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Preface

This book, based on materials prepared for a four-session
workshop held September 20-22, 1989, in Washington, D.C., explores
the following themes:

1. the international economic and policy environments
anticipated for the 1990s and the likely organization and
operation of world food markets in relation to food security
of developing countries;

2. the impacts that multilateral liberalization of agricultural
trade and domestic policy reforms in both industrial and
deveioping countries may have on world food production,
trade, and food security; and

3. how the United States’s foreig n economic assistance, including
food aid, should be adapted to changes in the world food
system and the economic and policy environments of the
1990s.

Chapter 1 offers an overview of the themes of the book and
a context to help readers integrate the ideas in the four parts that
follow. Part I contains materials drawn from the opening session,
which assessed the global setting within which the world food
systemis likely to operate in the 1990s. Chapter 2 considers prospects
for economic grc wth and trade of developing countries, Eastern
Europe, and the former USSR in light of expected growth and policies
of the United States, Western Europe, and other high-income industrial
countries. Chapter 3 appraises the expected state of world markets
for major food and feed commodities in the 1990s. It includes a
critical evaluation of the potential contributions and limitations of
international trade in food grains to national, regional, and global
food security.

Xttt



Xy Preface

Part Il continues the theme of changing international and domestic
agricultural markets. Chapter 4 examines more closely the prospects
for, and implications of, international agricultural trade liberalization
and domestic agricultural policy reforms on less-developed country
(LDC) growth and food security. Chapter 5 reviews the record on
efforts to improve agricultural output and food security in developing
countries through policv reforms to open domestic markets, to
place more emphasis on exports and incentive prices for farmers,
to limit government involvement in production and trade, and to
provide more modest and targeted food subsidies to consumers.

Part 111 draws implications of the previous themes for foreign
agricultural assistance and food aid programs. Chapter 6 evaluates
past U.S. forzign assistance efforts to boost food output and provide
food security and questions whether these cfforts will continue to
serve useful purposes in the 1990s or should be modificd. Chapter
7 reviews the use of food aid as a development resource, based
on a realistic appraisal of what donor and recipient countries can
do to make more effective developniental use of food aid within
the evolving trade patterns and food security concerns of LDCs.
Chapter 8 assesses the U.S. legislative and international and domestic
political environment and suggests realistic possibilities for policy
changes in the context of the 1990 Farm Bill, the General Agreement
on Tariffs and Trade (GATT), the Food Aid Convention, foreign
assistance, and other national and international accords.

The book contains edited and revised versions of the papers
and comments of discussants presented at the workshop. Two
working groups reported their strategy and policy recommendations
on each of three workshop objectives at the fourth and final session.
A panel reacted to these recommendations and then general discussion
took place. These recommendations, reactions of panelists, and
the ensuing discussion, which were transcribed, have been used
as the basis for the concluding Part IV of the book. While an
attempt has been made to accurately state the recommendations
and fairly interpret reactions and discussion, no specific attribution
of views to the organizations of individual participants is intended.

The workshop and the publication of this book were funded



Preface xv

by the U.S. Agency for International Development (USAID) through
its Bureau for Food for Peace and Voluntary Assistance. In the
workshop’s opening address, Phillip L. Christenson, assistant
administrator in charge of the bureau, pointed to the timeliness of
the workshop in relation to the GATT negotiations on agricultural
trade reform and efforts to revise U.S. farm legislation in 1990. He
reminded participants of the dramatic changes taking place in the
world food production and trade system and asked how these
changes and agricultural policy reforms in industrial and developing
countries are affecting world agricultural trade and food security.
He noted the effects of rising debt service, high interest rates, and
large net capital outflows from the developing countries on agricultural
trade. He reviewed past foreign assistance programs foragricultural
development and wondered how future assistance can best help
developing countries improve the productivity of their agriculture
and alleviate their hunger and poverty. He expressed particular
interest i ideas about the reform of food aid to make it more
relevant for the 1990s. He challenged workshop participants to
carefully and objectively interpret past trends but boldly propose
new policy options needed for the 1990s.

The Center for Agricultural and Rural Development (CARD) of
lowa State University organized the workshop and the publication
of this book. CARD and the workshop staff thank USAID for financial
support and for the interest and assistance of its personnel. Also,
of course, thanks must go to the workshop participants for their
contributions.

Lebman B. Fletcher



1

Rethinking World Food, Trade, Aid,
and Food Security Issues for the 1990s:
An Introductory Essay

Lebman B. Fletcher

Two Conflicting Perspectives on
World Food and Agriculture

Concerns about world food and agricultural prospects for the
1990s have coalesced around two conflicting perspectives. One
forecasts substantial food shortages occurring during the decade,
causing higher world food prices and more hunger in poorer
countries. The other foresees a continuation of surplus food
production, low or declining food prices, and subsidized exports
by industrialized western countries in the absence of a multilateral
agreement to reform their agricultural support policies and liberalize
international agricultural trade.

Food Pessimism

Proponents of the food shortage perspective support their
position by pointing to evidence that food production growth has
slackened in recent years. Optimism abounded on the food front
in the early 1980s, after world grain production more than doubled
between 1950 and 1984. In the mid-1980s, grain stocks in exporting
countries reached all-time highs and world (real) prices fell to
historical lows, continuing their slow long-term downward trend that
dates to the beginning of this century.
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International agricultural trade grew rapidly during the 1970s
until a world recession in the early 1980s caused export sales to
slump. As costs of domestic farm support programs rose to politically
painful levels, the United States and the European Community (EC)
escalated their use of export subsidies to bolster sales in a world
market shrunken by the inability of poorer, indebted, and low-
growth developing countrics to import enough food to meet their
growing consumption needs.

U.S. agricultural legislation in 1985 initiated a trend to lower
government support levels for corn, wheat, soybeans, and other
major traded commodities. Using cxport subsidies, both the United
States and the EC boosted overseas sales, but at declining world
prices and to a degree at the expense of other exporters. By 1989
the volume of U.S. grain and oilsced exports equaled 1983 levels
although export value was lower by some $5 billion. Entering the
1990s, world prices for wheat and corn were above U.S. producer
floor prices and stocks had fallen.

Drought in the United States and other important producing
countries in 1987 and 1988 reduced world grain stocks to their lowest
level, relative to world consumption, in two decades. [n response,
world prices for food and feed grains rose sharply, although by less
than in 1972-73 when international prices doubled. A continued
shortfall of production below consumption in 1989 further
diminished stocks and kept world prices above their trend levels.

Production increases consonant with consumption responses to
population and income growth are necessary for replenished stocks
and stabilized food prices in line with their long-term trends. ‘ihe
“food pessimists” cite reasons to believe that pushing production
above consumption growth is becoming more and more difficult.
The most recent assessment of prospects for feeding the world in
the 1990s by the Worldwatch Instituate, a group renowned for its
pessimism, asserts, “Growth in worid food output is being slowed
by environmental degradation, a worldwide scarcity of cropland and
irrigation water, and a diminishing response to the use of additional
chemical fertitizer” (Brown and Young 1990, 59).

This group’s opinion on the continued momentum of the Green
Revolution is equally pessimistic: “To be sure, there will be some
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further gains in output from high-yielding crop varieties, but they
are not likely to make the impressive jumps registered from the mid-
sixties to the mid-eighties” (Brown and Young 1990, 77).

Perceiving limited promise for future crop production gains from
biotechnology and holding low expectations that agricultural reforms
will quickly end the USSR’'s dependence on grain imports, these
“futurists” conclude,

If the world continues with business-as-usual policies in agriculture and
family planning, a food emergency within a matter of years may be inevitable,
- .. Soaring grain prices and ensuing food riots could both destabilize national
governmeuts and threaten the integrity of the international monetary system

(Brown and Young 1990, 77).

World Agricultural Trade and National Policy Reforms

The apocalyptic food perspective described above stands in
sharp contrast to the one implicit in the debate over the reform of
protectionist agricultural policies in industrial market countries. Many
studies have quantified the burdens of domestic agricultural support
that are borne by consi'mers and taxpayers, which in most countries
far outweigh benefits to producers. Multicommodity, multicountry
models have revealed sizable potential gains in real income, globally
and for individual countries, that would result from multilateral
liberalization of agricultural trade.

High government outlays, in the face of government budget
pressures, have created strong motivation for the United States and
countries of the European Community—the world’s largest
agricultural exporters—to move in the direction of coordinated
policy reforms. Policy measuses in these countries have also
imposed severe losses on other countries heavily dependent on
agriculturai exports. Iinporting countries, however, have received
immediate benefits from the commodity bargains emanating from
the subsidized farm sectors of industrial countries bui doubt the
wisdom of basing their plans for future food and feed supplies on
a continuation of those conditions. Not only is there understandable
conccrn in these countries about the lcng-term availability of such
cut-rate priced commodlities, but there is also the important question
of the need for an agriculturally-led growth strategy in most of



4 Lebman B. Fletcher

them—especially in Africa—that have been left behind economically
in the 1980s.

Present efforts for multilateral agricultural policy reforms are
taking place in the framework of the Uruguay Round of trade
negotiations under the General Agreement on Tariffs and Trade
(GATT). The conditions leading to these reforms have resulted in
great costs to the industrial and developing countries alike. Recent
U.S. and EC policies have limited the markets of competing exporters
and undercut incentives of food-importing developing countries to
accelerate their own agricultural output.

Trade in agricultural commodities across national boundaries has
long been an important feature of the world economy. Differences
in resources, climate, technology, and economic institutions lead
to significant differences in costs of producing food and fiber
commodities from country to country. From the beginning of
ecconomics, agriculture has providea important examples of
international trade that benefit consumers through expansion of
output by lower-cost producers. Recent estimates show that about
17 percent of world production of goods and services is traded across
national boundaries. For agriculture, the figure is a surprising 30
percent: some 12 percent of total trade is in agricultural products
(Jones 1983-84). The latter figure, however, keeps falling as
nonagricultural trade grows faster than agricultural trade.

Changes in the internal economic structures of nations are
mirrored in their trade relations with other countries. Development
economists have documented the pattern of internal shifts in the
agricultural sector as countries grow: an increase in marketed
production; a decl.. g share of overall national production and
labor force; and increased production, yields, and labor productivity
based, in part, on inputs purchased from the nonagricultural sector.
These changes, nonetheless, do not appear to have often been linked
to the displacement of imports and the expansion of exports of
agricultural products. Rather, rapid economic growth, even when
accompanied by increased agricultural production, has most often
been associated with rising rather than falling agricultural imports.
Domestic demand for foodstuffs has often expanded faster than
domestic production, leading countries to depend upon growing
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imports from world markets. Becoming richer, their populations
turn from traditional food staples to more consumption of animal
products, fruits, and vegetables causing growing imports of grains,
oilseeds, and oilseed cake for animal feed. As a result, the
internationally traded share of world grain and oilseed production
has risen: grains alone account for some 20 percent of world
agricultural trade. More and more, richer urban populations in both
developing and industrialized socialist countries are consuming
animal products fattened on feedstuffs imported largely from the
handful of industrial and developing countries whose production
exceeds domestic consumption.

