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URBAN FOOD CONSUMPTION PATTERNS AND

NATIONAL FOOD POL.CY IN LIBERIA

REPORT 3: RICE SELF-SUFFICIENCY FOR LIBERIA

EXECUTIVE SUMMARY

The purpose of this report Is to analyze the implications of the
findings from the March 1986 urban househcld axpenditure survey. These
findings, Including the statlistlical analyslis, wlll be analyzed with
respect to food and agricultural policlies In Liberia, with speclal

attentlion to the pollicy of rilce self-sufficliency.

Rice self-sufficlency has been an important food policy In Llberla since
the 1960's. In 1973, thils policy took ‘the form of subsidized prices
pald to farmers to encourage them to increase production and to restrict
imports. Several policies were Instituted to increase productivity in
production, such as encouraging swamp rlce growing, experimenting with
Improved cultural practices, and using Improved seeds. More recently,
rice self-sufficiency has taken the form of a Government policy called
the "Green Revolution." This policy strives to encourage domestic
producticn and Is concerned with the self-sufficiency of all fouds, but

rice constitutes the bulk of all food imports.

Consumer prices have been held stable at levels that were generaliy

above world market prices for the purpose of paying for producer



programs and stabilizing markets for rice. Even so, Imports of rice
have increased as consumer demands have grown--the results of poputation
growth, urbanization, and rising consumer incomes over time. P.L. 480
shipments from the U.S. have helped to supply these domestic needs since

1980.

The urban household survey conducted In March 1986 reported that rice
accounted for 17 percent of the total food budget In Monrovia (Report 2,
Part 1). This percentage was larger In outlying urban areas, ranging up
to 36 percent In Zorzor. It also found that many foods other than rice
also were Important In the Llberlan diet. For example, in Monrovia 15
percent of the food budget went vor cassava, starchy vegetables, and
cereals other than rice. Animal products accounted for another 29

percent of the budget.

Computations of Income elasticities of demand, in Report 2, Part 2,
shoved that rice is a product In relatively high demand at low Income
levels. But, on average, an Increase of '10 percent In income Is
associated with an Increase of only 1.6 percent In spending for rice.
At income levels above $600 per month, there Is actually a declline in
the amount of rice demanded as Income Increases. Thils slituation exists

with respect to about one-fourth of the urban population.

Country vs. Imported Rice

According to the survey of all rice purchased or reported being used,

only 18 percent came from Llberlan production, 1 percent from



concessions, and 81 percent from Imports. Consumption of imported rice
was reported to be the highest in Monrovia, at 20.0 pounds on a monthly
basis. But, consumption of Imported rice actually exceeded consumpt ion

of country rice Iin two of the interior urban areas, Gbarnga and Zorzor.

One might question whether this finding was due to the particular time
perlod of the survey. However, In general, annualized consumpt lon
levels from the survey matched rather closely the annual average
consumption for the entire country based on domestic production and

import data.

The above data mlght'be used to suggest that imported rice is regarded
as somehow superior to Imported rice. Nevertheless, the findings from
the statistical analysis in Report 2, Part 2 indicate that a true
difference In demand exists between Monrovia and the outlying areas in
demands for country relative to Imported rice. These findings showed
positive coefficients for all of the outlying urban areas (except for
Buchanan) with respect to the demand for country rice and negative
coefflclents with respect to Imported rice. These models took account

of income and demographic differences among the areas.

The statistical modals did not Include price varlables because of data
problem. However, independent price comparisons fail to offset the
above conclusions. Imported rice did sell for slightly less than did
country rice In Monrovia and country rice (in bags at least) did

undersel| Imported rice In outlying urban areas, as one would expact on

vi
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Therefore, the projected doubling of Import needs for rice projected by
the World Bank Is somewhat larger than is consistent with Alternative |
assumptions In this study. Growth In total demand for rice under this
alternative is projected at about 4 1/2 percent annually or 10 to 11
m.m.t of rice. Most of this Increase |s due to population growth and

increased urbanizatlon.

Furthermore, while the quantity of rlce demanded wlll Increase
substantially over time, the rate of Increase In demand will be much
less than the rate of increase for several other foods that have demand
elasticities of 1.0 or more. These Include cereals other than rice,
such as wheat flour and cornmeal, starchy vegetables, animal nroducts,
and frult. Increased pollcy attention shouid be given to the production
or Importation of these other products which have high consumer

preferences and growing demands.

Alternative |1

Under Alternative 11, which would be a continuation of the current
situation, per capita Incomes are assumed to decline by 3 percent per
year. This meains that somewhat less rice, perhaps 0.5 percent per year,
will be demanded In the out vears than under Alternative |. However ,
population growth and urbanizatlion will continue to expand the need for
rice by perhaps 3 percent annually or 7 to 8 million metric tons per

yaar.

A declining trend In real Income, if continued, would have a larger

viii



adverse impact on food products that have high Income elasticities than
those with relatively low demands. Per capita demands for cassava woulid
be expected to decline by about 1 percent per capita on an znnual baslis,
but total requirements would continue to Increase along wlith population

growth,

Alternative 111

Currently, Imported rice accounts for about one-third of the total
supply. Rice self-sufficiency, under Alternative 11|, would require
price Increases or Income decllnes that In total would reduce the
quantity demanded by this amount, or alternatively, local suppiles

avallable would need to increase by this amount.

Demand coefficients from this study coupled with price and
elasticity data from other sources would suggest that retail prices
would need to increave from the current levels of $23.10 In Monrovia and
$26.10 In outlying areas to around $29.00 In Monrovia and $33.00 In
other urban areas, to reach self-suffliclency. These fligures assume that
coefficients computed for March 1986 are representative for the year.
They imply an Increase In retall prices of about 27 percent and an
Increase in Liberian production of about 3 percent In response to the

hlgher prices.

This policy would resuit in a shift to substitute foods that are in
relatively high demand, such as cassava, other cereal products, and

starchy vegetables. However, the extent of these shifts Is not known

supply



preclisely, because of the Inabliity to compute cross-demand
relationships from the survey data. Such Increases in prices would have
adverse Income impacts of approximately § percent of Income in Monrovia
and 8 percent In other urban areas. Report 4 of this serles wlll

explore further the demand relatlonships among rice substitutes.

Another perspective to self-sufficiency under Alternative 11l would be
to combine the income assumptions from elther Alternatives | or Il with
the Impllclt price assumptions In Alternative Ill. The quantity of rice

demanded under self-sufficlency, which assumes no direct change In
Income, would be reduced to domestlc market clearing levels, with
Imports eliminated and some increase In Liberian production. However,
the assumptions regarding income and populatlon changes over time will

determine future trends In demand, along with price trends.

