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The Cornell Food and Nutrition Policy Program (CFNPP) was created in 

1988 within the Division of Nutritional Sciences to undertake research, 
training, and technical assistance in 0oodand nutrition policy with 

emphasis on developing countries. The Nutritional Surveillance Program 

(CNSP), which was formed in 1980 with support from the Agency for 

Inernational Development, is part, of the CFNPIP. 

CFNPP is funded by several (loncrs ircluding the Nutrition Office and the 

Africa Bureau of the Agency for Ilternational Development, UNICEF, the 

Pw Memorial Trust, the Rockefeller Foundation, the government of 

Indonesia, and the World Bank, 

CFNI)P is served by an advisory committee of faculty from the Division of 

Nutritional Sciences, the departments of Agricultural Economics, Rural 

Sociology, and Government, and the Program of international Agriculture. 

Several facult 'v members and graduate students collaborate with CFNPP 

on specific projects. The CFNPI)P professional staff includes nutritionists, 

economists, and anthropologists. 

was 

initiated this year, is sponsored by the Pew Memorial Trusts of 

Philadelphia and the Cornell Food and Nutrition Policy Program to 

generate and exchange knowledge about how government policies affect 

the welfare of the poor including their food security and nutritional status. 

The Pew/Cornell Lecture Series on Food and Nutrition Policy, which 

In this lecture Professor Peter Timmer discusses the pros and cons of 

government policies aimed at, (he stabilization of the prices of food staples. 

lie argues that, price stabilization is likely to result in greater investment 

)oth within and outside agriculture, enhanced .conomic growth and 

improved welfare of the poor including better nutrition, lie concludes that 

fiscal costs of stabilization policies can be justified on grounds of economic 

efficiency and nutritional welfare of the poor. 

November 30, 1988 

Per Pinstrup-Andersen 
Director, CFNPP 
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FOOD PRICE STABILITY AND WELFARE OF TIlE POOR 

by 

C. Peter Timmer 

Rich countries and poor alike are increasingly urged by economists 

to "get prices right." These are often code words meaning that 

governments should stop intervening in formation of market prices. 

Especially in the food and agricultural sector, where markets tend to be 

competitive, trade liberalization is nearly always prescribed for countries 

suffering from structural imbalances and slow or negative growth. The 

generic advice to use free markets to determine food prices is one 

component common to most structural adjustment programs required in 

the past decade. 

Why should governments intervene in the pricing of basic foods, 

and what stake do the poor have in that rationale? From the perspective 

of economics, only two possible reasons for an interventionist food price 

policy might be defended: the interventions could improve the efficiency 

of the economy and thereby speed economic growth; or they could improve 

income distribution and raise the welfare of the poor.' The poor have a 

stake in either case, but their short time horizons tend to weight their 

interests toward near-term improvements in income distribution even if 

the benefits come at the expense of the longer-term speeding of economic 

growth. Economics is especially designed to identify and analyze the types 

1Strictly speaking, a neoclassical economist would defend pricing 
interventions to redistribute real incomnes only if non-price redist ribit ions 
such as lump sum transfers or asset redistributions were impossible for 
bureaucratic or political reasons. Such is often the case, however. 



o0 conlicts that occui when such trade-offs between good objectives are 

conf,'cnted, but policies that, cail contril)ute to both dimensions are 

superior to those aimed at only one. 

This paper examines the potential to use foed price policy to 

improve the welfare of the poor in both dimensions. Although trade-offs 

between efficirncy and income distribution are identified and( discussed, the 

main focus is on the unique role played by policies that stabilize food 

prices to contribute simultaneously to both economic efficiency and 

nutritional welfare of the poor. This argument is not new to tie 

economic.3 profession, but the analytical case for food price stability has 

never been put in a sufficiently dynamic and macroeconomic context for 

the benefits to appear large, relative to the costs of stabilization programs. 

Drawing on recent work on this issue, the paper reviews the analytical 

basis for such programs and then examines evidence from a sample of 

twelve countries in Asia and the Near East with respect to relationships 

between income growth and improvements in average caloric intake since 

1960. The conclusion, that the level and stability of food prices are 

important factors-in addition to rimple changes in average per capita 

incomes-in explaining such improvements, reinforces thc analytical case 

for stabilization. 

TIlE ANALYTICAL CASE FOR PRICE STAI!LIZATION 2 

With the early contributions of Smith, Marshall, and Pigou to the 

economics literature, economists have understood for nearly a century the 

basic analytical rationale for government intervertions into market price 

formation. Economies of scale and monopolies, externalities in pr:duction 

and consumption, public goods, and imperfect informalion ilthe absence 

of complete contingency markets have long offered theoretical justification 

2 ,his section draws on Timmer (1989). 

2 



for interventions designed to correct, such market failures. The resurgence 

of the free-market paradigm in the 1980s builds on a crucial lesson from 

postwar development expericace: policies that attempted to strengthen 

the competitiveness of markets as a way to improve their efficiency 

outpeeformed policies that attempted to correct for market failures by 

suppressing market activities. This success for market-oriented policies 

came about pimarily because government failures in market interventions 

were often far more serious in terms of wasted economic resources and 

forgone growth than were the market failures they were designed to 

correct. 

An additional factor grew out of the theory of the second best. 

