – 2.08), the only meat that can be imported in practice, are at 50%. 
33. Syria is cost-competitive in fruit, vegetables and meat, but its imports of these commodities are rising quickly
 (Figure 19). There are several reasons why imports might be growing even if Syrian production is competitive. One possible reason is that Syrian farmers cannot increase production to keep pace with growing demand, perhaps because of the Agricultural Plan. Another possible reason is that imports are supplying the market in the Syrian off-season. A third possible reason is that Syrian producers are not supplying the quality and varieties required by Syrian consumers. The Syrian Government’s policy is not to encourage fruit and vegetable production in order to keep producer prices up. The fear is that if farmers broke the Agricultural Plan, for example by converting wheat to potatoes, there would be gluts.
34. By imposing high tariffs on these imports, the Syrian Government is raising domestic prices for fruit, vegetables and meat. This means that Syrian consumers pay more. It also means that Syrian traders have less reason to pursue exports, because they are guaranteed a high price from the Syrian consumer.

Figure 5. Tariffs on agricultural imports
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35. At the same time Government imposes export restrictions to keep consumer prices down. In 2006, for example, the Government banned exports of chicken, potatoes, sheep, onions and eggs. These export restrictions are harmful because they make exporting less predictable and profitable. 

36. Price subsidies. Government offers a guaranteed support price for wheat, cotton, sugar beet and tobacco (Table 2). The support price is fixed as estimated costs plus a margin for the farmer’s income. Increased costs between 2007 and 2008 have therefore led to increases prices: from SP 2.75/kg to SP 3.75/kg for sugar beet, from SP 9/kg to SP 15/kg for maize, from SP 9.5/kg to SP 15/kg for barley and from SP 30.75/kg to SP 41/kg for cotton, plus an SP 3,000/dunum bonus for groundwater farmers. For cotton, sugar beet and tobacco the support prices have historically been above the import parity price, creating a subsidy. 
37. World commodity price increases have reduced the value of subsidies. For example, the guaranteed support price for wheat was above the import parity price until recently, but higher world prices had eliminated the subsidy (Figure 12) by May 2007. At the time of writing, in early 2008, wheat is selling for over $480 per tonne on the world market, compared with $203 in May 2007. Syrian farmers were paid $340 (LE 17,000) per tonne for durum wheat and $330  (LE 16,500) per tonne for soft wheat for their 2008 harvest. Even after these price increases, the domestic producer price is much lower than the world price, so the wheat subsidy has turned to implicit taxation of wheat farmers.
Table 2. Price Subsidies in May 2007
	Commodity
	Parity producer price (SP/tonne)
	Official producer price
	% price subsidy

	Wheat
	11,560
	11,300
	---

	Cotton (raw)
	21,232
	31,000
	46%

	Sugar (beet)
	1,246
	2,250
	81%


Source: attached technical note on subsidies
38. Input Subsidies. Government subsidises fertiliser, diesel fuel, electricity, credit and seed. The diesel fuel subsidy is the most costly, at 2.6% of GDP
. The electricity subsidy is difficult to calculate because electricity supply data are poor, but it is smaller than the diesel subsidy because 85% of holdings with pumps use diesel.  Fertiliser and seed subsidies cost no more than 0.3% of GDP per year. The fertiliser subsidy is increasing because the Agricultural Credit Bank’s fertiliser price has been the same since 1992 while the world price has gone up. For credit, the value of the interest rate subsidy is insignificant, but the non-repayment of farm loans could amount to a larger transfer.
39. Land Use (Forni, 2003) 62% of Syria’s total land area (11.5 mill ha) comes under the general term of state land. Cultivable land is to a large extent private
, while uncultivable or pastoral land is shared between private and public with a greater portion belonging to the public sector. The state remains an active landowner. As well as the 2% of cultivated land in state farms, the state owns and rents 17% of cultivated land to private holders.
40. Syria began a successful land reform programme in the late 1950s. Almost 555,000 hectares were distributed from expropriated private lands during the 1958 land reform distribution, which took place mainly in better agricultural areas. Since the late 1950s 303,000 ha of original state land were distributed to farmers with a possibility of redemption after ten years of registration. This follow-up phase took place mainly in rain-fed and lower quality areas. Altogether around 15% of cultivated land was redistributed.

41. The reform law gave the beneficiaries possession without the right of sale. Recent legislation allowed farmers to sell their land. But a problem faced by land reform beneficiaries is the high transaction cost to apply for final title. 

42. Water Mobilisation. Government supports the mobilisation of surface water for agriculture. The expenditures of the Ministry of Irrigation are worth around 4% of GDP. They represented 29% of the gross value of support to agriculture in 1999 (Wehrheim 2003). The official policy is for Government to bill farmers on public irrigation schemes half the cost of operations and maintenance, a charge of SP 3,500 per hectare per year for summer and winter crops. 
43. The Government also tolerates farmers’ over-exploitation of groundwater. It observed in 1999 that a quarter of wells were not licensed. This led to the enacting of a decree requiring all wells to be licensed by 2001 (Varela-Ortega and Sagardoy, 2003). Even since 2001, however, unlicensed installations have accounted for 56% of the increase in the number of wells. Between 2004 and 2005, this rose to 96% (NAPC, 2006). The Government’s regulates private economic activity effectively in many other spheres, for example goat ownership in protected areas or pesticide applications on cotton. So the lax enforcement of groundwater controls could probably also be tightened.
44. Faced with this unsustainable situation, Government decided around 2001 that all irrigated areas should be equipped with water-saving irrigation equipment in four years. The target was not realised: land under water-saving equipment had only risen from 9% to 17% of the total irrigated area by 2007
. In 2007, therefore, Government relaunched the Fund for Irrigation Modernisation, with a budget of SP 53 billion over 10 years, of which SP 22 billion to be spent during the 10th Five Year Plan period.
45. The 10th Five Year Plan also envisages a slowdown in the development of new irrigated areas. During the 9th Plan period the area of non-forest land brought under irrigation increased by 12,000 hectares, or 3.1%, per year. The 10th Plan aims for an increase of 0.6% per year. This seems to be a more realistic reflection of water availability.
46. State Farms. As of 2001, a total of 112,420 hectares - 2% of cultivated land - were in 12 state farms or an average of 9,400 hectares each. Ninety percent of this area comes from confiscated private land in excess of land reform ceilings. The Government has already redistributed most of this area to individual operates and only keeps about 10 percent for demonstration and research purposes.

C.  The Status Quo is Difficult to Sustain
The Fiscal Cost

47. The 4% of GDP spent on farm subsidies (Table 3) will soon become unaffordable. Over 1994-2002 oil income accounted for 30-40% of Government revenues (El Laithy et al., 2005). However, the Syrian Government expects oil production to fall by 25% in the next few years
. According to the latest IMF estimates, therefore, net oil exports are projected to swing from a surplus of 5% of GDP in 2006 to a deficit of about 6-7% of GDP in 2015, while Government oil revenues will decline by 10 percentage points of GDP over the same horizon. If fiscal consolidation and structural reforms are not stepped up, the budget balance and the external current account will reach unsustainable levels (IMF, 2005).

Table 3. The fiscal cost of farm subsidies in 2007
	Major subsidy items
	Value as % of GDP

	Diesel
	Around 2.6%. 

	Fertiliser and seed
	Up to 0.3%

	Credit
	0.1% plus bad debts

	Wheat producer price
	Nil

	Cotton producer price
	0.9%

	Sugar beet producer price
	0.1%

	Electricity
	Not known. 


Source: attached technical note on subsidies
Subsidies Missing Their Target

48. Even though subsidies are expensive, they might be justified if they target the poor. But income inequality is high among people working in agriculture. And the problem is that farm subsidies do not target the poor effectively.
49. First, within the agricultural workforce, wage labourers are poorer than self-employed farmers. Wages are 60.3% of poor households’ income nationwide (El-Laithy, 2005). A small-sample survey of the Khanasser Valley, a marginal dryland zone,  found that per capita incomes were nearly four times as high for purely self-employed agriculturalists as for people dependent on labouring and herding (Table 4). 

Table 4. Poverty goes with labouring and herding

	Livelihood category
	Household income (US$/person/day)

	Pure agriculturalist
	1.72

	Agriculturalist-labourer
	1.30

	Pastoralist
	1.15

	Pastoralist-labourer
	1.43

	Labourer-farmer
	  .82

	Labourer-herder
	  .48


Source: La Rovere et al. (2006)
50. Second, there is high variation in incomes and landholdings among self-employed farmers. Richer households hold the most land. A NAPC farm household survey (Sarris and Corsi, 2003
) found that households with per capita incomes of SP 40,000 – 100,000 per year had average landholdings 5 times larger than those with incomes of SP 10,000 – 20,000 per year. 

51. So the direct benefits of production-related subsidies will mostly go to the richer households because they tend to be self-employed and own more land.  For example, calculations based on data from the same survey show that the richest 8% of the households that grew cotton were producing 41% of the cotton. This means that they were receiving 41% of the Government price subsidy, and eight times more public subsidy per household on average than the other – poorer – households.

52. However, production subsidies also have indirect impacts upon the demand for farm labour and upon consumer prices. The attached Technical Note on subsidies examines the costs and benefits of subsidies in more detail. It also sets out the pros and cons of several possible changes to the subsidy regime.
Unsustainable Water Use

53. Agricultural water use is unsustainable. It grew at a rate of 4.8% per year between 1993 and 2000
. Thanks to agriculture, Syria’s total water use rose in turn from 70% to 97% of total exploitable water resources. By 2000 aquifers were being depleted at a rate of 1.8% of their renewable yield per year. Since then the irrigated area has increased by around 20%. To give one example, the El Khabur river’s discharge into the Euphrates has fallen by 90% over 15 years. 
54. Climate change will reduce rainfall, increase the frequency of droughts and raise temperatures by 2 to 3 degrees during the century
. It will also shorten the snow season in Turkey, and thus increase seasonal variation in the flow of the Euphrates.
55. Uncertainty over trans-boundary water agreements makes it difficult for Syria to plan water resource use in the Euphrates basin
. There is no global agreement between Syria, Turkey and Iraq for sharing water resources from the Euphrates. The Joint Technical Committee has not met since 1996. In 1987 Turkey assured Syria a flow of 500 cubic meters per second of Euphrates water. But there is no common understanding on the crucial issue of whether this is a minimum or an annual average. Syria has engaged to pass on to Iraq 58 percent of the Euphrates water entering Syria, with a minimum guaranteed flow of 9.1 BCM. Turkey’s massive GAP project and dam construction in Syria will reduce the outflow from Syria into Iraq from the present 19-21 BCM on average per year to approximately 9 BCM per year – and less in a drought year (World Bank, 2006b). 
Inefficient Production Choices
56. The emphasis on self-sufficiency in wheat and cotton is stopping the sector from realising its competitive potential. NAPC research has demonstrated that Syria’s comparative advantage lies in fruit, vegetables and ovine production (Lançon, 2005). The prices of fruit and vegetables are rising (Figure 6). This shows that supply is not keeping up with demand and that there is an opportunity to shift production into these commodities. Land use in the rest of the MENA region is moving towards these competitive products – but not in Syria (Figure 7 and Figure 8).
Figure 6. Real price indices for major agricultural product groups (nominal prices, adjusted by the Consumer Price Index)

[image: image9.emf]Price indices for product groups 1991-2003

0.4

0.5

0.6

0.7

0.8

0.9

1

1.1

1.2

199119931995199719992001

year

price (1991=1)

   strategic crops

   livestock products

   fruit, veg. and other

fieldcrops


Source: World Bank calculations, from FAOSTAT data.

57. Imports of fruit and vegetable products are increasing rapidly. The Syrian Pound value of fruit imports increased by 23% over 2000-2005. For vegetable imports the increase was 229%, and for processed plant product imports 881%. The Syrian Pound value of imports of meat products rose by 184% (NAPC, 2006). Table 5 shows imports’ level of penetration of the Syrian market: high enough to influence market prices. This is another sign that Syria is not realising its potential in the commodities in which it is most competitive.
Table 5. Imports a significant share of vegetable market, despite Syria’s comparative advantage and tariffs

	2005

(‘000 tonnes)
	Production
	Imports
	Imports/production

	Potatoes
	608
	39
	6%

	Tomatoes
	534
	80
	15%

	Onions
	173
	8
	5%

	Garlic
	47
	2
	4%

	Cucumbers
	146
	13
	9%

	Eggplant
	154
	10
	6%


58. Most countries have abolished planned production because it stops resources from being allocated efficiently. The black market for fertiliser is an illustration of the inefficiency of planned production. Farmers need a license to buy fertiliser or to borrow for fertiliser. The strategic crops, wheat and cotton, get priority fertiliser allocations and account for 90% of credit for fertiliser (Parthasarathy, 2003). Farmers who cannot buy licensed fertiliser at the official price pay a US$16 to US$20 per tonne black market premium. 

59. Another reason why most countries have abolished planned production is because farming is too diverse and complicated to be planned. For example, aquifer depth has much more effect on the profitability of cotton than on the profitability of eggplants and grapes (MunlaHasan, 2007). A farmer with a deep well might earn more from eggplants while his neighbour with a shallower well might want to specialise in cotton. Prescribing a standard plan for both farmers would be wasteful.
60. The emphasis on wheat and cotton also means that scarce water is being used inefficiently. Vegetables produce a return of US$0.50 per cubic metre of water. Wheat only delivers US$0.08 (World Bank, 2003). Syrian cotton, which consumes three times as much water per hectare as wheat, is currently giving a net economic loss per cubic metre.

Figure 7. Syria’s farmers are not joining the regional move towards fruit-growing (1980-2004)

[image: image10.emf]-50%

0%

50%

100%

150%

200%

250%

300%

350%

Morocco

Jordan

Egypt

Total Iran

Yemen

Tunisia

Algeria Syria

change in area harvested

.
Source: FAOSTAT

Figure 8. Syria’s farmers are not joining the regional trend towards vegetable-growing (1980-2004)
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Cereals Supply Chain

61. The cereals supply chain works effectively to satisfy consumption needs, but does not deal efficiently with surpluses and deficits in grain production. 

· In surplus years, the General Establishment for Cereals Processing and Trade (GECPT) is exporting cereals through ad hoc arrangements. For example, it bartered wheat for rice with Egypt and sold barley and wheat to Jordan at a cut price. In 2005, it exported 706,000 tonnes of wheat at an average price of US$110 per tonne (CBS, 2006). This was US$71/tonne less than the prevailing world price, and thus represented an extra loss of US$50 million, or 0.2% of GDP.
· The General Company for Milling (GCM) manages its stocks on a first-in, first-out basis. After a series of surplus years, stocks become so large that some wheat is as old as 3 years when it is milled. This damages its quality (Westlake, 2003).

· During the 1990s the GCM contracted out some of its milling to private mills. Then, in 1997/8 it increased its annual milling capacity by over 600,000 tonnes. This reduced the capacity-utilisation rates in the private milling sector to as low as 50% (ibid.).