Two quite different implications for food trade and aid policies
emerge. First, many of the poorer countries, particularly in sub-
Saharan Africa, have lagged economically in the 1980s. These
countries face the continuing problems of dependence on traditional
crop exports, declining terms of trade, widespread poverty, rising
food imports, and reliance on food aid. Foreign assistance policies
need to focus on the development of these countries, but commodity
pricing and trade policies are generally a weak instrument for that
purpose. Second, shifts in trade patterns are bringing new pressures
to resolve agricultural commodity trade issues. Importing countries
are now more exposed to commodity cost fluctuations and the
impacts of domestic policies in major exporting countries. High
levels of agricultural protection in industrialized countries restrict
trade and limit the opportunities for developing countries to utilize
new agricultural technology without imposing painful adjustments
in agricultural income and employment on rich and near-rich
countries. Further attempts to reduce barriers to trade are needed
for both industrial and agricultural products. In this process,
developing countries should participate more actively. The current
GATT negotiations in the Uruguay Round offers an opportunity.

Most of the support given to crop producers in the Organization
for Economic Cooperation and Development (OECD) countries is
directly tied to production. The resulting price incentives have
increased output while world effective demand has grown slowly.
When consumer prices are maintained through government purchase
programs, large stocks of surplus commodities can be acquired. The
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costs of carrying excess stocks and subsidies to dispose of them in
international markets are additional sources of social losses to the
producing countries, their international competitors, and possibly
the importing countries as well. In addition, the domestic structural
problems of industrial countries are, to a degree, a direct
consequence of government programs linked to production that
provide continuing incentives to maintain excess resources in
agricultural production.

The policies underlying these distortions are fashioned through
domestic political processes in pursuit of national objectives. They
exist primarily to ir ~rease incomes of domestic farmers and in some
cases promote national self-sufficiency. Policies to raise domestic
prices above world levels require control of imports and, if the
country is already self-sufficient, stock accumulation, exports, or
some other form of surplus disposal. Excess incentives given to
domestic production shrink markets and reduce the gains from trade.
Importing countries may even be turned into net exporters. The
EC, for example, used to be a large net importer of grains. By 1985,
the EC was exporting 16 million metric tons (mmt), a reduction in
the market for other exporters of 35 mmu within a decade. Similar
net-trade reversals have also occurred in sugar and meat markets.

These strong reversals in the international market position of
the EC have been bought with expensive export subsidies. But the
EC is by no means the only subsidizer of agricultural exports. The
United States, using marketing loans under the Food Security Act
of 1985, is subsidizing exports of cotton and rice—a policy that may
be extended to other major crops, such as soybeans. The act also
provided for an “export enhancement program,” which allows the
U.S. Department of Agriculture (USDA) to use subsidies in specific
markets against countries deemed to be engaging in unfair trade.
So far this program has mainly been applied against the EC in grains
and a few other products. In the case of rice, U.S. subsidies are
having a clearly negative effect on Thailand, the other major rice
exporter.

Sugar is a striking example in which all important OECD sugar
producers maintain domestic price supports protected by border
measures. This approach has resulted in a situation in which prices
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in the freely traded world market have on occasion fallen as low as
one-fourth of those in the protected domestic markets, creating
income losses for traditional developing-country sugar exporters.
Another feature of the sugar market is the extreme fluctuations that
commonly occur in international prices, an instability that reflects
the residual character of the world market in contrast to the
comparative stability of prices within the insulated domestic markets
of the protectionist countries. Morcover, domestic supply responses
to supported prices and competition from other sweeteners have
eroded markets for tropical cane sugar producers.

Other factors have also affected world commodity markets. Debt
and balance-of-payments deficits have combined with low-income
growth to depress imports in ccuntries where they might otherwise
have grown rapidly. Production increases in India and China have
kept those huge countries essentially self-sufficient. Where
agricultural and economic growth are not associated with significant
gains in employment and income for the poorer groups, a country
may become an exporter of agricultural products even when the
food and nutritional needs of its own population are far from
satisfied. India and Brazil provide contrasting examples, with China
illustrating how more equitable distribution can absorb large food
production increments and even imports when production growth
slows.

Agricultural Policy Reforms in
Industrialized Market Countries

A number of studies have evaluated the potential economic
implications of agricultural policy reform in industrial countries. In
one of the most recent, Economic Research Service (ERS) staff used
a multicoinmodity, multicountry world model to show the magnitude
and distribution of benefits from agricultural trade liberalization
(Roningen and Dixit 1989). The model included 22 commodities,
which together make up almost 90 percent of the total value of U.S.
agricultural production. It did not include tropical or beverage
products other than sugar, although those products account for the
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majority of exports by developing countries. The results indicated
that world agricultural prices overall would increase by 22 percent
if industrial countries simulitaneously eliminated all assistance to
agriculture. The simulated rise in world prices was greatest for dairy
products (65 percent) and next greatest for sugar (53 percent). World
prices for food grains, feed grains, and meat also rose (wheat—37
percent, rice—26 percent, coarse grains—206 percent, red meat—21
percent, other meat—12 percent). Only prices of oilseeds and
products rose less than 10 percent.

The study documented gains and losses to producers, consumers,
and taxpayers, and overall efficiency gains, that would come from
multilateral trade liberalization. Aggregate gains to liberalizing
industrial countries were estimated at $35 billion annually, about
10 percent of their combined agricultural gross domestic product
but less than 0.5 percent of their total gross domestic product.

Trade liberalization would cause production of most agricultural
commodities to {all in the protectionist industrial countries due to
declines in domestic producer prices. Total farm output would fall
in the United States and Canada by 11 and 2 percent, respectively.
In the EC and Japan, it would decline by 7 and 32 percent,
respectively. Farm output would increase in Australia and New
Zealand because their producers would receive higher prices since
increases in world prices would more than offset declines in their
domestic assistance.

These results are qualitatively consistent with a recent OECD
study also based on a multicommodity, multicountry model that
incorporated a multisector analytical capability (OECD 1989-90). The
model was used to see what would happen if OECD agricultural
support based on 1986-88 average levels were to be eliminated. It
also showed prices would rise and agricultural output in the OECD
would fall, the latter by 13.6 percent, according to the model. Gains
in output in Australia and New Zealand would be more than offset
by declines in other countries: by 24 percent in Japan, 19 percent
in the EC, 17 percent in Canada, and 7 percent in the United States.
The resources released would expand iadustrial and service output
and raise real houschold income everywhere in the OECD. The
average rise of 1 percent in real household income implies that
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agricultural protection currently costs the OECD countries as much
as $72 billion (in 1988 prices) in lost income by diverting resources
from more productive uses in other sectors.

Both of these studies confirm that agricultural production would
contract in Japan, Canada, the EC, and the United States if subsidies
were eliminated. The OECD study shows a larger production decline
overall, and even a surprising 17 percent fall in Canada.

Much less attention has been given to the potential effects on
developing and socialist industrial countries. In general, the studies
undertaken so far have shown that the impacts of total agricultural
trade liberalization by the OECD countries on other countries cliffer
depending on whether the country is a net importer or exporter of
a given product. Exporters of commodities, or close substitute
commodities, that are in surplus supply at depressed prices are the
most vulnerable. Thailand, an exporter of rice, has already been
identified as a good example.

In contrast, net food importers now receive immediate benefit
from low world prices caused by current policies. Thus it would
appear at first glance that they would lose from liberalization. They
would respond to higher prices by importing less. Tighter domestic
supplies, esoecially if accompanied by higher domestic prices, would
make it more difficult for poorer groups in those countries to meet
their minimum food needs. Hunger and malnutrition would increase,
But the idea that they would lose may well be only a short-term
view. If they improve their own policies, and make required
investments in production technology and services, they could
become more efficient producers—if they are not already—and
decrease their imports or perhaps become net exporters.

Access to markets in the West for all developing countries would
also be improved. Even when industrial countries appear to provide
developing countries with exporting opportunities, their scope may
be limited by other policies. High grain prices in the EC created an
attractive market for feed grain substitutes, such as cassava, corn
gluten, and citrus pulp. But China, Indonesia, and Thailand, all
cassava producers, have had to accept “voluntary export restraints”
that limit their access to this market.

Reducing all protection in industrial countries would also directly
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benefit developing countries through increases in prices of their
tropical exports. These gains could be multiplied if escalating tariffs
(higher tariffs on processed forms of raw commodities), which are
common in industrial countries, were removed. As goods become
more highly processed—and incorporate more domestic labor and
capital inputs—developing countries face rising barriers to entering
markets of the industrial countries. This system blocks first and often
efficient steps toward industrialization through forward linkages in
the form of further processing of raw products.

In the ERS study, the effects on developing countries of
agricultural trade liberalization by industrial market economies are
created by changes in world market prices. As would be expected,
the comparative-statics results revealed that food-importing countries
(Nigeria, Korea, Taiwan) would lose because the increases in costs
of imported food, feed, and fiber products would mere than offset
incomce gains to their domestic producers. On the other hand,
developing-country exporters (Brazil, Argentina, Thailand) would
gain because increases in incomes for their producers from higher
agricultural exports would more than offset the higher prices to their
consumers. Since developing countries overall were net importers
of the agricultural products included in the model, they would on
balance suffer modest welfare losses of about $5 billion from the
policy reforms.

As net importers, centrally planned economies would also
experience net welfare losses under trade liberalization by western
industrial countries. The reason is the same: highcr prices for their
food, feed, and fiber imports.

The results of both studies depend on assumptions in the models
about two crucial sets of responses. One is the “price transmission
clasticities” for the centrally planned and developing countries. This
example of professional jargon deals with the important issue of
whether policymakers in those countries permit domestic prices to
change in accordance with world prices or insulate their domestic
consumers and producers from world price changes. The model
results are based on “moderate to low” price transmission elasticities
of 0.5 and 0.2 for developing and centrally planned economies,
respectively. These vales are regarded as “probably larger than those
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that exist with current policies in place but much smaller than those
that would exist in a free trade environment” (Roningen and Dixit
1989, 12).

Supply elasticities are the second set of crucial response
parameters. These are meant in the models as measures of medjum-
term production responses to price changes. They range between
0.35 and 0.5 for industrial countries, and 0.27 ~nd 0.33 for developing
couniries. Their values are justified on the reasonable grounds that
while resources can be shifted somewhat among alternative
products, sector-level constraints on inputs, iike land, limit aggregate
output responses. The supply elasticities in the models determine
output responses along given aggregate and static supply curves as
prices change in response to trade liberalization.

The authors note that estimated gains to the industrial market
economies depend “to a large extent” on assumed price transmission
elasticities for the centrally planned and developing countries. Were
smaller elasticities assumed, then increases in world prices following
multilateral liberalization would be larger and the gains to liberalizing
countries would be higher. Conversely, if the centrally planned and
developing countries were to “take advantage” of the incentives
inherent in the increases in world prices and transmit all of them to
their domestic producers, then income gains to the industrial market
economies would most likely be smaller. In much the same way,
the results 1lso depend on the assumed supply elasticities, Static
inelastic supply curves in the model restrict output responses in the
non-OECD countries arid thus preserve the gains from higher prices
for the liberalizing countrics.

In terms of food secririty, the developing countries might receive
some benefits if world food, feed, and fiber markets became more
stable after trade liberalization by the industrial market economies.
But prices would be more stable around a higher level, higher even
than the prices caused by the 1988-89 droughts if the studies
reviewed are to be believed.

Food importers, especially the indebted, low-growth, food-short
¢ountries, would face higher import prices and most likely a
reduction in concessional or free supplies from food aid donors.
Their internal policy reforms would become more painful and
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difficult to maintain. However, as noted earlier, they would also
have greater incentives to undertake policy actions and investments
to increase their own agricultural production, reduce imports, and
possibly even become exporters. Their success would mainly be
reflected in outward supply-shifting improvements in their domestic
agricuitural nroductivity rather than price-induced movements along
static supply curves. This is the main inadequacy of the reviewed
studies, which generally fail to capture the dynamic processes of
agricultural growth. Yet productivity growth based on new
technology and inputs is the essence of agricultural development
and the main source of future output growth in developing and
industrialized countries alike.