Many imperfections in markets, especially in rural factor and product 

markets, could be explained as second-best adaptations to inherent 

constraints on first-best arrangements because of imperfect and 

asymmetric information, moral hazards and high transactions costs, and a 

significant degree of risk aversion by the very poor in the context of 

incomplete credit and contingency markets. In such circumstances, 

government interventions into one market run a substantial risk of 

lowering the welfare of the poor because the connections of that ma'rket to 

other markets provide some degree of welfare insurance. Under the twin 

banners of "government failures" and models of interlinked makets in a 

second-best, world, neo-neoclassical and social-choice theorists provided a 

new intellectual foundation to the free-market paradigm. 3 

POTENTIAL VERSUS ACTUAL BENEFITS 
OF GOVERNMENT INTERVENTION 

The basis of the new intellectual foundation for policies favoring 

free markets is not. theoretical, however, but inherently empirical. Given 

3 See especially Stiglitz (1987), Srinivasan (1985), Braverman and 
Guasch (1986), and Bates( 1981). 
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the reality of widespread market, failures in developing countries, modern 

welfare economics is very clear on the potential scope for government 

interventions to achieve a Pareto-superior position for the economy. 

W\hether a government can improve welfare through an actual intervention 

in a specific case (lepends on two factors: whether the market failure itself 

is "real" within the context, of the theory of the second best, and whether 

the government can actually improve social welfare by intervening. The 

latter question must be addressed in a dynamic context that explicitly 

includes the potential for vested interests to capture both the economic 

gains from the policy intervention ;nd the policy-making process itself, 

thus leading to fiirtiier interventions that carry the economy away from 

the lPareto optinum achieved by the initial, but limited, government 

intervention. 

These analytical foundations for free-market policies can also be 

used to develop the empirical case for price-stabilization policies. In doing 

so, however, this paper rejects the emerging consensus that the welfare 

gains from price stabilization, although theoretically justified, are 

eoipirically not very iinportant. relative to the costs governments must 

incur in order to stabilize prices. 4 Two key innovations in the analysis, 

one microeconomic and one macroeconomic, lead to such different 

empirical conclusions. The first is to consider the farmer as an investor 

ralher than tle manager of a static stock of assets and a flow of variable 

4 Thiis is the key conclusion in Newbery and Stiglitz (1981), in 
Stiglitz (1987), and in Bigian, Newbery and Zilberman (1988). The 
latter authors, for example, in their discussion of Just's (1988) arguments 
for price-stabilization policies, make the following comment: "Attempts to 
quantify the net, (efficiency) benefits of institutional attempts to reduce 
risk, like commodity price stabilization or quota policies, suggest, that they 
are usually smal! and often negative" (p. 461). The conclusion that. there 
is little empirical rationale for governments to attempt to stabilize food
grain prices is so sharply at variance with actual experience that different, 
apl)proachies should be investigated. 
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inp!uts. 'Tile model of farmer as manager is the b).jis of niearly all 

theoretical and empirical wssessinents of risks from price and yield 

instability, but the model clearly excludes important elements in farmer 

decision making that are strongly influenced by these risks, especially 

expectations and patterns of investment in physical and human capital. 

Transforming the problem into one of dynamic portfolio investment 

decision making enormously complicates the analysis of risk, even when 

restricted to farm-level issues. 

Tracing the macroeconomic ramifications of price instability is even 

more complicated because general-equilibrium analysis is needed with 

dynamic investment functions that are conditioned by stability-sensitive 

expectations. 5 But incorporating trhese dynamic factors into both the 

micro and macro analyses offers the opportunity to examine the impact of 

price-stabilization policies on agricultural development and economic 

growth. The static, micro-based models simply do not address these 

issues; they are incapable of assessing the consequences for the economy of 

the price-stabilization polices that are widely implemented-consequences 

that policy makers actually worry about. 

TIlE QUANTITATIVE SIGNIFICANCE 
OF PRICE STABILIZATION 

The important analytical question for the evaluation of 0abilization 

policies is not. to demonstrate that pervasive market failures in developing 

countries lead to non-Pareto-optimal outcomes but to show that they are 

quantitatively significant relative to the costs governments would incur in 

order to alleviate them. Large costs from price instability will not be 

5 The macroeconomic dimensions of price stability are stressed in 
Ravi Kanbur's review of the Newbery-Stiglitz book. See Kanbur (1984). 
The extreme difficulty of building dynamic investment factors into general 
equilibrium models of agricultural pricing can be seen in de Janvry and 
Sadoulet (1987). 
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foiid iii lie static, micro-basel modhles t hat follow the Nevbrv-Stiglitz 

tradit ion. As noted above, lmpact oil investiext. beihavior and oi lie 

nmacro (cononi!,are the obIvious pllaces to look for mor', significant lxnefits 

from F.[ice stabilization, as well as at consmer )refer'e.iies for price 

stabilitv ii t fie presence of adljustment costs. No formal model is offered 

here. but the likely ingredients of a model that v,'ouil (apt ure these effects 

include the following: displac(ed investments in physical capital at the 

farm level, iii the marketing sector, and the idiiistTial sector: sibilst tliton 

,ofconsumti)tol and leisure for savings azd work, liases ill investieints iln 

iumnan capital for he farin agent and intergeieratioiially inichillren; the 

!ransations costs coisiiumers face ili reallocating budgets when prices 

cmiange: the welfare gains from a Fpsychic sense of food security (and ,oters 

in rich countries anid pocor alike place a sibstaiti al economic price on this 

Itlor): and the feedback from this sen.;e of secinity to a stable polit ical 

econoil'. viWhich reinforces inivestors' willingness to undertake long-term 

(and hence risky) commitments. 