· Imports and exports did not adjust to keep wheat availability in line with consumption on the domestic market (Figure 9). The GECPT has not made full use of imports to compensate for production deficits in bad years. In 2007, the GECPT was only able to buy 1.5 million tonnes out of a consumption requirement of 3.3 million tonnes. Without significant imports, stocks therefore fell to less than 1 year’s supply. This is a cause for concern, as the 2008 harvest is estimated at 2 million tonnes.

Figure 9. Wheat availability vs consumption, 1990-2003
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Note: Availability defined as production plus imports less exports

D.  Towards the Social Market

62. The Syrian Government is gradually increasing the role of market forces in agriculture. This will reduce the inefficiencies of the current distortions.
63. Agricultural trade is becoming more free. Peak agricultural tariffs have fallen from 200% to 60% since 2003
. Most quotas have been converted into tariffs. The export tax was lifted for olive oil in 1996, for cotton in 2000 and for all other agricultural commodities in 2001. Since 2004 the list of banned imports has shrunk. The Government has exempted vegetables and fruit from export licensing and the import-export matching regulations. Since 2000 traders could export Awassi rams and wethers without having to import twice the number of ordinary sheep. The Greater Arab Free Trade Agreement came into force in 2005 and covered nearly all farm products. The Agricultural Calendar restrictions on trade between Syria, Lebanon and Jordan were removed in 2005. Free Trade negotiations are underway with Turkey. The Government monopoly on fertilizer imports has been relaxed.
64. The domestic agricultural sector is also operating more freely. Public sector farms are now an insignificant part of the sector. The Agricultural Plan still exists, but farmer representatives are consulted on its preparation. It now covers strategic crops (and sometimes potatoes) but not fruit and other vegetables. Government officials turn a blind eye to farmers who exchange their cropping quotas with each other. Some input subsidies were reduced during the 1990s. The private sector manages all aspects of pesticide marketing for non-strategic crops, except pricing (Parthasarathy, 2003). Farmers may sell wheat into the public marketing system through a private intermediary in their own governorate.
65. The objectives for agriculture in the 10th Five Year Plan (Box 1) are in line with the shift towards the social market. They emphasise growth, poverty-reduction, value-addition, the efficient use of natural resources, private investment, marketing and the harmonisation of support policies with international practice and the WTO. 
Box 1. 10th Five Year Plan agricultural sector objectives

7-6 Objectives 

1. Develop agricultural production, increase economic growth rates in the sector to achieve comprehensive rural development that contribute to improving producers’ income, alleviating poverty, making advanced steps toward achieving food security and provide national consumption needs of basic foodstuffs.

2. Economic and rationalized utilization of natural resources (lands, water, forests, pastures) to ensure their sustainability and protection from deterioration, depletion and pollution.

3. Provide agricultural goods for local producers and export, develop a marketing mechanism for agricultural products, encourage the manufacture of these products to benefit from the value-added, increase exports, develop local and traditional industries and rural income-generating projects.

4. Modernize means of production; expand the use of up to date technologies; transfer modern technologies and improve their utilization methods; provide and distribute agricultural production inputs in quality, time and suitable prices; develop agricultural scientific research, extension services and education; qualify personnel and develop rural infrastructure and services.

5. Revamp the bank financing and crediting system to contribute to developing and modernizing the agricultural production, and encourage national, Arab and foreign investments in the agricultural sector and in all fields.

6. Adopt specific pricing and marketing policies to direct executive programs toward boosting production volume, efficiency, quality and competitiveness, and support the agricultural sector in line with methods adopted in other countries and in harmony with WTO regulations.

Source: 10th Five Year Plan (World Bank translation)

E.  Continuing the Move Towards the Social Market
Phasing and timing

66. So the Syrian Government is already making gradual progress towards a social market in agriculture. The rest of this short note will identify priority policy options for the future. Syria has chosen a gradual path towards the social market. The policy options below could be the first steps on this journey. The suggestions are for small and safe policy adjustments. This incremental approach will build momentum and political support for bigger – and more important – changes later on. More challenging measures, for example concerning parastatals, price support and the governance of co-operatives, could be considered in the future.
67. Some middle-income countries did not have the option of gradual change; macro-economic conditions forced them into a rapid reform of the agricultural sector. As Box 2 explains, they were able to implement quite radical transformation of agricultural policy in a short time, whilst managing social impacts and ensuring continued sector growth. A key ingredient of their success was that the policy package included social programmes : food subsidies for the poor in Mexico
 and area-based payments in Turkey.
68. In identifying initial policy options for Syria, several principles were applied.

· It is important to minimise social and political disruption. A criterion for identifying the options below is that they should not impose significant welfare losses on any target group.
· A lesson from the socialist economies of central and eastern Europe is that dislocation occurs when private farmers and traders are unready to take over from state institutions. Policy measures that help farmers and traders to respond to market signals are therefore a priority.
· Information and communication with affected populations is essential to minimise resistance to change.
Box 2. Rapid agricultural policy change
Some countries, such as Mexico (1988-90) and Turkey (2001-2) have successfully implemented rapid policy transformations. This is often a response to an urgent fiscal crisis. Thanks to accompanying social measures these changes were politically robust. They paved the way for sector growth in the years that followed.
Mexico was facing severe macro-economic pressures in 1987, with inflation at 132% and the government paying over 20% of GDP in debt interest
. The Mexican government implemented its AGSAL I program in 1988-90. It was designed to: 

· reduce government intervention in agricultural markets, including replacing guarantee prices with a price band based on world market prices, for some key commodities; 

· abolish quantitative restrictions on many agricultural imports; 

· reduce the role of agricultural parastatals, including selling and closing some enterprises and limiting the government's coverage of parastatal operating losses; 

· liberalize domestic agricultural trade; 

· eliminate subsidies on farm inputs; 

· increase the efficiency and volume of public investment in agriculture; 

· decentralize and reduce staff of the agricultural ministry; 

· establish a more targeted food subsidy program with adequate funding. 

The parastatals were divested on schedule. The reform of quantitative restrictions on output and exports went further than loan conditions required. It reduced the share of agricultural and agro-industrial output protected by quantitative restrictions from 18 percent in 1986 to 13 percent in 1988. The agricultural economy moved closer to a market-pricing system. Arbitrary and costly trade restrictions were reduced. Food vouchers (tortibonos) were introduced to safeguard the food consumption of the urban poor, with purchase prices that were to increase with inflation. This program reached a significant fraction of the nutritionally at-risk population at an acceptable cost. The rapid policy change did not harm agriculture’s performance. Growth in agriculture’s value-added averaged 1.8% per year in constant US$ terms over 1988-1994, compared with 0.5% per year over 1982-1988 (source: WDI).
Agricultural production and input subsidies were a major contributor to Turkey’s macro-economic crisis of 2001. The government decided to cut them drastically and to use some of the savings for social transfers to farmers. By 2003, it had reduced agricultural subsidies by $5.4 billion, a saving of 2.7% of GDP. Of this, $3.1 billion was saved on commodity price support and $1.4 billion on credit subsidies and debt write-offs. The government privatised the state’s sugar companies and tobacco corporation. All fertiliser and credit subsidies were removed. The public sector reduced its purchases of wheat by 45% over 1999-2001. It also reduced its purchases of hazelnuts. By 2003, 83% of farmers, or 3.3 million households, had been enrolled in a direct income support scheme. Again, this rapid policy change did not much affect agriculture’s performance. Growth in agriculture’s value-added has averaged 1.6% per year in constant US$ terms over 2000-2006, compared with 1.8% per year over 1994-2000 (source: WDI). 

Let Farmers Run Their Farms
69. A farmer knows better than the Government how to maximise his or her own income. The Agricultural Plan and the Licensing System prevent some farmers from choosing the most profitable activities. They restrict the use of land, credit and inputs. The Government’s policy is therefore a gradual phasing out of the Agricultural Plan and Licensing System.
70. Removing the Licensing System is a no-lose policy. If it does not result in changed cropping patterns, no harm is done. If it does result in changed cropping patterns, this will prove that the Licensing System was stopping farmers from making the best cropping choices.

71. Government should only use quotas to limit the production of uneconomic, subsidised commodities, such as tobacco, sugar beet and cotton. Such quotas control the economic and fiscal cost of distorted prices.
Strengthen Market Signals
72. The Government could phase out the price support subsidies for sugar beet and tobacco. The 81% sugar beet price subsidy is costing US$22 million per year (see footnote 40). It delivers no strategic benefit in terms of self-sufficiency, because Syria is importing US$194 million dollars worth of sugar and sugar products per year
. Farmers can easily substitute out of sugar beet into other field crops. Tobacco plays a very small part in cropping patterns – only 0.3% of the total cropped area (Westlake, 2003). Nearly all tobacco is grown in Zone 1, where high rainfall permits substitution into other more viable crops. And self-sufficiency in tobacco might not be a policy objective because the Government wishes to discourage smoking
.
73. At the time of writing, in early 2008, wheat is selling for over $480 per tonne on the world market, compared with $203 in May 2007. How should the Syrian producer price for wheat reflect the recent increase in the world wheat price ?  Tunisia has recently raised its official producer price for wheat to reflect the increase in world prices. The Egyptian Minister of Agriculture has announced that he will do the same. In this period of high price volatility, Syria should also make sure that no large gap appears between the official producer price and the world wheat price. This would reduce smuggling out of the country and would maximise the opportunity to create an exportable wheat surplus.
74. The question of the cotton price is complex. Removing the cotton price subsidy would bring great benefits but would also be a very difficult policy decision. The attached Technical Note on subsidies describes the advantages and risks.

75. But if Syria negotiates WTO accession it will dismantle the paraphernalia of strategic crop price support for cotton, sugar beet, tobacco and wheat. To judge by other countries’ WTO accession negotiations in recent years, the state import monopolies are unlikely to be accepted. The same goes for producer price subsidies and export subsidies for commodity surpluses. 

76. An efficient market depends on all the participants having good information. At the moment this is not the case. Farmers often deal with one trader, and do not know whether the trader’s offer is fair and reflects the market price. The Government could therefore broadcast daily price information on television and the radio. This is an inexpensive public service that farmers in other countries have often found useful. 

Modernisation of the wheat sector
77. Past trends in wheat output growth may be hard to sustain. 66% of the growth in wheat production between 1985/9 and 2001/5 came from increasing the area under irrigated wheat. 32% came from improved irrigated and rainfed wheat yields. (The remaining 2% was due to an increase in the area under rainfed wheat.) Given the constraints on ground and surface water mentioned elsewhere, this water-driven pattern of growth may not be possible in the long run. In order to maintain the country’s self-sufficiency a yield-driven strategy is required.

78. It was beyond the scope of this study to assess technical wheat productivity options in detail. Current rainfed and irrigated wheat yields – around 1.5 and 4 tons per hectare respectively – are already good by developing country standards. However, based on interviews with Syrian experts, the following ideas may be considered as components of a yield-driven strategy.

· Continuing the programme of financial support for pressurized irrigation;

· Training farmers in supplementary irrigation techniques;

· Assessing rotations to see how farmers could harvest the wheat crop earlier. When wheat follows a summer crop (maize or cotton) the time taken for land preparation often leads to late wheat planting. This increases vulnerability to drought at the end of the growing season. Shorter cycle cotton or wheat varieties may therefore be worth examining.

There are certainly many other options to examine. But the general point is that wheat self-sufficiency from now on will be a question of increasing returns to land and water rather than applying more water to more land.

79. Although yield improvement is one part of a self-sufficiency strategy, dealing with yield variation must be another. The Government aims to hold adequate public wheat stocks to cover two years’ consumption. In the 20 years to 1985, the average absolute year-on-year change in rainfed wheat yields was 41% (12% for irrigated yields). The dry winter of 2006/7 left a wheat deficit. This has left the wheat reserve in a precarious position and poor 2007/8 rains will worsen the situation. In the future, therefore, the Government could use regular wheat imports and exports more actively to stabilize national wheat stocks at the target level of two years’ coverage. Participating more fully in international wheat markets would therefore support Syria’s national self-sufficiency objective in deficit years.
· On the import side, the international wheat market is becoming increasingly tight. Some countries in the region that have previously relied on official purchasing procedures are now unable to secure wheat supplies as easily as before. Buyers therefore need much more freedom to negotiate, to act quickly and to operate in futures markets. Syria may therefore consider whether the GECPT’s international purchasing procedures are adapted to the demands of the 2008 wheat market. 
· The issue of wheat exports arises if Syria in the future rebuilds the national wheat reserve to the 2 year target level and then has a disposable surplus. In recent years such surpluses have been sold at below-market prices to other countries of the region. Given the current high world wheat price, Syria could profitably sell any surplus stocks through international tender. In addition, a small-scale pilot experiment of selling some GECPT surplus stocks to private sellers for export could help develop the capacity of private traders.
80. If Syria decides to stabilize its wheat stocks through commercial exports and imports and recommended above, it should review its wheat producer pricing policy. The wheat producer price is currently set by adding a fixed profit margin to the cost of production. This means that Syrian farmers are not receiving the benefit of the increase in world wheat prices. If they could receive these higher prices they would be more willing to invest in fertiliser, improved varieties and water-management to increase wheat yields. It would also encourage farmers to increase the area under wheat. Between 2002 and 2005 the area under wheat was 8% below the Government’s target for irrigated areas and 21% below the target for rainfed areas. For the 2007/8 season, for example, farmers will receive a 60% price increase on the 2006/7 season to cover their input cost increase. This is much less than the increase in the world market price of wheat over the same period: a 380% rise on the Minneapolis futures market from February 2007 to February 2008.  If this price gap remains there will be a loss to the national economy as farmers under-invest in wheat. The price gap also rewards smuggling into neighboring countries. 
The recommendation to let producer prices follow world prices would not apply if Syria keeps to its current practice of avoiding wheat imports – even in deficit years – and avoiding commercial exports  - even in surplus years. Under such policies Syria would remain isolated from world price changes.
81. All of the proposals suggested above could help to reduce poverty in low-income wheat-producing areas.  Another suggestion would be to encourage farmers to allocate a small extra plot to crop diversification in such areas. As noted elsewhere, horticulture creates much higher employment and incomes than wheat per unit of land or water. So an additional “market garden” could strengthen the local economy and reduce poverty without much loss of self-sufficiency in wheat. In Ukraine since the breakaway from the Soviet Union, almost all the agricultural sector’s growth has come from such diversified “micro-farms”, even though they occupy a small portion of the country’s arable land.
Encourage Diversification Towards High-Value Crops

82. The 10th Plan targets depend on farmers’ shifting into higher-value production. They envisage a sector growth rate of 3.5% per year. With land use only growing by 0.6% per year and the share of irrigated land remaining constant, the output targets depend on intensification and diversification. Indeed, the target growth rates for the different products assume that farmers will make a shift in their product mix according to Syria’s comparative advantage: high rates for fruit trees and livestock, low rates for cotton and sugar beet, and wheat in the middle (Table 6). 

83. The future role of Government will therefore be to create a business environment in which farmers can diversify and add value to their produce. This will mean less emphasis on production targets for the strategic crops in which Syria does not have a comparative advantage. And this, after all, is the logic of the Social Market.

