SP 99-04
October 1999

Department of Agricultural, Resource, and Managerial Economics
Cornell University, Ithaca, New York 14853-7801 USA

Agriculture in Sao Tome e Principe:
Policy and Investment Options

Steven Kyle




It is the Policy of Cornell University actively to support equality
of educational and employment opportunity. No person shall be
denied admission to any educational program or activity or be
denied employment on the basis of any legally prohibited
discrimination involving, but not limited to, such factors as race,
color, creed, religion, national or ethnic origin, sex, age or
handicap. The University is committed to the maintenance of
affirmative action programs which will assure the continuation of
such equality of opportunity.

-



AGRICULTURE IN SAO TOME E PRINCIPE:
POLICY AND INVESTMENT OPTIONS

Steven Kyle

October 1999



SUMMARY

Sao Tome e Principe is an island country whose particular physical circumstances and
economic history have important implications for agricultural policy and investment. Located in
the Gulf on Guinea just north of the Equator, the two islands have fertile volcanic soils, high
mountains and rainfall that varies from more than 7000 mm annually to less than 1000 mm
depending on elevation and orientation toward prevailing winds. Basic conditions for
agriculture are good - a wide variety of crops can be grown, though the country has historically
devoted the majority of its cultivated area to monocropped plantations. At the present time cocoa
is the most important crop in terms of area, revenue, and exports.

Uninhabited before the arrival of the Portuguese in the second half of the 1400’s, the
islands are populated with a mixture of peoples from various parts of Africa and Europe. At the
present time, population is approximately 140,000, with all but around 6,000 of these on the
island of Sao Tome. Until independence in 1975 the island economies were dominated by
plantations (called “rocas’) which were taken over by the state after independence in 1975. The
government initiated a process of land tenure reform and privatization in the 1990’s which has
resulted in a mixture of small, medium and large size holdings. The government is currently in
the process of considering the breakup of the remaining large cocoa plantations.

This history has resulted in a smallholder sector that is different from that in any
continental African country. Simply put, there is no indigenous tradition of smallholder
agriculture. Rural poor typically have had home gardens (glebas) but have no history of
operating their own farms, having instead worked as employees on the large estates which
dominated the islands. The newly settled smallholders (as well as owners of many of the larger
holdings) are embarked upon an enterprise in which they have no experience and for which
supporting institutions and market mechanisms do not and never did exist.

Accordingly, the problem for the government is to promote the development and growth
of the agricultural sector while promoting the welfare of a large newly created smallholder
sector. The government has some clearly defined goals recently enunciated in its Carta de
Politicas Agricolas € Desenvolvimento Rural (CPADR). In addition to the goal of promoting the
welfare of rural populations, important aims include diversification of exports to avoid excessive
dependence on cocoa, increasing food production to eliminate food imports, and protection of the
environment, particularly the forests which cover most of the islands.

In terms of comparative advantage, studies have shown that Sao Tome and Principe
(STP) can efficiently produce food crops such as taro, breadfruit, cassava and vegetables as well
as tree crops such as citrus. In fact, the newly created smallholder sector has already shifted
away from cocoa and toward these food crops, partly in response to their own consumption
needs, but also in response to favorable prices in the capital city of Sao Tome and on the
continent, especially in Gabon. It is to be expected that smallholders will continue this trend,
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particularly if the government can negotiate a reduction of import tariffs in Gabon, currently
greater than 50%. There is every reason to think that STP can efficiently become self sufficient
in food production and even produce substantial exports.

However, there is a natural limit to the extent to which this shift in crop mix can occur.
Much of the island is very mountainous and also has very high levels of rainfall, making soil
erosion a very real danger. Accordingly, it is likely that annual food crops, especially root crops
such as taro and cassava, will eventually tend to dominate flatter areas to a far greater degree than
they have historically while the steeply inclined areas currently under cocoa will continue to be
used for that purpose or for some other perennial capable of holding the soil in place. An
extension effort to communicate the dangers of planting root crops on steep inclines is clearly
necessary since some smallholders have already started to do this.