Iinvest lient 

It has long been recognized lhat the absence of long-termn contracts, 

fut ure-cont ingency contracts, and perfect. credit markets indices a 

dowi ,ard bias in iiivest uliet, iiiboth ,hyj.iJcal and hnman call)ilal.6 

Ulnforeseeni iiistability ii food F, cause reducedrices islikely 1t, investment 

illboth kinds of capital at I;lree levels of the economy. At the farm level, 

price instability leads to lower investments than are optiiual inlproduction 

for Ilw larkei, relative to prodict iou of sulbsistence (rolps, ill product ivit.

enhanliiig soil amenlimenits, irrigation and dIrainage facililies, land 

leveling, and new techunology, as ,well as iii couimodily-slvc€'ilc knowledge 

and skills. 7 Farmers also invest ii processing and imarketing equipnent 

(.'v°( 'rawforl ( 198) andl Recker ( 1962). 
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simall ills, lotorcvcles, all] truc!s- tli~ allov them to increase Ihe 

valuei' (1 e( or their sailes through better (qialit or il s, ofof deli very. 

Sigi ii icaiitI;:i.stalit ill rices iia~ke such invetstmienits riskier thIain is 

optimal for the socit I as a whoh,. 1li' displaced ilivestnilits are likely to 

be reflcrh('(d ill lower saviings rate(s froii farmiii incom ,),c(auise rural cre(lit 

markets usually do 1ot olfer e lfiient fhinai(ial illtrillediatioi.8 There is 

also likely to hb, soimie displacm'eitnt of work, anId i eiice earned inicome, iii 

favor of greater leisure. Both the ad(e(1d( cosiiilJ)iliii fromi (lis)lac(d 

savings and ' Ilisure colntribuite welfare of the farm family, ofincreae to 

ouhrse, but t e shift in allocation of tm,, aind resouirces Uecatse of price 

instabl)ility is not, oplimal for (cooimi(c growthI. 

ivesi iviiis )y the plrivate sector ill marketing ilifrastretl(ire are 

also dampened in the face of' price iust ailitv (except, perlha)S, for short

rii S)eculativ' ilnVestntlllis), ail this lack of iivestiient has a 

particularly iiegat ive illpact ol growth i bec,(allze of thle inicreasiiig retu rns 

and l)ii)lic-goo(Is aspects of de\elo)elnt or ati fwinit. marketiing system. 

Sih a systeim iiiiist coniiect firmers witI local buyiiig agents, tlllus 

traismiiiittilng imiarket inforinat ioni and plermiiit)tinig exclaiige to take Ilace. 

7 'J'hi1 (c(iiierii for inefficient allocation of farm investmijuents ill tle 

flace of price nuicert aiitI.y is iiot new\. Ani early general anialytical treatmment 

is ill Schu]ilt z ( 19.15): tle First specific atp)licat ion was the "forward pricinug " 

miiodel of ,Johiiison (19-17). Vilcox and Coc'hrane (]160) stress that the 
forwvard )riciig a llroach lid iot siure fariiers stable prices, but rather 

cert n prices for a siiugle J)ro(iiction cycle. I am ie(lel)teI to Ken 

Rohinson for reinini ig me of this earlier (Il-hate. 

8 Nalcolum MacIlherson has reminded ine that rural savings rates 

iiusi "'correctc((" for the iiiipact of large t rallsitory iiicoimies oil patterns 

of p'rm nenit colnslluml)tion. Savings rates appear to be higher where 
transitory incolmes form a large share of total income, hilt Ihlese savings 

are Ior coIs tiiiil)tonI smoothing, niot. product'ive loiig-terii iliVestmilnits. 

Such sa vinugs average onut, to zero over a household's life cycle. The 
argumiUent here is fhat reduicing IlI(, i)rice-ii(luce(l risk or inicolie 

fli'l at ions \will ilicrease the net savings rate for iiltergenerat-ioiula 

ini vestmient s. 



which generates gains in eflieiei from trade. It must tranisform 

agricultural comnmodities at tle farii gate into foods at lie timl e, place, 

and foirm desired by consumers. Au efficient marketling system has to 

solve (he prolblemui of price discovery, al least a the local level and 

seasonally, even if government price p~olicy sets a )and ill which such price 

discovery must take pIlace. 9 Many miarketing investmuents are comlnodity

specific - rice mills and dryers, for exampie- bill (ecisionis about trucks, 

warehouses, telehiones, and so on imay also lie based primarily on the 

prodlction and trading prospects for a single important commodity such 

as rice or wheat. These prospects depeiid to a significant extent oil Ole 

degree of price stability. 

The Industrial Sect or 

The industrial sector has a stake in food price stability because of 

ie importamce of wages iii expected costs. Stability of money wages 

tirough stable food prices is likely to induce invest.meits inilabor-usiug 

machinery, thus improving the efficiency of technology choice i,,low-wage 

ecoiloiulies. If stable food prices also contribute significantly to a stable 

political eiviroiment, iiiwhich investors eaii form secure long-run 

exlectations, the overall level of investmient is also likely to be stimulated. 

Structuralist models that show the importance of stable food prices to the 

level of macroeconomiic activity are also relevant, iii this setting. but as 

imiuch for the impact of stability onl investment decisions as for t(le stable 

level of emplIoyment and short-im economic activity itself. 10 

(oitiigency funds set aside to cope with uiexpected Iprice rises (-aiu 

instead be devoted to pro(lictive investments. 

9See Chapter .1of 'imiler, FaIcon, and Pearson (1983) for furtluer 
analysis of the importance of an efficient marketing system and the role of 
price policy iiideveloping one. 