Table 6. Product growth rates in the 10th Plan follow comparative advantage

	Product
	Target growth rate

	Cotton
	0.49

	Sugar beet 
	1.64

	Tomato
	2.43

	Wheat
	2.58

	Potato
	2.60

	Sector GDP
	3.50

	Livestock
	4.34

	Fruit trees
	3.51 to 11.36


Source: 10th Five Year Plan, Chapter 7, tables 9, 11 and 12.

84. Moving from directed production towards market-led growth is a massive policy agenda and takes a long time to implement. In Egypt, for example, the agricultural sector reforms began in the early 1990s and are still incomplete. But we have seen above that the Syrian Government has already begun the move towards market-led policies. It could therefore consider the following measures for the coming years:

Change Expectations of the State’s Role

· Government could communicate the new market-based approach to farmers through a media campaign. The belief that Government will direct and subsidise farmers has become deeply engrained in rural culture. Changing expectations about the roles of Government and rural entrepreneurship will be an important part of the move to the social market. The Governments of Britain
, Uzbekistan, India Vietnam and Laos have successfully used soap operas on radio and TV to help farmers to understand policy changes and new farming techniques.
· The Government could use the Five Year Plan to set out a programme of policy modernisation. At the moment the Plan format sets out physical production targets. In a market economy, the role of the Government is not to plan production but to create a good environment for private supply chains.
Re-Orient Public Agricultural Services

· The Government could prepare a strategy for increasing the emphasis of public research and extension on diversification, marketing and value-added. There are already moves in this direction. For example, the General Commission for Scientific Agricultural Research (GCSAR) is working with the Italian Government on improving the quality of olive oil and with the FAO on organic production
. The next step is to turn this into an integrated strategy that encompasses topics such as research budgeting, agricultural education and extension methods.
· Removing the Licensing System would mean redefining the role of the local agricultural officer. At the moment he or she focuses on managing the Agricultural Plan, the Licensing System and strategic crops. In the future, however, farmers will increasingly need advice on quality, post-harvest techniques and marketing for fruit, vegetables and livestock products. 
· Government could involve the Peasants’ Union and the Chambers of Agriculture in the planning and evaluation of agricultural research and extension. The aim should be to make these public services accountable and responsive to the farmer, their client.
Encourage Private Supply Chain Institutions

· The Government should define a distinct legal status for autonomous agricultural marketing co-operatives. This would be different from the current co-operative status. At the moment co-operatives act as channels for ACB inputs, subsidised feed, subsidised credit and collecting rents from land reform beneficiaries. In other words they are the interface between the MAAR and the farmer. They are “agricultural associations rather than enterprises for marketing agricultural products” (Rama, 2003). There is only one specialised agricultural marketing co-operative and the 24 marketing co-operatives set up in 1998 attracted few members because of perceived Government control (ibid.).
· The Government should continue to relax retail price controls. Price controls are not necessary because food retailing is very competitive in Syria. At the moment retail price controls discourage producers from bringing premium products to market. If Government wishes to retain price controls, they should only apply to the basic version of each product.
· The Government could study the feasibility of an agro-conditioning and -processing free zone aimed at the EU and Gulf markets
.  Such a free zone would give duty free access to imports, and easy access to foreign investment and personnel. A free zone is not usually recommended because it creates distortions in the domestic economy, but in this specific case the quality aspect might make it worthwhile. It would be a practical way to bring in the foreign technology, skills and standards necessary to penetrate the quality-based EU market. In the current state of Syrian commercial regulation it is difficult for supply chains to access them. There would also be strong linkages between the free zone and the domestic agricultural sector. The free zone would thus create a learning effect for Syrian farmers, as they work towards higher quality standards. 
· The Government should not distort private supply chains with its own trading activities. The MAAR, the Peasants’ Union, the Chambers of Commerce and private investors set up the “Sham Company for Agricultural Marketing” in 2001 with a planned trading capacity of 100,000 tonnes. It will be important for this company not to receive special financial privileges, so that it competes fairly with other companies.
Make Exporting Simpler
85. In the short term, import tariff reduction is not a priority. The usual arguments for tariff reduction are not very relevant to Syria’s current position. This is because other policy distortions will prevent Syria from benefiting from tariff reduction.
· Syria’s tariffs on fruit, vegetables and meat partially compensate for distorting incentives in favour of strategic crops.

· High oil prices have kept the Syrian Pound high, which has reduced the competitiveness of Syrian products on foreign and domestic markets. Supposing that the Syrian Pound had depreciated between 1995 and 2005 in line with the Syria-USA inflation differential, it would now be trading at SP66/US$ instead of SP50/US$. A tariff-reduction would reinforce the real appreciation of the Syrian Pound in encouraging imports. 
· As noted above, policy constraints on Syrian farmers are stopping them from expanding fruit and vegetable production. If tariffs are reduced, Syrian farmers may not be able to respond to the foreign competition. 

· One argument for reducing agricultural tariffs is that it reallocates labour and private investment to the manufacturing and service sectors. But policy constraints in these sectors make it difficult for them to absorb labour leaving agriculture. That is one reason why agriculture’s share of employment is already unusually high.
86. The Government should end export licensing, ad hoc bans on exports and import-export matching. They make it difficult for farmers and traders to plan and do business. There are better ways to keep prices stable for consumers: the Government could provide a market price information service through the mass media and remove or lower import tariffs during the off-season for specific commodities, as the European Union does. This would be more logical than using tariffs to keep domestic prices high and export controls to make them low again.
Review public spending on agriculture

87. Analyses of the returns to different forms of spending in other countries suggest that Syria has the potential to boost agricultural growth by re-allocating public spending. An analysis of 294 studies by IFPRI (Alston et al., 1998) the estimated annual rates of return averaged 73 percent overall–88 percent for research only, 45 percent for research and extension, and 79 percent for extension only. Looking at Latin America, Lopez and Galinato (2007) found that high public spending on agricultural marketing, irrigation, rural production promotion and territorial development was actually associated with lower agricultural growth. On the other hand, spending on the environment, social capital, social infrastructure and basic infrastructure helped to boost it. 

88. There are a number of signs that a review of public spending in agriculture would uncover some opportunities for budget reallocation. A high proportion of public spending on agriculture in Syria goes towards production subsidies, large irrigation investments, and the salaries of agricultural field staff. In 2000, market price support for cotton and sugar beet was worth around SP 55 billion at neighbouring country exchange rates (Wehrheim, 2001). This compared with Ministry of Irrigation spending of SP 12 billion. The spending of the Ministry of Agriculture was relatively small compared with these other expenditures : SP 6 billion. And of this amount, only 2.6% was allocated to extension. This emphasis on irrigation and production subsidy spending appears to be reducing the resources available for development activities such as research, extension and the provision of basic infrastructure in rural areas. 
89. Looking at the specific case of research, the agencies involved in agricultural research employed in 2003 1,558 full-time equivalent researchers and spent $74 million (at 2000 prices, ASTI 2006). This works out at around 1.4% of agricultural value-added. This is a somewhat lower than other countries in the region for which data are available: Jordan (4.9%), Morocco (2.3%) and Tunisia (2.6%)
. However, public spending on agricultural research is increasing. Spending on livestock research is 40% lower than livestock’s share of sector output, but there is an encouraging emphasis on research into non-traditional crops. 

90. Data – albeit fairly old – on the extension service also seem to indicate some imbalances in funding. A survey of extension staff revealed that lack of transport was by far the greatest constraint on their operations. This may be related to the fact that around a quarter of extension staff reported making less than 50 farmer visits per year, and that 40% of staff reported a low level of job satisfaction, rising to 60% for those not posted to their home area. There also appears to be some imbalance in the allocation of extension officers between the provinces. The number of farmers per agent ranged in the 1990s from 406 in Dleb to 44 in Quneitra (Figure 10). A major share of field staff’s time is moreover allocated to the administration of inputs, production plans and marketing, as opposed to providing farmers with technical advice.
91. It is therefore recommended that the government should review its spending on agriculture in order to identify opportunities to improve the return to expenditure. The NAPC has the skills and access to data required for such a task. However, in order to be comprehensive and meaningful any expenditure review should be a joint exercise involving the various ministries with a major responsibility for direct or indirect public spending on agriculture.
Figure 10. Number of farmers per extension agent by province, mid-1990s.
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Make Input Markets More Commercial
92. There is scope to improve the efficiency of input supply through greater private sector involvement (Parthasarathy, 2003). The aim should be for the state-owned enterprises to focus on those activities where economies of scale are important: for example, importing and producing fertiliser. The Government’s policy is gradually to involve the private sector in other stages of the production chain. This will develop private sector capacity and improve the efficiency of supply. 
93. The Government is gradually promoting commercial practices in distribution of agricultural inputs. This could continue, with:

· Stopping the Licensing System, so that all farmers and traders can buy inputs on demand at the going price.

· Increased involvement of the private sector in the fertiliser trade. The ACB could gradually increase the share of fertilisers purchased through open tender from private importers, alongside purchases from the GEZA (the Organisation for Chemicals and Foodstuffs). 
· Allowing private importers to sell directly to co-operatives and farmers. At present all stocks of fertilisers are taken over by the ACB as soon as they are produced or imported (Parthasarathy, 2003b). 

· A transparent and public, cost-based, formula for pricing the ACB’s fertiliser sales, so that the ACB and private traders are competing fairly. 

94. The Ministry of Finance has estimated that fertiliser subsidies cost US$27 million per year. The argument for fertiliser subsidies is that they increase farmers’ incomes.   But when output markets are competitive (non-strategic crops), price competition passes the input subsidy on to the consumer. When output prices are fixed on a cost-plus basis (strategic crops) the Government takes back the input subsidy by offering a lower output price (the price is based on costs). In either case the fertiliser subsidy does not go to the farmer. Phasing them out is therefore a possibility.
Improve Access to Credit

95. The formal public credit system is of declining relevance to agriculture. The real value of loans from the Agricultural Co-operative Bank fell from SP 20.5 billion to SP 5.4 billion
 over the ten years to 2005.  Credit had covered 9% off agricultural value-added in 1995 and was only 2.5% by 2005. The loans have become increasingly concentrated on the favoured strategic crops: cereals and cotton. These crops’ share of the value of loans rose from 59% to 75% over 1995-2005. The share of medium- and long-term loans has fallen from 19% to 11% of all new lending and there has been a corresponding increase in the share of loans given in kind (i.e. in the form of inputs) from 53% to 70%. New lending in 2005 stood at 2.5% of agricultural value-added. 
96. All of these trends suggest that the ACB has become more cautious in its lending. Poor repayment may be a cause; in the late 1990s the number of ACB loans under legal action as a share of all loans outstanding rose: from 8% in 1996 to 31% in 1999 (Parthasarathy, 2003b). The repayment problem seems to be continuing. In 2005 SP 80.3 billion of agricultural loans were outstanding (CSO, 2006, table 10/15), equivalent to 12 years of new lending. If medium- and long-term loans only make 11% of the portfolio, there must be a high proportion of overdue debt on the ACB’s balance sheet. Another problem is that farmers were found to be using ACB loans for non-agricultural purposes, which led the ACB to tighten its approval procedures.
97. The Government recognises the importance for growth and diversification of a strong credit market. It may consider the following policy options in the short run, even within the existing framework of financial regulation.

ACB Lending to Private Suppliers and Traders
98. The ACB was authorised in early 2007 to lend to all rural borrowers, and not just for agriculture. The ACB should market its lending to private agricultural traders and input suppliers. In this way the agricultural supply chain will be provided with working capital without the transactions costs of banks’ dealing with many individual farmers. When traders and suppliers have better access to capital they will be able to compete for farmers’ business with better payment terms and/or prices.
Implement the General Microfinance Decree in a way that will encourage the growth of sustainable microfinance institutions (MFIs). 
99. Grant-funded microfinance operations, for example of the UNDP and Aga Khan Foundation, have achieved successes on a small scale. Government’s long run strategy could be to achieve wider microfinance coverage by encouraging the growth of sustainable microfinance institutions (MFIs). 
100. The February 2007 Microfinance Decree is in many ways a model piece of legislation for the opening of the microfinance sector; it permits MFIs to borrow, lend and invest as regulated commercial financial institutions and to source foreign capital and expertise as required. It will now be important for Government to implement the Decree in line with best practice principles for microfinance development
. 
101. The key point is that access to finance means more to poor people than an interest rate subsidy. Most rural Syrians who need credit obtain it on the informal market at 15% - 20%
. So it does not matter much to them whether an ACB loan carries a 1% subsidy. What matters is that they have no access to formal sector finance at all.
102. Government should therefore encourage the creation of MFIs that can survive and grow without donor funding, by borrowing from banks and covering their own operating costs. Article 9 of the Decree mandates the Council of Currency and Credit to fix MFIs’ interest rates. Government should allow interest rates that cover MFIs’ operating costs. This will of course require much higher interest rates than existing banks charge, because MFIs have smaller loans and no Government subsidy. Government should negotiate microfinance projects with donors that aim for long-run growth after the project ends (and not temporary interest rate subsidies).
Remove the ACB Interest Rate Subsidy
103. The ACB is granting fewer loans and concentrating on its safest customers. The interest rate subsidy for agriculture is therefore not targeting the poor. Neither is a 1 to 2% interest rate concession a factor in farmers’ investment decisions. The Government policy is therefore gradually to remove the interest rate subsidy, which would save 0.1% of GDP.

Make Land Tenure Clear and Secure
104. The agricultural land problem in Syria (see Forni, 2003) is similar to that of other south Mediterranean countries.

· Fragmentation. According to the 1994 census, 56% of landholdings were under 2 hectares. Agricultural employment is rising at over 1% per year. Inheritance is by subdivision between offspring.

· Informal ownership. Although the land cadastre represents land registration accurately, land registration does not represent land ownership. There are many unregistered sales because of the perceived ban on the sale of land reform holdings, the fear of acquiring large holdings that might be expropriated and the sheer hassle of registering a land transaction. 
· Short-term and precarious rental contracts, which discourage investment. Lease durations are set by law at 1 year. The tenant fears eviction. The landlord fears that the state may give the tenant ownership rights. 

· Open access policies on state rangelands lead to overgrazing. An estimated 150,000 families raise sheep in the Syrian rangelands (Vercueil, 2003). Government has encouraged flock growth by subsidising water and providing fodder on credit in dry years. This has led to a fall in the area available for grazing, from 7.9 hectares per sheep in 1961 to 2.6 hectares per sheep in 1993. Overgrazing has severely degraded the rangeland habitat (Mirreh, 2005).
105. Experience from other countries of the region (e.g. World Bank, 2006) is that Governments can do little to discourage subdivision by inheritance. Subdivision traditions have a social, cultural and religious meaning which often transcends their negative economic impact. 

106. The Syrian Government, however, does have options available to encourage the formalisation and security of land tenure: 

More Efficient Land Ownership

· Creation of a “certificate of possession” procedure. This has been used with some success in Tunisia (World Bank, 2006). The unregistered owner of a parcel can apply for a certificate of possession without proving ownership. This certificate can be used as collateral. If nobody challenges the certificate of possession within a specified period, the Government converts the certificate of possession into a registered title. This procedure could be used to regularise the status of subdivided land reform land, which is notoriously difficult to convert into final title. 