Demand pressures from Income and population growth under self-sufflc-
fency will continue to represent an Increase In demand for the total
supply of rice of 3 to 4 1/2 percent, according to the assumptions of
Alternatives | and 11I. If these supplies are not forthcoming, prices
will need to trend higher at somewhat larger rates, around 3 1/2 to §

percent In real terms, to keep supplies rationed.

A sub-optlion to this alternative would be to attempt to become self-
sufficient only In commercial markets for rice and continue to receive
P.L. 480 rice from the U.S. Some of the rice could be distributed freea,

or at costs of distribution, to low-income households to offset the



Income losses from the Increase in prices In commercial markets. Such a
policy also would be little hardship to the one-fourth of the population
with monthly Iincomes above $600 monthly which have negative Income

assocliatlions with Increasing rlce purchases.

Alternative |V

The fourth alternative, the free trade option, has as Its objJective to
Increase the overall economic growth of the country by giving producers
Incentlves to produce their highest valued products. For farmers, this
means Increasing production of tree crops such as coffee and cocoa and
importing more rice than currently to meet market needs. Export dutlies
on tree crops by LMPC woul!d be ellminated. But, Import dutles on rice
and price markups by LPMC would be malntained and perhaps Increased to

offset revenue losses on tres crops.

Increased market demands would not be great because urban areas already
import about 81 percent of total supply (96 percent In Monrovia),
according to the household survey. Much of the remalning market supply
represents surplus production rather than production targeted to produce
revenue. Subsistence needs of rural households would likely continue to
be met by home production because of personal preferences for country
rice, high costs of transportation to Interior markets, and the need to
ensure security of food requirements due to Imperfect markets. However,
prices reduced In line with world levels would stimulate rice

consumption to some extent.
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Rather unstable iInternational markets would cause Instablillty In
consumer prices in Llberla, even though presently prices would be
reduced significantliy. Reduced revenue to the Government would be
offset In the long run by Increased export earnings and duties generated
on the increased imports that could then be purchased. For that reason,
a careful policy of transition would need to be developed. Continuing
to receive P.L. 480 shipments and setting aside a portion of them for
free or low cost distribution to low income people would affset some of

the problems of rice Instabllity in the long run.



URBAN FOOD CONSUMPTION PATTERNS AND

NATIONAL FOOD POLICY IN LIBERIA

REPORT 3: RICE SELF-SUFFICIENCY FOR LIBERIA

I. INTRODUCTION

The objective of this report is to explore the Impllcations of the
findings from the urban food consumption survey In Libe-ia conducted In
March 1986 with respect to agricultural policies for that country.
Findings from the survey were reported earller In Report 2, Part 1,

Results of the Household Survey (Hlemstra and Savadogo, 1986b) and

Report 2, Part 2, Statistical Analysls (Hlemstra and Savadoyo, 1986¢).

Agricultural policies in Liberla will be brlefly discussed as a backdrop
for thls analysls. Then, the Implications for various alternative
policy senarios will be examined in view of the findings from the
statistical analysls of Income elasticities and margina! propensities In
Report 2 (2). The question of rice self-sufficiency for Liberia will be
considered In the context of these alternatives. Selected policy
analyses and recommendations made by earller analysts will be reexamined

in the light of new Information from the household survey.



I1. AGRICULTURAL POLICIES IN LIBERIA

Rlce production and consumption has long been a central focus of
agriculturai policy in Liberla because of the central place that this
food holds In the diets of the people. The price and availabllity of
rice are considered to be key factors in the stablility and well beling of

the country.

A. Rice Import Trends

Prlor to Worid War Il, Liberia was self-sufficient In rice. Imports
expanded over the years In concert with the urbanization of the country
and growth In worlid trade, particularly since the largest clty Is on the
coast and somewhat remote from major producing areas (tabie 1). Growth
in Imports has been particularly strong since P.L. 480 shipments from
the U.S. began In 1980 folfowing the rice rlots in April 1979. The
riots at that time are commonly attributed to an announcement of
significant increases In prices for rice. Imports peaked in 1984 when
they accounted for 101 m.m.t., about 25 percent of the total rice supp ly

of 399 m.m.t. (Ministry of Agrlculture, 1985b).

More recently, commerclial rice Imports have been difflcult to flnance
due to declining export earnings, as noted In Report 1 (Hiemstra and
Savadogo, 1986a). But, P.L. 480 Iimports expanded again in 1986 because

the drop in U.S. wexport prices, authorized by the 1985 U.S.



Table 1.

(Values in $ Millions)

Composition of Exports, 1979-83

S 1979 1930 1982 1983
ources
Value Pct Value Pct Value Pct Value Pct Value Pct
TGTAL EXPORTS 536.6 100.0 600.4 100.0 529.2 100.0 477.4 100.0 427.6 100.0
MINING 329.6 61.4 343.7 57.3 348.8 65.9 337.4 70.7 284.5 66.5
Iron Ore 290.0 54.0 310.2 51.7 325.4 61.5 311.1 65.2 267.3 62.5
Diamonds 39.6 7.4 33.5 5.6 23.4 4.4 26.3 5.5 17.2 4.0
MONETARY AGRICULTURE 189.5 35.3 223.1 37.2 160.4 30.3 121.7 25.5 129.0 30.2
Rubber 87.8 1614 102.2 17.0 36.7 16.4 53.4 11.1 73.1 17.1
Logs 50.1 9.3 65.3 10.9 32.5 6.1 29.2 6.1 22.2 5.2
Sawn Timber 8.5 1.6 7.2 1.2 4.3 .8 3.4 .7 1.3 .3
Coffee 27.1 5.1 33.0 5.5 19.4 3.7 22.8 4.8 18.2 4.3
Cocoa 11.0 2.0 10.5 1.7 13.8 2.6 8.8 2.0 11.5 2.7
Palm Products 5.0 .9 4.9 .8 3.7 .7 4.1 .8 2.7 .6
OTHER* 17.5 3.3 33.6 5.7 20.0 3.8 18.3 3.8 14.1 3.3

* Includes other domestic products and re-exports.

Source: Republic of Liberia, Ministry of Planning and Economic Affairs, 1984, Table 3.



farm pollcy legislation, allowed larger volume purchases wlthin previous

dollar limitations.

B. Agricultural Pollcles Prior to 1980

Self-sufficlency as a pollcy Issue In Lliperia arose during the 1960's
during which time agriculture’'s economic importance had declined
relative to the balance of the economy. Since then, considerable effort
has been made to stimulate agricultural development of various kinds.
These efforts have Included attempts to Increase production by several
means. These included mechanical land clearing projects; development of
areas sultable for growing swamp rice which has much higher production
per acre than the tradlitional wupland production; expansion of
demonstration plots and experimentation with application of fertilizer;
and, the development, propagation and distributlon of seed from improved

rice varleties such as LAC-23.