1°See Taylor (1980) for a model of tluese short-run effects. 
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The Macro Ecoiioi yi 

Not all macroeconomic conse(llieices of stab:ilizing food prices are 

posit ive. The resource requirements of the price-staibilization program 

itself can destabilize foreign-exchange requirements, the credit sys!eni and 

Iiioney slpply, and budget allocations. Al imlportant olerational issue is 

to balance the positive macroeconomic effects against tlese negative ones, 

as well as against the operational costs of the stabilizatioli program 

itsel,".1 1 

Conisulmllers 

TIhe last factor to )e incorl)orate(d into tIc analytical model that. 

ulderlies the stal)ilizatlion approach to agriculltiral pricing is tile impact 

oil consumers. The models use(l in the stabilization del)ate so far have 

looked rather narrowly at gains and losses in consuenr surpllus or, more 

elegantly, in colipensating variations or equivalent variations. The 

stabilization approach argues that in portait sources (of welfare loss to 

consulv(s due to price instal)ility are omitted by such neoclassical 

apliroaches. Tw sources seel espec'ially large an( may be measurable. 

The First is the value consumers place oil avoi(ling tlie transaction costs 

incurred because of theli ed to reallocate their ludgcet resources each time 

relative prices change. Collpared with rich consumers, poor consumers are 

likely to value this ;,spect more. To fullfill minimal nitritional 

requirements, the poor feel the F,ressure to substitule amlong food 

commodities much more acutely than (1o the rich.13 Accordingly, there 

" little atll tion. itlher analylical or empirical, has belen devoted 

to the joint asl)ects of these issues. See linck ney (fortlconling) for tile 

case of Kcleya's grain price stalbilization pIrogram and Timmer (1!881)) for 

the Iudonesian expecrience. 

1 2 See lallam (1988) an llIHelms (1985). 

1 3 See Timmer (1981). 
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are ilportant itpli('ations for income di.t risuti(i of foodl price stability. 

Ti)' v coI.sv(IiIvIIvvs for t lie poor of food pric'e v;iriatioins aire zot 

syintviriet ,al, howe,,er, )(htal iispward tuiov'I ltts have a itore iegatlve 

well'are imtlpa('t o oveI(''ii't. le'poorthani(o )r(i)ortio;I hlvwimard 


respon i fiexibly price chliages, so rise iakesj)t iiore to :tprice that, Ithien 

poor'r in(llces I larger reacl;ion a; I l1e1ice greatir welfare loss (iue to 

Iranisactiouns ('osts ini (hecision-iiiakiiig than d(ot's a price decline. This 

asv niitiletexplais, at partially, why iopular outcries over foodry least 

price inicreases always the praise for foodare loIdhr t liau Iprice declines. 

T'e pressure to readjius: eXl) eiitttire paltlt(rnis is felt much more stronigly 

when Iprices ris.. 

Secooll, fear of food shortages il iiurain areas evokes a universal and 

v'iscral reactiott. (Gov'ertnlt'li , are hield accountable for pro'isioni g cities 

at re'soniale costs, aid ('ilizeiis have r'l)t'at'(lly d ot'itOrait d lthir 

(';ia(il- to bring down govi'rniniiits thiat fail ill this ol)ligatIott.14 It. is 

actle frood shortages not tli ' averag( level of food prices tilat itidi(ce 

anti-govi itut',it panics, however. Food(shorlages are sitply the mirror 

imag, f seiep price' rises. Pri(e policis iat s-i avoidcc'ssfiiflly stch 

episodes clearly contrifut, sti hstatttially i,, isof ov rall social welfare. 

This level of social welt[are is rt'l,cted illa nIiore stale i(lilial ,econoty, 

wit i its at ternudalltt positive itpact otl i vinn exp,'ctlat lns.' 


It should he stressed tlhat consuimer deanadtch for price stability 

cantiot he xpressed Iii iimarkets. F"or ire('isoly this reasoni, tlie )ol)larity 

o)fIri('e slability is usually Iraled by t'coiioi;ist s as a "lpoliticalr issue, 

nol, as Oi( for eo('titiomici attlysis. Such a Inarrow anlalytical perspective 

simply fails to rt'coguiizet lit' ilh('vittt Imtarket failire umerlying thet 

tra.rser of coiisumiiters' lesire's from a Itoii-t'xistnIit i'coti(uitti(' itiarket. toItli 
14St't'haphui (19.1) for a fascitatti historical accoutt, (f tIie 

refalionshiip bitweetn irhaii mi.asses anud ileir rilers wili respecl. to 
Irovisioninig of basic foodst iffs. 

1()
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political are ia where the demand for a public good (an Ie 'xpre seI and 

is vry an 

phelinomenon, cOmparable to the wellare gei(rat ,d by the consumption of 

"real" 

met. The resulting increase in consuijer welflare iiimucheconomiic 

goods and services. 

The benefits from stabilizing the prices of basic foodstiffs, or other 

agricultural commodities with significaiit macroecononlic linkages, are 

likely to be considerably larger than those reflected in tle models that 

have been used so far to analyze relative costs aind bviiefits of price

stalili'zation programs. While little is knowi nipirically abou, the size of 

tli (lyvnatlic and macroecoloiiiic beiihts of stability, they canniot just. be 

ignored in th ltleoretical or empirical evailuation of such programs. Ie 

iervasive, idueed universal, tendency of Asian governmients to stabilize 

their domestic rice prices ini the fixcv of uiistable world market prices for 

rice suggests that the benefits may he very large. The rapid economic 

growth in many of these Asian cointries suggests tihat the impact of 

efficiency losses and blidgetary costs on growth cannot be too large, at. 

least. if the price-stabilization program is vell designed and imipleneited. 