Foreign Aid, Economic Growth, and Agricultural Exports

In recent years, U.S. commodity organizations have become more
vociferous opponents of aid to lower-income countries to develop
those countries’ own agriculture. This may be one reason why the
United States has reduced its share of GNP devoted to foreign aid.
Twenty years ago the United States gave up to 0.6 percent of its
GNP every year to development aid. Today that figure has declined
by more than half and the United States has become one of the
lowest of western aid-giving countries. Some would say this retreat
should be lamented by all who wish to expand U.S. agricultural
exports.

Research has shown that it is no accident that some of today’s
largest developing-country agricultural importers were once
recipients of generous quantities of foreign aid. The mechanism
has already been explained. Where foreign aid was associated with
rapid growth, including agricultural growth, increasing incomes led
to growing quantities of imported food, especially feedstuffs to
increase the meat content of the diet in the then more prosperous
countries. No longer recipients of foreign aid inflows, these countries
then began to purchase their growing imports on straight commercial
terms. Taiwan and South Korea, despite their relatively small
population size, together import more wheat and feed grains now
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than all the poorer, more populous, low-growth nations of sub-
Saharan Africa combined. Contrary to the implications of trade and
policy reforms, this line of reasoning shows that U.S. agricultural
export interests would be among the first to benefit if Third World
development could be accelerated. For their own long-term best
interests, they should therefore be leading rather than impeding
efforts to stimulate agriculturally led overall economic growth in the
Third World. Both trade and aid shouid play important roles in that
process.

A comparable argument has been used to claim that previous
recipients of food aid are now among the top purchasers of U.S.
farm commodities. Specifically, it is pointed out that of the 50 or
so largest importers of U.S. agricultural products, 30 are developing
countries and 21 of these are former food aid beneficiaries. Indeed,
7 of the 10 leading importers of U.S. commodities in 1986 were
former food aid recipients. Again, Korea is often cited as an example,
since its annual imports of U.S. agricultural products now have a
higher value than all U.S. food aid provided to that country in the
late 1950s.

The problem with this argument is that actual contributions of
food aid to the recipients’ development have never been made clear.
Obviously, Korea, Taiwan, and some other former food aid recipients
have grown economically and are now commercial food importers.
These countries, as well as Western Europe, were also recipients of
large amounts of financial foreign aid. A number of studies have
presented evidence of the beneficial effects of the large foreign aid
transfers for the recipients’ development. In the case of food aid,
the claim is mainly based on the observed pattern whereby some
former large recipients have undeniably developed and become
importers on commercial terms. Nevertheless, this pattern neither
proves cause and effect nor establishes that food aid was as effective
as other forms of aid would have been.

While developing and socialist industrial countries are now the
most important markets for U.S. agricultural exports, success in
internal policy reforms in both groups of countries may well reduce
the growth in those markets and even result in new export
competition. Both the USSR and Eastern Europe could emerge from
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their expected conversion to market economies as net exporters of
agricv'tural products. While sub-Saharan Africa sorely needs to
increase its agricultural exports, most of those exports will be tropical
and beverage products that do not directly compete with western
exports.

Yet the long-term perspective study of development in sub-
Saharan Africa by the World Bank (1989) argues for a targeted
agricultural growth goal of 4 percent per year for the African region.
This rate of increase would apply to both food production and export
crops. The rationale is that then African countries not only could
meet their own food requirements, but also could generate the
foreign exchange needed for development. The proposed growth
rate is termed “ambitious but not impossible.”

The World Bank report indicates that the agricultural growth
target could be attained by expanding the area under cultivatio.
by not more than 1 percent per year and raising the productivity of
cultivated land by around 3 percent per year. This report provides
relevant and pertinent insight about prospects for sub-Saharan
agriculture: “This rate of growth would be enough to feed the
growing population (2.75 percent a year), improve nutrition (1
percent a year), and progressively eliminate food imports {0.25
percent a year) between 1990 and 2020.”

World food demand is rising on a secular basis and thereby
creating continuing pressure for technical change and other means
to increase food production. World grain demand is growing
somewhat faster than population, largely because developing
countries with rapid economic growth are both consuming more
food and shifting their diets toward grain-fed animal products. These
changes are concentrated in Asia where several countries enjoy
rapidly increasing per capita incomes. Examples include Taiwan,
South Korea, Malaysia, and Thailand.

The food policy situation in many developing countries is much
different from that in industrial countries. Despite the spread of
policy reforms under which a growing number of developing
countries are paying producer prices roughly equivalent to world
prices, many developing countries continue economic policies
biased against their domestic agricultural sectors. Overvalued
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exchange rates, food price controls, and government marketing
monopolies are examples of policies responsible for this bias. Even
with the recent trend toward policy reforms, u large number of
countries continue to subsidize the consumption of cereals (e.g.,
wheat and rice) as a key domestic food policy instrument, and this
tendency is often abetted by export subsidies and food aid conferred
by major industrial food exporters.

As its first objective the workshop explored these developments
and, focusing on the next decade, projected the likely organization
and operation of international food markets in the 1990s within
anticipated macroeconomic and policy environments.

U.S. Economic Assistance to Developing Countries

U.S. foreign economiic assistance on 4 large and sustained scale
began after World War II with the Marshall Plan. In the 1950s and
1960s, foreign aid was gradually extended to Third World countries
and concentrated on infrastructure investments. These efforts were
further institutionalized in 1961 by the Foreign Assistance Act and
the creation of the Agency for International Development (AID).
The “new directions” legislative initiative of 1973 emphasized U.S.
foreign aid for the rural poor, connecting concerns about income
distribution with an emphasis on small-farm production. More
recently development economists have stressed the need for
enlightened trade, macroeconomic, and investment policies—both
in donor and recipient countries. They argue that developing
countries can advance through growth-oriented economic policies
based on market forces reflecting international trading opportunities.
At the same time, more U.S. foreign aid has been allocated for foreign
policy/strategic objectives, reducing funding for traditional
technological and Institutional approaches to agricultural
development in the poorer countries.

As various ideas regarding agricultural development and food
security evolved, in the 1980s the U.S. agricultural industry became
increasingly opposed to foreign aid programs. The growing
dependence of U.S. agriculture on exports and stiffer competition
in international commodity markets led to questions about the
compatibility of food and agricultural foreign assistance with the
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interests of American farmers. The response to this challer.ge was
to show that (1) agricultural development is often the first key step
in generating economic growth, and (2) demand for more and
different foodstuffs has grown more rapidly than food production
in high-growih less-developed countries (LDCs). Where income-
based food demand has risen more rapidly than food production,
the United States and other agricultural exporters have enjoyed
expanded sales (Angcl et al. 1989). Nevertheless, as pointed out
earlier, increased agricultural exports from developing countries may
be both essential for those countries to earn foreign exchange in
the short run and efficient if their resource endowments and
technology adoption make them low-cost producers in the longer
run.

As a second objective, the workshop considered the most
appropriate role for U.S. economic assistance for food security within
the changing global food system and the changing macroeconomic
and policy environments in industrialized and developing countries.

Food Aia

There is a lack of consensus on the actual and potential role of
food aid in internationai food trade and in the LDC development
process. There are also serious questions about the compatibility
of food aid with other development assistance directed at agricultural
growth and food security.

The development literature devotes little attention to the role
of food aid in the evolving world food trading system and has given
very little attention to the positive or negative effects of the food
tracling system on LDC food security concerns. What food trade
patterns benefit or harm LDC food security concerns? (Jow can food
aid programs better fit into the system and act as more positive
influences?

U.S. food aid now involves only 8 percent of total U.S. grain
exports (in the 1960s it represented 40 to 60 percent), and total world
food aid represents less than 5 percent of total world food grain
trade. Food aid's trade distorting and trade promotion potential and
its surplus disposal utility are far less important today than 35 years
ago when Congress first passed PL 480 legislation. On the other
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hand, recent U.S. price policies and export subsidy programs, and
parallel efforts to reduce agricultural trade subsidies through the
GATT, raise questions about the future of the entire food aid
program, particularly that part supporting domestic supply
management and trade promotion efforts.

Although recent food aid levels remain significant in relation to
total U.S. development assistance, historically food aid has been
considered a second-best resource that may keep assistance levels
up but is really not central to legitimate development efforts. While
the general public thinks of food aid in terms of hunger, famine,
and emergency needs, many food aid allocations are not closely
related to need, greater food production, or even food security.
Large portions of the food aid budget are more directly connected
to macroeconomic objectives (foreign exchange and government
budget support for recipients), foreign policy objectives, and private
charitable programs. In other contexts food aid is seen as promoting
U.S. agricultural trade, foreign policy, and the particular interests
of commodity producers, value-added processors, and shippers.
There is, however, a growing disenchantment with the conflicting
objectives of the legislation and the numerous management
inefficiencies and administrative restrictions that limit the
effectiveness of the overall program to promote hunger reduction,
food security, and long-term development ia recipient developing
countries.

Recent efforts to design reforms of foreign assistance legislation
and adjust food and agrici.lture development strategies have
included suggestions that the food aid legislation receive similar
fundamental reform treatment in the 1990 Farm Bill or in later
legislation. This nexus of concerns and possibilities was explored
as the third objective of the workshop. If basic changes in the
legislation do occur, given the projected world food situation in the
1990s, what revisions in PL 480 would be in the U.S. interest? Should
the program’s overall purposes continue to include market
development, trade promotion, and support for U.S. agriculture?
Should the U.S. government attempt to integrate food aid in its
economic support fund (ESP) and development assistance programs
or treat it as a separate and unique development resource? These
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are among the questions discussed in the following chapters of this
book.
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PART I

The Globhal Setting:
Economic Growth and International
Markets in the 1990s

The most common perception of international trade is that
developing countries export agricultural products and raw materials
in exchange for manufactured goods from industrial countries.
This perception underlies the identification of commodity terms-
of-trade issues as crucial for developing countries and has often
been used as justification for the costly import-substitution
industrialization policies many of those countries adopted in the
1950s and 1960s. In those decades the identification of primary
exports with developing countries was broadly appropriate. But in
the 1970s and 1980s rapid changes in trade patterns took place.

Total world trade values multiplied more than fivefold in the
decade from 1970-72 to 1980-82.! The rate of trade growth slowed
after 1980 and became negative in 1982 as a result of the world
recession. Recovering in 1983, world trade growth has since
consistently exceeded overall production growth.? In this period
since 1983, developing countries have increased their share of total
exports, accounting for about one-fourth of world export values in
recent years.

The overall export performance of developing countries was
propelled by the large increase in petroleum export earnings
during the 1970s, of which developing countries accounted for
approximately two-thirds. Fuels aside, however, the developing
countries’ export share in the most rapidly growing world market

19
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of goods increased, while their export share in manufacturing
agricultural raw materials and foods declined.

In 1970-72, agricultural and mineral products made up 61
percent of nonpetroleum export earnings of developing countries
compared to 37 percent for manufactures. Within primary prodcts,
agricultural commodities accounted for 53 percent of all exports.
After a decade, manufactures had risen to 55 percent of export
earnings, while agricultural products had fallen to 37 percent and
total primary products to 43 percent. By this measure, developing
countries in 1980-82 had a greater stake in export markets for
manufactured goods than in world markets for primary products.
To this extent they now share the interests of industrial country
groups that also slightly increased their concentration on
manufactured exports while reducing their dependence on primary
product exports. These data at least raise the interesting possibility
that declining relative prices for primary products now otfer net
benefits to all major country groups, though obviously not to all
industrial countries nor to all producer groups within a given
country.