Attempts to stimulate agricultural production, principally rice, were
only marginally successful despite the many efforts at encouraging
improvements In production. Some attempts have been made to Iimprove
upon the'tradltlonal farming methods of "slash and burn," but these
procedures have not adopted to any signlflcant degree. Problems include
heavy tropical ralns that leach upland solls and provide meager returns
to fertlilizers. Funds from P.L. 480 rice sales have been devoted
largely to production research and agricultural development projects of
various kinds, but productivity gains have remalned small. Some
researchers have noted that rice production response to price Increases

Is very low, with the supply elasticity In the range of 0.1 (Trapp,




Rogers, and Wilkens, 1985, and Wor|ld Bank, 1984).

A producer piice support program was Inlitiated In 1973, a time of high
world prices, In an attempt to Improve producer Incomes and increase
incentives for local rice production. The program was operated by the
Liberian Produce Marketing Corporation (LPMC), a marketing parastata!
established by the Government of Liberia and given broad authorlty.
Producer rice prices were set at || cents per klilogram initially in
terms of paddy rice. Subsequently, prices were raised as high as 40
cents per kilogram, or 18 cents per pound In terms of paddy rice (28
cent milled equivalent), in 1982 following another cyclical peak in
world prices. However, only small amounts of rice were purchased at
these price levels which were well above market clearing prices (World
Bank, 1984), During the peak year of the program, 17 mlilion metric
tons (m.m.t.) were purchased (calendar year 1984), which amounted to 11
percent of total production of 157 m.m.t. (Monke, 1985). Commercial
producer prices were In the range of 6 to 10 cents for paddy rice,

depending on time of the marketing year.

LMPC and a slister agency also contro! exports of tree crops (coffee,
cocoa, and palm kernel products) which they purchase below world pricgs
and sel!| abroad at a profit. Profits from these sales plus the proceeds
from Import dutles on rice and other products are used to subsidlze the

producer prices.

However, relatively small proportions of each crop have been soid at the

support price leveis due mainly to Inadequate funding. Inadequate



seasonal and geograph!c pricing differentlais have also resulted In
inefficient use of the monies that were used for producer purchases.
Inadequate funding was due In part to only partial collection of Import
dutles, and high LPMC costs of administration. The net result has
been an Inabllity generally to ralse producer prices for rice
effectively to the levels officlally established by the price support

program.

There also have been some Important economic reasons for the lack of
success In lIncreasing rice producticn much beyond subsistence needs.
Several pollcy analysts have emphasized the comparative advantage to
Liberla in producing tree crops and importing rice to satlisfy market
needs, at least In coastal areas (for example, see World Bank, 1985,

Trapp, Rogers, and Wilkens, 1985, and Tweeten and Rogers, 1984).

This type of policy recently has been espoused (see next sectlion) but
not galned strong adherents due in part to an overriding Iinterest In
becoming self-sufficlent In rice production for security and
natlonallistic reasons. Foreign trade In agricultural products has faced
Increasing problems in recent years In obtaining the necessary forelgn
exchange due to balance of payments problems which are largely external
to agriculture. The Government sees the taxing of exports as an easy
way to try to alleviate some of these problems. It becomes part of a

short-run soiution but at the expense of exacerbating long-run problems.

Food policles have been fostered which have had the Impact of limiting

the growth of consumer demand for rice and at the same time encouraging



rice production. Retall prices have been set administratively by the
Government and held above world levels for most years since the world
rice shortage in 1972-74. Retail prilces essentially had been set at
peak world levels iInltially but not decreased along with world prices;
they only ratcheted upward when world prices agaln increased cyclically

and again held stable, since 1981 (World Bank, 1984).

C. Current Pollicles

Rice self-sufficlency has been and continues to be an Important long
range policy obJective of Lliberia. An agricultural policy statement
prepared In 1980 (revised in 1981) by the Ministry of Agriculture (MOA)
pointed to the need for broad agricultural development (MOA, 1980). It
recognized the large mass of small subsistence farmers and lack of
adequate Infrastructural and institutional support for these actlivities.
Nevertheless, "“striving for food self-sufficlency within the I|imits of
technical and economic feasibility will remaln an obJective," according
to the report. The primary thrust of the development effort was to be
directed to the subsistence sub-sector. As Liberla's agricultural
output Increased, consumers would benefit by more abundant and cheaper

food supplies.

A more recent draft report prepared In December 1985 cont!nued to stress
achieving "a high Ievel"-of food self-sufficiency and utillzatlon of
land resources to their maxImum potential, subjJect to available capltal
(MOA, 1985). This report contained the following points as immedlate

development goals:



1. An increase In the quantity of rice produced.

2. An Increase In the productlon of cassava and other secondary
staples.

3. A more complete understanding of the uses and potentials of
these cassava and secondary staples.

4, An Increase in the productlion of cattle, poultry, fish and
other high protein foods.

5. An improvement in the production and supply of vegetables
throughout the year.

6. Improvement and strengthening of applied and adaptive
agricultural research in the staples, animal husbandry, flshery,
vegetables and selected tree crops.

7. Promotlion of agro-processing and food preservation.

8. Although emphasis will contlnue to be on small farmers,
commefclal farming will also be encouraged most especlally where
the technology Is known and the analysis shows that these are
economically viable.

9. An Iimprovement of the marketing system for agricultural
produce to ensure stable and falr prices so as to encourage the
production of these |tems.

10. Investigate and encourage the growing of nontraditional

agricultural products that have export potential.

Many of these objectives appear to contlinue to represent current policy

based upon discussions with officlals from the Ministry.

The most recent agricultural pollcy statement avallable was announced on



January 9, 1986 by President Samuel Doe. Termed the Green Revoiution,
this policy stresses a "back to the farm" philosophy as a way of
regalning food self-sufficlency (MOA, 1986b). Total food self-
suffliciency Is envisioned, not Just for rice, along with increased
production and sale of export crops. However, the plan does not stress
producing such crops for export so as to enable buying those foods on

overseas markets that can more efficientiy be produced elsewhere.

The Green Revolution is to be bullt around the establishment of Nucleus
Estates In each of the 10 counties that don't already have an
Agricultural Development Project. 1t also depends Importantly on the
rural Integrated development projects (FAPs) and stresses development of
the rural Infrastructure, Including development of a strong marketing

network.

The Nucleus Estates are to be "privatized" after a period of Government
ownershlp and development. An accompanylng general business policy of
privatization Involves the sale of Government corporations and other

assets to the private sector, In part to obtain scarce foreign exchange.