Whieni propFerly managed, food price stalhilizalion programs have a 

c(lar potent ial to imlp'rove economic efficiency and thereby speed economic 

growt h. There are important implhications for incone (list ribut ion and the 

welfare of the poor from the short-rim success of these programs, especially 

in preventing sudden increases in tie price of basic foods. hut. the long

terni coitribution to the poor is likely to be thromigh the higher wages 

made possible by a more productive aiid efficient economIy. Food prices 

also have a direct and immiediate impact on icome (listrilumtion because 

lhe level of prices is such a key factor influencing niitrient, intake. Of 

course, many other factors affect income (list rilulion, especially the 

(list ribim ion of land, the level of agricultural productivity, and lhe impact 

of these factors on real wages. These topics are intertwined. The section 

II
 



b 'low folusesn e l t h a Iumake lotI i s Imort-rui(ivI tIlire oI' tIeivmvc Imi.,is 

and long-riuui hiicoime (list rili ion slich c plicaitedl topics. It will beco ie 

apipareni t I it reaclhi g and 1illing t lie -poorest. (f Ihe poor" ini a 

slstainal)le fashbion reqlires mjiore tiani g(oI inteltiols ain legislative 

PICE, POLICY AND INCOME IS)IB''IU.IIUTION 

Trhe, c(.oHomlic literatire has siiggestedl for sev'raJ (lecades that ihe 

soliit iol to pov'rty lies ini fairly e(julal (listrihlt ion of ld and a " iii

miodal- strategy of developm11eiit that is dlesigiied to iiichiie tI~leVast 

lmajoritv ol' Io rural ini its progrlims.15  ylie a1rgii1iie1itle popildat ion hias 

clvar appeal. It is iar(d to iiigine(i Ihat a coi itlry in which agriciltulral 

land isowniied predoinanlly laborald opueratei'dl by sina llholders, their 

rodtilctli'it v is high,, anid foo(d prices are low and stlde woubld have 

pr.essillg probhiis of poverty and skewed (list Ii somuieribulion of ilicoeli'. 

illl)ortanlt sense, this (les'rip)till h' lFii is awly the )robhle, I,because assets 

are liirlv (list ribuited, incoeles of farii households are adequate, aid vell 

the poor have stable access to low-cost food. Problemiis iiighlt ri'muaini, 

however. 'Tlepoor have basic ineeds ot liiithiani
food, farmiis could be too
 

small to support large and growing families, labor productivity miiight be
 

Ihreatenedl hy p()Ilation il e developenit or new
growt h amli dejial t( 

i'hlology, and lhe "'chiap food- policY won l(Iprol aly be very" expensive 

to ille bi:lget. 

All develoloing coun itri(s would(Ike, to be ii ie ilmagilary position 

Jist (hescrilbed it woild vastly simiiplif agricultiral policy n aking )y 

)er;imittinig a siigl'-iiiniided atteition to stiilliatiuug technical ('hianige'and 

growt h in pr(iliictivity. Mot couiit ri's do not hlave this lxury (althlioigh 

15'I'h teriii is lBruie Johistoi's. aiid t ie strategy is iiost. clearly 

art i,-ilated in *lhistoi and (Clark (198)2) 

12
 



some arc ol,vioiisly better situated than others). '[hey i vorry 

similitaliveosly ) incolne poverty alleviation vlhileabo,,t (list rihution and 

they try to. maximiize economic growlh. The gro,,tli-equity trade-off has 

ben a staple topic for analysis by developm, ent economists for decades. 

lPoiicil'; that stimulate absorption of readily available labor require that its 

cost, i.e., r(al wages, be kept. low. Stimulating savings and efficient, use of 

capital requires high intcrest rates, i.e., large incomes for capitalists. Even 

socialist, count icis have come to recognizc tie iportance of these 

allocative signals for rapid economic growlh, despite the low wages., high 

profits, and skewed (list ribut ion of incomes t hat t lie signals generate. 

III countries with seriously (listorte( economjies and Ipoor policies for 

leveloplmielt, important, opportunilies exist for im)rovecent in Ioth 

limensions. lBiit these growth-equity trale-offs remain real and difficult in 

tie short rui for iany rural ecoonies. The "food price dilemina," in 

iart icular, exists even when thero are growth- and equity-enhancing 

changes in policy that iiight be made in tie industrial arena. This 

dileinia- low food prices help poor consumers but imperil incentives to 

farmers and I Iths lower growt h in agricultiira output, and 

em loyment-places Food price policy at the core of any effort, to cope 

and income distriblution.16simultancously wit h economic growth 

lie relevant, policy quest iou is whether a couatry should strive for 

better "initial conditions" by iundertaking land reform, should concentrate 

on rapid improvements ini labor productivity and real wages, or should 

attem) direct programs of poverty alleviation to inprove tie (list ribut ion 

of basic goods and services. There are tra(le-offs among these possibilities, 

if for no other reason than the government's bulget. has inany claimants. 

But tle irade-offs run much dceeper, inlto lhe basic economic and political 

165ee Timmer, Falcon, and Pearson (1983), especiF.lly chapters 5 

and 6, for a discussion of the food price dilemina anid its relationship to 
otiher policy options ill the rest of tie economy. 

13 

http:distriblution.16


iiechanismns I hat dictate how a count ry's economy produces and 

distrilbtes output. Land reforiti is a political exercise with surprisingly 

few solid economic underpinnings.17  While granting the desirability of 

more equal distribut.ion of land, most poliry makers will want to know if 

progress ou improving income (list ribition can be made ill other 

liu,isiolis. 

Scveral paths are open, with progressively longer time horizons: 

guarantee the access of the poor to a stable su!pply of food through 

entitlement programs: focus rural investments on proJects an(l programs 

iat stiiulate the demand for unskilled labor and raise real wages; and 

provide incentives for tho rural population to ivest in human capital, 

icluding forual schooling, I,earning by doing, and a switch from 

quiaiit i s to qualiqy of children. Short-run gaiis infood consumption via 

direct policy ut ervenlions are ipotenlially very iml)ortait., but. 