It shou'd be remembered that vast differences among countries
and geog:aphic regions are concealed by using the broad developing
and industrial country groupings. Not all developing countries
possess oil resources nor share in the strong export performance
of the few newly industrializing countries. Furthermore, agricultural
and other primary exports remain important for both the OECD
and Eastern European/USSR industrial country groups. Nevertheless,
it is increasingly less accurate to identif’ interests of developing
countries with the export of primary products and developed
countries with manufactures.

In 1970-72, export earnings were rather evenly di tributed
across groupings of developing countries by the four major
geographic regions. A decade later, the Near East had outstripped
other regions, largely due to oil exports. Removing fuel export
earnings gives a clearer picture of structural changes in regional
exports. Africa and Latin America have generally retained heavy
dependence on primary product exports. Manufactured exports
remain relatively low in Africa and Latin America but have reached



The Global Setting 21

well over 60 percent of total exports in the Near East and almost 70
percent in the Far East. The Far East region is now as dependent
on manufactures as Africa is on primary products.

In 1982, developing countries were net importers of agricultural
products. This compares to agricultural exports that were about
twice as large annually as imports in the 1969-71 period. While
agricultural exports were marginally larger than imports both in
1979-81 and 1983, the surplus was small. In terms of regional
patterns, only Latin America remains a significant surplus producer
of agricultural products among developing countries. The Far East
region remained a small net exporter but both Africa and the Near
East moved sharply from agricultural export surpluses to deficits.
The shift in Africa primarily reflected a fall in agricultural export
volumes while the Near East showed sharply higher agricultural
imports based on income gains from oil exports.

The size and scope of international agricultural trade are truly a
triumph of factor endowments and economic forces over policy
interferences. It has grown despitc protectionist domestic policies
of the United States, the European Community, and Japan and
efforts of developing countries to promote industry at the expense
of agriculture. Its recent evolution strongly reflects heavy policy
interventions by governments as well as economic and technical
factors. Ironically, both of the policy orientations have to some
extent increased trade, through surplus disposal by the industrial
exporters and growing food imports of industry-promoting
developing countries.

The net result of the links between domestic agricultural
policies and world commodity markets is that the gaps between
world prices and the prices reccived by domestic producers in
given countries are often substantial and occasionally outrageous.
Japanese rice producers arc paid four to six times the world price
for the rice they produce, and they produce an excess over
domestic consumption. U.S. and EC producers receive as much as
four times the world price for sugar and nearly three times the
world price for butter. European beef producers receive more
than double the world price for their product. Before recent
international price increases, wheat support prices for the EC were
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about twice the world price, while U.S. wheat target prices were
about 50 percent above the world price. In many developing
countries, in contrast, prices to producers are held below world
market levels by subsidized imports.

The agricultural policies of the United States and other
industrialized market economies may be designed to benefit their
own producers but their effects spill out on the rest of the world,
as shown by expanded output and reduced and destabilized world
prices described in Chapter 1.

Price support policies for agricultural commodities in the United
States, EC, and Japan provide clear examples of the linkages
between domestic policies and world agricultural trade. Problems
arise when countries encourage excess production behind protective
barriers, with surpluses then stored or exported into international
markets. These policies also impose costs on the countries’
consumers who pay higher domestic prices and are prevented by
tariffs, variable levics, quotas, or other border restrictions from
importing the commodities at lower prices. It is through these
divergences of domestic and world market prices—as well as
through direct budgetary outlays—that large income transfers to
agricultural producers are achieved. Dismantling the domestic
policies and their supporting border measures requires a
reassessment of the quantities of land, labor, and capital resources
committed to crop and livestock production in the industrial
countries.

World agricultural markets arc also affected by the economic
and agricultural growth of developing countries and their external
trade and payments balances. Falling food production per person
in sub-Saharan African has created pressures for higher food
imports but low growth and poor export performance have
generated insufficient income and foreign exchange to pay for
them. Food aid has filled some of the gap especially in response to
African droughts, civil wars, and refugee movements. Highly
indebted countries have been forced to run current account surpluses
to service their debts. These surpluses have been secured to some
extent by export expansion but substantial import reductions have
also been necessary. In recent years, the merchandise trade
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surplus of the 15 highly indebted developing countries has reached
$26 billion, most of which represents foregone imports of
consumption and capital goods including food and fiber
commodities.

The premise underlying the two chapters in Part I is that
foreign agricultural assistance and food security for developing
countries are best viewed in the context of the evolving global
world trade and food system. Moreover, world food trade itself is
affected not only by its own supply, demand, and policy variables
but also by the distribution of global economic growth and income
among industrialized and developing countrics in the worl:
economy.

Lebman B. Flelicher

Notes

1. Data in this and the following paragraphs on the volume
and pattern of international trade are from FAO as summarized in
T. Josling (1987), “The Changing Role of Developing Countries in
International Trade,” Chapter 3 of E. Clay and J. Shaw, eds.,
Poverty, Development and Food (London: Macmillan Press).

2. IMF Survey, April 16, 1990, pp. 118-19. Washington, D. C.:
International Monetary Fund.
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Global Reach of Economic Growth
and Prosperity in the 1990s:
Trends and Issues

Lawrence R. Klein

Appraisals of the Economic State of the World

Recent reports of several international organizations, especially
those featuring projections for the major industrial nations, present
a picture of great optimism. An economic expansion is underway
and has been joined in greater force by Western Europe, which had
been a somewhat lagging area. The expansion dates back to the
end of 1982 for the United States and to 1983 or 1984 for other
countries. In many cases there is a feeling that record prosperity is
imminent, with consequent improvements in material living
standards.

While the reports of the Organization for Economic Cooperation
and Development (OECD), International Monetary Fund (IMF), and
General Agreement on Tariffs and Trade (GATT), individual
governments, and private research institutes generally describe this
prosperous environment, the report of the United Nations
Commission on Trade and Development (UNCTAD), whose main
constituency is the Third World, starts on a very sour note and gives
the impression that the world is not in such good economic
condition.
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The facts show that global macroeconomic indicators are
unquestionably good and are generally projected to remain strong.
However, a more in-depth analysis of statistics shows that there are
some very poor nations who have not been part of this world
prosperity. Many developing countries and many socialist countries
are not making satisfactory economic progress at the present time;
some are actually on the decline. Major debtor countries of Latin
America are experiencing severe hardship. They have low or
negative growth and often experience apparently uncontrollable
inflation. African countries, apart from South Africa and the countries
along the northern coast, are in a period of long-term stagnation.
There is lack of sufficient food in some cases and poor growth
prospects in others. And South Africa has economic trouble in
addition to political problems. War-torn countries of the Middle
East and Central America are also in bad shape. It is not difficult to
find exceptions to the unparalleled prosperity of the industrial world.

Southeast Asian and Pacific Basin countries that are not members
of OECD have been outstanding performers in the world economic
scene and remain so, but their margins of superiority have been
somewhat reduced.

The most aggregative figures, the macroeconomic magnitudes
for the global economy, look extremely good but are marred by
poor distribution of world prosperity among nations. Not only is
there a distribution problem across countries, but also across people
within countries—even those countries that are supposedly best off.
Indeed, there has been a tendency for a number of years for income
to be distributed even more unevenly in the United States, or, to
put the matter differently, families living below the poverty line have
increased in both absolute numbers and in percentage terms.
Homelessness and substance abuse among lower income groups
have increased at an alarming rate. Within Third World countries,
income distribution remains as inequitable as ever, shows little sign
of improving, and has worsened in those countries suffering
economic setbacks because of debt problems.
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Some Problem Countries and Regions

Latin America

In Latin America, the countries that now face the most difficult
economic prospects are Peru, Brazil, Argentina, Venezuela, Mexico,
and some of the war-disrupted states of Central America. It is not
just a question of poor growth in many of these countries—for 1989
as a whole, there was very significant negative growth.

Brazil and Mexico are the two largest cconomies of Latin
America, together accounting for more than 50 percent of the region’s
gross domestic product (GDP). For 1989, Brazil showed negative
growth, as low as 5 percent. Mexico just achieved positive growth
by about 0.5 percent.

Whatever the final figures, there is no doubt that both major
countries are in very difficult economic situations and will improve
only gradually. There have been troubles for some time, in the form
of low income with hyperinflation, and belt-tightening in the foreign
sector. Both countries must restrain imports and export a great deal
just to cover high debt-service burdens. Brazil ran a large current
account surplus in 1989. Through restructuring of debt, discounted
swaps for equity, and other makeshift devices, both countries have
learned to live with the debt situation or slightly reduce outstanding
obligations.

Debt problems and hyperinflation also plague Argentina,
Venezuela, and Peru. They, too, experienced large declines in GDP
in 1989, and were unable to hold inflation in check. Earlier in 1989,
these perverse economic pressures brought about riots in Venezuela,
a country that was once considered stable, free of extreme inflation,
and rich in natural resources. Its position deteriorated significantly
in a period of about three years.

Africa

A different class of problems appears in Africa. A poor
infrastructure, political instability, corruption, and low levels of
expertise hold back economic progress. Some of the countries below
the Sahara are growing moderately, and some are declining, but for
the region as a whole, per capita GDP is falling. Population growth
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is high in Africa, as in Latin America.

Debt burdens in Africa do not add up to the enormous amounts
found in some Latin American nations, but the modest-appearing
numbers are very burdensome in relation to GDP or other overall
measures of economic strength. However, the economic problems
of Africa go far beyond poor GDP figures. Measure: of public health,
such as infant mortality totals, are discouraging, as are figures for
food production. Economists have often scoffed at Malthus’s poor
predictions of growing food/population imbalances, but in Africa
the Malthusian principles seeming to apply.

Eastern Europe and the USSR

A, third area of economic difficulty is the socialist block—Council
for Mutual Economics Assistance (CMEA)—encompassing six
countries of Eastern Europe plus Yugoslavia and the USSR. For some
time this group constituted a solid, slow moving buffer that did not
fluctuate with the same cyclical rhythm that was found in the OECD
areas. The late 1980s saw these economies deteriorate badly.
Poland, first of the fallen debtors of the 1970s and 1980s, bears many
of the same problems as the Latin American countries, and has also
shown similar mismanagement along with its partners in CMEA. But
all the countries in this group, whether more liberal and market
oriented, as Hungary, or tightly controlled, as the USSR, are having
economic difficulties  Growth is slow or negative, inflation is picking
up (accelerated, in Poland), and trade deficits are growing.
Restructuring and disatmament are the principal routes by which
the CMEA countries intend to recover to a positive growth path and
to raise the quality of their production.

China

In some respects, China’s economic problems are like those of
the CMEA bloc. It was making excellent progress along a path of
economic reform, and there can be no doubt that material living
conditions improved markedly over the past decade, but political
unrest, corruption, and other societal ills have now upset progress.
It is 00 early to say what the outcome in China will be, but growth
in 1989 fell by 50 percent or more from the pace of 1988, and the
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trade deficit grew. Inflation was rising in 1988-89 but was not yet
at the hyperinflation stage. More prudent decentralization and use
of external resources will have to be introduced in the Chinese
restructuring program. This will keep growth on a much lower path
than was realized prior to 1989.

Problem Issues

Another way of looking behind the strong figures of world
aggregate performance is to consider economic issues. These cut
across regional lines and appear in both prosperous and depressed
countries.