This pollcy may have Important policy ramifications for LPMC which
contlnues to have sole rights for importing and exporting rice and other
agricultural products in Liberia (MInistry of Commerce, 1986). LPMC
also has responsibility for Importing PL 480 rice and selllng It to

wholesale dealers (U.S. AID Misslion to LIlberia, 1986).

LPMC Itself has been announced to be for sale under the policy of



privatization. At the time of data collection for thls study, LMPC had
not been sold. But, If It were, there I|s some possibility that the
organization would become more efficlient as a marketing agency and less
concerned with political considerations which may have been the cause of
some of thelr high costs of operation. There is also the question of
whether or not as a private organlization LPMC would continue to enjoy
the sole rights of buying and selling Important agricultural products

that it has In the past.

!t remains to be seen how well the Green Revolutlon pollicy will be
Implemented. At the time of this study, implementation plans were still
under development and relatively few resources appeared to be avalilable

for early and rapld completion.

Rice prices and specific food marketing practices, including issuance of
licenses to Import rice, are under the direct authority of a Rice
Committee. The Minlster of Commerce serves as chalrman of the Rice
Committee. Both retall and wholesale prices for rice are established
and controlled by the Committee. The Committee granted monopoly foreign
trading rights to LMPC In the summer of 1986 at a time when concern was
expressed regarding the adequacy of rice supplies

(Ministry of Commerce, 1986).

Offlclal prices for rice at retail have declined $1.00 since October
1984 and now stand at $23.00. This level is up by $3.00 from the level
of $20.00 In 1980. This price level was confirmed by this study whlch

computed an average of $23.10 In Monrovia for bagged rlce (but prices

10



averaged $26.10 in outlying urban areas). Consumer prices had exceeded
world market levels by about 7 cents per pound, In recent years (Monke
1985). In 1986, however, U.S. sxport prices were lowered In response to
the 1985 farm bill, so the relationship of retail prices in Llberla to
world wholesale prices (at least in terms of U.S. prlices) has changed
significantly since then. The price spread has wldened dramatically

from a few years ago.

Funds accrulng to the Government from thls relatively high price policy
have been used In part (but to an unknown degree) to finance the
producer price support program. The producer support price level was
reddced from 18 cents to 15 cents per pound (paddy) so costs assoclated
with this program have been lowered somewhat at about the same time as

Income from rice Imports has Increased.

The Government of Liberia (GOL) In recent years has fallen 'n arrears on
external accounts and loans have bsen cut off from the Internatlional
Monetary Fund. As of June 30, 1985, GOL arrears totaled over $96
miillon (Stanley and Gallager, 1985), and Informal Information indlcates

that the problem continued to accelerate through 1986.

The reduced U.S. export price for P.L. 480 rice resulted in commen-
surately larger rice Imports In 1986. This allowed Liberla In 1986 to
import badly needed rice at a time when export earnings were serilously
low. However, the deterlorating export earning and the balance of
payments situation In 1986, demonstrated by increases In black market

rates for the U.S. dollar, appears to have precluded the beneflits from

11



the Increased rice price spread from helping domestic producers to any
significant degree. But, there has not been much time for adjustments
to these new price levels so perhaps this situation will Improve with

time if the macroeconomic situation in Llberia Improves.

Note {hat all expenditure and price data in this study have been
reported In terms of leerlén dollars wlith no adjustments for the
relatlionship to U.S. dollars, due to the official exchange rate which Is
at a ratio of 1 to 1. During the period of study, It has been noted
Informally that there has been some Increase In the value of the u.s.
dollar relative to the Liberian dollar, but no attempts were made to

measure the amcunt of these changes.

Reduced income from the sale of export crops and Increased administra-
tive and other governmental costs of LMPC appear to have absorbed much
of the recent Increase In price spread from rice. Further, relatively
few data were available to make assessments of the current sltuation.
Requests by these researchers to LMPC for budget and other current data
to allow assessment of trade flows and the current marketing situation

were not granted.

At the time of this study, the Government was contemplating the
-posslblllty ¢f establishing pirice controls over a broader range of food
products than just rice. There Is no Information on the timing or
breadth that such pilce controls might encompass. However, It Is useful
to view the price relatlonships between prices for rice and other

products In Monrovlia, where price controls appear to have been

12



effective, with prices In other areas where they have not been tightly

regulated.

As noted In Report 2, Part 1, rice currently is almost unique among all
foods in sslling much more cheaply In Monrovia than elsewhere. of
course, not all of thls differential can be attributed to oprice
controls because a large share of rice is imported and therefore

transportation costs from the point of entry become a factor.
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111, Urban Fnod Consumptlon Patterns

The urban household survey conducted In March 1986 showed that food
consumption levels In total were somewhat higher than previously
expected. The survey demonstrated that some foods other than rice were
also very Iimportant In the diet. Rice, while belng the single most
important food, did not dominate consumption patterns as much as
expected, particularly at upper income levels. Geographic differences
In rice consumption also differed from expectatlons, with more imported

rice consumed In remote urban areas than expected (Report 2, Part 1).

Food and beverage expenditures averaged $173 per household per month or
$27.81 per caplta, according to the survey. In Monrovia, 38.5 percent
of total spending went for food which was the lowest of any of the seven
urban areas studied. Other areas ranged upward to a high of 55 percent
In Zorzor. Food spending as a percentage of income declined over Income
levels from 57 percent for households with monthiy Income below $100 to
a low of 20 percent for households with average monthly income of $1,500

or more, In Monrovia. These levels were higher In other areas.

A. Importance of Rice

Rlce accounted for conly 17 percent of the total food budget in Monrovia.
This proportion was higher In other urban areas, ranging up to 36
percent in Zorzor. Another 5 percent of the budget was spent for
cassava and 6 percent for all other cereal products, such as wheat and

cornmeal . Other starchy vegetables, such as eddoes, accounted for 4
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percent of the budget. In total, starchy food accounted for 32 percent
of the total food budget In Monrovia. In other urban areas, cereals
other than rice were not as Important as In Monrovia. Use of cassava
varled considerably among the areas studied. Starchy foods In total
were somewhat more Important in areas outslide of Monrovia, ranging up to

43 percent of the food budget.

Even so, there are some Important foods In the diet besides rice and
other starchy foods. In Monrovia, animal products accounted for 29
percent of household food expenditures, with fish the most important
food In this category. There was not much varlation among urban areas
in this proportion spent for animal products--even households In Zorzor,
the area whlch had the lowest average Income, spent 24 percent of their
food budget for animal products. Vegetables and olls accounted for 19
percent of household budgets for food In Monrovia, vhich ranged up to 24

percent In Volnjama.