In terms of crop choice, the government has made a clear break with the past and will
leave these decisions to the private sector. However, there is still much that the government can
do to influence and or promote the direction of development, in terms of investment, research,
extension, etc. Here it is important realize that the islands are now, as a result of their history,
heavily biased toward cocoa production, not just because of the more than 20,000 ha. are planted
to this crop but also because input supply and output marketing arrangements are already in place
and rural populations have experience with and knowledge of cocoa. In spite of this, many years
of heavy investments in cocoa projects have not resulted in improved welfare or higher returns.

This means that while existing cocoa plantings should be managed to maximize their
returns, massive investments beyond those currently contemplated (which include a program of
replanting with improved hybrid varieties) are not the best option. Rather, new investments in
diversification into other tree crops with proven potential are likely to provide better returns.
Even so, given the fact that cocoa is likely to remain a very important crop for the foreseeable
future, it makes sense to try to optimize its production and marketing systems in the newly
created smallholder context.

Here, there is much to recommend promotion of cooperatives at the village level to deal
with input supply, and postharvest processing (fermentation and drying) and marketing of cocoa.
In fact, STP’s smallholders have virtually textbook conditions for viability of producer
cooperatives given the fact that they are geographically close, have nearly identical input needs,
have virtually identical processing needs which require capital investments too great for
individuals to undertake, and can avoid the potential of monopolistic exploitation on the output
side by selling on a cooperative basis. Initial processing at the village level would also reduce
transport needs by more than half, given the transformation ratio of raw to dry cocoa of about
40%. It should be emphasized that this process is at an extremely early stage in STP - social
development and cohesion in the former “dependencias” of the large estates is at a very low
level, with the current smallholder organizations providing little more than information services
at the present time. This means that the goal of forming cooperatives capable of performing a
wide range of economic functions must be a long term one.
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done on the continent. This would not only allow greater value added to be captured at the farm
level, but also reduce transport needs by more than half.

In effect, this means that the current farmer associations under FENAPA should be
encouraged to take on real economic functions beyond those that they currently perform. In
addition to the production agriculture based functions noted above, there are many obvious social
capital needs which could be productively addressed via village level organizations.

While the goal of community building is obviously a long run one, the means to
achieving it can be used to generate high returns in the shorter run. There has been substantial
success in other parts of Africa with Social Action Funds designed to provide communities with
assistance in social capital needs identified by the communities themselves. These could be in
the form of schools, roads, health posts, or whatever the community decides is the most pressing
need.

One pertinent example of a project of this type comes from Angola, which has produced
explanatory literature geared toward local communities which could be relatively easily adapted
for use in STP given that it is written and illustrated in Portuguese for village level use. The
benefits of such programs in promoting a culture of community awareness and respect for the
need for joint action to achieve goals can be quite substantial.

~  The Caixas Rurais provide a start in community based organizations which could be used
as a starting point for such a social action fund. Given the relatively small size of STP, a small
project would be capable of making a substantial contribution to development and community
building.

Enabling Policy Environment

STP is fortunate in that most of the necessary macroeconomic adjustments have already,
in large measure, been achieved. Inflation has been contained at a level below 10% p.a. and
the exchange rate has been stabilized. The government deficit appears to be under control. This
context is extremely important and the government appears to have a strong commitment to
maintaining the progress achieved in this area. The only potential development which would be
likely to cause major real exchange rate distortions is the possibility of large oil exports. This
possibility depends on world market conditions but the implications for agriculture are clear:
Agriculture, being the most important trade-exposed sector in the traditional economy is the
sector most likely to suffer if typical oil-exporter real exchange rate distortions occur. This fact
makes investments in improving agricultural efficiency and cost structure even more important
in order to avoid the worst problems associated with oil-induced distortions and maintain
equitable and well distributed growth and development.