Strong growth in world trade and world production produces a
set of export/import balances that vary from country to country. By
accounting principles, world exports and world imports must
balance, apart from measurement discrepancies. A good result for
world stability is one in which small trade imbalances are widely
distributed over many countries, with only temporary departures
from this pattern. For several years, we have had major departures
with a large deficit in the U.S. current account being offset by large
surpluses in Germany and Japan. This situation does not seem to
be getting better at a reasonable rate, and in recent years South
Korea’s and Taiwan'’s surpluses have been added to the picture,
while troublesome deficits have been built up in the United
Kingdom, France, Italy, and Spain.

Some people think that this series of offsetting large imbalances
is not a cause for concern because, if world prosperity has been
achieved in their presence, it is evidence that we can live with these
surplus and deficit balances. The trouble is that the world economy
is seriously exposed. If unforeseen large shocks occur, countries
with big deficits can have unusually serious difficulties making
adjustments. Large, persistent deficits are indications of large debt
accumulations with significant interest burdens that are extremely
hard to bear during periods of recession or other economic adversity.

A related issue is the existence of large debts owed by several
developing countries. They are among the countries that do not
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enjoy world prosperity at the present time. The debt issue, whether
it is the sizable U.S. foreign debt or the LDC debt, is a matter that
deserves examination, but obviously it is detracting from the good
economic performance of the world economy.

In reality, the two issues—large current account deficits and LDC
debt service burdens—are interrelated. For one thing, U.S. exports
to LDC debtor countries, as well as those of some other large deficit
countries, have decreased greatly since 1982. Currency adjustments,
the striving for efficiency gains, and other changes are working very
slowly toward restoring a healthier export/import balance and, it
can be argued, that balance will not be restored soon unless stronger
trading relations are restored between some large industrial countries
and their traditional partners in the Third World. For example, U.S.
exports to Mexico and Brazil are still below their 1982 levels.

There are many reasons for this inability of the United States to
turn around the current account deficit, but one that often escapes
policymakers is the connection between U.S. domestic fiscal deficit
and the current account deficit. This connection is intricate and
will not be revealed by a simple bivariate correlation. Suffice it to
say at this point, that credit market conditions are affected by the
U.S. deficit and keep interest rates higher than they otherwise would
be, thus adding to the serious burden of the U.S. budget deficit, the
current account deficit, and the LDC debt service burden.

This is not meant as a full assessment of global issues. Inadequate
or poor anti-inflation policy in developing countries, low U.S. savings
rates, and persistently high West European unemployment rates are
other issues that make the present economic environment highly
unsatisfactory.

Cyclical Versus Trend Issues

The poor performance of the Latin American countries is
probably not going to last for a long time. These are vital countries
with dynamic populations that are steadily improving in training,
skills, and education. The region’s resource base is excellent. Some
countries already do well in medium- or high-technology
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manufacturing, while virtually all have capabilities in low-technology
manufacturing. They can compete in Imany scrvice sectors.
Eventually, they should bring inflation under control. Some have
already done 5o, and they can start to grow again at their historical
growth rates, of 5 percent or more.

The debt problem of Latin America and many other developing
countries has diverse roots. Some steps to resolve the problem are
being taken, but they are not adequate and the heavily burdened
countries will not grow out of their servicing difficulties, en masse,
by natural development. There will have to be much more debt
forgiveness in order to solve the problem in a complete sense.

One condition that will have 15 be fulfilled is that the basic world
interest rate (U.S. prime or LIBOR) and an accepted risk premium
should be less than the current dollar growth rate of exports from
debtor nations. This will approximately stabilize the debt-export
ratio. In addition, there must be a net financial capital inflow from
the industrial countries to the developing countries.

In Africa, poor economic performance is not cyclical. These
countries are in an unfortunate trend depression. A long-term policy
of investment in human and fixed capitil is necessary in order to
initiate good economic performance there.

The slowing down of expansion in the Asia-Pacific region is
mainly cyclical. There are exceptions in Burma, Bangladesh, and
other Asian countries, but in mainstream countries there is every
reason to be optimistic that the tendency for the world'’s economic
center of gravity to continue to shift to this region will continue.
China also should start restructuring again, although not along the
very rapid path that it followed during the last decade.

It remains to be seen how restructuring will proceed in the CMEA
bloc. It can be done: the socialist countries can become more
efficient, but they are getting a poor start amidst a very uncertain
political climate. They have grown at impressive rates in the past,
and there is no reason to think that tlicy cannot regain some of that
momentum.

Successful perestroika will be essential for establishing efficiency
gains. Itappears that it is to be accompanied by disarmament. The
two together, to a stronger degree than has been suggested by top
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U.S. experts, will have a fair chance for improving the economic
climate in Eastern Europe and the USSR,

An Optimistic Outlook for the 1990s

In an ouclook conference at the end of the “Fabulous Fifties,” a
speaker projected the “Soaring Sixties.” Ten years later, at a recent
conference there were some similar judgments about prospects for
the 1970s. The decade did start off briskly, was set back by food,
fuel, and other shocks, and did not turn out well, as far as the main
aggregates of the world economy are concerned. Then the 1980s
got off to a very poor start, with severe recessions in the industrial
world, followed by the debt crisis of the early 1980s.

But we ended the 1980s on a strong note, subject to the problem
of maldistribution that was pointed out at the beginning of this paper.
Perhaps these problems will not be overcome. That could induce
sluggish performance; and we could call it an underachieving world.
Or the great crash of the 1990s could be building up before our
eyes without our being able to see it.

A popular forecast is that some of the expansionary power of
the 1950s and 1960s is being put into place. Worid trade growth,
which reached very high rates at the end of the 1960s, was not seen
again in the figures until 1988 and 1989. Now, we appear to have
had two successive years at 7 to 8 percent growth, very high figures,
but not as high as those from the 1960s.

Trend extrapolation from the last two decades will not produce
high growth and the problems cited earlier are still with us. What
are some of the reasons for looking forward to good performance
in the 1990s? Some positive elements are:

1. Economic exploitation of many new technologies. We
always have new developments in science and technology,
but the pace is rapid now and some things are only in the
early stages of commercialization. Biotechnology has been
relatively slow in fully reaching the market. New metals and
materials, telecommunications, sophisticated service delivery,



Global Reach of Economic Growth 33

and microelectronics are all developing very fast but seem
to be far from mature. Much of the painful shift from older
technologies has been accomp'ished.

2. Efforts to improve efficiency in iiie United States and other
industrial countries. Productivity was definitely hurt by the
disturbances of the 1970s. Some progress in restoring
productivity growth has been realized in the United States
and in other OECD countries. In addition, there have been
significant productivity gains among the newly industrialized
countries. This process should continue. If it can be
accelerated, the technical base for a strong expansion in the
1990s can be realized.

3. Establishment of a single market in the European Economic
Community (EC). Some of the spurt in economic growth
that has taken place in Western Europe during 1988-89 is
attributed to the carrying out of plans for a single market by
January 1, 1993. Investment has been particularly strong in
Europe during these two years. It is not assured that the
new Common Market will be a success, and its possible
effects arc not yet fully understood, but the concept has
created an air of economic enthusiasm that is likely to carry
forward for some time. The best forecast now is that the
single market will have a strong positive effect both for the
EC and the world.

4. Market liberalization, domestic and international. The
extension of the European Common Market is itself a
program of liberalization, at least for a good part of the world
economy. Not only are trade flows to be free, but the whole
European economic superstructure—laws, currency systems,
movement of people—is being harmonized. The institutional
process is also moving towards economic policy coordination
in Europe.

Apart from this European movement towards international
liberalization, there is very significant movement toward domestic
economic liberalization in many countries. This can be positive but
has to be carefully monitored. In China, inflation, excessive use of
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exchange reserves, and other bad effects of improperly controlled
liberalization caused the economic and political situation to get out
of control. The Chinese must find a way back to constructive
liberalization. The U.S. crisis among thrift institutions and general
financial volatility owes much to careless deregulation or inadequate
regulation in this atmosphere of liberalization. It is obvious that
unfettered liberalization is not the way to generate stable and
equitable growth. This difficulty has created problems for Eastern
Europe and the USSR, who must develop manageable, sustainable
programs for liberalization.

Conditions and opportunities are at hand for accelerating
economic growth and development in the 1990s. In the short run,
opinions and forecasts sometimes swing rapidly and wildly. A few
years ago, this optimistic kind of prognosis was generally dismissed
as implausible. It has met with both receptivity and disdain over
the past several months. But at present, I believe things are working
out to make an optimistic projection credible.

To illustrate the points made in this chapter, a series of tables
and graphs containing aggregate values for country groups are
provided in Appendix 2.A. They deal with the 1989 outlook from
Project LINK and show the world summary as well as performance
in specific countries or areas of the world.
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Appendix 2.A: Definitions of Aggregates
and Project LINK Data

North America
Canada, United States

Developed East Asia
Australia, Japan, New Zealand.

EC
Belgium/Luxembourg, Denmark, France, Germany (F.R.),
Greece, Ireland, Italy, Netherlands, Portugal, Spain,
United Kingdom

Other Industrialized Market Economies
Austria, Cyprus, Finland, Iceland, Malta, Norway, South Africa,
Sweden, Switzerland, Turkey, Yugoslavia.

OPEC
Algeria, Ecuador, Gabon, Indonesia, Iran, Iraq, Kuwait, Libya,
Nigeria, Other West Asia sil exporters, Saudi Arabia,
Venezuela,

Africa
Ethiopia, Ghana, Kenya, Morocco, Sudan, Tunisia,
Other Africa, Africa Least Developed.

Asia
China, Hong-Kong, India, Korea, Malaysia, Other Southeast
Asia, Pakistan, Philippines, Singapore, Southeast Asia Least
Developed, Taiwan, Thailand.

Middle East nonoil
Egypt, Israel, West Asia Oil Importers.

Western Hemisphere Developing
Argentina, Bolivia, Brazil, Caribbean, Chile, Colombia, Mexico,
Paraguay, Peru, Uruguay.

Centrally Planned Economies
Bulgaria, Czechoslovakia, Germany (GDR), Hungary, Poland,
Romania, USSR.

Note: Regions are defined in the respective country tables.