· Studying the options for making the formal land transfer system more “user-friendly”. This could include “one-stop shops”, computerisation of the land registry, and training extension agents to guide farmers through the procedure.
· Publicising the recent decision to allow the sale of land reform land.
· Lifting the limit on ownership of irrigated land. The current ceiling discourages mechanisation. Farmers can only circumvent it through informal  - and therefore insecure – leases and sales.
More Efficient Land Tenancy

· Allowing more flexibility in the duration of a lease agreement between private parties.

· Encourage (but not impose) the use of a standard, written leasing agreement. 

More Productive Rangelands

· Create a legal basis for the community management of rangelands to replace open access. Legislation should permit the definition of user groups, their zones of control and their powers and responsibilities.  Government should then pilot community rangeland management to test the approach. It will be important for Government to back up the role and rights of local communities in managing rangelands. 
Communication

· Accompany all the above with communication campaigns through the mass media.

Use Water Productively
107. Syria is exhausting its water resources. The long-term future of agriculture will depend upon Syria’s ability to reduce water use and use it more productively. Here follow some policy options for the future. The Syrian Government has already adopted some of them:
Obtain a Clearer View of Water Availability

· A clear projection of agriculture’s water use will set the framework for the national agricultural strategy. It will encourage the necessary shift from a strategy based on extending the irrigated area under loss-making or low-value strategic crops towards a strategy based on market-led diversification. The Ministry of Irrigation and the Ministry of Agriculture and Agrarian Reform should therefore together prepare the integrated long-term water resource plan, as envisaged in the 10th Five Year Plan. It should take account of urban demand growth, aquifer depletion and climate change scenarios. International funding for technical assistance is likely to be available. 

· Water agreements with neighbouring countries would reduce uncertainty for water planning. The Governments of Syria, Turkey and Iraq should renew efforts to secure a transboundary water agreement. A Joint Technical Committee that previously existed should be reconvened or, if there is no agreement to set up a formal process, lower-key alternatives can be pursued, such as simply sharing data or setting up a joint research institution to build confidence between riparians. This may be a first step towards integrated basin planning. Reaching agreement over water will reduce risk and encourage economically optimal investment for all riparians.
Improving On-Farm Water Use Efficiency

· Diesel and electricity subsidies encourage excessive water-use. If Government wishes to subsidise the rural economy, it should find other ways of doing so.

· The Government should provide all the administrative resources necessary to ensure the success of its Fund for Irrigation Modernisation. This is not only a question of saving water. Modern pressurized equipment will support crop diversification by giving farmers flexibility in the timing of applications. 
· The Government could extend the management of irrigation schemes by farmers to larger schemes. At the moment farmer management is limited to small- and medium sized schemes.  Farmer management has the advantage of improving the timing and flexibility of water applications. In this way it makes crop diversification easier.
· The Government could create a legal status for Water-Users’ Associations (WUAs), separate from the existing co-operative status. At the moment a single cooperative deals with irrigation AND marketing. This arrangement discourages high-value diversification. For a co-operative to be entrepreneurial in marketing high-value crops all its members must be interested. But this is difficult when the co-operative is also the WUA and membership is compulsory for all farmers in the area (see e.g. World Bank, 2006). 
Improve Groundwater Use Efficiency

· The Government should implement its 10th Plan Strategy of reducing the percentage of land irrigated by non-renewable or unlicensed wells by 10% annually. The Syrian Government has been able to control cropping patterns, grazing in protected areas and excessive pesticide use on cotton. It could probably do the same for illegal water use.

· The Government could introduce groundwater quotas. (Groundwater pricing would probably be more politically unacceptable.) Government could implement quotas through electronic water metering on pumps
.

· The Government should implement a mass communication campaign on water conservation in agriculture.

A final remark 

108. Equity and self-sufficiency in wheat are basic tenets of the Government’s social market approach to agriculture. It is hoped that the policy options above show that much can be done to improve growth and efficiency without compromising the Government’s social principles.  
Technical Note: Syria: Agricultural Subsidies

Key Points
i. The Syrian Government has built a system of agricultural subsidies costing 4% of GDP in order to support rural incomes, conserve foreign exchange and ensure self-sufficiency in wheat and cotton. The main subsidies to agriculture are for subsidised diesel fuel (2.6% of GDP) and the cotton price (0.9% of GDP).

ii. This is a good time to re-evaluate subsidies. The new macroeconomic context means they are less affordable and less needed than before. The “strategic crop” approach would probably create problems during any WTO accession negotiations. Firm world agricultural prices mean that freeing prices is easier than previously.

iii. Subsidies encourage non-competitive crops with low growth potential. The direct benefits accrue mostly to richer farmers. They encourage unsustainable water-use.

iv. But the subsidies are geographically concentrated in the poorest areas of Syria. They also include a transfer of 0.6% of GDP to cotton labourers, who are among the poorest.

v. A policy of removing the cotton and sugar beet price subsidies, backed by cash transfers, could save US$165 million (0.7% of GDP) per year. But it would withdraw the 0.6% of GDP per year currently going to cotton labourers.

vi. Before implementing a diesel price increase, Government should consider the accompanying measures proposed in this report. The most important one is to end the planning and licensing of farm production.

vii. There is no painless way to mitigate the impact of a diesel price increase on agriculture. There is a trade-off between the objectives of fiscal economy, self-sufficiency, poverty-reduction and maintaining the political support of farmers. The report gives the pros and cons of each option. 

viii.  Increasing the price of strategic crops would compensate most farmers for a rapid diesel price increase. Government, however, should be aware that this approach has several shortcomings: it may penalise irrigated non-strategic crops, will create a windfall gain for rainfed wheat and will cost Government around 70% of the agricultural diesel subsidy.
ix. Government must choose between recouping the diesel subsidy from farmers and national self-sufficiency in wheat and cotton. The two options are mutually exclusive.
Introduction

1. Note: The quantitative analysis of subsidies in this paper took the first half of 2007 as the reference point. Some of the subsidy calculations were in turn based upon updates of NAPC models that described the situation in 1999. Recent months have seen massive swings in market conditions, both in terms of world commodity prices and prices on the domestic Syrian market. The estimated values of subsidies should not therefore be taken as an precise quantification of the current situation.  

2. Agriculture is a core component of the Syrian economy. In the six years to 2002 it provided 25% of the country’s value-added and contributed 39% of its growth. It is also central to many Syrians’ livelihoods: it employs 20-25% of the population directly (more than any country in the Middle East and North Africa region except Yemen) and provides demand for off-farm labour in rural areas where two-thirds of the poor reside.

3. As part of an ongoing dialogue with the World Bank, the Ministry of the Economy requested a policy note on agriculture in April 2007. In response, the World Bank fielded a mission from May 9-20, 2007. The mission consulted with Government ministries, the National Centre for Agricultural Policy (NCAP), the International Center for Agricultural Research in the Dry Areas (ICARDA), the Food and Agriculture Organisation (FAO), the United Nations Development Programme (UNDP) and businesspeople in the private and public agribusiness sector.
4. As the work progressed, it became clear that agricultural subsidies were a major concern of Syrian policymakers. There was the broad issue of the future of subsidies as Syria shifted towards social market economy. But there was the specific and urgent question of how to manage the impact of a possible fuel subsidy withdrawal. Since this fuel subsidy is estimated to be worth US$1,000 per landholder per year, other policy issues appeared relatively minor in comparison. It was therefore decided that this technical note on subsidies should accompany the policy note on agriculture.
The Rationale for Agricultural Subsidies
5. The subsidisation of agriculture is usual, not exceptional, in middle-income and developed countries. Indeed, there is a clear tendency for levels of state support for farming to increase as a country’s economy grows (Figure 11). It is therefore useful to begin an analysis of Syria’s agricultural subsidies by recognising the strong political forces behind them.
Figure 11. The richer the country, the heavier the agricultural subsidies
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6. Self-sufficiency in the seven so-called strategic crops
, particularly wheat and cotton, is an objective of Syrian agricultural policy. Two concerns underlie this objective:
· That conflict or trade embargoes may prevent Syria from importing staple foodstuffs, thus weakening the country’s ability to conduct an independent foreign policy.
· That the supply of scarce foreign exchange may be inadequate to guarantee priority imports; or that foreign exchange is in any case so scarce that it is worthwhile making extra efforts to reduce imports.

7. The welfare of the poor and marginalised depends upon farming. 62% of poverty is rural and poverty rates in rural areas are three times higher than in urban areas (El Laithy et al, 2005). In the absence of an effective rural social safety net programme, agricultural subsidies have become the main policy tool for addressing rural poverty.
8. The political voice of the farmer is strong in Syria. The leader of the national Farmers’ Union is represented on the ruling committee of the Baath Party, ensuring that farm interests are represented in political decision-making. 
9. Other countries subsidise their agriculture, depressing world prices for cereals and cotton. Syrian subsidies are therefore seen as restoring agriculture to its “natural” level of profitability.
How do the Subsidies Operate?

10. The Syrian state subsidises agriculture by intervening in input markets, output markets and credit markets. We will look at these in turn
Inputs – Diesel Fuel
11. Syria consumes 6 to 6.5 million tonnes of diesel per year. A litre of diesel fuel cost the Syrian consumer US$0.15 in May 2007, compared with US$0.50 in Lebanon and a wholesale, pre-tax price of around US$0.52 in USA ports. 
12. The State Planning Commission has estimated that agriculture and irrigation’s direct share of diesel consumption (i.e. not including transport) is 17%, or around 1 million tonnes. If this is so, the total transfer to agriculture via the fuel subsidy in 2007 was of the order of US$0.43
 x 1 billion, or US$0.43 billion. This comes to around 1.9% of GDP, 7.7% of agricultural GDP or US$700 per landholder per year.
13. The NAPC, however, estimates that agriculture consumes around 2 million tonnes of diesel per year, of which 1.0 million tonnes are direct use (0.5 million for irrigation pumps, and 0.5 million for agricultural machinery), 0.8 million for the transport of inputs and 0.2 million miscellaneous. If this is so, the total transfer to agriculture via the fuel subsidy in 2007 was of the order of US$0.43 x 2 billion, or US$0.86 billion. This comes to around 3.7% of GDP, 15.5% of agricultural GDP or US$1,400 per landholder per year.
14. So the gap between the high and low estimates depends on different assumptions about how much agriculture benefits from subsidised transport diesel. Our estimate is that the benefit to agriculture of subsidised transport diesel is no more than US$0.2 billion. We derived this estimate as follows:
· The total weight of agricultural produce marketed through the private sector is 8.9 million tonnes
;

· The least fuel-efficient transport option, a light pick-up truck, delivers around 4 tonne-kilometres per litre of diesel (an articulated truck gives 20 tonne-kilometres per litre);

· Even if the average tonne of output travelled by pick-up as far as 350 km, the 8.9 million tonnes would consume 0.8 billion litres of diesel. The subsidy on 1 billion litres would be worth US$ 270 million;
· Economic theory suggests that most of the benefit from reduced transport costs will go to the consumer, because the overall demand for food is not sensitive to the price.

15. As a fair approximation, therefore, we will assume that the total value of the diesel price subsidy to agriculture in 2007 was US$0.6 billion, 2.6% of GDP, or 10.8% of agricultural GDP or US$1,000 per landholder. By June 2008 diesel on world markets was costing US$1 per litre ex-tax, while the Syrian price had been raised to US$0.50. The subsidy per litre was therefore 40% higher than the previous year, US$0.50 per litre as compared with US$0.35 per litre.
16. It should be noted that diesel was not subsidised until 2000. The high level of subsidy in 2007 did not come about through a lowering of the Syrian price, which in fact has increased in dollar terms since 2000. It is rather the result of a 140% increase in the international price since 2000.

Other Inputs

17. Electricity, which is used for pumping in some areas (e.g. the El Khabur river area) is also heavily subsidised. Less than a quarter of landholders with pumps use electricity.
18. In the early 1990s the subsidies on urea and phosphate fertiliser were 30% and 49% respectively (Rodriguez et al., 1994). In 2000, the annual values of fertiliser and hybrid seed subsidies were estimated at US$28 million and SP 48 million respectively. More recently, the Ministry of Finance has estimated the fertiliser subsidy at US$27 million per year
. The Government’s current intention is to sell hybrid seed at SP2/kg below cost. With annual sales of 100,000 tonnes, this would give an annual seed subsidy of only US$4 million. Even at the highest estimate of fertiliser and seed subsidies, they are equivalent to 0.3% of GDP, 1.2% of agricultural GDP and around US$80 per landholder per year.
19. Credit. All formal agricultural credit is provided by the Agricultural Co-operative Bank (ACB). The interest rates for private farmers range from 6% for short-term loans to 10% for long-term loans (CSO, 2006). This is about one percentage point lower than the rates offered to non-agricultural borrowers. In 2005 the ACB advanced loans worth SP 6.9 billion. Of this, SP 6.2 billion was in the form of short-term credit, either in cash or in kind (CSO, 2006, table 14/15). Ignoring the medium- and long-term loans and assuming an average term of 9 months, a 1% interest rate subsidy would work out at only around US$1 million per year. 