8. Income Elasticlitles

A key reason for collecting and analyzing the househoid food expendliture
data was to examine the nature of the demand for rice and other food
products at differing levels of income (total expenditures were used as
a proxy for Iincome). These results showed that for total food, an
Incrsase of 10 percent in Income was assoclated with a 6.7 percent
Increase In food expenditures (income elasticlty of 0.67, table 2).
But, for rice, a 10-percent Increase In Income would result In an
increase of only 1.6 percent In spending. The demand for country rice

was somewhat higher than for Imported rice, according to the study
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(elasticitlies of 0.21 and 0.12, respectively).

The demand for cassava was measured to be somewhat higher than for rice
(elasticlty of 0.41), and the demand for other cereals (mainly wheat
flour and cornmeal) and for starchy vegetable:s other than cassava was
much higher than for rica. Other cereals and other starchy vegetables
both had elasticities greater than 1.0, which means that they will
exper ience pfoportlonately greater Increases in expendltures for glven

Iincreases In Income.

Anlmal products, other than flish, and frults also had Iincome
elasticities that were greater than 1.0. Demands for fish, olls, and
vegetables were each In the same range as for the all-food average,

around 0.5 to 0.6 In terms of the mean income elasticitles.

For most foods, there Is a small declina in demand as Income Iincreases
and consumers shlft thelr Increaslng resources to nonfood products that
could not be purchased at low I[ncome levels. For total food, for
example, the income elasticity of demand declined form 0.8 at the lowest

Income level to 0.4 at the highest Income level measured.
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Table 2. Income Elasticity of Demand for Food and Nonfood Groups, by Income Group,
Based on AIDS Model, Urban Areas in Liberia, March 1986.

Income : Country Imported : Total Cassava Processed : Total
Group : Rice Rice : Rice Tuber Cassava : Cassava
Mean 21 .12 .16 .30 .56 41
$0 - 99 - .70 .64 .67 42 .75 .59
100 - 199 .63 .50 .56 .58 .69 .62
200 - 299 46 .34 «39 .45 .63 .52
300 - 399 .43 .15 .28 <37 50 42
4oo - 499 «31 .03 .16 .09 53 .29
500 - 599 .12 .14 .13 53 .67 .58
600 - 699 =-1.27 7 ~-.08 .25 .12 .51
700 - 899 -.43 -.46 -.45 -.07 .23 .04
900 - 1,099 -1.65 -.20 -.50 24 .37 .29
1,100 - 1,499 -2.16 -.91 -1.24 -.72 .26 -.23
1,500 + -2.93 -1.42 -1.82 -1.30 .32 -.33
Income : Other Other Fish Animal il Fruit
Group : Cereal Starchy Products
Mean 1.13 1.10 .49 1.25 .55 1.08
¢ 0- 99 1.16 1.08 .70 1.42 .78 1.14
100 - 199 1.13 1.09 .71 1.30 .72 1.09
200 - 299 1.16 1.11 .63 1.27 .64 1.09
300 - 399 1.16 1.08 54 1.26 .55 1.08
4oo - 499 1.12 1.07 .53 1.21 .58 1.08
500 - 599 1.14 1.11 U8 1.23 .59 1.08
600 - 699 1.07 1.10 .38 1.22 .45 1.08
700 - 899 1.15 1.12 A7 1.23 LAy 1.07
900 -~ 1,099 1.11 1.10 .22 1.25 .40 1.11
1,100 - 1,499 1.12 1.1 .08 1.22 .25 1.07
1,500 + 1.17 1.21 -.U43 1.24 .01 1.09
Income : Vegetable Other : Food Bev. + : Total Educa- Other
Group : Food :at Home Fd. Away:Food,Bev tion Non Food
Mean .59 1.04 .66 .93 .67 1.46 1.14
$ 0 -~ 99 7 1.03 .79 .95 .80 4,61 1.19
100 - 199 .T4 1.04 .76 .92 JTI7 2.30 1.17
200 - 299 .69 1.03 .72 .93 .73 1.72 1.15
300 - 399 .63 1.03 .68 .93 .70 1.52 1.15
400 - 499 .59 1.04 .68 .94 .70 1.44 1.16
500 - 599 .61 1.06 .65 .89 .66 1.36 1.16
600 - 699 .58 1.03 .66 .96 .69 1.44 1.15
700 - 899 o38 1.05 054 090 -56 1-38 1-12
900 - 1,099 .36 1.04 .55 .91 Y 1.37 1.12
1,100 - 1,499 .34 1.04 .50 .90 .53 1.28 1.14
1,500 + 14 1.06 .36 .88 .40 1.35 1.10

Source: Hiemstra and Savadogo, Report 2, Part 2, Statistical Analysis, table 2.



For rice, however, the decline In demand over income levels, was quite
sharp. Demand was qulte strong at low Income levels (elastlicity of
0.7), but thls demand became negative at household monthly Income levels
of $600 to $700 per month and at the highest income levels, the demand
was strongly negative (elasticity of 1.8 for alll rice). Negat ive
income elasticlties indicate that purchases of that product are actually

reduced as Income levels are increased.

The demand for cassava also turned negatlive at the upper income levels,
but not as strongly as for rice. The negative demand for cassava was
confined to tubers as opposed to processed products. The denand for
fish turned negative at the highest Income level. No other food product
groups measured actually showed negative demands. However, demands for

olls and vegetables approached zero at the highest Income levels.

Meanwhile, demands for other cereals, other starchy vegetables, animal
products other than flsh, and fruit all remalned quite strong with
income elasticitles greater than 1.0 at even the highest Income levels.
These data show that consumers shift thelir preferences among foods iIn

favor of these food groups as income Increases.
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C. Country vs. Imported Rice

1. Sources of Total Rice
Only about 3 percent of the rice purchased In Monrovia was produced in
Liberia, another 3 percent was obtalned from "concessions," and the
remaining 94 percent was Imported from commercial sources (inciuding
P.L. 4B80). Buchanan also received most of its rice from Imports,
according to the household survey. Gharnga and Zorzor each purchased
nearly one-half of thelr rice from imported sources, despite their

rather remote locations.

In total, only 18 percent of the rice reported In the survey came from
Liberian production, 1 percent from concesslons, and 81 percent from
Imports. These data reflect a time period about midway between peak
production and low polint In supply avallable. The data also relate only

to urban household purchases, not those relying on subsistence supplies.

2. Consumption of Country vs. Imported Rice
In terms of pounds per capita on a monthiy basis, consumption of
imported rlce was highest In Monrovia at 20.0 pounds, compared with 16.1
pounds In Buchanan and only 4.8 pounds in Ganta, according to the March
1986 survey data (table 61, Report 2, Part 1). But, for country rice,
consumption varied from only 0.4 pounds In Monrovia to 23.0 pounds In

Voin)ama.