Table 2.A.1. World exports, imp- rts, and trade balances (f.0.b.), Project LINK—United Nations/DIESA, premeeting forecast, Fall 1989
($ US billions)

% % % % % %
1988 change 1989 change 1990 change 1991 change 1992 change 1993 change
INDUSTRIALIZED COUNTRIES
Exports 2013.73 1490 2197.17 9.10 2429.69 10.60 2650.63 9.10 2900.16 9.40 3160.79 9.00
Imports 203049 1390 2212.27 9.00 243045 9.90 2650.55 9.10 2899.96 9.40 3166.54 9.20
Balance -16.75 -15.10 -0.76 0.08 0.20 -5.75
NORTH AMERICA
Exports 43219 2540 49049 1350 541,63 1040 596.00 1.0 653.38 9.60 715.01 9.40
Imports 54999 1080 59222 7.70  621.73 6.00 673.34 7.30 72238 730 77993 8.00
Balance -117.79 -101.73 -86.11 -71.34 -69.00 -64.92
DEVELOPED EAST
Exports 29870 1540 32894 i0.10 358.69 9.00 379.41 5.80 407.27 730 43440 6.70
Imports 20243 2580 23473 1600 26133 1130 285.99 9.40 31061 8.60 33898 9.10
Balance 96.27 94.21 97.36 93.42 96.66 95.42
EUROPEAN COMMUNITY
Exports 104929  11.90 1129.20 7.60 1252.92 11.00 1366.73 9.10 1499.01 9.40 1639.33 9.40
Imports 1037.07 1420 113355 9.30 1257.50 1090 1375.33 9.40 151529  10.20 1661.80 9.70
Balance 1222 -4.35 -4.58 -8.60 -16.28 -2247
OTHER INDUSTRIALIZED
Exports 23355 1020 24854 640 27645 11.20 30849 11.60 34050 1040 372.05 9.30
Imports 241.00 1090 251.76 450 28388 1280 31589 1130 35169 11.30 385.84 9.70
Balance 145 -3.22 -1.44 -7.40 -11.18 -13.79
DEVELOPING COUNTRIES
Exports 60742 1590 69493 1440 756.63 890 83254 1000 919.69 1050 101617 1050
Imports 57595 2070 64408 1180 71156 1050 78743 1070 86738 1020 96156 10.90

Balance 31.46 50.86 45.07 45.11 5232 54.61



OPEC
Exports
Imports
Balance
AFRICA
Exports
Imports
Balance
ASIA (Including China)
Exports
Imports
Balance
MIDDLE EAST (Nonoil)
Exports
Imports
Balance
WESTERN HEMISPHERE
Exports
Imports
Balance
CPE (Excluding China)
Exports
Imports
Balance
Statistical Discrepancy
Woild Exports
World Export Price
World Export Real Price

12545
101.57
23.88

28.66
36.07
<141

34225
33452
7.73

15.23
29.71
-14.48

95.82
74.08
21.74

217.65
208.05
9.60
-23.52
2836.09
3.7
764.29

-1.00
7.10

12.10
10.30

24.30
3050

8.00
7.10

16.10
12.70
27.26

3.50
3.80

14.10
6.00
7.70

150.74
105.44
45.30

31.05
3823
-1.17

393.11
392.99
0.13

16.67
31.33
-14.65

103.35
76.10
26.46

230.55
228.14
241
-37.26
3119.56
3.84
813.01

20.20
3.80

8.40
6.00

14.90
17.50

9.50
5.40

7.90
2,70
27.94

5.90
9.70

10.00
340
6.40

156.45
114.79
41.65

33.64
41.69
-8.06

440.25
439.76
0.49

17.97
3345
-15.47

108.32
81.86

24798
247.23
0.75
-44.03
3431.30
4.06
844.86

3.80
8.90

8.30
9.10

12.00
11.90

7.80
6.80

4.80
7.60

7.60
8.40

10.00
5.80
3.90

166.95
124.10
42.85

36.65
45.47
-8.82

492.34
492.85
-0.50

19.26
35.62
-16.36

117.33
89.40

270.85
268.99
1.87
-46.00
3750.75
4.27
878.16

6.70
8.10

9.00
9.10

11.80
12.10

7.10
6.50

8.30
9.20

9.20
8.80

9.30
5.20
3.90

180.59
133.72
46.87

40.05
49.67
-9.62

549.95
551.59
-1.63

20.73
37.94
-17.20

128.37
94.47
33.90

290.36
290.03
0.33
-51.73
4106.71
447
919.25

8.20
7.80

9.30
9.20

11.70
11.60

71.70
6.50

9.40
5.70

7.20
7.80

9.50
4.60
4.70

194.16
144.04
50.12

43.74
54.39
-10.66

615.48
617.35
-1.88

22.32
41.13
-18.82

140.48
104.64
35.54

313.64
311.73
1.91
-49.58
4486.56
4.70
955.41

750
7.70

9.20
9.50

11.90
11.90

7.60
8.40

9.40
10.80

8.00
7.50

9.20
5.1¢
3.90

SOURCE: Project LINK, “Project LINK World Qutlook”
Economics/New York: United Nations,

(Philadelphia: University of Pennsylvania, Department of
Department of International Economic and Social Affairs, 1989).
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Table 2.A.2. World gross national product (1970 $ US), Project LINK—
United Nations/DIESA, premeetinig forecast, Fall 1989: growth rates (percent)

1988 1989 1990 1991 1992 1993 Mean

INDUSTRIALIZED COUNTRIES 400 300 250 280 300 290 3.00
North America 440 240 220 290 320 320 3.00
Developed East 540 460 340 360 360 370 4.10
EC 350 340 270 250 260 250 280
Other Industrialized 170 1.80 220 220 240 230 210

DEVELOPING COUNTRIES 570 340 480 510 480 530 490
OPEC 400 120 280 340 380 39 320
Africa 310 250 330 370 360 320 320
Asia (including China) 10.10 650 640 630 630 670 7.10
Middle East (nonoil) 200 240 280 340 350 320 290
Western Hemisphere 020 -130 320 380 240 3.60 1.90
CPE (excluding China) 1.80 130 09 150 200 240 1.60

WORLD TOTAL 390 280 260 290 310 330 310

SOURCE: Project LINK, “Project LINK World Outlook” (Philadelphia:
University of Pennsylvania, Department of Economics/New York: United Nations,
Department of International Economic and Social Affairs, 1989).

Table 2.A.3. Per capita gross national product (1970 $ US), Project LINK—
United Nations/DIESA, premeeting forecast, Fall 1989: growth rates (percent)

1988 1989 1990 1991 1992 1993 Mecan

INDUSTRIALIZED COUNTRIES 350 250 200 230 250 240 250
North America 356 150 130 2,00 240 240 220
Developed East 480 400 280 300 300 310 350
EC 350 330 260 250 250 240 280
Other industrialized 140 140 170 150 180 140 150

DEVELOPING COUNTRIES 400 170 300 340 310 360 310
OPEC 130 -1.30 010 080 120 120 050
Africa 020 -040 040 080 080 030 040
Asia (including China) 860 500 490 490 490 530 5.60
Middle East (nonoil) 030 020 070 140 140 110 0.70
Western Hemisphere -220 -320 120 190 060 170 0.00
CPE (excluding China) 110 050 020 080 130 170 090

WORLD TOTAL 320 200 150 220 240 250 240

SOURCE: Project LINK, “Project LINK World Outlook" (Philadelphia:
University of Pennsylvania, Department of Economics/New York: United Nations,
Department of International Economic and Social AfTairs, 1989).
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Table 2.A.4. OECD unemployment rate, Project LINK—
United Nations/DIESA, premeeting forecast, Fall 1989 (percent)

1988 1989 1990 1991 1992 1993 Mean

OECD 710 7100 720 710 7.00 710 7.10
North America 560 560 590 560 560 3570 5.70
Developed East 3200 320 330 350 360 390 350
EC 110 1060 1050 1040 1020 1020 10.50
Rest of OECD 13.10 1350 13.90 14.00 14.00 14.80 13.90

SOURCE: Project LINK, “Project LINK World Outlook” (Philadelphia:
University of Pennsylvania, Department of Economics/New York:

United Nations, Department of International Economic and Social
AfTairs, 1989).

Note: Excluding Greece, Iceland, Netherlands, and Switzerfand.

Table 2.A.5. OECD private consumption deflator (inflation rate in
local currency weighted with GNP in current $ US), Project
LINK—United Nations/DIESA, premeeting forecast, Fall 1989

1988 1989 1990 1991 1992 1993 Mean

OECD 290 580 420 38 300 3.00 3.80
North American 400 510 460 510 470 4.60 4.70
Developed East 1.60 330 230 240 250 270 250
EC 1.80 350 320 320 240 240 2.80
Rest of OECD 3130 91.50 42,10 19.00 1430 1290 32.80

SOURCE: Project LINK, “Project LINK World Outlook” (Philadelphia:
University of Pennsylvania, Department of Economics/New York:

United Nations, Department of International Economic and Social
Affairs, 1989).
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Changing International Food Markets
in the 1990s: Implications for
Developing Countries

Bruna Angel and S. R. Jobnson

Many of the fundamental assumptions about foreign economic
assistance and food aid, and the programs through which they are
implemented, are being questioned. In part, these programs are
conditioned by information on agriculture and the food supplies of
nations perceived to be in deficit. If this information is systematically
developed and progressive, it can be used to improve the positioning
of these programs and anticipate problems that will require
alternative forms of intervention.

As background for the discussion of agricultural policy reforms
and to identify possible problems implied by a continuation of
current foreign assistance and food aid policies, projecticns of per
capita grain production, consumption, and trade for selected
countries and regions have been developed. The projections are
for the period 1988-89 to 1997-98 and from a modeling system
maintained by the Food Agriculture Policy Research Institute (FAPRI).
(FAPRI is funded by a U.S. special congressional grant and provides
analysis of trade and domestic agricultural policy. FAPRI has
university centers that conduct this analysis at lowa State University
and at the University of Missouri-Columbia.)
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The projections reflect market conditions and policies in place
during the spring of 1989. These projections, the technology
assumptions from which they are developed, and the
macroeconemic, trade, and agricultural policy implications provide
a context for assessing agricultural policy, foreign assistance, and
food aid initiatives of the United States.

The FAPRI modeling system is multinational and multi-
commodity, including five major crop submodels for wheat, coarse
grains, soybecan and related products, rice, and cotton. Each
submodel has behavioral relations for domestic supply and demand
of major importers and exporters. Factors such as macroeconomic
performance and agricultural and trade policies, which condition
output and domestic demand, are incorporated and assessed for their
market and trade impacts.

The focus of the analysis is on wheat and coarse grains, which
are staple foods in many food deficit nations, and on the importance
and likely changes in food deficits if current macro-economic
conditions, technology trends, and agricultural trade and food
policies are continued.

A brief introduction to the FAPRI trade models and macro-
economic, policy, ond technology assumptions for the spring 1989
outlook in the next section is followed by country- and region-
specific per capita projecticas for wheat and coarse grains
production, consumption, and trade in the wird section. The analysis
emphasizes developing nations and regions. The fourth section
provides observations on the food supply and use trends for
developing countries and regions. Concluding comments suggest
implications for the U.S. foreign assistance and aid programs.

International Commodity Market Projections

This summary of FAPRI projections for the United States and
international commodity markets provides the basis for the analysis
of supply and use in developing nations and regions. For
background the FAPRI modeling system is described along with the
assumptions that condition the projections. The projections were
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completed in early 1989. The summary of these projections
concludes with updating comments using more recently available
information.

FAPRI Trade Models

The FAPRI agricultural trade models are dynamic, nonspatial,
partial equilibrium, and econometric. The commodities represented
are wheat, coarse grains (corn, sorghum, barley, and oats), rice,
cotton, and the soybean complex (soybean, soybean meal and soy
oil). All five models were used for the current analysis; however,
detailed results are presented only for wheat and coarse grains, major
staples in many of the aid-recipient countries.

Individual commodity models are integrated into a system
through price linkages that admit cross-country and cross-commodity
interactions. These linkages reflect the interactions among
agricultural commodity markets in the price determination processes.
The multimarket equilibrium for the modeling system is obtained
by imposing market clearing identities for the five commodities.

The models include domestic supply and demand functions for
major trading and producing countries and regions. Parameters for
these equations are estimated from historical data, roughly for the
period 1965 through 1988. Equilibrium prices, quantities, and net
trade are determined by equating country and regional excess
demands and supplies, and explicitly linking domestic and world
prices. Except where set by government, domestic prices are related
to world prices through estimated linkage equations that incorporate
bilateral exchange rates, transfer service margins, and (implicitly)
trade barriers not directly specified.

Figure 3.1 describes the five trade models and their regional and
country detail. Documentation for each of the trade models and
the U.S. crop and livestock models is available from CARD (FAPRI
1989). The country and regional detail of the modeling system has
recently been extended to more fully represent the developing
nations (FAPRI 1988).

