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There are two lroubling aspects to
structural adjustment programmes cur-
rently underway in developing coun-
tries. First, in the urgency to achieve
shori-term objectives, adjustment prog-
rainmes often neglect long-term con-
cerns of sustained growth, Second, the
immedlate impact of adjusiments can
lead tn a deterioration in the income
and nutritional status of tha pecor. This
article emphasizes the need for structu-
ral adjustment programmes that help
set the stzge for renewed econcmic
arowthh and zre sensitive to the well-
being ol the poor. li recommends a
strategy' ot agricultuial development to
return developing courdries to their
tomparai’'ve advantage in the produc-
‘lon ot labour-intensive joods and to
encou age overall growth. Furth-
ermaore, it argues for the uge of food aid
to suppon that strategy and as a means
to protect the pnor from the hardships
inflicted by adjustment programmes.
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I-ood policy, food aid and
structural adjustment
programmes

The context of agricultural
development

John W, Mellor

Developing couatries have experienced a series of economic crises
growimnz oat of the rapid increase in oil prices of the 1970s and continued
low and unstabie prices for exports. “ontributing 1o these problems has
been a rapid increase in private capital flows that have often exceeded
focal investment capacitics. thereby encouraging high levels of public
consumption and alow rate of return on investment. In recent years
these and similar problems have severely disterted the functioning of
many devclopieg cconomies and have resulted in unmanageable debt
repaymentseoedules. Lirge ond often crowing bodget deficits, and rapid
mtiation

Mans developing countries have now miplemerted structural adjust-
ment programmies oo confront these problems. Exchinge rates have
beeareahgned o deal with shortages in foreign cchange. agricultural
Frives hive been set ai parity with internationa prices, public
expenditures have heen drastically reduced . and markets are now
vprating ore freely. Considering the size of shocks o ceveloping
counary economies and the aftermath of the debt crisis. the course of
these adjustment etiorts is cncauraging,

Fhere e, however. two troubling aspects of these structural
adjustrient programmes. First, the climate of urgency that surrounds
adjustment proposals argues foi quick fixes and diverts attention away
from critical long-term development issues. In many instances, the
altimate suceess of adjustrent efforts can only be measured it how they
contnbute to long-termt development efforts aimed at upgrading such
public goods as education, rural and urban infrastructure and agricultu-
ral research. in other words, successtully implemented adjustments
should set the sage for renewed growth.

Second, adjusiment policies can inflict considerable hardship on the
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poor. Fiscal and monetary policy changes often produce falling real
wages, substantial increases in food prices and reductions in food
subsidies and other transfer programmes to the poor. While the
accelerated growth consequent to macroeconomic reforms may expand
emplovment and even nominal wages, there is inereasing evidence that
the very poorest do not immediately participate in such improvements,
In the short run, the poor mayv even suffer a deterioration in their
income and nutritional status.

Economic growth

Adjustment programmes tvpieelly involve radical changes in govern-
ment policies designed to improve the efficiency of the public sector.
Depending on the specific situation, a number of adjustment options are
available. Reduced government expenditure can be used to free
resources for more productive use and. when combined with tight
munetiary policies, works to contain inflation. A devaluation of
domestic currencey reduces the outflow of foreign exchange by affecting
the retative price of traded goods, thereby restricting the demand for
imports and promoting exports. Market restructuring schemes can be
used 1o save on admmistrative costs of government-operated marketing
organizations and o restore price incentives to domestic production.

Adypustment pohcres are designed to produce a streamlined pubhie
sector, o more balimeed external account and more efficient internal
nuarkets. These outcomes represent necessary - but not sufficient -
conditions tor accelerated economice growth, If growth is to be achieved.
the resources obtamned through adjustments must encourage expendi-
tures on the public goods needed to tacilitate broad-based development.
in other words, along with cffectuive improvement in sectoral policies.
adjustment programmes must be directed towards the specific goals of
an overall strategy of development.

