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Why fertilizer price surge is a concern for

Malawi?

@ The year-on-year domestic retail prices for fertilizer types used in
Malawi increased 60 — 75% in August 2021

a. About 70% of the fertilizer applied by smallholder farmers comes
through the Affordable Inputs Program (AIP)

a. This price spike hinders Malawians’ ability to use fertilizer, and
government plans for AIP

@ This is a food security and economic problem for farmers and a
policy problem for government MW APATA




Global drivers of fertilizer price surge (1)

. About 90% of domestic
retail price surge is due to
rising global prices of
fertilizer and fuel

* Global fertilizer prices are
partly driven by global
food prices

*  \We've seen this before
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Global drivers of fertilizer price surge (2)

= Food prices drivers:
* Many countries rebounding from COVID-19
* Restocking strategic grain reserves

* Global food supplies are lower than usual (South American production
low)

a Other drivers of fertilizer prices:
* The expansion of agricultural area (linked to food prices again)

* Good weather in major production regions
* Rising input costs MWAPATA
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Local drivers of fertilizer price surge —

transport costs

4. Qur calculations show that at least 90% of the increase in domestic
fertilizer prices occur before fertilizer reaches Malawi

a. Domestic margin increases explain just 10%, though this is also
driven by higher transport costs associated with higher global prices
for oil and fuel

a. Domestic margins are nominally high — 15 to 20% of retail price

a However, the change in domestic price margins between 2020 and
2021 —from MWK4,600 to MWK®6,250 is a minor component of the
overall price spike

MwAPATA




What does the price surge mean for

policy?

a Price surge is most likely
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* Won't likely recede before the
2021/22 agricultural season

a Reducing the scope of the AIP
(e.g., eliminating seed subsidies)
and/or circumventing the private
sector:

* Will not meaningfully reduce costs

* Could even exacerbate the crisis
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Short-term policy options

@ [here are no feasible short-term responses that maintains:
* Number of AlP beneficiaries
* Level of support (the subsidy rate), and
* Overall costs

. For this year, something will change:

* Reduce the number of beneficiaries

* Reduce the value of the subsidy

* Increase the burden on the Treasury
. MwAPATA
* Some combination of these  NSTITUTE
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Long-term policy options

Malawi can reduce vulnerability to global price volatility:
a |nvest in infrastructure =— 1 year AIP = 500 km all-weather roads

@ |mprove fertilizer efficiency

& Promote alternatives to fertilizer 1/3 Of_l year of AIP
| spending could 3X

* Intercropping Malawi’s research &
 Organic manure/compost extension capacity

* Improved, tailored varieties

a |ncentivize domestic fertilizer production if cost effective
MwAPATA
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