Conditioning Assumptions
The FAPRI U.S. and World Agricultural Outlook (1989), the
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source of the wheat and coarse grains projections in this chapter,
contains a detailed description of its underlying macroeconomic and
policy assumptions. To p are briefly summarized. The FAPRI trade
models are solved on a “satellite basis” with the world
macroeconomy. This means that there is no feedback between
macroeconomic conditions and commodity market outcomes.

Macroeconomic Conditions. The macroeconomic setting for the
projection period was developed from the WEFA Group (1988-89)
and Project LINK (1989) forecasts. These macroeconomic forecasts,
in most cases, extend only to 1993. The projections used for the
period 1994-98 are based on a continuation of the macroeconomic
conditions during the 1991-93 period and supporting data sources.

Key components of the domestic and foreign macroeconomic
forecasts are presented in Table 3.1. The outlook for the agriculture
commodity markets is sensitive to the values of these variables from
the general economy (FAPRI 1989). In developing countries more
than elsewhere, demand for agricultural commodities is sensitive
to income and prices as impacted by exchange rates.

The WEFA Group forecasts show slower U.S. and world
economic growth in 1989 and 1990, following a slightly stronger
performance in the out years. Lower growth rates, at around 2
percent, are projected in the early 1990s for the United States,
reflecting policies yielding higher domestic interest rates. World
economic growth averages around 3 percent over the forecast
period. No recession is indicated. Generali7, while world economic
performance is improved over that of the early 1980s, it is not as
robust as in the 1970s (FAPRI 1989). Economic growth in most other
developed-country market economies follows the U.S. pattern,
slowing in 1989 and 1990 and recovering somewhat thereafter in
response to policies that lower interest rates and increase investment.

The projected economic growth patterns vary widely in the
developing world (Figure 3.2). The most rapid economic growth is
in the Pacific Basin and China, with rates well above the world
average. Latin America and African nations are shown as growing
more rapidly than in recent years. Growth potential in these
countries is severely constrained by heavy debt burdens, limited
access to credit, and a likely continuation of the same kind of
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management of the economies that resulted in these problems. The
WEFA forecasts presume that most of these countries will somehow
muddle through their debt problems, a major source of uncertainty
for the projections.

Economic reforms in the Soviet Union and other countries in
Eastern Europe also introduce uncertainty into the macroeconomic
forecast. Success with reforms could lead to higher economic growth
rates. However, short-run disruptions caused by adjustments to
reforms could seriously limit cconomic growth potential for these
nations. The WEFA forecast for the USSR and Eastern Europe takes
a middle position on the reform-growth issuc, showing 2 to 3 percent
per year economic growth over the projection period.

Population. The source used for historical and projected
populations is the FAO/ESSA Population Long-term Projections (UN
1988). The underlying data are from the United Nations Population
Division. Four projections are supplied: high, medium, low, and
constant variants. The variant used for this analysis includes
medium-growth assumptions for fertility, mortality, and international
migration. Even with this medium variant, the implied growth rates
in many of the Latin American and African nations are at high levels
relative to the developed world.

Policy Environment. The FAPRI projections are conditioned on
the assumption that the major provisions of the Food Security Act
of 1985 (FSA85) will be continued in the 1990 legislation. However,
reduced crop inventories and increased commodity prices resulting
from the 1988 drought in North America have changed the
commodity programs. Most important, idled acres for coarse grains
and wheat have been 1educed and remain low during the projection
period (FAPRI 1989). For the 1990 U.S. Agricultural Act, target prices
are anticipated to be at 1990 levels and loan rates will be adjusted
using the same formulas as in FSAS8S.

The Export Enhancement Program (EEP), authorized by FSA85
to combat “unfair trade” practices of competitors, reached a funding
level of $1.2 billion in fiscal 1988. Spending on EEP is assumed to
be reduced in fiscal 1989 to $775 million and held at this level
through fiscal 1991. The EEP funding is assumed to fall by $125
million per year over the remaining projection period, due to
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budgetary concerns and declining stocks and increased exports that
make the program less attractive (FAPRI 1989).

The EEP has accounted for large percentages of wheat imports
of many developing countries, as well as the USSR, wirh subsidies
of up to $39.85 per metric ton in 1987-88 and even $22.48 in 1988-
89. Brooks et al. (1989) show that importer responses to the EEP
depend greatly on the country-specific transmission elasticity; that
is, the linkage of the domestic to the import price. Simulations
assuming no EEP for 1986-87 to 1988-90 resulted in only moderate
response of wheat import to the implied change in import price:
ranging from zero for Egypt, Mexico, Eastern Europe, and the USSR
to a 30 percent reduction for India in 1988-89. Total trade was
estimated to have increased by 0.7 million metric tons (mmt) in 1986-
87 and 1.7 mmt in 1987-88 and 1988-89 due to the EEP. Most
developing countries with policies subsidizing food consumption
have very low price transmission elasticities and will experience
significant increases in costs if the EEP program is phased out and
they continue to import at the same levels.

Other countries are also assumed to continue current agricultural
policies. In particular, domestic support prices of the European
Community (EC) remain constant at current nominal levels. The
FAPRI projections do not incorporate policy changes that may result
from the current GATT Round. While policy changes that would
deregulate agriculture in the developed nations are likely to occur
relatively slowly over time, their cumulative effect could be
significant. The GATT Round is scheduled to conclude in 1990 and
likely changes will include reduced agricultural subsidies.

Technology Assumptions. The projected supply and use situation,
especially for the developing nations, is highly dependent upon
assumptions about technical progress. In the FAPRI models, these
assumptions are reflected in yield trends. First average yields are
used, limiting the variability of the projections. Second, the technical
change assumptions are from base trends, in most cases the last 15
years. These technology trends are generally increasing yields
between 1 and 2 percent per year.
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Commodily Markels

Table 3.2 summarizes the supply, use, and trade results from
the FAPRI projections (FAPRI 1989). Crop prices for wheat, coarse
grains, and soybeans fell when the FSA85 was implemented and
they remained low until the North American drought of 1988. The
drought caused sharp increases in market prices and dramatic
reductions in crop inventories. The lower carryover levels will likely
make commodity prices rise more in the projection period than in
the recent past. Commoedity prices fall in 1989 and 1990, assuming
normal weather and no export demand shocks. A small increase in
prices is anticipated after 1990-91, due primarily to an increasing
“:xport demand driven by macroeconomic conditions. In real terms,
however, prices of these corimodities are stable throughout the
projection period (Figure 3.3).

World import growth for the commodities included in the
analysis is particularly strong in the second part of the projection
period (Figures 3.4 and 3.5). Much of this growth originates in the
developing countries and is due to forecasted higher income
(especially for the Asian nations). This aspect of the projections
emphasizes the importance of continued economic growth in the
developing countries to the maintenance of stable real commodity
prices, and the sensitivity of agricultural trade to macroeconomic
and financial policy (FAPRI 1989).

in recent years, even with large areas of cropland idled, the
United States has carried larger reserve commodity supplies in
inventory than in idled production :apacity. However, the
combinatior of FSA85 programs to reduce stock levels and the North
American drought of 1988 have sharply reduced crop inventories.
Projected ending stocks for wheat and coarse grains are lower than
in the recent past, except for the mid-1970s. These low stock levels,
along with the change for program idled acres from annual to
multiyear contracts (the Conservation Reserve of 40 million acres),
signal the potential for price volatility during the projection period
(FAPRI 1989).
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Near-term Adjustments

The FAPRI outlook used macroeconomic forecasts from October
1988 and information on agricultural markets available by mid-
January 1989. USDA updates on supply and use levels suggest
several short-term changes. Continuing effects of drought in North
America and Asia, and stronger than expected import demand for
the USSR and China, imply higher than projected grain prices for
1989-90. The U.S. and world stocks should remain low compared
to recent years (Meyers 1989). However, the medium-term outlook
is not altered significantly by results from the agricultural commodity
markets between 1989 and 1990.

Fall 1989 Project LINK for-casts for real U.S. and world GDP
growth rates are slightly more optimistic than in the WEFA fall 1988
forecasts (WEFA Group 1988). Project LINK fall 1989 projections
of real GDP growth rates are also more optimistic, in particular, for
Thailand, Argentina, Egypt, and Morocco. However. they are
significantly more pessimistic for the centrally planned cconomies
ir.cluding China, Brazil, and Mexico. They are marginally lower for
Algeria, Tunisia, India, and Saudi Arabia.

In general, WEFA fall 1989 forecasts indicate slightly higher
economic growth than the WEFA fall 1988 forecasts for Africa and
the Pacific Basin. Also, they are practically unchanged for Western
Europe and are more pessimistic for Latin America. In a broad sense
the more recent macroeconomic projections imply higher growth
in import demand for grains from Africa and Asia and lower growth
in impact demand from Latin America and the centrally planned
economies.

In summary, the FAPRI projections of supply, use, and trade for
wheat and coarse grains over the next decade, even as modified by
this more recent information, imply a relatively optimistic future for
the exporting nations. World trade grows faster than either
consumption or production, and stocks are reduced from the
oppressive levels of the early and mid-1980s. This growth in trade
comes primarily from impressive import demand increases in the
developing countries as real incomes recover in Africa and Latin
America and continue to grow in tle Pacific Basin (Table 3.2). The
combination of lower stock levels and strong import demand leads
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to rising nominal prices for wheat and coarse grains, stable real prices
over the projection period, and lower subsidies for agriculture in
the developed exporting countries.

Implications for Developing Countries

Implications of the world commodity market outlook for the
developing countries and regions are of importance as a backdrop
for assessments of foreign assistance and food aid policies.
Converting these projections to a per capita basis is helpful in
urderstanding the food situation for developing nations. The FAPRI
trade models are not general equilibrium in nature. Thus, they
cannot provide information on resource market adjustment and
impacts and responses to changes in other sectors of the economy
that could be offset by agricultural sector and food market
performance. However, the projections provide indicators of
conditions that may affect future food aid policy.

The supply, use, and trade projections for each nation and
region, as well as income, are divided by the FAO population
projections to make the per capita conversion. Of course, the
resulting per capita trends do not reflect distributional changes that
could be important for food consumption and dietary status. That
is, the distribution of the food supply and income is assumed
unchanged. Each region—Latin America, Africa and the Middle East,
and Asia—is assessed in turn. The overall situation for the region
is described, followed by a detailed analysis for a representative
country.

Latin America

For the Latin America region, Mexico, Brazil, and Argentina are
individually modeled in the FAPRI system. The other nations in
Latin America are aggregated and represented as a single region.
Figures 3.6 and 3.8 present the per capita supply and use projections
for wheat for the Other Latin America region and Mexico. Figures
3.7 and 3.9 provide similar information for coarse grains. Historical
data from crop year 1980-81 are included to provide perspective,
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Detailed summaries of the commodity market, income, and
population data are in Appendix Tables 3.A.1. to 3.A.4. Similar
tabular information is available for Brazil and Argentina but was not
included.

Population growth rates in Latin America fall over the evaluation
period, to average annual rates of around 1.3 percent in Argentina,
1.8 percent in Brazil, and 2.1 percent in Mexico and Other Latin
America between 1993-94 'nd 1997-98. However, despite the
recuced population growth rates and increases in overall grain
production, per capita production actually declines for coarse grains
in Other Latin America and Mexico, and for wheat and coarse grains
in Brazil.

The situation that emerges, with few exceptions, for the Latin
American wheat and coarse grains importers, is one of declining
per capita consumption and declining production but increasing per
capita imports. In the Other Latin America region, wheat imports
are approximately 80 percent of use. Over the projection period,
imports decrease; but this decrease is not offset by the slight upward
trend in domestic production. The result is a small decline in per
capita consumption. The decline in per capita consumption of
coarse grains is even more pronounced, resulting from more than a
2 percent decline in per capita domestic production, which is not
offset by the small rise in imports. Per capita use for both
commodities is significantly lower by the end of the projection period
than at any time during the 1980s.