In most outlying urban areas, country rice consumption far exceeded that

" of Imported rice. But, In both Gbarnga and In Zorzor, consumption of
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imported rice was somewhat higher than for country rice, 11.4 pounds vs.
8.6 pounds, and 10.6 pounds vs. 9.6 pounds, for Imported vs. country

rice In Gbarnga and Zorzor, respsctively.

These high levels of Imported rice consumption, partlicularly In interior
urban areas, may roflect the season of the year and not be completely
representative of average consumption levels. However, annualized
consumption data from the survey suggest that they don’'t differ much
from annual averages derlved from supply and utlilization data based on
known production and import data. The average for Lliberla was 244
pounds per capita from supply and utlllzation data compared with 252
pounds for Monrovia and 255 pounds for all other areas combined (Report

2, Part 1).

3. Demands for Country vs. Imported Rice
The question of substitutability of country and Iimported rice can not be
answered directly In this study because of the lack of avallable price
variablllty to compute cross~elasticIties, as noted iIn Report 2, Part 2.
However, some tendencles can be observed from the comparative Income
elasticlities, shown In table 2, and by comparing average prices paid
with quantities consumed of rice from varying sources by geographic

area.
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The demand for country rice was somewhat higher than for Imported rice,
as noted above. In fact, the entire demand curve for country rice has
somewhat more slope to It--at low Income levels the demand was higher
for country rice and at high income levels, the demand was more strongly
negative. (See figure 1, Report 4.) No doubt, this relationship was in
part due to the geographic differences observed, with much higher
consumption in the outlylng urban areas (table 62, Report 2, Part 1)

where income levels were much lower than In Monrovia.

Note also th&t the demand functlon for country rice, reported earlier,
showed sizable positive coefficlents (all except Buchanan were strongly
significant) comparing each urban area's budget share with that of
Monrovia (Report 2, Part 2, table 1). In contrast, the coefficients for
Imported rice were. all strongly negative (except for Buchanan) when
contrasting Monrovia's budget share with that of each other urban area.
These coefficlents confirm that the mean dlfferences persist In showing
that Iméorted rice Is consumed in larger amounts In coastal urban areas
and country rice in the Interlor production areas, even after allowing

for differences due to Income and demographic differences.

Based on these statistical models, It Is safe to conclude that a true
difference in demand exlIsts among these different geographic areas for
country vs. Imported rice. The only reservation to thls conclusion
relates to the fact that prices were not able to be Included In the
models. But, price differences were analyzed Independently in Report 2,

Part 1 (pages 33-36).
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Unfortunately, the comparative rice price data reported for bagged rice
differed from that for market prices for rice sold by the cup or kenke.
In the case of bagged rlice, Imported rice sold for 0.4 cents per pound
more than for country rice, but In the case of market prices, Iimported
rice prices were 1.2 cents less, on average. The net differences were

all In the outlying areas.

In Monrovla, prices for all forms of Imported rice were somewhat iower
than for country rice, as one would expect In view of transportation
costs of shipping country rice Into the city. However, price
differences are smalil due perhaps In part to the price controls Imposed.
Price controls appeared to be effective In terms of bagged rice

primarily.

In conclusion, the higher quant ity demanded of Imported rice in Monrovia
reported In the statistical analysis Is Iikely due in small part to the
fact that prices are slightly lower there for imported rice. But the
small price differential 1Is |Ilkely outweighed by the much higher

quantitlies demanded.

In outlylng areas there Is a mixed bag (pun Intended). The higher
demand Implied by the demand functlon Is reinforced by the fact that
market prices for country rice were actually higher on average, contrary
to expectations. Jut In the case of bagged rice, the situation is
paralilal to that of imported rice in Monrovia--that Is, that the higher

demand for country rice iIs due In small measure to the fact that prlces
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for country rice are somewhat less on the average.

Therefore, it appears safe to conciude overal! that Imported rice Is
truiy preferred In Monrovia and demand for country rice Is actually
higher in the outlying areas, after allowing for economic and

socloeconomic dlfferences between the geographic areas.

IV. IMPLICATIONS OF THE CONSUMPTION DATA

The Impllications of the findings from the household food expenditure
survey wlll be examined by posing several alternative income and pollcy

assumptions for the future of Llberia.

A. Alternative Assumptions

Alternative |: Improving Income Trends Over Time.

This alternative assumes an Increase In Income over time of 2
percent per year in real terms. It Is expected to characterlze
the long-term future of Liberla. This alternative is Intended to
look beyond the present balance of payments problems when economic
growth again can be expecied. No projections are made as to when

such a scenario can be expected to occur.

Alternative Il: Contlinuation of Recent Income Declines.

This alternative assumes a declline In Income of 3 percent per year
In real terms. This assumption may be the most reallistic In the

near future, untll economic growth again reappears.



Alternative |11 Self-Sufficlency for Rice.

This alternative assumes that rice Imports would be eliminated, by
Increasing retail prices sufficiently to reduce demand and
Increase local productlion to marketclearing levels. A sub-option
considers eliminating only commercial Imports and continuing to
receive P.L. 480 imports. Consideratlion will also be given to
Impacts of varylng levels of Income as encompassed In Alternatives

| and |l as variations of this alternative.

Rising prices would occur, elther officlally or unofficlally, if
an embargo were placed on rice Imports to require self-suffic-
lency, or If Imports were sharply curtalled due to balance of
payments problems. Rising prices might be considered as a way of
heiping to flnance the current balance of payments deflclts whille

accomplishing a desired policy objective.

Alternative IV: Free Trade in Agricultural Products

This alternative would eliminate the current price deterrents to
the domestic production of coffee and cocoa and encourage their
domestic production in Iine with Liberia’'s competitive advantage.
It would also allow uniimited Imports of rice at world levels.
However, It would do nothing to further the goal of rice self-
sufficlency. It would be difficuit to Implement during the
current balance-of-payments crisis, but would have certain long-

run advantages.
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B. Alternative |

The World Bank report by Eric Monke projected long-~term population
growth at 3.3 percent annually and a long-term income growth rate of 2.0
percent (World Bank, 1984). Urban population growth rates were
projected at 6.4 percent due to the rural-urban migration, which Is
expected to contlinue. Monke also assumed an income elasticity of demand
for rice at 0.2, which Is very near thé rate estimated by this study for
urban areas. Consequently, the projections made by Monke do not differ
much from an analysls of thls alternative. In contrast, Tun and Yetley

assumed a much hligher Income elasticity (1.0) in thelr analysis (1983).