'-istaiuiabililv is a very serious issue.18  Consistently maintaininig food 

prices below the long-run opportuiity cost~s inworld markets is not, likely 

to be a ststaiiiablh policy for poor countries, and even the degree of short,

run stability for domlestic prices in tlie face of inst able world prices will 

depend on tlie budgetary support a country can coinit to the task of 

price stabilizalion. Over the long term. investments in liuman capital are 

17Thli is is a controversial statement. It stems from a review of the 

debate over the desirability of a land reform ili the post,-Narcos 

Philippiues. Although nearly all ecouomic analysts support some form of 
laind reforni, they (o so primarily for political reasons. The recent. "meo

iuo-classical" literature on interliiked markets has signmircatit ly 
m(der; ied the earlier Nlarshallian view that only ownr-operators could 

use land efficiently. Without large efficiency gains, the economic case for 

land reform becomes much weaker, especially if substantial disruption 
occurs to established palterns of inputt, supply and outpul marketing 

(hiring Ile reform process. 

18 See Lal (1985), especially the discussion of basic nieeds on F'P. 

IO1102. for a forcelul exposition of the role of productive employment, iii 
guarani,.eing the sistaiunu ility of consimipt ion gains. 

Il
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no dout) the most importait factor lealing to iimprovements illincome 

(list ribution. hlie role of food Ipric'e stability in stiiiiiilat uing i'llinivest Its ill 

noted already.19
human capital il rural areas has been 

The obvious compromise between iumimediate, bid unsustainable, 

improvements in income (list ribution using general subsidies to food prices 

and long-term inproveients through investments in human capital is to 

stimulate employnent anid raise rural wages in the agriculural sector. 

ril)ition fairlyThe consequienmces of rising real wages for icome (list are 

ril:ut ion ina country
imeuliate. 'Ihe critical turning point for incolie (list 

occurs when surplus labor is albsorbed, real wagvs begini to rise, and profits 

stop expandilg as a share of natioual iiicoiiie.20 Relative income 

dis: ribut ion, however, is not really tle most imlportai' issue when trying 

to eliminate tle worst, aspects of absolute )overty, including the hunger 

istheand malunitrition that isclosely associated with it. More importanta 

rising per capita consumption and real wlli,,;e implied by higher \wages. 

From this perspective, rising wages are a vehicle for improvemeits iinfood 

intake and, most iiportant, for sustaining those higher levels of 

consumiption. An agricultural (levelopi)Jellt stralegy ihat succeeds over the 

of a decade or longer in raising rural wages would almost certainly 

imiprove income (list ribut ion witlhin the rural sector and significantly 

imlrove staidar(s of nutritional well- being. 2 1 

course 

19'lloe palpers by Scli.ltz (1988) and Behirian and Deolalikar 

(1988) e:Cpai1d on the human capital dimension of tle dlevelopi.met 

process. 
2 0 'lhis is a general .csult from most diial ecoioiiy mio(dels of 

levelopmenit. IHistorical experience, especially in tle labor surplus 

economiies of East, and Southeast Asi;i, stroiigly supports this sequent ial 

interpretaiion of the causal relatioi'il,ps between wages and income 

(list ril)ut ion. 

15 
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AIIROACIIES T'O 1MI'I{OVING FOOl) CONSUMITION 2 2 

Icone (list ribut ion is hard to measure even at a single point in 

time, and it is doubly hard to track over time. I'le (list rih1lion of food 

consumpltion, especially caloric intake, has often served as a proxy for tlie 

broader ineasure of income (list ril)ution. lousehold food coiisuinption 

surveys are frequently repeated at five- or ten-year intervals with similar 

p~rotocols and sample frames, so reasonable inferences canIbe made about, 

(list ribltional changes over time. On a more immediate basis, changes in 

average caloric intake iii a counry offer substantial insight, into changes iin 

income distriliition over tlime, and such data are available o ali annual 

basis for most coun tries. Comparisons across comitries and over lime offer 

a relatively quick and easy approach to the analysis of comparative 

patterns of income (list rilit ion, or at least one importait component of it. 

for which policy makers express concern. 

The level of average caloric intake for a particilar year and couintry 

is correctly criticized as a welfare indicator because the (list ril)ut ion of 

levels around Ilie average is not discernible from the average. But wien 

the average changes significantly over time, substantial implications for 

welfare change are implied. Middle- and iipper-income households have 

very low iicome elasticities of deiamld for calories. If average caloric 

intake increases or decreases from year to year, most. of tie changes are 

(hiie to altered caloric intake iii poorer households. \'hen a country 

21 Raising real wages is not the samie thing as rai,,iig labor 

prodict ivity, althoigh the two are related. Certain forms of institutional 
or technical change can rai,:e average labor productivity while leaving 
marginal productivity unchanged or even lower. In neoclassical models of 
wage ldeerminatioi, marginal labor productivily should be equal to the 
wage. It is also important to stress that tlie wage un(her discussion is that, 

prevailing ill rural labor markets accessible to aniy individual desiring to 
work, not a restricted wage )aid, for examnple. to plantation eml)loyees or 
workers oii special government I)roJecls. 

2 2'l'1e followinig sectioni draws (l ' iiumer (l SSa). 
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well below theincreases its average daily per calpita intake of calories froii 

to well allove it, the on1ly eXiallaalitio is thal Iowrecommended average 

Staglatloll or deterioi';ition ill thisincolle hiuseholds are better fed. 

ineasuire means a lower standard of living for tlie poor. 

Talble 1 presents the basic dala to examine these trends for twelve 

to 1985. hle1965.:')
countries in Asia and the Near 	East, for the period froi 

Daily calorie supplies avail"ble, the nearest.diversity is quite sulbstantial. 

availallie proxy for intake, raiged from a low of 1,717 kilocalories (kcal) iin 

kcal in Egypt in 1985. ielative to
Pakistan il 1965 to 3,263 

activity levels, andrecolmmendled levels of intake, based oil age structure, 

was nearly 25 percent too low, whilecliiiat.e, IPaki:;tan's intake iin1965 

lgypt's 1985 	 intake was .30 percent above average recommended levels. 