Other policy initiatives which are fundamental to success are:
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- Finalizing the land reform process.
- Implementing the planned reforms in input supply markets
- Reaching a trade accord with continental trading partners, especially Gabon

- Eliminating or reducing barriers to exports such as taxes, port charges, and poor port
management
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TABLE 1

PRODUCTION OF MAIN AGRICULTURAL PRODUCTS, 1990-1996

1976-89 1990 1991 1992 1993 1994 1995 1996

A. Cacau (1000 tons) 5.0 3.6 3.6 4.1 43 3.4 4.6 3.5
% Growth (Base year = 76/89) 100 72 T2 82 86 68 92 70
B. Copra (1000 tons) 3.7 1.2 0.6 0.7 0.7 0.9 0.7 1.2
% Growth (Base year = 76/89) 100 32 16 19 19 24 19 32
C. Palm Oil (1000 tons) 0.2 1.0 1.5 1.0 0.7 0.7 102
% Growth (Base year = 1990) 100 500 750 500 350 350 600
D. Banana (/000 tons) 7.1 10.0 12.0 13.0 13.7 12.7 13.5
% Growth (Base year = 1990) 100 141 169 183 193 179 190
E. Breadfruit (1000 tons) 1.9 0.9 1.5 1.8 1.5 1.6 1.8
% Growth (Base year = 1990) 100 47 79 95 79 84 95
F. Maize (1000 tons) 2.7 3.6 4.0 4.0 4.3 4.3 45
% Growth (Base year = 1990) 100 133 148 148 159 159 167

Source: Ministério de Plano e Finangas



TABLE 2

AGRICULTURAL EXPORTS OF SAO TOME E PRINCIPE (/000 kg)

Year

Product 1990 1991 1992 1993 1994 1995 1996 1997 1998

Cinnamo 25 25 25 25 25 25 25 n.a. n.a.
n

Cocoa 3245 4759 4363 3725 3160 4577 4415 2935 2698
Coconut 20 20 15 0 20 40 40 n.a. n.a.
Coffee 0 4 0 5 6 0 0 5 6

Copra 453 159 0 200 200 200 180 n.a. n.a.

Source: Instituto Nacional de Estatistica



TABLE 3

AGRICULTURAL EXPORTS OF SAO TOME E PRINCIPE (1000 3US)

Year
Product 1990 1991 1992 1993 1994 1995 1996
Cinnamon 15 15 15 15 15 15 15
Cacao 3900 4414 3684 3838 5168 2400 3200
Coconut 3 3 7 0 3 10 10
Coffee 0 10 0 19 33 0 0
Copra 100 36 0 50 50 50 50
TOTAL 4018 4478 3706 3922 5269 2475 3275

Source: FAO



TABLE 4

CROP MIX, 1996
Food Crops (87.5%) Tons Percent
Banana 12,685 271
Cassava 8,500 18.2
Matabala 8,245 17.6
Tomato 4,500 9.6
Maize 4,000 8.6
Breadfruit 1,600 3.4
Various Horticultural Crops 1.385 3.0
40,915 87.5
Cash Crops (12.5%)
Cocoa 4,578 9.8
Palm Oil 720 1.5
Copra 507 1.1
C.offee _29 0.1
5,834 125

Source: AGRO.GES/CINFORMA



TABLE 5

ANIMAL POPULATION, 1996
Species Head
Bovines 500
Small Ruminants 36,000
Swine 12,000
Poultry 90,000

Source: AGRO.GES/CINFORMA



TABLE 6

AREAS PRIVATIZED UNDER PPADPP
(area in hectares)

Area Area Distribu- Area of Medium  Area of Medium Number of
Distributed to  ted to Medium Holdings Holdings Forest Area Families

Year Gross Area  Smallholders Holdings Reconfirmed to be Given and Other  Benefitted
1993 4,462 1,520 0 1,287 228 1,427 821
1994 8,870 3,008 168 308 653 4,901 841
1995 6,305 2,337 2,152 118 106 1,594 782
1996 4,433 1,764 321 66 22 2,260 730
1997 6,360 2,472 1,719 0 0 2,179 1,151
TOTAL 30,430 11,101 4,360 1,779 81 12,360 4,325

Source: Gabinete de Reforma Fundidria



TABLE 7

AREAS OF RESTRUCTURED LARGE ESTATES

Name of Estate Area (ha)
Bela Vista 1810.5
Uba Budo 2703
Diogo Vaz 1490
Agostinho Neto 2670
Santa Margarida 1430
Monte Café 1423
TOTAL 11526.5