20. However, at the same time SP 80.3 billion of agricultural loans were outstanding (CSO, 2006, table 10/15). This is equivalent to 7% of GDP. A 1% interest subsidy on this balance would imply a more significant subsidy volume. To have such a high ratio of loans outstanding to new loans when the lending is focused on short-term credit means that massive arrears must have accumulated. In addition to the interest subsidy, the principal on these uncollected loans would amount to a significant form of state support for agriculture. However, it is not possible to quantify this subsidy on an annual basis without knowing the time-profile of the lending and the arrears.
21. Output Markets. The state guarantees the producer price of wheat, cotton, sugar beet and tobacco
. Farmers must sell sugar beet, cotton and tobacco to the official state purchasing agency. Wheat and cotton are the most important price-guaranteed crops in terms of area and value. Prices are fixed by a committee composed of representatives of the MAAR, the State Planning Commission, the Ministry of the Economy, the Agricultural Credit Bank, the Ministry of Finance and the party. The committee uses a cost-plus pricing method: the aim is to ensure that even farmers with modest yields can make a profit.
22. For wheat, Westlake (2003) calculated the total value of the producer price subsidy as US$256 million for 1999. But this subsidy has been completely eliminated by the recent increase in the world price of wheat, which has now taken the import parity price above the Syrian support price (Figure 12).
23. It is true that the General Establishment for Cereal Processing and Trade has incurred significant losses on its wheat exports in some years. In 2005, it exported 706,000 tonnes of wheat at an average price of US$110 per tonne (CBS, 2006). This was US$71/tonne less than the prevailing world price, and thus represented an additional trading loss of US$50 million, or 0.2% of GDP
. However, it was a subsidy to foreign consumers, not to the Syrian farmer.
Figure 12. World wheat prices overtake the Syrian guaranteed price
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For cotton, Westlake (2003) estimated the total value of the producer price subsidy as US$198 million for 1999. The 2007 world price for cotton is 11% higher in dollar terms than it was in 1999
. The 2007 Syrian guaranteed price for raw cotton has risen by 7%, from SP 29 to SP 31 and there has been no trend increase in production volumes since 1999. The net effect is to leave the value of subsidies at US$200 million
 per year in 2007. This works out at around US$330 per landholder per year, or 0.9% of GDP or 3.6% of agricultural GDP.
24. For sugar beet, Westlake (2003) calculated the cost of the producer subsidy as US$26 million per year. The Syrian support price only increased by 5% over 1999-2005 (Westlake 2003; CBS, 2006), but the USUS$ world price has risen by 67%
. This closes, but does not eliminate, the gap between the Syrian support price and the parity producer price. The 2007 value of the producer subsidy is US$22 million, or 0.1% of GDP, 0.4% of agricultural GDP or US$37 per landholder
.
25. As Figure 13 indicates, the outcome of the producer price fixing – after inflation - was a marked fall in the real prices of “strategic” crops between 1992 and 1995, and then stabilisation until 2003. The prices of other products, which are fixed by market forces, have shown different trends. Real livestock product prices fell until 1999, before making a partial recovery. The free-market plant product prices (fruit, vegetables and other field crops) tended to hold firm, although there have been short-term fluctuations. It is said that exports into Iraq and in-migration from Iraq since 2003 have driven up these prices on the Syrian market.
26. Although the relative prices of “non-strategic” crops have improved relative to the “strategic” crops, this does not mean that farmers have been able to respond freely to this price signal. The Agricultural Plan and licensing system require many farmers to concentrate on strategic crops. Nearly all such farmers judge that it is in their interest to comply. Even if they decide not to grow the crop themselves, they usually feel obliged to find someone else to grow it on their behalf.
Figure 13. Real price indices for major agricultural product groups (nominal prices, adjusted by the Consumer Price Index)
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Source: World Bank calculations, from FAOSTAT data.

Summary of Costs
27. On the basis of the above, it is possible to summarise the cost of the major agricultural production subsidy items, as in Table 7.
Table 7. Subsidies to agriculture in 2007
	Major subsidy items
	Value as % of GDP

	Diesel
	Around 2.6%. Research needed.

	Fertiliser and seed
	Up to 0.3%

	Credit
	0.1% plus bad debts

	Wheat producer price
	Nil

	Cotton producer price
	0.9%

	Sugar beet producer price
	0.1%


Appreciation of the Real Exchange Rate Has Driven the Subsidisation of Agriculture 
28. The Syrian Pound has been traded on the free market at an exchange rate of around SP 50/US$ since the early 1990s (Wehrheim, 2003). Syria’s domestic price level, however, rose by 70% between 1995 and 2005
, whereas the USA’s rose by only 28%
. This means that the Syrian Pound appreciated in real terms at an average rate of 2.8% per year over the decade. 
29. The real appreciation of the Syrian Pound is closely linked to the subsidisation of agriculture. It has increased the subsidy element of guaranteed prices for strategic crops. 
30. As Table 8 illustrates for the case of irrigated hard wheat, the Government’s policy of guaranteeing a profitable price results in a lower subsidy when the exchange rate is allowed to depreciate. Supposing that the Syrian Pound had depreciated between 1995 and 2005 in line with the Syria-USA inflation differential, it would now be trading at SP66/US$. At this exchange rate the subsidy required for farmers to break even on irrigated hard wheat would be US$30 per tonne lower than at the current exchange rate of SP 50/US$, even taking into the account the impact of an exchange rate depreciation upon the cost of imported inputs. 
31. Table 9 repeats the same calculation for cotton. It estimates that the break-even support price for raw cotton would be US$90 / tonne lower if the Syrian Pound had depreciated between 1995 and 2005 in line with the Syria-USA inflation differential. The reason that the impact of the real appreciation upon the subsidy has been proportionally less for cotton than for wheat is that the share of foreign inputs in cotton production is higher.
Table 8. A real appreciation of the Syrian Pound increases the subsidisation of crop price guarantees – the example of irrigated hard wheat

	Item (SP/ha)
	Value @ SP 50 / US$
	Value @ SP 66 / US$

	    Cost of local input (SP/ha)
	24,098
	24,098

	    Cost of imported input (SP/ha)

	14,735
	19,450

	Total cost (SP/ha)
	38,833
	43,548

	Yield (kg/ha)
	3,943
	3,943

	Break-even guarantee price (SP/kg)
	9.8
	11.0

	Break-even guarantee price (US$/kg)
	0.20
	0.17

	Hypothetical world price (US$/kg)
	0.18
	0.18

	Implied subsidy (US$/kg)
	0.02
	-0.01


Source: World Bank calculations from NAPC (2006) data
Table 9. A real appreciation of the Syrian Pound increases the subsidisation of crop price guarantees – the example of irrigated cotton

	Item (SP/ha)
	Value @ SP 50 / US$
	Value @ SP 66 / US$

	    Cost of local input (SP/ha)
	73,327
	73,327

	    Cost of imported input (SP/ha)
	32,117
	42,394

	Total cost (SP/ha)
	105,444
	115,721

	Yield (kg/ha)
	4,058
	4,058

	Break-even guarantee price (SP/kg)
	26.0
	28.5

	Break-even guarantee price (US$/kg)
	0.52
	0.43

	Hypothetical world price (US$/kg)
	0.21
	0.21

	Implied subsidy (US$/kg)
	0.31
	0.22


Source: World Bank calculations from NAPC (2006) data

32. The real appreciation of the Syrian Pound has also made Syrian fruit, vegetables and livestock products less competitive. This will encourage imports, discourage exports and strengthen political demands for subsidisation.

33. Inflation is once again accelerating. The Consumer Price Index rose by 10% in 2006. The impact of the real appreciation of the Syrian Pound upon agriculture should therefore enter into the Government’s exchange rate decision-making.
Subsidies are harder to afford.
34. Over 1994-2002 oil income accounted for 30-40% of Government revenues (El Laithy et al., 2005). However, the Syrian Government expects oil production to fall by 25% in the next few years
. According to the latest IMF estimates, therefore, net oil exports are projected to swing from a surplus of 5% of GDP in 2006 to a deficit of about 6-7% of GDP in 2015, while Government oil revenues will decline by 10 percentage points of GDP over the same horizon. If fiscal consolidation and structural reforms are not stepped up, the budget balance and the external current account will reach unsustainable levels (IMF, 2005).
35. The Syrian Government must therefore achieve substantial fiscal savings in order to maintain fiscal and macro-economic stability. This puts the affordability of the current subsidy regime into question.

Foreign exchange shortages no longer justify subsidies.
36. Syria has suffered from foreign exchange shortages in the past. The Government saw them as a justification for agricultural subsidies. If Syria was unable to import wheat and cotton, the argument ran, it needed to produce them. So long as foreign exchange was “scarce”, activities like cotton-farming that saved foreign exchange were seen as worthwhile, even if they were loss-making.
37. Syria’s foreign exchange situation is now more comfortable. The current account balance has been in surplus every year since 2001 and its capital account has been in surplus since 2004. Preliminary data for 2006 show reserves of 2.4% of GDP. The argument that Syria should subsidise unviable crops in order to amass foreign exchange is therefore no longer pertinent.
Subsidy reform is desired for WTO accession.
38. The Syrian Government wishes to prepare its agricultural policies to be accepted for accession to the WTO. Syria applied for WTO membership in October 2001. In 2005, after very little progress, it renewed its application. The 10th Five Year Plan says that Syria will: 

Adopt specific pricing and marketing policies to direct executive programs toward boosting production volume, efficiency, quality and competitiveness, and support the agricultural sector in line with methods adopted in other countries and in harmony with WTO regulations. (7-6, a.6: World Bank translation) 
39. But the system of support for strategic crops is unlikely to be accepted during WTO accession negotiations. Despite Syria’s progress in the tarification of quantitative export restrictions, tariff reduction and regional trade agreements, the policy regime for cotton, wheat, tobacco and sugar would prove an obstacle to WTO accession (Table 10). Moreover, it appears that accession negotiations are becoming tougher over time, both in terms of the maximum level of bound tariffs and other obstacles to trade. Bulgaria, for example, made commitments with respect to domestic price controls, the privatization of state-owned enterprises, and excise taxes on alcohol, as well as many other traditional trade policy-related measures (Evenett and Braga, 2005).
Table 10. Arrangements for strategic crops are not in line with normal WTO accession commitments
	Form of support
	Current situation in Syria
	In line with normal accession commitments? 

	Input subsidies if generally available to low-income and resource-poor farmers
	Diesel, fertiliser, credit are subsidised for all farmers. Irrigation modernisation programme will subsidise water-saving equipment.
	Yes

	Government spending on irrigation
	Government aims to subsidise 50% of cost of public schemes.
	Yes

	Government spending on agricultural services
	Extension and research are free to user.
	Yes

	Trade preferences in context of Free Trade Agreement
	GAFTA, EU Association Agreement
	Yes

	Export subsidies
	Applied to wheat, cotton, sugar, tobacco
	Unlikely for applicant country

	Import monopolies
	Applied to wheat, cotton, sugar, tobacco.
	No

	Import bans and quotas
	Reduced application.
	No

	Transfers from Government via producer price support worth over 10% of value
	Applied to wheat, cotton, sugar, tobacco.
	No


High cereals prices make subsidy reform easier than before.
40. When world prices are firm the negative impacts of the withdrawal of price support and export subsidies will be less painful. Most world agricultural commodity prices are on an upswing. For cereals, the causes include the diversion of cereals for bio-diesel production, Uruguay Round restrictions on agriculture subsidies, higher fuel prices’ raising production costs, and increasing demand for (grain-fed) meat from East Asia.. As Figure 14 indicates, the world prices for sugar and cotton have not risen as dramatically as for wheat, but they have been firm since 2000.
Figure 14. World commodity prices for strategic commodities are firm
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Developed countries’ farm subsidies do not explain Syria’s

41. In Syria, as in many other countries, the high protection given to agriculture is intended to compensate for the protectionism of other countries - especially industrialized countries.  The argument is that industrialised countries’ subsidies may soon end, so it would be unwise to run down one’s domestic production capacity. If this reasoning is applied, the magnitude of the tariffs applied should at least be grounded in solid analysis.  
42. A wide range of modelling work indicates that for most commodities the price increases with global liberalization are expected to be of the order of 10% or less, although there is a fairly wide variance in these estimates
.  For some of the most distorted markets – sugar and dairy are good examples – the increases from full liberalization would be larger. But sugar subsidies look set to remain for some time to come, so there is no long-term economic benefit in maintaining an uncompetitive domestic sugar sector. And even for the notorious cotton subsidies, all the economics literature puts the impact upon world prices in the range 3-15% (Poonyth et al., 2004). So subsidies should be fairly modest if they are meant “compensate for distorted world prices.”  Clearly, the high levels of cotton and sugar beet subsidisation in Syria cannot be justified on this basis. 
43. These changes in the global context add up to a case for re-evaluating Syria’s agricultural subsidies. This note will now examine the impacts of the subsidies upon the efficiency of agriculture, upon poverty and the environment. It will then analyse two subsidy reform options, their advantages and disadvantages, and various options for implementing them.
What Impact Do The Subsidies Have?
44. To understand the subsidies’ impacts, we can focus on the cotton producer price subsidy and the diesel price subsidy. Together they make more than 85% of total agricultural subsidies (Table 7) by value. 

The subsidies are for uncompetitive activities and mostly accrue to cotton farming. 
45. Cotton and wheat account for 71% of all irrigated land under crops. Cotton accounts for 18.5% of irrigated land under crops, but it uses around 3.5 times more water per hectare per crop than other crops. As a fair estimate, therefore, the share of total irrigation water use is as follows: cotton 41%; wheat 38% and all other crops 21%. Cotton therefore received in 2007 around 0.6%
 of GDP via in the form of subsidised diesel for pumping, as well as around 0.9% of GDP from its own producer price subsidy. This means that about 40% of total agricultural subsidies accrue to cotton farming. 
The direct gains are greatest for rich farmers
46. One of the arguments for farm subsidies is that they provide social security for the poor. Understanding how the gains from subsidies are allocated among different socio-economic strata (“benefit incidence”) is therefore an important part of the analysis.

47. We can separate the benefits of subsidies into ‘direct’ and ‘indirect’ effects. The direct effect comes in the form of improved profitability for self-employed farmers, thanks to cheaper inputs and higher prices for outputs. The indirect effects come in the form of increased demand from self-employed farmers for labour, not only in agriculture but also in construction, retailing and so on.

48. It is possible to use the distribution of irrigated landholdings to obtain a first impression of how the direct benefits of subsidies are allocated. As was noted above, the main subsidies go towards fuel use, wheat and cotton production. These are all closely linked with irrigation. In fact, wheat and cotton between them account for 71% of all irrigated land under crops (Westlake, 2001), so they receive the greater part of input and output subsidies. As a fair approximation, therefore, we can say that much of the direct benefit of the subsidies will go to the holders of irrigated land in the form of increased lower input prices and higher output prices.
49. As Figure 15 indicates, the distribution of irrigated land by holders is skewed. 49% of the holders operate only 10% of the irrigated land. At the top end of the scale, 28% of the holders operate 75% of the irrigated land
. This means that we should start by assuming that most of the direct benefits of the subsidies go to a small fraction of the landholding population.
50. In fact, the inequity of the benefit incidence is probably even greater than the landholding data suggests. This is because the value of subsidies in a competitive tenancy market accrues to landowners rather than farmers (OECD, 2001). Informal land sales in Syria are so common that reliable data upon landownership are hard to obtain, but ownership in most countries is more concentrated than landholding. 
51. Given the unequal distribution of irrigated landholdings, what would it take for the direct impact of agricultural subsidies to be pro-poor? It would require irrigated landholdings to be mostly owned by poor households. There is evidence (El Laithy et al., 2005), however, that “the poor in rural areas are less likely to own agricultural land” and that “land ownership is more prevalent in the governorates with the lowest poverty indices.” Similarly an ICRISAT study (La Rovere et al., 2006) found (landholding) agriculturalists to be the richest members of society in the Khanasser Valley, a semi-arid area of N.W. Syria. Their mean household per capita incomes per day were US$1.72, compared with US$0.82 for labourer-farmers and US$0.48 for labourer-herders. A forthcoming NAPC publication on rural livelihoods, based on small-sample surveys in Homs and Tartous, shows that poor households only receive 23% of their income from on-farm self-employment. Subsidies for production will not therefore have a major direct impact upon their incomes. The poor households’ average landholding was 35% of the average, so only a small share of subsidies for production will accrue to them.
52. Small-sample surveys confirm the concentration of subsidised-commodity production among better-off households. Calculations based on small-sample data from Sarris and Corsi (2003) show that the richest 8% of cotton-growing households were producing 41% of the cotton. This means that they were receiving 41% of the Government subsidy, and eight times more public subsidy per household on average than the other – poorer – households.
Table 11. Regressive distribution of cotton subsidy in surveyed villages
	income class
	richest
	(
	(
	(
	poorest
	Total

	no. households
	2
	5
	29
	37
	14
	87

	of which growing cotton
	2
	5
	13
	11
	7
	38

	av. Cotton kg per growing household
	38,250
	64,420
	28,485
	12,652
	9,007
	

	cotton kg per income class
	76,500
	322,100
	370,305
	139,172
	63,049
	971,126

	cum.% of households
	2%
	8%
	41%
	84%
	100%
	

	cum. % of kg (subsidy)
	8%
	41%
	79%
	94%
	100%
	


Source: World Bank calculations, from Sarris and Corsi (2003)
Figure 15. Irrigated land distribution
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Source: 1994 Agricultural Census, in Syrian Agricultural Database 2006, Table 23

But Syria’s poorest region is also the most dependent on subsidies.
53. It is possible to identify the spatial incidence of the benefits from farm support from the geography of Syria’s farming systems. 
As noted above, farm support tends to favour cereals and the three industrial crops: cotton, sugar beet and tobacco – the import-substitutes. 
54. Figure 16
 indicates that cereals and industrial crops predominate in the northern and north-eastern plains and the central plains. 72.4% of land in the north and north-east is allocated to cereals or industrial crops. Because it is the most important farming system zone in the country, with 31% of landholdings, 26% of Syria’s cultivated land and 27% of the irrigated area, the north and north-east zone accounts for 75% of the national area under cereals and industrial crops.
55. This geographical distribution of the benefits of farm support is highly relevant for policy. The rural areas of the north-east have the highest incidence, depth and severity of poverty in Syria (El Laithy et al., 2005). 17.9% of the population in these areas cannot meet their basic needs, compared with 11.2% in the urban north-east and 11.4% in Syria overall. 38% of the poor are in the rural north-east. While the overall extreme poverty rate fell between 1996 and 2004, it rose by 2.7 percentage points in the rural north-east. Although GDP was rising by 3.8% per year over this period and recorded household consumption by 2.0% per year, consumption in the rural north-east fell by 0.8% per year.