Despite sn bstantial disagreenent, over tle t rue welfare significance and 

they do provide a
validity of recomiended nutritional levels on average, 

is corrected for tle most iniportanit differences il
useful bencihmark that 

country will averagepol))1lation striictures and nutritional needls. Any 

caloric intake significantly below the reconmended level almost inevitably 

has a sizable proportion of the pl)oilation. usiually in rural areas, tOiat 

would like to coislIne greater qlialilies of food if their income levels 

to of the poor allows changes inpemnitvld. This connection inco ies 


time to be used as a rough proxy for changes in welfare
caloric intake over 


in t lie absence of statistics oii inicoine directly.
levels of t lie poor even 


or
Oily Malaysia and Turkey had levels of average caloric intake at 

above such recoinniended levels in 1965: the unweighted average deficit 

was 7.5 percent. By 1985 only I akitaii, Indlia, and Bangladesh remained 

surplus was 101below reconunended levels, and the unweightd average 

average, per capita caloric intake in lhe twelve countriespercent. Oiu 

to well above recommendediipiroved 1)3, 	 17.5 perceilt, fron well below 


two The iiprov especially dranatic
levels--all in derades. ieint is 	 ill 

17 



Table 1. Changes in Caloric Availability in Representative Countries in A:.ia and 
the Near East, 1965-1985 

Region Supply as Percent Above or Below 
Country Daily Calorie Supply Average Calorie Requirements 

1965 1985 'X change Levela 1965 1985 

Souit iast Asia 

Malaysia (nial) 22,19 268.1 0.9 2232 -0.8 20.2 

Thailand (tihl) 2200 2,162 0.6 2219 -0.9 11.0 

Philippines (pill) 1936 23.11 1.0 2266 -14.6 3.3 

Indonesia (isa) 17.12 2533 1. 2164 -17.2 17.1 

South Asia 

Pakistan (pak) 17,17 2159 1.1 2320 -24.7 -7.0 

Sri Lanka (sri) 2155 2:385 0.5 2215 -2.7 7.7 

India (imld) 2100 2189 0.2 2200 -4.7 -0.6 

Bangladesh (bng) 196,1 1899 -0.2 2300 -14.6 -17.4 

Near East 

Tunisia (tim) 2296 2836 1.1 2388 -3.9 18.8 

Turkey (tky) 2636 3167 0.9 2500 5.4 26.7 

Egypt (egy) 2.135 3263 1.5 2510 -3.0 30.0 

Morocco (nor) 2182 2678 1.0 2423 -9.9 10.5 

a Based on 1983 popiation structure. 

Sources: )ata from World Bank, World Development Report. 1987 (New York: 
Oxford University Press for the World Bank, 1987). 

18
 



' 
re much iore"I, i .,vSt)itll ,ist .sia wild tli, Nevrr Vast. .\ i;' -iia, 

mnodetd 1( argladlesh act ually slippedci IJack ward. 

across Ilie twelv' Ixjplanations fol. Ieiv chalgvs illcaloric iitike 

I ,exlC IFigtire plots
countries are imiore Complicaiu'd tIhn i b pectd. I 

ill per capita caloric itliki'
Ihe aveiage aniual percentage cliangiv 

;i\.erg-eper lcpita(( (;IN) ;against growth ii i incoLn'li'. A rough positive 

relat )iship is ;parl),renit , lt 	 lIh' ijnJcO e v;riablh' (YAV(; ) leaves 

ill 'i'h,(substaitial v;riance tiiiixpl;inhi'd a siiple regressiluli. size' of te 

initil ga1p bet..e.I recomminii h'd aid actual int;k' levels also fails to 

iice owni. 'lhe iostexlail a sigiificaiit allioulnt of he ,.;a uui its 

ill I liv agric till uiral sect or arid! 
sat sfact ory inolel coiimbinies icoiie gro\%Ji 

ie' gap into a single rI=ullililicative va'riab d tcli'lide-s it as a second 

thle gain ill average per cap~ita income forexplanatory variable along withI 

lie iit ire popiilat ion. Even this regression ellaliIiS 01iil half iev variance 

growt h of per capita caloric hitak' f)r (ie twelve coiit ries betwev'iiin iel' 


19i5 and 19,S5, and less than 1) percent of tlievariance' is exl)tained after
 

ise l ilitie rgrssioti.c(rrectii g for degrvcs of freedo 

tie' initial caloric dehicit, growth ilOther factors than ItIe size of 

aid ilcoinies are i)rtaint foragricuiltural icoi ies, growth i ltotal i'iu 

intake ciaiiged. Ch'langes iii iiicomieexplaiiing why average caloric 


(list ribit ion and food pricvs ar' likely to Ili, the kvy omitte(d variables.
 