Source: Gabinete de Privatizagdo



TABLE 8: LAND REDISTRIBUTION

ISLAND: SAO TOME PRINCIPE
Zone: NORTE CENTRO SUL
Ponta Diogo st Agostinho Bela Mila- Monte Uba St*. Mar- Agua Ribeira de Colénia Porto Porto TOTAL
Estate: Figo Vaz Catarina Neto Vista grosa Café Budo garida 1zé Peixe Agoreana Alegre Real Sund

Y
Total Area 3434 911 2889 3264 65 2775 300 185 405 4525 4509 2020 106 3432 1611 30430
Area distributed prior to Sept. ‘91 355 272 5 1155 300 134 1612 156 114 4102
Area to Small-holders 1353 360 1193 1232 60 876 185 268 2363 880 881 1053 398 11101
Area to Medium Holders 85 250 432 48 100 709 1430 240 106 454 505 4360
Area Reconfinmed to Medium Holders 355 5 512 806 31 70 1779
Area to be Given to Medium Holders 155 130 144 91 133 312 44 1009
Forest & Other Areas 1725 396 1481 17862 955 252 37 1386 1270 869 1614 594 12360
No. of Families Benefitled 465 99 441 380 111 347 424 155 939 290 220 318 136 4325
No. f Persons Benefitted 1538 317 1164 1308 191 1230 424 558 2924 1016 915 673 357 12615
FAMILIES RECEIVING HOLDINGS BY HEAD OF HOUSEHOLD
% Headed by Men 64 69 70 70 84 67 67 49 65 81 68 70 69 68
% Headed by Women 36 31 30 30 16 a3 33 51 35 19 32 30 31 32
% Headed by Youths {18-25yrs.) 25 30 31 25 1 18 0 16 25 16 24 24 31 21
%Headed by Non-reéldenls 39 43 59 38 9 54 Q0 35 42 36 50 37 31 38
AVERAGE SIZE OF FAMILY HOLDINGS (in hectares):
Family Holdings 28 34 24 31 05 24 04 1.7 26 25 3.2 34 29 24
Headed by Men 3.0 36 24 3.1 05 24 04 19 27 25 35 3.1 31 25
Headed by Women 26 31 21 3.0 0.5 24 0.4 16 2.2 23 25 24 24 22
DOMINANT CROPPING PATTERN (in percent)
Cacau 100 100 100 100 89 100 41 37 100 53 85
Cacau & Food Crops 11 59
Food Crops 100 100
Cacau and Coconut/palms 63 47 15

Source: AGRO.GES/CINFORMA



Table 9

Sao Tome e Principe: Area Cultivated by Farm Type

Before 1992 End 1998
Areas (ha.) Number Areas (ha.) Number
: of : of
In Farms n Farms
Total Farmed | Cacao Total Farmed | Cacao
Large | 66000 | 37,000 | 22,000 15 | 20,000 | 18,960 | 8,000 g*
Estates
Mediu
m 7,000 2,000 60 11,500 5,500 144
Farms
Family
13,540 | 10,500 5,167
Farms
Small 5,000 13,700 5,000 13,700
Plots
Total 100,000 | 49,000 | 24,000 | 13,775 | 100,000 | 49,000 | 24,000 | 19,019

Large Estates - Holdings greater than 150 hectares
Medium Farms - Holdings between 10 and 250 hectares
Family Farms - Holding smaller than 10 hectares
Small Plots - Plots of 0 to 1 hectare cultivated by both urban and rural households