56. So the benefits of Syria’s farm support policies are targeted upon the farming zones where the highest levels of poverty exist. 
Figure 16. Farming systems in Syria
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And most of the cotton price subsidy accrues to agricultural labourers.
57. Syrian cotton is almost entirely harvested by hand. Farmers currently pay cotton-pickers around SP 7.50 per kg of raw cotton (seed cotton).  Given that cotton-cultivation would not be viable without the price subsidy, this means that three-quarters of Government’s SP 10 per kg cotton price subsidy is in effect an employment subsidy for the poorest people in the poorest region of Syria. It works out as a total annual transfer to labourers of around SP 7.5 billion, or 0.6% of GDP. Before reducing the cotton subsidy the government would therefore need to know what alternative employment would be available. Some factors to bear in mind are that : there is little labour demand from other summer crops; cotton is concentrated in the north-east, where poverty and unemployment are highest; and female cotton-pickers are less likely to migrate in search of work. 
Despite their privileged status, strategic crops are under-contributing to growth.
58. Even though subsidies, trade policy and the agricultural plan are all designed to favour the strategic crops, they are not contributing their proportional share of agricultural growth. According to FAO data, strategic crops provided 35% of the sector’s gross value in 1995, but only 17% of the sector’s growth during 1993-2003. (Of course, their contribution to growth would have been even lower if the supported for strategic crops had not inflated the statistics.) Fruit, vegetables and non-strategic field crops, in contrast, provided 39% of the sector’s growth even though they were only 26% of gross value in 1995. The other over-performer was the livestock sector, which contributed 36% of growth. To put the message of Table 12 bluntly, the strategic crop policy is pushing farmers to work where the growth is lowest.
Table 12. Strategic crops are under-contributing to sector growth

	Crop category
	% of value (1995)
	% of growth (1993-2003)
	Annual growth rate (1993-2003)

	strategic crops
	35%
	17%
	4%

	   barley & wheat
	29%
	14%
	4%

	   cotton & sugar beet
	5%
	0%
	1%

	   lentils and chickpeas
	2%
	3%
	11%

	livestock products
	31%
	36%
	8%

	olives
	8%
	7%
	8%

	fruit, veg, other field crops
	26%
	39%
	9%

	  veg. only
	8%
	15%
	11%


Source: World Bank calculations, from FAOSTAT (2006)
Subsidies deplete Syria’s water resources.
59. Syria’s water resources are in a perilous situation. Water balance analysis indicates that almost all basins are already in deficit (Salman and Mualla, 2003). Syria uses 31% more water than the sustainable maximum (Varela-Ortega and Sagardoy, 2001). Population growth and in-migration will exacerbate the situation. Groundwater use is unsustainable and out of control. Between 1999 and 2005 the number of agricultural wells rose from 135,000 to 202,000. Of this 67,000 increase, it is estimated that 53,000 were unlicensed (NAPC, 2006). If current trends continue, individuals’ over-use of water will impose an unacceptable burden on society: the cost of mobilising additional water will increase, the viability of agriculture will decline and rationing may be imposed.
60. Syria’s agricultural subsidies encourage farmers to over-use water. Cotton, which receives most subsidy, requires around 3.5 times as much water per hectare as alternative crops. Subsidised diesel and electricity also distort the economics of pumping, so that farmers add large volumes of water while achieving little additional yield. On wheat, for example, farmers typically irrigate too soon and too much. They could reduce water use by a third and only lose an eleventh to a sixth of their yield. The optimal water application is very sensitive to the cost of water; it is 3250 m3/ha if water is free but only 2250 m3/ha if the cost of a m3 of water is the same as the price of a kilo of wheat (Oweis, 1997). 
61. In addition, subsidised diesel fuel and electricity discourage the adoption of water-saving drip and sprinkler irrigation systems. Only 23% of Syria’s irrigated area was equipped with water-saving equipment in 2000 (ibid.), compared with around 70% in Tunisia. The demand for water-saving equipment during the first phase of the Fund for Irrigation Modernisation was low, only reaching 17% of the target.  
Subsidy Reduction Scenarios 
62. This section will focus on the two largest subsidies, which together cost over 7% of GDP: cotton and agricultural diesel. 

63. Subsidy reform means finding a balance between conflicting objectives. National objectives are to reduce the cost of farm subsidies and conserve water but still to maintain social welfare in rural areas through some form of subsidy system and to remain self-sufficient in wheat and cotton. The approach of this section will be to identify the pros and cons of different options in terms of these objectives. 

Reducing the cotton subsidy would produce fiscal savings, and farmers could be compensated – but labourers would lose

64. In 2008 the Syrian Government raised the price of diesel fuel to SP 25 per litre. Evaluating the impact of this price increase upon farmer incomes and consumer prices is a priority for future study.  Such an ex-post evaluation can only be performed once the price rise has had time to work its way through the economy. In the meantime, however, it is possible to draw some tentative conclusions about the consequences.  Table 13 uses NAPC (2006) cropping budgets to make a hypothesis about how farmers’ gross margins per hectare and Government expenditure would be affected by different subsidy scenarios, using 2007 prices. It shows that:

· Cotton cultivation creates a net loss for the nation of US$621/ha per year;

· Neither cotton nor irrigated wheat cultivation are financially viable for the farmer if diesel costs SP25/litre and producer price subsidies are removed;

· If diesel remains at SP7.4/litre and producer price subsidies are removed, irrigated wheat is viable but cotton is not.

Table 13. Subsidy-reduction scenarios for irrigated cotton and durum wheat, 2007
	Scenario
	Status quo
	No price subsidy, diesel @ SP25/liter
	No price subsidy, diesel at SP7.4/litre

	US$/ha
	Durum wheat
	Cotton
	Durum wheat
	Cotton
	Durum wheat
	Cotton

	Gross margin
	170
	407
	59
	-621
	170
	-405

	Fuel subsidy cost
	111
	216
	0
	0
	111
	216

	Producer price subsidy cost
	0
	812
	0
	0
	0
	0

	Net social benefit
	59
	-621
	59
	-621
	59
	-621


Source: World Bank calculations, using crop budget from NAPC (2006). 

Parameters: economic price of diesel is SP25/litre, diesel is 70% of the cost of irrigation, producer parity price of cotton is SP 21/kg, guaranteed Syrian wheat price is equal to the producer parity price. 

65. It is in theory possible for the Government to compensate the farmer for the lost cotton price subsidy and leave the farmer, the Government budget and the economy all better-off. The farmer, would lose his cotton gross margin of US$407/ha. The Government would gain US$1028/hectare in price and diesel subsidy savings. Any lump-sum (‘set-aside’) payment to the ex-cotton farmer of between US$407 and US$1028 per hectare would therefore improve the financial situation of both the farmer and the Government, as well as producing the economic gain of US$621 per hectare. With 240,000 hectares under cotton, the total gains to the state budget would be considerable. By paying US$600 per hectare to ex-cotton-farmers, the Government would save US$103 million per year, and increase farmers’ profits by US$31 million per year.
But a reduction in  cotton cultivation would hurt labourers.
66. Syrian cotton is almost entirely harvested by hand. Farmers currently pay cotton-pickers around SP 7.50 per kg of raw cotton (seed cotton).  Since cotton-farming would not be viable without the price subsidy, this means that three-quarters of Government’s SP 10 per kg cotton price subsidy is in effect an employment subsidy. It works out as a total annual transfer to labourers of around SP 7.5 billion, or 0.6% of GDP. 

67. We calculated earlier that Government’s fiscal saving from removing the cotton price subsidy would be around 0.7% of GDP. In other words, the transfer from agricultural labourers to Government would account for almost all the net savings.
68. In fact, as a pro-poor welfare transfer the cotton subsidy has some advantages. 

· It is targeted upon the rural north-east, one of the poorest areas of the country;

· Agricultural labouring is a good marker for poverty in rural areas (El Laithy, 2005);
· The beneficiaries are “self-targeted” through the labour market. Only people who are in real need will pick cotton for the going wage.

· Because cotton is a summer crop, cotton-picking comes at a season when there are few other sources of farm income.

69. There is no obvious way to compensate labourers for the disappearance of the cotton crop. The problem is that they are hard to identify. Cotton-pickers are not registered and sell their labour informally. They may not describe or think of themselves as “agricultural labourers”; farm work is usually one of several sources of income. Self-targeting schemes, such as rural labour-intensive public works programmes, usually take several years to mobilise. They are therefore not suitable elements for a short-term adjustment package. Low levels of landholding are a good marker for poverty and labouring in rural areas, but it would be difficult to administratively target households with low landholdings; the cadastre does not accurately reflect who is actually holding the land because unregistered transfers are frequent. In any case, the cadastre shows who holds land, not who does not. It would need to be cross-referenced with a register of all rural households to produce a list of landless households.
Options for Implementing a Diesel Price Increase
Introduction
70. In 2007 the Syrian Government was considering a diesel price increase. One option under discussion is to raise the diesel price to its market price. Another was to raise the price by about 100%. Government asked how a price increase would affect agriculture and how to mitigate any negative impacts.

71. Estimates of the value of the diesel subsidy to agriculture vary from 7% to 15% of agricultural value-added
. A 7% - 15% average income fall may seem manageable. After all, farmers are used to coping with droughts and can pass cost increases on to consumers through market prices. 
72. But the average value of the income fall has little meaning for policy. Complexity, variation and unpredictability are more relevant concepts. Farming systems are diverse. A diesel price rise would cripple some operations and leave others better-off. The actual impact on a single household’s income will depend upon the interplay between its livelihood composition, its capital, its agro-climatic environment, the farmer’s expectations and the behaviour of markets. Agricultural systems also respond to shocks in unpredictable ways because they are seasonal. Farmers make production decisions once a year and markets form prices six months later. Obviously such a system, which can only change course every twelve months and never has perfect price information, might not adjust smoothly to a major shock. 
73. This note will not attempt to quantify the impact of diesel subsidy removal on household outcomes. The available time and resources are limited so any model would need to be highly simplified. And the simplification itself would give a misleading appearance of certainty.
74. This note’s analysis of diesel subsidy removal will focus instead on describing the issues:

· How would a diesel price increase appear in farm budgets? 
· Second round effects: how might markets respond to the diesel price increase? 
· Policy: what are the pros and cons of different implementation options?

How would a diesel price increase appear in farm budgets?
75. The best way to answer this question is to divide agriculture into four sub-sectors:

1. The Rainfed “Non-Strategic” Crops. The negative impact of the diesel price rise on these crops will come from increased off-farm transport fuel costs. For example, subsidy-removal would add 1% to the wholesale cost of 1-tonne truckload of cucumbers for every 50 km between farmgate and market
. There is also a positive impact: farmgate prices will rise because there will be less competition from irrigated production. 

2. Livestock Products. The value of livestock products per kilogramme is high, so the transport cost effect will be relatively small. The main non-purchased feedstock, barley, is 93% rainfed so its cost should not be affected. The price of purchased animal feed is fixed by Government. 
3. The “Strategic” Crops. The impact of subsidy removal on “strategic” crops will depend on how Government adjusts producer prices. We will discuss the options below. 
4. The Irrigated “Non-Strategic” Crops. This is the most complex case. The negative impact of the diesel price rise on these crops will mostly come from increased pumping costs. The first round effect will be to reduce farm profitability. In the second round, farmers will then cut back on production, which will raise producer prices and draw in imports. Farmers may also adjust their cropping mix, invest in drip and sprinkler systems, switch from diesel to electricity and manage water more carefully. The increased imports will stop domestic prices from rising far. So the final effect of subsidy-removal on farmers will depend on how farm management, imports and market prices respond to the new cost structure.
76. If pumping costs are the main budget item to be affected, what role does pumping pay in the farm economy? The operations that concern us are pump-using, irrigated, plant-producers. Some basic facts can give an impression of their place in the farm sector.  

· 70% of agricultural output by value comes from plant production
; 
· Irrigated land accounts for most of crop value (Table 14); over a fifth of crop value comes from irrigated wheat alone.
· 77% of Syria’s irrigated area is served by pumps. This dependency is growing; 97% of the increase in irrigated area since 1985 has come from pumping (Figure 17). 85% of holdings with pumps currently use diesel. (The others use electricity.) 
· The national data obscure regional variation. Dependence upon diesel irrigation ranges from 0% to 83% between Governorates. It is lower in the north-west and higher in other regions (Table 15). 
· The production volume data also conceal the higher unit values of irrigated crops. The quality of irrigated olives, fruit and vegetables tends to be better than rainfed produce, so they obtain higher prices in the market.