The World Bank study indicated that the demand creating effects of
population growth, and particularly the migration to urban areas, would
result In an Increase in demand for Imports of rice till the year 2000.
That study assumed a slow growth In Lliberlan rice production, based on
an elasticlity of supply of about 0.2. Import requirement were expected
to more than double from the peak level in 1984 to the year 2000
(projected at that time to Increase from 98 to 228 m.m.t.). Population

was projected to reach 3.5 million by then.

The perspective that this study adds to the World Bank analysls is that
while demand for rice would increase, and would need to be met by
Increas;d Imports, the demand for most other food products also would
Increase If Income were to resume its previous uptrend. Furthermore,
the rate of demand Increase for most other food products would outstrip
that for rice. This Is particularly true for wheat flour and other

cereals as well as starchy vegetables, animal products, and fruilt.
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Rlce Is currently the dominant food product and this dominance will not
be lost any time soon. Growth In demand for rice would continuc to grow
at 10 to 11 m.m.t. per year under Alternative I, mostly due to
population growth and increased urbanlzation. Thls represents an annual
increase In total rice needed for consumption of about 4 1/2 percent,
based on the 224 m.m.t. level available in 1985 (152.3 m.m.t local and

71.3 m.m.t. Imported. according to table 2, Report 1, and MOA, 1985b).

Nevertheless, If this scenarlo of long-term growth in Income prevalls,
there wil! be a continual lessening over time In the Importance of rice
In overall food policy. Increased policy attention should be glven to
the production or importation of wheat and othor cereals which have
higher consumer preferences even though their consumption at this time

is at substantially lower leveis than for rice.
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C. Alternative ||

Liberia’s monetary economy grew rapldly In the 1960's at over 6 percent
per annum, due mainly to significant Increases In output of iron ore and
rubber products (Stanley and Gal lagher, 1985). This rate slowed In the
1970's to about 4 percent annually in the first half of the decade and 1
percent In the second half. From the peak year 1979, gross domestic
product in real terms declined till 1984 (latest data avallabie) at an
annual average rate of 3.6 percent while population grew at over 3
percent. Per capita GDP In 1984 was down about 15 percent from the
level In 1979. The decliline In the monetary economy, which is centered

In the urban areas, was down even more.

These data suggest that per capita Inccmes have been declining at the
rate of around 3 percent annually In recent years. The positlive demand
elasticity for rice, even though small, works In the opposite direction
for this alternative which assumes a continuation of the decline in real
Incomes in the near future. Thls means that somawhat less rice will be
needed than indicated In Alternative | as long as income trends contlinue

downward.

This does not mean an absolute declline In quantity of rlce demanded over
time because population growth Is more important than the small Iimpact
of the negative demand due to income contraction. The lessening demand
for rice due to decllining Income is In the range of 0.5 percent or 2
m.m.t. per year, whereas the iIncrease in demand due to population growth

Is In the range of 9 to 10 m.m.t.. In total, this alternative suggests
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a net annual growth In demand for rice at about 7 to 8 m.m.t., or about

3 percent of total available annual supply.

In per capita terms, the 0.5 percent decline represents about 1.2 pounds
per year. Such a decline Is not surprising in view of the decline in
per caplta consumption of rice that has occurred since 1980, which Is
the peak year in the past decade for both rice consumption and GDP per
capita. According to data reported by Monke, per <caplta rice
consumption declined 33 pounds or 12 percent between 1980 and 1984
(table 3). During this time period, slzable P.L. 480 stocks had
accumulated so the consumption decline was not due to supply shortfalls.
This decliine In rice consumption accompanied a 19 percent decline In GDP
per caplta In constant dollars. During the four years prior to 1980,
per capita consumption Increased 23 percent while GDP per capita

Increased 24 percent.
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Tably 3. Rice Consumption and Gross Domestic Praduct Per Caplta,
Liberia, 1976-84.

Rice Consumption GDP
(pounds) (constant dollars)
1976 216 344
1977 246 370
1978 255 379
1979 255 420
1980 266 425
1981 246 393
1982 253 387
1983 236 351
1984 233* 345

Source: Monke, 1985,
*The MInistry of Agriculture reported per caplta consumption in 1984 at

244 pounds per capita, wlthout allowance for changes In stocks (MOA,
1985).

While these gross annual data suggest a much higher Income elasticity of
demand for rlce than does multivariate étatlstlcal analysis of the
cross-sectional data from the 19£6 survey, It Is beyond the scope of
this analysis tc examine the Impacts of other contrlbutory varlables

over time,

A declining trend In real Incomes has more adverse Impacts on food
products that have high Income elasticities than those with low demands.
Consequently, demands for othar cereals, other starchy vegetables,
animal products other than fish, and frult would be expected to contract
more rapldly than for rlce during these times of cyclical downturn.

These groups would each face declining per capita demands of 3 percent
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per year or more as long as Incomes decline at recent rates.
Consumption of cassava Qould declline about 1 percent per capita per
year. This puts even more Importance on assuring the supplles and
maintalning the prices for rilce during this perlod of eccnomlc

contraction.

D. Alternative 11|

The feasibility of self-sufficlency for rice In the near future, at
least In the absence of Government flat, Is closely tled to the nature

of the responses of rice production and consumptlon to price changes.

This study was not able to compute new estimates of price elasticltlies
of demand because of the lack of data related to variations In consumer
prices (Hlemstra and Savadogo, 1986¢). However, other analysts have
estimated price elasticities for rice In Liberia at 0.9 or 1.0, at least
In urban aresas (World Bank, 1984, and Tun and Yetley, 1983). This
suggests that the quantity of rice demanded (at least Imported rice) is

highly sensitive to Its price.

Market prices of rice are regulated by the Government. Retall prices
ure set at $23.00 per hundredweight, wholesale prices at $22.35, and
distributors’ prices $21.65. Prices reported by consumers in the
household survey were quite close to the retall regulated level In
Monrovia, $23.10 for imported rice and $23.50 for country rice (bag
prices). However, prices paid In the outlylng urban areas averaged
higher for both kinds of rice, $26.50 for Iimported rice and $26.10 for

country rilce.
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These higher prices llkely reflected transportation differentials from
Monrovia, the entry point for most imported rice. Government regulation
Is less well monitored in the outlylng areas, and relatlively little
country rice Is marketed In rural areas. Marketings tend to represent
surpluses over household needs rather than production Intended for
marketing, due to the fact that costs of production tend to exceed
market prices according to several studies (for example, see Tweeten and

Rogers, 1984).

The controlled retail price of $23.0C per hundredwelght currently is
down $1.00 from that charged between August 1982 and October 1984 (MOA,
1985). However, it Is up by $3.00 from the level of $20.00 In 1980.
This Increase In price may be partly responsible for the decline In
consumpt lon noted above, although It Is not known how rice price trends
compared with price trends for other consumer goods. The relatlonship
between rice prices In Monrovlia and other urban areas also is not known

for earller years.