In the past. development efforts have frequently focused on capital-
intensive strategies of growth. To ensure the availabihty of resources for
investment i high-growth capital goods production, these strategies
suppress the production of labour-intenstve consumer goods. As a
resalt, growth i emplovmentis minimized. Underlving these strategies
is the assumption that factor proportions in production are technologi-
callv fixed and that o surplus of Tabour can. only in the fong-run, be
mobihzed by an expansion i the supphy of capital. In addition, because
the supply of capital goods is seen to be the principal constraint to
developnmeent, hittde is done 1o promote agricuftural preduction,

The assumption that factor proportions are technologically fixed
ipnores the role of technological mnovaton in mmproving factor
productivity = spectficaliy Labour. TFurthermore. by ignoring the vital
hink between the market for labour and the market for food.
capital-intensive  strategies  create distortions in the allocation of
resources for the production of food. Throughout the developing world
increased emplovment of the poor creates large increases in the demand
for food. Elasucnties of expenditure on food run as high as .62 to 1.06
for the poor in developing countries.' Unless sufticient supplies of food
are availihle to meet incereased demand, prices increase and the real
incomes of the poor decline concomitantly. The pursuit of a capital-
intensive strategy of dewc.opment therefore tends to place an undue
burden on the poor and represents a failure for developing countries to
exploit their comparative advantage in labour-intensive production.
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Figure 1. Marginal budget shares for
locally produced non-food goods and
services by expenditure level, Muda
irrigation project area, Malaysia,
1973.

Source: Peter B.R. Hazell and Ailsa Roell,
Rura! Growth Linkages: Household Ex-
penditure Patterns in Malaysia and Niger-
ia, Research Report 41, Inlernational Food
Policy Research Institute, Washington,
DC, 1983.
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In the context of a global economy, adjustment programmes should
move to exploit that comparative advantage. The:efore. a major focus
of structural adjustment should be towards aceelerated long-term
growth in cemployment of the poor. The link between inercased
cmplovment and the demand for food suggests that adjustments
promoting growth in agriculture can be espectally effective in promoting
overall growth. Given the present global debt eris's, a capital-saving
agricultural strategy scems particularly appropriace. By raising the
purchasing power of the poor through increased emplovment. agricultu-
ral growth gets food into the hands of the poor through market
mechanisms. Over time. it can eliminate much of the need for policies
such as food subsidies which distort the functioning of o developing
economy,

The development of agriculture promotes cmployment of the poor
through increased production of labour-intensive wige goods. particu-
Larly food. Such a strategy emphasizes the widespread dissemination of
new agricultural technology o increase vields and o imiprove the
productivity of labour. The sheer size of the agricultural sector in most
developing countries. accounting for 40 to S0% of 1ol cmployment,
ensures that agricultural growth. through its multipher effects, will have
important macroccononic implications.

Technological change m agriculiure inereases the incomes of small
landowning farmers. Ie A, these farmers tpieally spend o large
porportion ot their new incomes on focally-produced. non-agricultural
goods and services such s teatile products, trunsportation and health
services. and housing (see Figure 1), Production of these soods tends to
be far more Labour-intensive than in Lirge-scale industry. As a result of
the increased expenditures of Landow ning farmers, the rural poor gain a
wide range of new, non-agricaltural cmploviment opportunities.

Aceelerated agnicultural growth thus leads to increased cmployment
for the poor. As the poor begin to work more steadily, their purchasing
power also rises. The resulting increased demand for food and other
goods provides strong, indirect multiplier effects which stimulate new
rounds of growth in the economy as a whole. Inexpensive food from
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increased production helps keep labour costs down and, thus, encour-
ages employment growth in the urban sectors of the economy. The
result is a general increase in domestic demand for labour-intensive.
consumer goods.

Over time., firms producing such labour-intensive goods for domestic
consumption cin acquire the experience needed to compete on the
world market. This is important insmuch as any successful strategy of
development requires the production of export goods to pay for a wide
range of capital-intensive goods - for example. fertilizer and pesticides
for agriculture. and steel and petrochemicals for industry. A strategy of
technological change in agriculture. which stresses the increased
production of primary and consumer goods. is able to contribute to
these export needs.