Table 14. Irrigation dominates the value of crop production

	Crop
	% of total plant production value (2003)
	% of production from irrigated land

	wheat
	30%
	74%

	vegetables
	16%
	88%

	olives
	10%
	20%

	barley
	4%
	7%

	almonds
	4%
	6%

	apples
	4%
	58%

	grapes
	4%
	42%

	oranges
	3%
	nearly all irrigated

	maize
	1%
	100%

	cotton
	Not accurately covered by FAOSTAT data source.
	100%

	tobacco
	
	53%


Source: FAOSTAT, NAPC (2006)
Figure 17. Irrigated agriculture’s growing dependence on pumps (‘000 ha) 
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Table 15. Diesel pump ownership varies across the country

	Governorate
	holders
	% of holders with diesel pumps
	% of pumps diesel

	Total Country
	613,657
	25%
	85%

	Deir-ez-Zor
	42,042
	83%
	98%

	Hama
	65,909
	39%
	93%

	Damascus Rural
	41,492
	32%
	80%

	AL-Hassakeh
	61,089
	29%
	88%

	AL-Rakka
	27,824
	28%
	96%

	Damascus City
	7,367
	22%
	65%

	Aleppo
	96,832
	20%
	92%

	Homs
	50,370
	16%
	69%

	Tartous
	58,773
	16%
	79%

	Quneitra
	4,379
	13%
	93%

	Lattakia
	48,208
	12%
	46%

	Idleb
	55,654
	12%
	81%

	Dar'a
	30,432
	5%
	78%

	AL-Sweida
	23,286
	0%
	60%


Source: World Bank calculations from NAPC (2006), 1994 Agricultural Census data

Note: where source of irrigation is not stated, farm is assumed to have no pump.

77. If we focus in on specific irrigated farming operations, we see the importance of the diesel subsidy. ICARDA’s observations from a range of agro-climatic zones found irrigation costs to be 52-60% of variable costs for cotton, 34-51% for wheat, 35% for beans and 20% for vegetables (Gul et al., 2005). As Table 16 indicates, diesel fuel represented 70% to 90% of the cost of irrigation in these farms. An increase in the price of diesel to international prices without corresponding output price increases would have wiped out their gross margins.
Table 16. The price of diesel as a share of irrigation costs and a determinant of gross margins 

	SP

Crop / Zone
	
	Gross Margin/ha with fuel at current price
	Gross Margin/ha with 25% fuel price increase
	fuel cost
	total irrigation cost
	fuel as % of total irrigation cost

	Cotton
	1
	42,251
	33,501
	35,000
	42,000
	83%

	
	2
	35,596
	27,896
	30,800
	37,800
	81%

	
	3
	29,256
	21,256
	32,000
	37,000
	86%

	
	4
	17,318
	8,918
	33,600
	47,000
	71%

	Wheat
	1
	10,845
	8,895
	7,800
	9,000
	87%

	
	2
	17,212
	15,112
	8,400
	10,000
	84%

	
	3
	10,388
	7,738
	10,600
	12,200
	87%

	
	4
	5,435
	2,497
	11,752
	13,750
	85%

	Beans
	1
	12,771
	9,187
	14,336
	16,215
	88%

	
	2
	14,504
	12,354
	8,600
	10,200
	84%


Source: World Bank calculations, using data from Gul et al. (2005)

78. The NAPC’s specimen farm budgets (NAPC, 2006) show that a diesel price increase will concern some crops much more than others. Assuming that diesel costs are 70% of water costs, an increase in the price of diesel from SP7.4 to SP 25 per litre would wipe out the profitability of crops such as cotton, wheat and onions. Tomatoes and garlic, on the other hand, would be scarcely affected. 

Figure 18. A diesel price increase affects some crops more than others

	2005 data
	Water cost  (SP/ha)
	Yield  (kg/ha)
	wholesale price av. all Syria (SP/kg) 
	gross revenue (SP/ha)
	total cost (SP/ha)
	Gross Margin (SP/ha)
	Gross Margin with diesel at SP25/litre (SP/ha)
	fall in GM/ha with diesel subsidy removal (%)

	Cotton irrigated
	26,675
	3,943
	31
	122,233
	105,444
	16,789
	-46,294
	376%

	Durum wheat irrigated
	7,500
	4,058
	12
	48,696
	38,833
	9,863
	-7,873
	180%

	Red Onion Irrigated
	12,500
	19,790
	7
	146,446
	124,782
	21,664
	-7,897
	136%

	Autumn Potato Irrigated
	12,500
	16,785
	12
	206,456
	139,205
	67,251
	37,690
	44%

	Summer Potato Irrigated
	12,500
	21,587
	12
	265,520
	188,000
	77,520
	47,959
	38%

	Tomato Irrigated
	15,000
	44,530
	14
	614,514
	205,803
	408,711
	373,238
	9%

	Dry Garlic Irrigated
	7,500
	10,704
	35
	372,499
	98,188
	274,311
	256,575
	6%

	Note: farmgate price for cotton and wheat

	Source: NAPC SADB (2006)
	


Second round effects: how might markets respond to the diesel price increase? 

79. There are two second-round effect questions: how much will farmers economise on diesel and how much of the diesel price increase will be passed on to buyers through producer prices? 

How much farmers will economise on diesel is hard to predict. The scope to improve water-use efficiency certainly exists. In the short-term farmers can simply pump less water onto the field. Syrian farmers, like their counterparts in Egypt and Iraq, over-water their crops. ICARDA has estimated that they apply around three times more than the ideal volume of water per hectare of wheat (Shideed et al., 2005). Another ICARDA study suggests that a 50% cut in water use would produce only a 15% fall in wheat yields (Oweis, 1997). In the long run farmers can decide to replace diesel pumps with electric pumps or to install water-saving drip lines or sprinklers. Currently, not more than 17% of the total irrigated area uses water-saving technologies (drip or sprinkler). It is estimated that these water-saving devices could reduce water consumption per hectare by 30-40% (MunlaHasan, 2007). The question, however, is not one of agronomy but of farmer behaviour: whether farmers will have the confidence to test new practices, or decide that irrigated cropping is no longer viable. There is no empirical evidence either way.
80. The long-run profitability of “non-strategic” crops, plus lentils and chickpeas
, will also depend on how much of the diesel cost increase is passed on to buyers through the producer price
. For the diesel price increase to be passed through to buyers, the following would need to happen:

(a) The diesel price increase announcement leads farmers to cut planting of irrigated non-strategic crops;

(b) Imports do not fully substitute for the decline in Syrian production; and
(c) The resulting supply shortage leads to a price increase.
81. If the fuel price increase is sudden there can be a rebound effect. The initial fuel price increase will lead to drastic cut-backs in production. The new high producer prices will encourage farmers to plant more, which depresses prices again. Gradual implementation of the diesel price increase can avoid this phenomenon.

In Syria, import liberalisation and the appreciation of the real exchange rate have permitted a rapid growth of imports of the non-strategic crops (Figure 19). Non-tariff barriers have been largely removed and the ‘agricultural calendar’ system of voluntary export restrictions between Syria, Jordan and Lebanon was abolished in 2005. Although the average tariff rates on fruit (chapter 8) and vegetables (chapter 7) are still at 36% and 42%, imports of these products by volume are eight times higher than they were in 2000. They are now around a tenth of total supply. This new competition from imports means that the scope for increasing producer prices might be small.

Figure 19. Rapid growth of import volumes post-2000  
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What are the pros and cons of different implementation options?
82. This section will discuss policy options for managing the impact of a diesel price increase on agriculture. They fall into three categories: accompanying measures, timing options and compensation options. We will examine each in turn:
Accompanying Measures

83. If Government decides to reduce farm subsidies, it should allow farmers to grow what they want, to buy the inputs that they want and to sell the outputs that they want. In a stable situation controls prevent farmers from maximising their incomes. In a situation of rapid change they may impair farmers’ ability to adapt and survive. 
To take a specific example from Figure 18, a farmer pumping from 150 metres depth may need to switch out of wheat into potatoes in order to maintain his income after the diesel price increase. His neighbour pumping from 50 metres may be happy to continue with wheat. With 600,000 farmers needing to make such critical decisions every 6 months on the basis of their own individual circumstances and changing prices, centralised production targets may prove dangerously inflexible
84. The long-run cure for dependence on subsidised cropping is the development of alternative sources of livelihood. As Table 12 showed, strategic crops have low growth potential and the future lies in fruit, vegetables and livestock. Government should therefore reorient its strategy for agricultural services (research, extension,  and quality assurance) towards realising Syria’s competitive potential in fruit, vegetables and small ruminants.
85. If Government decided to raise diesel prices further, it would have to expect and allow further food price increases. The example of Azerbaijan shows the importance of allowing flexibility in food prices. Azerbaijan implemented a 122% diesel price increase in the first six months of 2006. It began with an overnight increase of 81% in January. Between December 2006 and September 2006 the price of manufactured goods rose by 24%, whereas the price of agricultural products rose by only 5%. This was because of state regulation of agricultural prices. The result was that agriculture’s terms of trade with manufacturing fell by 18%
.
86. Government should disseminate agricultural market information through the mass media. Farmers do not know prevailing farmgate or wholesale prices when they negotiate with their trader. This will prove critical if markets shift dramatically. If possible, Government should also broadcast information on seed sale trends, so that gluts or shortages in crop production can be anticipated.
87. The competitiveness of agriculture should be a consideration in determining exchange rate policy.
88. Government should ensure that the National Programme for Irrigation Modernisation receives the administrative resources necessary for swift implementation. Farmers’ ability to adjust irrigation practices to the new cost structure will partly depend upon it.
89. Government should announce as quickly as possible its plans for an electricity price increase. Any delay in doing so will encourage farmers to switch from diesel pumps to electric. Electric pumps cost around half as much as diesel pumps of the same capacity, and will become an attractive alternative as soon as the operating cost differential appears.
Timing Options

90. Government should announce the diesel (and electricity) price increase a good five weeks before the planting season begins. If farmers commit their land to a cropping pattern that is no longer viable after the diesel price increase, this would be catastrophic. It will be too late to plant anything else and the season and up-front land preparation costs will be lost.

91. A phased diesel price increase will help avoid any sudden drops in planted areas and increases in consumer prices.
Compensation Options - Targeting
92. Government has informed the World Bank that it wishes to implement a scheme to soften the impact on farmers of the diesel price. Identifying recipients of compensation is a challenge. Arrangements that look adequate on paper may prove unworkable in the absence of administrative systems and institutions for implementation. It is therefore essential that any compensation scheme should (i) be based upon a clear understanding of institutional roles and administrative procedures and (ii) be piloted at the local level to identify administrative bottlenecks and test solutions before going to scale. One option to be considered is the creation of a specialised agency for the implementation of the farmer compensation program.   

93. If the aim is to compensate those who are affected by the diesel price increase, we need a proxy indicator for diesel use.
· Farming status is not a good identifier for compensation. There is no obvious definition of who is a farmer and who is not. Farmers also use different amounts of diesel according to their agro-economic zone and landholding size.

· Landholdings are not a good identifier for compensation. The cadastre does not say who actually uses the land or whether it is irrigated or rainfed.

· Diesel pump ownership might be a good identifier for compensation. Government could pay against installed diesel horsepower or against the area of land supplied by a diesel pump. This would solve the problem of who to pay and how much to pay them. It would be important only to pay against pumps installed before the diesel price increase. Otherwise the compensation would have the effect of encouraging new diesel pump installation. The disadvantage of this option is that it would require field validation of farmers’ claims. Field validation would be time-consuming and would create a risk of corruption.

· Ownership of a licensed well would not be a good identifier for compensation. Only 43% of wells are licensed and not all pumps run on diesel.

· Cultivation of strategic crops would not be a good identifier for compensation, The Government has access to registers of farmers that grow strategic crops. The problem is that much irrigated land is used for non-strategic crops and some strategic crops are rainfed or only receive supplemental irrigation.

· It should be noted that none of these options which target diesel users directly addresses the main indirect losers from a diesel price increase – agricultural labourers.

Compensation Options – Mode of Compensation

94. Regarding the form of compensation, four options are discussed below: a cash lump sum transfer for farmers, vouchers for cheaper diesel, a cash lump sum transfer for rural households and increased prices for strategic crops. 

95. All four options have advantages and disadvantages, which will be discussed below. There is no single right answer, only policy trade-offs. Government’s choice of approach will depend largely upon its preferred trade-off between competing objectives: protecting the incomes of the poor, neutralising the opposition of farmers (rich and poor) to the price increase, stabilising agricultural markets, ensuring fiscal savings and ensuring self-sufficiency in wheat and cotton.

96. One option would be to give farmers a cash lump sum (in addition to the cash lump sum that all households would receive). This option has the advantage of being transparent. But a problem with the cash lump sum option is that farmer will face the new diesel cost without knowing whether producer prices will increase. Their perception that irrigated farming is no longer viable might produce short term shortages in food markets and a sudden reduction in the demand for agricultural labour.
97. A second option would be to give farmers vouchers for low-price diesel. The advantage of this option is that it would encourage farmers to plant, so food and agricultural labour markets will adjust more smoothly. The disadvantages are that:

· It would delay the adaptation of production systems to the new diesel price; and
· Some farmers would be sure to sell or give away their vouchers, which might make people perceive the scheme as unfair or corrupted. This might create resentment in sectors that are not receiving special compensation.
If the voucher option is chosen, the cost of voucher diesel should rise each year towards the national price to avoid any production shocks when the voucher scheme ends. 

98. A third option would be to provide a bonus cash transfer to rural households, in addition to the general cash transfer and through the same mechanism as the general cash transfer. This would be more equitable than compensating diesel-using farmers for the loss of subsidies, because, as we saw on page 48, most of the value of the subsidies went to better-off farmers. It would also mitigate the impact of subsidy-removal on labourers, who are the poorest in rural areas. The disadvantage of this approach, however, is that some of the beneficiaries would have not been affected by the diesel price increase.
99. A fourth option would be to raise the guaranteed prices for strategic crops. The current arrangement is for Government to set the price of strategic crops as the cost of production plus a margin for profit. So the option would be to factor the increased cost of diesel into the annual price-fixing. It would ensure the viability of cotton and irrigated wheat, thus supporting the Government’s objective of self-sufficiency in these crops. Another advantage is that Government might adopt the same approach in the transport and manufacturing sectors, so the public would perceive equal treatment. The World Bank is recommending this approach in order to maximise the chance of success of the diesel subsidy removal. 

100. Government, however, should be aware of its drawbacks : 
· It will encourage farmers to continue to allocate land, labour and capital to low-value production. It will discourage them from the higher-value activities in which Syria has a comparative advantage.
· Producers of irrigated non-strategic crops will receive no automatic price increase. Non-strategic crop prices will only increase if:  (i) Syrian farmers reduce production; and (ii) imports do not replace Syrian production.