An Increase In the price of rice to consumers, wlthout any changes In
income, would be expected to result In reduced consumption, Increased
rural marketings, and a small increase in production. Imports of rice
comprise about 25 percent of the total cupply, which represents about 33
percent of the 1984 level of production. If Import supplles were no
longer available, due to a policy of self-sufficlency, retall prlces
would need to be increased by about 27 percent to curtall demand to a

market clearing price level assuming a demand elasticlty of 0.9. This
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Impact assumes a long-term supply response from producers of about 0.1

percent.

Some analyses have suggested that farm marketings have a much higher
response to price Increases than implied by this supply elasticlty, at
least In the short term. |[f market supplles would be more responsive to
prices, the necessary consumer price increase would be proportionately

lower .

In terms of 1986 dollars, prices would need to rise to perhaps only
$29.00 In Monrovia and $33.00 in other urban areas for self-sufficlency
to occur. Monke suggested that prices would need to Increase to $39.00

(1985).

For rice self-sufficiency to occur, many consumers would switch to
competing foods for a larger share of their food requirements. Due to
the lack of cross-price elasticlty data, It Is not known precisely which
foods would be consumed In increased amounts If prices for rice were
ralsed signiflicantly. However, based on the relative strengths of
demand from the Income relationships, It appears that other cereal
products and starchy vegetables would be high on the |Iist of
substitutes. More cassava also would be consumed, but the demand for
cassava Is less elastlc. Report 4 of this serles wlll examine the
relative strengthens of demand for alternative competing foods in more

detall.

An Increase In the price for rice has both an adverse Income effect as
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well as a depressing effect on the quantity consumed. The declining
Income effects, along with potentially strong personal preferences, are
the baslc reasons for Governmental concern with raising the price for
rice. Since consumers spend about 17 percent of thelr Income on rice In
Monrovia and about 29 percent In other urban areas, the adverse Income
impacts would be substantial--in the range of § percent of incomes In
Monrovia and 8 percent In other areas. These levels are not as severe
as perhaps previously percelved; however, the Incldence of these Income
declines would fall disproportionately on the lower income segments of

the population.

These Income declines could be offset by Government programs to transfer
Income or food purchasing power to the lower Income groups. However,
glven the current financial Instablifty, such transfers would not likely
be feasible without significant support from U.S. or International

agencies.

A suboption to Alternative 111 would be to seek self-sufficiency only In
commerclal markets for rice. This would allow the contlnued importation
of rice from P.L. 480 sources. Some of the P.L. 480 rice could be
distributed gratis, or at cost of distribution, to the Ilow-income
segments of the population that would suffer Income loss by the policy
of self-sufficlency, and thereby offset the negative Income effects of
an Increasing price policy. This policy of self-sufficlency would be of
minimum burden to the households with negative Income elasticity of
demand, those wlth househoid incomes above $600 per month. Above this

Income level, foods other than rice are actually preferred as incomes
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increase.

It Is known from Report 2(1), table C, that 74 percent of the households
In Monrovia and closer to 90 percent of those In other urban areas have
Incomes (or at least expend!tures) below $600 per month. Rice subsidies
would probably be restricted to households wlth Incomes below about $200
per month, which accounts for 23 percent of the total In Monrovia.
Household size Iimitations would also need to be establlshed. In order
to appralse the levels of rice distribution that would be sufficlent to
offset the negative effects of the increase In prices for rice for the

lowest income segments would require further analysis.

Another perspective to Alternative I|ll would be to combine the Income
assumptions from elther Alternatives | or || with the implicit price
assumptions In Alternative Ill. The quantity of rice demanded under
Alternative 11, which assumes no change In income, would be reduced to

domestic market clearing levels, with Imports eliminated and some
increase In Liberian productlon, However, the assumptlions regarding
Income and population changes over time will determine future trends in

demand, along with price trends.

Demand pressures from Income and population growth will represent an
increase In demand for tota! rice supply of 3 to 4 1/2 percent annually,
according to Alternatives | and II. If these supplies are not
forthcoming, prices will need to trend higher at somewhat targer rates,

around 3 1/2 to § percent in real terms, to keep supplles ratloned.
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Alternatively, attalning self-sufficlency In rlce production will be a
short-term achievement. Imports couid again be Instituted to meet the
needs of a growing and Increasingl!y urbanlzed population. The rates of
growth would depend on the income assumptions explored In Alternatives |
and |1, assuming that population trends are correct. It Is population
and urbanizatlion that are the most important determinants of the future

levels of demand for rice.

E. Alternative IV

This alternative of free external trade Is the antithesis of self-
sufficiency In rice. The underlying obJective of this alternative Is to
Increase overall economic growth for the country. It capitallzes on the
knowledge that the competlitive advantage of commercial Liberlan
agriculture Is In the production of tree crops rather than rice. Thls
would not detract from encouraging rice production for purposes of
subsistence, only for commerclal production. This policy would reduce

domestic prices for rice rather substantially at the present time.

To Implement such a policy would be to glve up the revenue from the

current LPMC practice of purchasing coffee and cocoa from farmers at

prices below world markets and selling them at a profit. However,
dutles could still be levied and increased as necessary on Imported rice
to flnance LPMC operations. Now is an appropriate time for such a

policy change because worid prices have declined due to lower U.S.

export prices In 1986.

The supply response fo such increased producer prices for coffee and
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cocoa Is likely much greater than would be the case for changes In rice
prices. Farmers would be encouraged to grow commerclal crops for
export. Forelgn exchange earnings would therefore be Increased, Iikely
very significantly In a few years. Low market prlces for rice, which
would be based on world prices, would not deter farmers from continuling
to grow significant quantities of rice for their own use hecause of high
personal preferences for country rice and high marketing and

distributlon costs, particularly In interlor Incations.

There may be some concerns about allowing internal prices to float on
the baslis of world levels because of the slzable fluctuations In rice
prices on world markets in previous years. These concerns could also be
overcome by distributing a portion of the P.L. 480 rice free (or at cost
of distribution) to low Income consumers. Thls would mean that only
higher Incoms people would be subjected to the vicissitudes of external

rlce markets.

Distributing significant quantities of rice free or at cost to low
Income people could eliminate an Important source of GOL revenues. This
revenue loss could be a problem In the near term until the benefits from
free trade became evident In Increased export earnings. For this
reason, a careful pollcy of transition would need to be developed. It
might be possible also to get an Increase In P.L. 480 distributions
earmarked for free dlistribution, which would not disturb commercial
markets. Likely, there would be tremendous popular support for such a

policy In these times of crisis In Liberla.
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