Adjustment programmes can specifically address the needs of an
agriceltural development strategy . Devalued exchange rates to improve
the batance of pavments increase purchasing power in the rural areas
and improve the export cutlook for augricubtural production. Removing
biases in the provision of credit. climimating wage differences between
urban and rural areas. and Frnging domestic prices into parity with
international prices all help o mmprove incentives to - agricultural
producers More diectly changes inagneultural policies, such as
reduction of export tives and restructuring of agnicuitural markets, also
provide mcentives to agricultural producers.

Because technological change represents the primary engine of
sustamned agricultural growth. adjustment policies should be designed to
promote farmers” adoption of new mgh-yield seed. fertilizer and water
inputs Price changes can contribute to this process only by providing
more efhicient market signals. Artficrally higher prices promote growth
in output at the expense of decreasmg factor productivity, resulting in
less output tor addimonal levels of mputs. Technological change. on the
other hand. increases the productivity of inputs. In this regard, the role
of structural adjustments should he to rationahze markets and return
prices 1o proper market levels. Budgetary savings from cutbacks in
public expenditure and resources obtained through sectoral reform
should then be directed towards investment in rural infrastructure,
extension services and  agricultural research inorder o promote
long-term agricultural growth.

Food policy and the poor

Food policies often play an integral role in adjustment programmes.
Reduced tood subsidies or the reorganization of agricultural commodity
marketing programmes can mean substantial budgetary savings. For
example, in St Lanka, policy reforms reduced food subsidies” share in
total government expenditure from 15% in the mid-1970s to 3% in
1984.7 Scarce foreign exchange can also be saved by a currency
devaluation which discourages agricuitural imports and increases the
demand for agricultural exports.

However. the radical changes invelved in such adjustment program-
mes have costs that threaten the short-term welfare of the poor.
Reductions in food subsidies increase the cost of food to those people
who can least afford it: the poor. Similarly. a currency devaluation
increases the cost of imported food and domestically produced
substitutes. Data from various developing countries suggest that the
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Table 1. Average budget shares spent on fond among the poor in selected cities and countrles.

Population Budget
City/country group share Source
Bogota. Colombia Lowest 25% 062 Musgrove®
Barranquilta- Colombia Lowest 25% 065 Musgrove?
Cah Colombra Lowest 25°, 068 Musgrove?
Maracaibo Venezuela Lowest 25% 058 Musgrove®
Brazil (urban) Lowest 30° 051 Gray”
Braat (rural) Lowest 30% 065 Gray”
India Lowest 20% 07N Metl
Sn Lanka Lowest 107 079 Sahn?
Thanany Lowest 10°, 067 Tranatve akul®

poor-otten spend between 60 and 80" of their income on food {see
Fable 1) A food prices tise the poor sutfer a much greaier reduction
i ther real purchasimg power and. theretore, i therr ability to procure
food.

Foroxample. data trom Indiac idicate that o price increase of 1000 for
foodgrans reduces toodgraim cotstmption of the poorest iwo dectles of
the meome distitbution by 39" by by only 0.2, for consumers in the
top halt of the most wealthy decife. Tower consumption by the poor is
reflected pardy by declizing quantitios ot consamption and partly by
reduced quahty o tood consamed. as the poor sttt therr consumption
to tood ot fower nutninonal value A 10, increase foodgram prices
creates w 337 dechne mthe expenditure on nnlk by the poor compared
to only a4 9% deche tor the wealthy

As tood prces ises the wealthier class s also tend o shitt their
While the wealthy classes spend o lower
proportion of their overall budget on food than the poar. in absolute
terms thev spend a creat deal more In India the wealthy spend 2.5 times
more per capita on toodgrams than the poor. Given this large absolute
expenditure on - toodgrams, an inerease i the price of foodgrains
necessarily results oo large, absolute shift in consumption of the
wealthy vut ot other labour-intensive goods. The magnitude of that shift
and the high fabour content of production combine 1o reduce seriously
the employment of the poor The resalt of this scecondary eftect of
mercased food prices s an even further reduction in the poor’s
purchasing power and, theretore. in their consumption of food.