* Includes Porto Alegre and EMOLVE

Source: Carta de Politicas Agricolas e de Desenvolvimento Rural




TABLE 10: MAIN ECONOMIC INDICATORS

1990 1991 1992 1993 1994 1995 1996
A. Exchange Rates (dobras/US$) 143.3 201.6 3242 430.1 738.0 1,411.0 2,203.6
B. Products and Prices
1. GDP (millions of current dobras) 8,250 11,482 14,565 20,783 38,968 57,271 80,918
2. Real GDP (growth rate, percent) 1.2 1.2 0.7 1.9 25 26 1.8
C. Financing (millions of US$) 24.90 22.90 18.10 17.30 20.70 17.10 18.90
1. External 20.30 19.80 16.30 15.70 19.70 15.40 18.50
2. Percent of total 82 86 90 91 95 90 98
3. Intemnal 4.60 3.00 180 1.50 1.00 1.70 0.40
D. External Debt (millions of US$)
1. Total 187.10 213.80 238.30 253.20 261.40 253.60 265.80
2. Percent of GDP 346 399 524 532 528 558 550
3. Percent of Export of Goods and Services (before rescheduling) 93 128 114 110 100 108 66
E. Money and Credit (millions of current dobras)
1. Total Internal Credit 6,730 7,483 12,003 7,843 12,275 9,756 21,419
2. Credit to Government 4,309 5,091 7,521 6,078 8,551 10,290 21,263
3. Government Credit/Internal Credit 64 68 63 77 70 105 99
4. Monetéry Base (M2) 2,684 3.451 4,805 8,482 13,798 18,674 30,798
5. Government Credit/ Monetary Base 161 148 157 72 62 55 69
F. Investments (millions of US$)
1. Total 249 229 16.1 17.3 20.7 23.9 18.9
2. Agriculture 8.9 9.1 8.3 9.2 85 8.1 6.9
3. Agriculture (percent of total) 36 40 52 53 41 34 37
4. Fishing 0.2 0.1 0.2 0.2 03 0.4 0.6
5. Fishing (percent of total) 1 0 1 1 1 2 3

Source: Banco Central, Direcgao de Planificagdo Econdmica



TABLE 11:

COMMERCIAL BALANCE, 1988, 1990-96

1988

1990

1992

1 9911 1993 1994 1995 1996
A. EXPORTS
TOTAL f.0.b. (millions of USS$) 10.90 4.40 5.50 5.40 6.60 6.50 5.10 4.90
% Growth (Base year = 1988) 100 40 50 50 61 60 47 45
1. CACAU
Volume (MT) 7,000 3,640 3,607 4,188 4,305 3,392 4,577 3,500
% Growth (Base yr.=1988) 100 52 52 60 62 48 65 50
f.0.b. (millions of US$) 9.80 3.74 5.09 4.23 4.15 4.97 4.71 4.76
% of Total 85 93 78 63 76 92 97
% Growth (Base yr.=1988) 100 38 52 43 42 51 48 49
2. COFFEE
Volume (MT) 72 37 11 14 24 24 29 20
% Growth (Base yr.=1988) 100 51 15 19 33 33 40 28
Value (millions of US$) 0.09 0.05 0.05 0.05 0.04 0.00
B. IMPORTS
TOTAL CIF (millions of US$) -33.50 -26.60 -30.60 -28.10 -32.00 -30.40 -22.50 -29.50
Food Products -4.70 -4.63 -5.64 -5.24 -5.90 -4.70
Food Aid -3.70 -3.68 -3.55 -3.98 -1.79 -0.50
Total Food -8.40 -8.31 -9.19 -9.22 -7.69 -5.20
Food/Cacau exports (%) 165 196 221 186 163 109
C. COMMERCIAL BALANCE (millions of USS$) -25.10 -22.70 -25.40 -23.90 -17.40 -24.60
D. BALANCE OF SERVICES (millions of US$) -21.20 -18.05 -16.91 -16.32 -23.80 -21.20
Technical Assistance -6.40 -5.54 -3.77 -4.64 -10.17 -9.50
Debt Service -6.30 -4.92 -5.51 -5.48 -5.48 -4.70

Source: Customs, Central Bank and Ministry of Planning and Finance.



Table 12 - Structure of GDP
(millions of dobras)

1994 1995 1996 1997 1998
Primary Sector
Agric. Forest and Fish 19.6 30.1 39.6 70.8 104.3
Secondary Sectors
Manuf. and Energy 2.1 2.7 5.0 10.4 16.4
Construction 6.1 9.6 13.2 19.8 327
Tertiary Sectors
Commerce 15.3 224 31.7 51.5 72.4
Public Administration 14.7 20.6 27.6 66.7 88.5
Financial Institutions 1.0 2.1 6.5 23.2 35.1
Other Services 6.6 9.7 12.6 22.2 30.1
Total GDP 654 97.2 136.2 264.6 379.5

Source: Instituto Nacional de Estatisticas
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