· For a producer price increase to return irrigated strategic crops to the initial level of viability, it will have to cancel out most of agriculture’s share of the diesel subsidy-reduction. Strategic crops represent 74% of the irrigated area (Westlake, 2001, p2), and wheat and cotton account for 96% of this. Cotton, with 18.5% of the irrigated area, uses around 3.5 times as much water per hectare as other crops. It is therefore clear that fixing strategic crop prices so as to maintain current levels of profitability will mean giving back at least three-quarters of the fiscal savings from the price increase.  To put it bluntly, Government can maintain irrigated wheat and cotton production or recoup the diesel price subsidy from agriculture, but it cannot do both. 
· Wheat is both irrigated and rainfed in Syria. Raising the diesel price will improve raise costs for irrigated wheat but not rainfed wheat. So, if Government increases the producer price to keep irrigated wheat viable, it will increase the profitability of rainfed wheat even more. In other words, Government resources would be wasted on unnecessary subsidies for rainfed wheat farmers. 24% of the wheat crop is currently rainfed.
101. The relaxation of farm credit policy as a compensation mechanism is not recommended. It would reinforce the popular idea that loans from the Agricultural Co-operative Bank (ACB) are a kind of subsidy from the Government and therefore do not need to be repaid. If the diesel price has made a farm unprofitable, a loan will just add the problem of indebtedness to the problem of viability. The National Programme for Irrigation Modernisation, however, is an appropriate use of credit, because its purpose is to help farmers to become more profitable. 
102. Whatever form of compensation is chosen, it should be seen as a temporary adjustment programme for a period of 2 to 4 years, not a long-term subsidy. A long-term cash transfer linked to past diesel use would not be equitable because it would benefit the better-off. A long-term diesel voucher scheme would also not be efficient, because it would encourage the over-use of diesel, as well as being inequitable. 
Summary of Policy Options
	Option
	Advantages
	Disadvantages

	1. Producer support prices

	1.1 Align cotton producer price with world price
	Economy saves 0.9% of GDP. Government budget saves 0.9% of GDP. Farmers can switch to other crops and be compensated so they are no worse off.
	Cotton-pickers lose 0.6% of GDP. Agricultural labourers are among the poorest in Syria. Cotton farming is concentrated in the rural north-east, where poverty rates are highest and growing.

	2. Implementation of diesel price increase

	2.1. Accompanying measures

	2.1.1 End planning and licensing of farm production
	Farmers can adapt to evolving market environment
	Cotton and wheat marketing companies must strengthen systems for international procurement and stock management.

	2.1.2 Shift emphasis of agricultural services and farmer groupings towards supply chains for fruit, vegetables and small ruminants
	
	None

	2.1.3 Do not cap market prices for non-strategic commodities
	Farmers can maintain profit margins
	Risk of consumer price increases.

	2.1.4 Disseminate market prices through mass media in real time
	Farmers can negotiate with traders
	None

	2.1.5 Consider impact of monetary / exchange rate policy on agricultural competitiveness 
	Agriculture’s vulnerability to appreciation of SP taken into account
	None

	2.1.6 Fast-track National Programme for Irrigation Modernisation
	Farmers have access to diesel-saving equipment
	None

	2.1.7 Announce electricity price increase as soon as possible
	Farmers do not switch into electric pumps expecting continued low prices
	Political unpopularity of two price increase announcements in succession

	2.1.8 Cotton and wheat marketing companies must strengthen systems for international procurement and stock management.
	Preparedness for supply variation
	Political unpopularity of loss of self-sufficiency

	2.2 Timing options

	2.2.1 Announce diesel and electricity price increases at least 5 weeks before planning of planting season.
	Farmers plan planting on the basis of true costs.
	None.

	2.2.2 Phase in diesel price increase.
	Changes to planted areas, production and market prices are less sudden.
	Delayed savings and efficiency gains from subsidy reduction.

	2.3 Targeting of compensation

	2.3.1 Compensate all farmers
	Political support of farming community for reforms
	No objective definition of who is and is not a farmer.

	2.3.2 Compensate proportionally to landholdings
	
	No reliable record of landholdings or land ownership.

	2.3.3 Compensate proportionally to installed diesel horsepower or irrigated area at a defined cut-off date
	Compensation reaches those affected by priced increase.
	Requires field validation of claims. Risk of corruption.

	2.3.4 Compensate owners of a licensed well.
	Compensation reaches those who have complied with law.
	Only 43% of wells are licensed and a quarter run on electricity. 

	2.3.5 Compensate registered producers of strategic crops
	None
	Strategic crops and irrigated crops are not the same.

	2.4 Form of compensation

	2.4.1. Give compensation as a cash lump sum
	Transparency and flexibility
	Possibility of drastic production adjustments.

	2.4.2 Give compensation as vouchers for cheap diesel
	Smooth production adjustments
	Sale of vouchers undermines scheme’s political credibility. Delayed adaptation to new relative prices.

	2.4.3 Bonus cash transfer for rural households
	Equitable and transparent.
	Expensive,  because it would include many households that were not directly affected by the increased cost of diesel pumping.

	2.4.4 Raise support price for strategic crops.
	Ensures objective of self-sufficiency. Similar treatment for agriculture, transport and manufacturing.
	In order to keep strategic crops viable, three-quarters of fiscal savings must be returned. Rainfed wheat-growers benefit disproportionately. No compensation for irrigated non-strategic crop producers.

	2.4.5 Make loans easier to obtain
	Allows purchase of water-saving equipment under National Irrigation Modernisation Programme.
	Reinforces perception of credit as a hand-out. Unviable farms remain unviable.

	2.4.6 Compensation is temporary
	Long-term compensation would be expensive and inequitable.
	Political resistance to withdrawal of Government support.


Annex. Import tariffs on agricultural products

	Product
	Product Name
	DutyType
	Simple Average
	Weighted Average
	Standard Deviation
	Minimum Rate
	Maximum Rate
	Imports Value ($ '000)

	01
	Live animals
	MFN
	6.02
	2.77
	9.17
	1.00
	50.00
	7,845.086

	02
	Meat and edible meat offal
	MFN
	10.31
	
	3.99
	7.00
	15.00
	

	03
	Fish & crustacean, mollusc & other  aquatic invert
	MFN
	9.02
	
	3.48
	7.00
	15.00
	

	04
	Dairy prod; birds' eggs; natural honey;  edible pr
	MFN
	16.02
	9.28
	26.61
	1.00
	100.00
	51,387.714

	05
	Products of animal origin, nes or  included.
	MFN
	10.68
	8.00
	7.29
	1.00
	30.00
	97.277

	06
	Live tree & other plant; bulb, root; cut  flowers 
	MFN
	15.42
	1.00
	13.29
	1.00
	30.00
	52.216

	07
	Edible vegetables and certain roots and  tubers.
	MFN
	18.26
	16.45
	16.91
	1.00
	75.00
	10,164.385

	08
	Edible fruit and nuts; peel of citrus  fruit or me
	MFN
	29.98
	57.60
	14.66
	7.00
	75.00
	27,924.608

	09
	Coffee, tea, matï and spices.
	MFN
	23.13
	13.70
	9.35
	7.00
	30.00
	88,702.557

	10
	Cereals
	MFN
	7.22
	2.79
	10.65
	1.00
	30.00
	164,752.626

	11
	Prod.mill.indust; malt; starches;  inulin; wheat g
	MFN
	14.35
	10.15
	11.84
	1.00
	30.00
	645.005

	12
	Oil seed, oleagi fruits; miscell grain,  seed, fru
	MFN
	9.12
	7.36
	9.01
	1.00
	30.00
	67,897.560

	13
	Lac; gums, resins & other vegetable saps  & extrac
	MFN
	9.96
	12.84
	6.20
	1.00
	15.00
	205.559

	14
	Vegetable plaiting materials; vegetable  products 
	MFN
	5.58
	3.80
	8.54
	1.00
	30.00
	503.814

	15
	Animal/veg fats & oils & their cleavage  products;
	MFN
	8.01
	10.88
	6.72
	1.00
	30.00
	60,920.263

	16
	Prep of meat, fish or crustaceans,  molluscs etc
	MFN
	41.13
	1.20
	36.34
	1.00
	100.00
	19,645.639

	17
	Sugars and sugar confectionery.
	MFN
	18.38
	14.86
	18.54
	1.00
	75.00
	97,221.972

	18
	Cocoa and cocoa preparations.
	MFN
	39.59
	13.61
	36.08
	1.00
	100.00
	3,433.697

	19
	Prep.of cereal, flour, starch/milk;  pastrycooks' 
	MFN
	34.82
	45.25
	26.42
	1.00
	100.00
	6,277.207

	20
	Prep of vegetable, fruit, nuts or other  parts of 
	MFN
	52.56
	61.01
	27.67
	15.00
	75.00
	5,445.105

	21
	Miscellaneous edible preparations.
	MFN
	23.87
	55.34
	32.46
	1.00
	150.00
	41,908.722

	22
	Beverages, spirits and vinegar.
	MFN
	93.33
	112.92
	45.37
	30.00
	150.00
	1,143.649

	23
	Residues & waste from the food indust;  prepr ani 
	MFN
	1.00
	1.00
	0.00
	1.00
	1.00
	63,794.993

	24
	Tobacco and manufactured tobacco substitutes
	MFN
	23.43
	29.81
	8.85
	7.00
	30.00
	27,595.334

	41
	Raw hides and skins (other than  furskins) and lea
	MFN
	19.76
	1.00
	12.09
	1.00
	30.00
	2,478.203

	51
	Wool, fine/coarse animal hair, horsehair  yarn & f
	MFN
	13.47
	10.50
	12.42
	1.00
	30.00
	4,557.113

	52
	Cotton.
	MFN
	35.35
	31.36
	14.76
	1.00
	50.00
	1,660.434

	53
	Other vegetable textile fibres; paper  yarn & wove
	MFN
	13.64
	10.87
	8.50
	1.00
	30.00
	9,211.120


Source: WITS. 2002 data (most recent available).
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� GDI database


� Aquastat


� World Bank / Global Development Indicators


� 2003: WB/GDI database


� Source: NAPC


� Source: Aquastat


� World Bank: World Trade Indicators (issued July 2007)


� Fruit imports are mostly bananas, in which Syria is not cost-competitive.


� Source: attached note on subsidies.


� Even if the state distributes, rents or transfers land to private holders, such land remains classified as “state land”.


� Sources: Varela-Ortega and Sagardoy (2003), and NAPC pers. comm..


� Statement of Oil Minister Sufian al-Allao, 7 May 2007, quoted on � HYPERLINK "http://www.oxfordbusinessgroup.com" ��www.oxfordbusinessgroup.com�, 4 June 2007. 


� The survey covered 100 households from Al-Haasakeh, Aleppo, Hama, Lattakia and Tartous regions.


� Source: Aquastat for all figures in this paragraph


� IPCC


� There is more clarity over the (smaller) Yarmouk and Orontes rivers. An agreement was signed in 1955 between Syria and Jordan regarding the allocation of the water of the Yarmouk river, and was further revised in 1987. A recent agreement between Lebanon and Syria on the Orontes river has led to a share of 80 million m³/year for Lebanon and the remainder for Syria. (Aquastat)


� NAPC pers. comm.


� Mexico brought in area-based payments under the 1993 Procampo programme to compensate farmers for the deprotection associated with the North American Free Trade Agreement (NAFTA) and the GATT Accords.  


� De la O., R (1988) Policy and Political Implications of Foreign Indebtedness in Mexico. Journal of Interamerican Studies and World Affairs, 29:4, 147-155.





� Source: NAPC (2006)


� On 9 September 1996 President Assad prohibited tobacco advertising. This date was named National No-Smoking Day.


� The BBC’s agricultural soap opera, “The Archers”, was first broadcast in the spring of 1950. The objective was to entertain farmers and raise their productivity during post-war food rationing. Episode 15,000 went out in November 2006. 750,000 people listen to each episode on average.


� Syria is recognised worldwide as a leader in low-input cotton farming. It sold 300 tonnes of organic cotton in 2006. The organic cotton market has enormous potential and very little competition.


� The government has invited a UNDP/FAO mission to study the option of such a zone in the Al Ghab valley.


� Source: � HYPERLINK "http://www.asti.cgiar.org" ��www.asti.cgiar.org� (public agricultural research spending), WDI (agricultural value-added, 2003).


� At 2000 prices


� See the CGAP microfinance principles on http://www.cgap.org/keyprinciples.html


� A. Aw-Hassan (ICARDA) pers. comm..


� If a quota system is successful, the Government could pilot on a small scale the creation of a groundwater market. Farmers could receive a cash payment for having their quota reduced. Other farmers on the same aquifer could buy this unused quota to add to their own. This would reallocate water to the farmers who could use it most productively. Obviously this would only work if quotas are 100% enforced.


� Defined by the Syrian Government as wheat, barley, sugar beet, cotton, tobacco, chickpeas and lentils


� This section draw extensively upon Wehrheim (2003)


� One tonne of diesel represents about 1225 litres.


� Source: FAOSTAT. “Strategic” crops and fertiliser are marketed by the state and transport costs are not therefore a charge to the farmer’s supply chain. 


� Source: NAPC


� The state also guarantees prices for barley, lentils and chickpeas, but prices on the Syrian open market are higher than the guaranteed price.


� One theory is that the low sale price was a political gesture to the importing country. Another is that poor storage practices had degraded the wheat’s quality.





� http://www.fao.org/es/esc/


� 


Raw cotton


Source: Westlake (2003), NACP (2006), CSO (2006), FAO�
Price (SP/tonne) 2007�
quantity (tonnes) 2005�
Cost/value (SP billion)�
Cost/value US$ million�
�
Parity producer price�
21,232�
1,021,996�
22�
434�
�
Official producer price�
31,000�
1,021,996�
32�
634�
�
Subsidy to producer�
9,768�
�
10�
200�
�



� http://www.fao.org/es/esc/


�Sugar beet


Source: Westlake (2003), NAPC (2006), CSO (2006), FAO�
Price (SP/tonne) 2007�
quantity (tonnes) 2005�
Cost/value (SP billion)�
Cost/value US$ million�
�
Parity producer price�
1,246�
1,096,291�
1�
27�
�
Official producer price�
2,250�
1,096,291�
2�
49�
�
Subsidy to producer�
1,004�
�
1�
22�
�



� NAPC (2006). Calculated from ratio of current at real and constant prices.


� WDI database.


� Fertiliser application, irrigation costs, pest control, chemical fertiliser, water, chemical control


� Statement of Oil Minister Sufian al-Allao, 7 May 2007, quoted on � HYPERLINK "http://www.oxfordbusinessgroup.com" ��www.oxfordbusinessgroup.com�, 4 June 2007. 


� For a commodity-by-commodity analysis of the effects of liberalization in global agricultural markets, see Aksoy and Beghin (2004).


� 40.5% of 1 billion litres subsidised at SP 17.6 /litre.


� The distribution of rainfed land is more or less as unequal as for irrigated land: 52% of holders hold 10% of the land.


� � REF _Ref167144470 \h ��Table 7� - the range comes from different assumptions about agriculture’s dependence on off-farm transport.


� Shoulder-season price SP20/kg (NAPC, 2006). Diesel use: 4 tonne-km/litre. Subsidy: US$0.35/litre.


� World Bank calculations, from FAOSTAT data.


� Farmers can sell lentils and chickpeas privately at a market price or at the Government support price. The private market price is higher than the Government support price.


� Other strategic crop prices are fixed administratively; their profitability will depend on Government pricing decisions.


� The State Statistical Committee of the Republic of Azerbaijan. Food Security Information System. Bulletin 2004, number 4.





� Algeria, Egypt, Iran, Iraq, Jordan, Lebanon, Libya, Morocco, Syria, Tunisia, West Bank and Gaza, Yemen
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