Beciuse the poor spend so miuch on tood. lower prices through

consumption patterns

subsidies can significantly raise real incomes. Food subsidies account for
between 15 and 23% of total income of the poor m o number of
countries * In addition, income in the form of food subsidies improves
the nutritional status ot special tarpet groups, such as chidren, more
than mcome in other forms.™ Therefore, in spite of the demands on
zovernment budgets, food subsidies i some form are often essential in
the short run for maintaining the nutritional status of the poor.

Subsidies can be made more efficient through selection of appropriate
commodities to subsidize, recrganizing distribution practices and in
targeting subsidies towards specific population groups. In Sri Lanka, in
the context of economic reforms, attempts to re-target food subsidies
under a food stamp scheme restricted transfers to half of all households
formerly ehgible for subsidies.”

However, these changes had a significant negative impact on the
consumption of the poor. As a result of these reforms in Sri Lanka, the
lowest quintile of the population in terms of food expenditure received
only 38% of the total food stamp outlay. After changing to foodstamps,
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while nearly 75% of Sri Lankan households maintained or increased per
capita caloric consumption, per capita consumption of the most poor
declined by 8%,

Food aid and long-term growth

Food aid can be particularly useful as a means of protecting the poor
from the adjustment process. It can provide the means to balance the
tradeoffs inherent in adjustment policies, such as between continued
food subsidies to consumers and ‘mproved price ncentives to food
producers. Furthermore, in the transition to an agricultural strategy.
production may Tag behind any iitial increases in demand for food. In
addition. foreign exchange may be unavailuble to meet those short-term
food necds through imcreased commercial imports. It mav be necessary
in the short run to provide assistance in the form of food aid. In the Jong
run. agricultural prowth shoutd provide the necessary domestic produc-
ton and foreen exchange to meet that increasing demand.

Itas otten argued, however, that tood ad represents a poor substitute
for financial development asastance. Because financial assistance allows
flexibility o murket deaistons, s argued that it provides food more
efficiently  than tood wid with 1t added  admimistrative - baggage.
Theretore. suceesstul ine ot tood wid depends on the alihity to ensure
that 101y addinonal to other resource transfers. However, even if food
aid 15 addivonal to finanaial ad. o may sull not make @ net contribution
to ceononnie growth. Poorly managed distribution of food aid can
suppress meentives to increased domestic agnicultural production and
can create i dependence onammported commodities.

By scgmenung the market for tood. charging higher prices to
countries with relativelv inelastic demand and lower prices to countries
with more celastic demand. food ad can be used as an additional form of
development assistance, Tt a certam quantity of a given supply of food
can be reserved tor fow-income people ata low price, their consumption
will yump sharplyv. Food aid from developed countries can then be used
as an addivonal source of fow-priced tood to meet this increased
demand. The remaming supplies can be sold to high-mcome. demand-
inclastic countries at prices that more than compensate producers for
the lower prices paid by the poor.

Within developing countries the demand for food by the poor is
highly elastic, with a price clasticity of demand of about =0.8, while the
demand of the most weatthy as quite elastic, with a price elasticity of
demand of only =01 or less.” Segmented madkets allow for low-priced
food from food aid to be sold to the poor without depressing incentives
to domestic production. Because low prices of food aid create additional
demand. domestic farmers can maintain their markets by maintaining
high average prices for domestically produced feod through the sale of
food to more wealthy consumers.