As Figure I shows,~ tflie, imaini outliers iiiBilt t hat is precisely tIlie point. 

thlelie regression ainalysis are Inoouesia arid Egypt oil positive side, arid 

Thilanid onl thlie negative. India. Bangladesh, and Sri Lanka are also 

it. Thie rapiduniiformuily below lie regression lintie, biit niot lby a great amioit 

iw cahor intake ii hIndlesia is I);rly accomite(ld for byt liegrowth 

all or which is captured ill perretor''y inl th e economy afler I9(i.", iiot 

Burt hinlonesia also devoted stibstatit ial resoirces tocalpita iiicomre figures. 

rapsidly risinga suiccessfiil price-stabilizat ion programia.;ildhs effort. phlius 
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fo r ni icl if tilt, lhi t ition al iiii)rove i eiit .2 
rlot idu of rice, a ccou nitsctio ll 

I'Lgypt Iiaintainied large subsidies on lread, tle basic staple, for most of 

the pvriod and operated food ration shops throughoutt le coiitry.24 'lThe 

positive deviations are understaiidable primarily wit hin a modvl where the 

aii( stability of food prices conltril)ute i a fairly iimmiediate andlevel 

signi ficant way to food intake of ]w poor. 

in per
'lhailand's slow gain in c.iloric intake relative to its growth 

capita incoue cali be accounted for by dleterioraltig income (list rilmition 

rural and urban areas (hiring he secoiid half of tie- period.
between tli 

World prices for most, agricultural commodilis that 'lhailanid exports 

were very depressed in the mid- 198(s. 'l'hese low prices cansed 

to grow much less rapidly than tle growth ii laboragricultuoral incomes 

sector. Ii etliatios where growth in
produc(tivity in the agricultural 

incoue enters t le regression independeiitly, instead of inagricul niral 

is siiall for liailand),the size of the initial gap (whichco,,ibiliation, with 

longer an outlier.'li'land's low growth in caloric intake is no 

iot
Tiv t iree negative deviations iii South Asia, althlouigh 

substait ial. are importaint because of thlie regional pattern. )uiriing this 

iii labor proluictivity, low growth iin perperiod South Asia had low growth 

calpit a ilcoimies, and a likely dleteriorat iou iii rural wages. The data for 

caloric initake support. this characterization. Sri Lanka grew fairly rapidly 

diiriiig thlie second part. of the 19(5-)1985 Iwriod, Iht wili ioticeal)e 

wh't had been a remarkably CVii uincoiuie dist.ril)iition.worseoiiug of 

Avvrage caloric intake increased iii Sri Lanka, but not as iiuiich as if the 

ribiutiou of income had bven iiiaintaiued. More t roiilbling perprevious (list 

haps, there is evidence of a dvtcrioration ill the Iotom income decile 

23Sc IiTimer ( 9,€8h). 

24S(See Alderiian, "v'on Bran, and Sakr (1982) for a discussion of 

pr-icing and dist riuli ion policies.lgypt's food 
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2 5 
durinig I lie period of most rapid growl lh.

Il1dia alld Iaugladesh had very little growth ill iucome or 

prodlictivily. and their caloric intake was virtually stagnait, Even so, 

growth ill caloric iitake was less thaii ,,'oilcM be eXpected on the basis of 

tle paraii't ers for the rest of tlie sample. Th olbviois explanation is a 

dl't erioration ili rural incomiie (list ribut ion as real wages f'll. The use ini 

India of' higher food prices to ildluce greater oroducltio was a notable 

production s,'cess, but the addd prodtiction did littlh to imlprove lie food 

intake of the Iolto ,40 pIercent of the Fopialioll thiought to suffer caloric 

(hcfiit.. pr cisely becaa e of tie( higher prices used to stimuilate the 

illcreased production. 26 The worsening disiributiou of laud iii Bangladesh, 

comhiuation with only limited iucreases ill deimad fo:r laiudless laborers, 

has exacerbaled the sit uation of the poor il tlal coiltry. The 197.1-.75 

fauil e also scelis to have permaitily, reduced the demand for 

agriciltural labor after the u assive migrations ili search of food and 

obs27
 

LESSONS AND CONCLUSIONS 

'Ile umostpowe'rfuil lessons oii the relalionship between food prices 

and inicomie (list riluhtioi are simliple and familiar: the eied to slimiulate 

agrictillural prodtictivity and to fostler tle inltersecloraI liiiks that 

contribute directly to agricultural developiment, employ wnt. and rising 

ral wages. Wheu the indunstrial and service seciors are growing effiriently 

amid have strong market linkages to the rural ecololmy. ali agriciultural 

2 5 S,, Sahn1 (1988) for furlher disc:':.sion of lie new growth 
strategy iii Sri Lanka after 1978 aid its impact oh iincome dist riblitioi and 
caloric ilntake by income class. 

26.Se IReut linger and van Ilo!st iellkaan (1986). 

2 7 
,ec' Ilavallion (1987) and the discussion of 3angladeslh in 

AllIm'd (1988). 
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i with asector that grows fast enough to raise labor producivity, 'on llied 

, tolic assires gains 	 to fariiers 111d aces'irice-stal)ilizat ion Ihat ilcolie 

wages and improv"'
to food for low-incoie cmoislliers. will raise rural 

a cohereit food and
incolle (list ribution. There are no tricks here; only 

i sistaiiahlefor several decades cali iikeagricultural policy mainainied 

ie poor isThe crncial liutritiou'al vuilnerabilit y ofdifference to the poor. 

to iheir real ilicolle. Iloods and droughtsto short-run dowiward shocks 

a naight suiden (lilges
might affect Itheir einploymiieit, opportunities , in 

for labor-hitelisive hidiusirial goods. TIie
dolestic or export, demiiand 

miiajor source of iutlritional vulnerability, however, is ;i sildei ilicrease iin 

the price of the basic foods purclased by the poor. For this reason, 

price policy so that, the real incomes of the poor are
managing short-run 

long-run investmleits in the rural sector,
stabilized, while protecting 

tihmeviulnerable with ithe shortestgiaraitees welfare levels 	 of Ihe iiost, 

polo)' 'aliliot solve the prollemli of hulnger ally
horizons. But Food lrice 

For both 
more than it can solve he 	 proldem of agricultural proluuctivit y. 

)rol)lels, agricuiltuiral develolpmneii. is needed. 
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