In addition to providing ncreased supplies of food to poor consum-
ers. food wid can help facilitate growth in agricultur<. Through the
mechanism of food-for-work programmes, food aid can help meet one
of the most pressing agricultural development needs in many African
and Asian countries: the lack of rural infrastructure. One of the
principal contributions of food-for-work programmes has been the
building of bester roads, irrigation and drainage systems, and com-
munications networks. In effect, food-for-work prograinmes to build
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Source: Md. Abul Quasem and Mohabub Hos-
sain, ‘The effect on agrcultural production’, in
Bangladesh Institute of Devealopment Studias
(BIDS) and International Fnod Policy Research
Institute (IFPRI), Technical Papers: Develop-
ment Impact of the Fooct-for-Work Program in
Bangladash, BIDS/IFPRI, 1985,
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rural infrastructure can decrease the cost of food production more than
the potential depressing effect of food aid on producer prices. At the
same time the very positive impact of these Drogrammes on the rural
infrastrecture helps pave the way for the multiplicr etfects of agricultu-
ral growth to expand mcome and cmplovment in other sectors of the
economy. )

For example. in Bangladesh it is estimated  that food-for-work
programmes increased the gross value of crop production by 27% in
some dreas. with increases of 11.9% in the per acre emplovment of
labour and of 31% for fertilizer (sce Table 7). These data indicate that
food aid in the form of food-Tor-work programmes can have a sipnifican!
impact on the adoption of modern agricultural technology.

The capacity of developing countries to absorb increased food aid
depends on improvements in distribution chanrels. These structures are
essential not only for ensuring the most efficient use of food aid as
long-term development assistance, but alo to INIPLOVE TeSponsiveness
to short-term shortages caused by increases in demand from mereased
cmployment or fluctuations in domestic production. However. distribu-
tion channels can only be built over time and require reasonable
assurances of long-term aid. This requirement plices a burden on the
developed countries. Donor countries siiould do cvervthing in their
power to provide rehatde amounts of food aid over o sutficiently long
period so that development goals can be achieved.

It used properly. food aid does not contribute 1o distortions in the
agricultural sector. To the extent thai current development strategies
overemphasize capital goods production at the expense of labour and
food. distortions alreadv exist in the allocation of resources  to
agriculture. In these cases. food aid can be used to support structural
improvements  designed o return developing countries to a new
cquilibrium ot more labour-intensive production.

Conclusions

Structural adjustments are necessary to chiminate distortions in resource
use in many deveioping cconomies. However, in pursuing these
reforms, developing countries should not lose sight of the long-term
goals of cconomic development. To these ends it is essential that
structural adjustment programmes move developing countries towards
their comparative advantage in labour-intensive production. Given the
requirements for increased employment and the linkages between the
markets for food and labour, structural adjustrnents should provide
support for i strategy that emphasizes agricultural growth. This can best
be accomplished by policies that facilitate the widespread diffusion of
the basic elements of the modern agricultural technology - new sceds,
fertilizer and water inputs.

Tabls 2. Effect of food-for-work projects o lebour and tertilizer use, Bangladesh, 1982,

Labor (days per acre) Fertllizer (Ib per acre)
Infrastructure FFW Gther FFW Other
type projects projects projects projects
Drainage/irngation canal 582 379 74 54
Field channel irrigation 915 60.4 235 59
Coastal embankrient 348 416 24 3
Flood protection embankment 740 923 73 409
Flash-flood protection ambankment 83.1 89.2 401 471
All types 71.3 63.7 185 131
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It is important to realize that the losses incurred by the poor during
the course of structural adjustment represent very real setbacks to the
development process as a whole. 1t is, therefore, incumbent on both
developing and developed countries to cooperate i the design and
implementation of adjustment policies whichi protect the status of the
poor and lead to an equitable pattern of growth. For their part,
developing countries should give priority to an agricultural strategy of
development. They must then make the hard policy decisions with
respect to the allocation of scarce buman and financial resources to
promote such a policy. Developed countries, on the other hand. should
provide reliable supplies of food aid and assistance. hoth to mitigate the
negative impact of adjustments on the poor and to support a long-term
pattern of develorment. From the dynamies of such a partnership
between developing and developed countries, the world could conceiv-
ably evolve into a place where enough food is an accepted fact for all
peoples.
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