In Mexico, per capita consumption of wheat increases over the
projection period after falling in the late 1980s. Per capita production
also increases, but not as fast as consumption, resulting in rising
per capita imports. Per capita coarse grain consumption remains
relatively stable over the projection period, but at levels significantly
lower than in the early 1980s. Production and imports also remain
stable in per capita terms. In Brazil, wheat per capita consumption
rises, mainly due to increased imports. Per capita coarse grain
consumption shows a slight downward trend as imports are not
sufficient to make up per capita production shortfalls relative to past
consumption levels.
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The declining levels of per capita consumption and production
in Latin America are indicative of the severe recession experienced
in this region in the 1980s and of population growth rates that are
not sustainable at a constant real income given the projected rates
of economic and agricultural growth. Per capita income growth in
the Other Latin America region remains negative into the early 1990s
and turns only moderately positive after 1992-93. In Mexico, per
capita incomes declined throughout the 1980s and start to increase
in the early 1990s. Argentina also experiences very low per capita
income growth rates over the projection period. The macroeconomic
projections are somewhat more optimistic for Brazil.

The debt overhang in Latin America casts considerable
uncertainty about even these forecasted low income growth rates,
except perhaps for Brazil, given its natural resource potential and
diversified industrial base. During the 1980s, the Latin American
region as a whole had debt service to export ratios of about 20
percent, reaching 30.6 percent in 1986. Individual countries continue
to experience deficits in their current accounts and high delbt service
ratios, albeit down from 50.4 for Argentina and 33.2 in Brazil in 1986.

Unilateral debt moratorium, with the consequence of reduced
access to credit markets, continues as an option for many of these
countries. Brazil took this step in 1984, reducing its debt service
ratio from 43.1 percent in 1982 to 23.7 percent. Another option is
continued negotiation of debt service. Mexico has followed this
path and has managed to contain its debt service ratio at 30 to 40
percent despite having one of the largest debt to GNP ratios, 84
percent in 1986.

The negative capital flows experienced by many Latin American
nations may jeopardize future growth by reducing investment in
development and critically reducing human capital. For countries
that depend on imports for staple commodities, the shortage of
foreign exchange is a symptom of even more serious problems. As
evidenced by wheat supply and use in the Other Latin America
region, when production decreases occur, the option of turning to
world markets to make up the shortfall is not available or increasingly
difficult and per capita consumption declines. These declin¢- are



52 Bruna Angel and S. R. Jobnson

likely magnified for the lower income populations, suggesting
concerns for food and policy change, or among the donor nations.

Africa and the Middle East

The trade models for this region include Egypt, Algeria, Morocco,
Tunisia, and an Other Africa and Middle East region for wheat. For
the coarse grains model, Egypt and Saudi Arabia are modeled
individually and the other countries are represented as an aggregate
region. Figures 3.10 and 3.11 and Appendix Tables 3.A.5 and 3.A.6
report results for the Other Africa and Middle East region. Figures
3.12 and 3.13 and Appendix Tables 3.A.7, 3.A.8, and 3.A.9 present
the results of the per capita calculations for Egypt and Morocco.

The Other Africa and Middle East region for both grain models
include the vast majority of the population. Growth rates of
population from the medium projection are high, averaging 3 percent
from 1993-94 to 1997-98. For the individually modeled countries,
population growth rates are similarly high, from around 1.8 percent
in Tunisia to nearly 3.6 percent in Nigeria over the last part of the
projection period.

In aggregate, wheat and coarse grains production and
consumption are generally rising in this period for these nations.
However, consumption rises faster than production, leading to
projections of large increases in imports. Wheat imports rise at an
average annual rate of 4.7 percent between 1993-94 and 1997-98 in
the Other Africa and Middle East region, while coarse grains imports
rise at an average annual rate of 6.6 percent over this same period.

On a per capita basis, the situation in this region is very different.
Production of wheat and coarse grains in the Other Africa and Middle
East region rises by only about 1.6 percent over the last part of the
projection period, mainly attributable to increases in area cultivated.
However, with population growth rates of around 3 percent, per
capita consumption declines at more than 1 percent per year. The
rise in per capita imports, although rapid (and even questionable
on the basis of the financial balances of the nations), cannot sustain
consumption or use at current levels, resulting in decreased per
capita consumption of all grains. This same picture emerges in
Egypt, Algeria, Saudi Arabia, and Nigeria. For Egypt, per capita



Changing International Food Markets in the 1990s 53

consumption of wheat and coarse grains falls at annual average rates
of 1.2 and 1.4 percent per year, respectively, over the 1993-94 to
1997-98 period.

Morocco and Tunisia present a slightly different situation. While
domestic production also falls in per capita terms, import growth
more than makes up the difference, resulting in a sn:all upward trend
in per capita consumption. Thus, the general condition is one of
decreased per capita availability of food and coarse grains in Africa
over the next decade, coupled with increased use of world markets
to supplement domestic production. This is especially evident in
those countries least able to pay for imports. According to the
modeling system, unless policies or other factors change,
consumption per capita will drop.

In both of the aggregated regional specifications, while real per
capita incomes do not fall as fast as in the decade of the 1980s, they
continue their downward trend. The debt service to export ratio
for all of the Africa and Middle East region was more than 20 percent
over the early 1980s and reached 32.8 percent in 1986 (World Bank
1988). And, foreign exchange receipts from exports of goods and
services continue to be dwarfed by the value of imports. The
prospect of an economic recovery in those countries with population
growth rates currently outstripping real income growth is not good.
Moreover, shortages of foreign exchange over the 1980s and high
debt service ratios have probably reduced the rate of investment in
infrastructure and other projects important for agricultural and
general economic development. Lack of investment and even
disinvestment, in agricultural and other primary sectors, such as
education, health, and a lack of diversity in the economic base for
many of these countries may limit potential economic growth. Future
income growth is already compromised, and the foreign exchange
necessary for the projected levels of imports may not be available.

Asia

The wheat model for the Asia region includes China, High
Income East Asia (Singapore, Taiwan, Hong Kong, and Korea), India,
and an aggregate region, Other Asia. The coarse grains model
includes China, Thailand, High Income East Asia, and an aggregate
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region, Other Asia. Figures 3.14 through 3.17 show per capita
production and use projections for Other Asia and China for wheat
and coarse grains and Appendix Tables 3.A.10 through 3.A.13 give
additional country detail for the per capita calculations during the
1980s and for the projection period.

In contrast to Africa, average annual population growth rates
over the 1993-94 period do not exceed 2 percent. In fact, over this
period average populaticn growth rates are generally between 1.2
percent and 1.6 percent for the individual countries, and slightly
higher for the aggregate region.

The general theme emerging from the Asian calculations is for
rapid growth in per capita consumption of both wheat and coarse
grains. In the Other Asia and High Income East Asia regions this
growth is chiefly satisfied by increased imports. In India, self-
sufficiency policies lead to growth in domestic wheat production
an- decreasing imports, and stable per capita wheat consumption
over the projection period.

Highlighting the Other Asia region, per capita consumption of
both grains is increasing although at low levels compared to
consumption in the remaining Asian countries. This indication of
food supply is more limited for Asia, however, since the staple in
most cases is rice. Per capita coarse grains production falls slightly
over the period while per capita consumption rises at an average
annual rate of almost 1 percent over the last five years of the
projection. Per capita wheat production is up slightly, and per capita
consumption rises at an average annual rate of about 1.5 percent.

The High Income East Asia countries have small domestic
production bases for wheat and coarse grains. Thus, growth in per
capita use, rising at an average annual rate of 3.5 percent for wheat
and 4.5 percent for ccarse grains by the end of the evaluation period,
is satisfied by increased imports. This growth in per capita
consumption and especially the growth in imports for the region
and the individual countries is supported by rising per capita
incomes. Average annual growth rates for GDP for the countries in
this region range from around 3 percent to almost 7 percent in the
1993-94 to 1997-98 period.
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Debt scrvice to export ratios for the Asia region did not exceed
20 percent until 1986, and have generally been between 10 percent
and 15 percent in the 1980s (World Bank 1988). For the region as
a whole, revenues from the export of goods and services have not
covered import costs, but the deficit is not as wide as it is for Africa
and the Middle East or Latin America. And selected countries, like
those on the Pacific Basin and Thailand, are experiencing a small
but growing trade surplus.

While these aggregate results may mask disparities due to the
income distribution among and within countries, the calculations
based on the projections for the 1990s do not suggest major food
supply problems for Asia. Asia as a whole is not burdened by heavy
external debt, and positive income growth in the 1980s has
stimulated investment and economic developmeni while population
growth rates have fallen to levels that do not sv.amo the associated
income gains. Asia is a region likely to have rapid growth in grains
imports and increasing dependence on commercial markets to satisfy
higher per capita consumption levels.

The Outlook and Current Policy

What does the outlook for international commodity markets and
for supply and use systems in the developing economies suggest
for U.S. agriculture and foreign assistance policies? The outlook is
for increasing nominal prices of agricultural commodities, increased
total trade, and reductions in subsidies for agriculture in developed
countries. The trend toward deregulation of domestic and
international markets, perhaps accelerated by the GATT Round, will
likely result in even higher prices and increased volume in
international markets for major agricultural commodities.

For the developing nations, the impacts of these outcomes are
varied. The modeling system used for the outlook is partial and
cannot fully capture adjustments to major economic dislocations.
Still, the per capita trends in consumption of major food
commodities, trade, and production, particularly for Africa and Latin
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America, imply problems and hardships. The major source of growth
in the export market is from Asian nations.

The lack of focus for current U.S. food policies and the outlook
suggest a number of observations.

Market Development

Opportunities for market development suggested by the outlook
are for the Asian countries. These are the countries responsible for
most of the recent growth in the export markets. For many Latin
American, African, and Middle East nations, foreign exchange
availability is likely to limit possibilities for commercial imports.

Foreign Policy

The outlook for food production and distribution systems in Latin
America, Africa, and selected Middle East nations suggest a major
crisis at hand. Food consumption levels in many of these countries
are low by dietary standards. And they are projected to decrease.
Moreover, the countries have little capacity to import or invest to
alleviate the implied food shortages.

Development Assistance

Particularly for Africa, the Middle East, and Latin America
significant opportunities exist for development assistance. For food
aid historically delivered, however, the situation appears almost
overwhelming. The debt overload for these countries is staggering.
Agricultural production systems are not projected to generate the
food increases to support the likely population increases. The higher
prices in international commodity markets and concerns for political
stability in these low-income countries may lead to use of available
foreign exchange for food imports, reducing opportunities for
domestic investment and growth. There is a growing disparity
between the haves and have-nots in terms of national food supplies.

Disposal of Surplus

In the future, agricultural surplus problems are not indicated for
the developed economies. Stocks are low. Policies for the United
States and the European Community contributing to these surpluses
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are being changed. There are likely to be few surplus commodities,
and budget pressures to dispose of surpluses will be a less important
factor for U.S. food aid policy.

Budget Cost

Budget costs for food aid will reflect the higher nominal
agricultural prices. Nominal costs of holding U.S. food aid at constant
quantity levels will increase. But real prices of the agricultural
commodities are flat, even falling in the out period. Thus, the real
budgetary implication of holding the U.S. food aid program to current
quantity levels is neutral.

Humanitarian Cost

Calculations using the current outlook show that the hungry
population, however defined, was, at best, constant as a share of
the world population during the 1970s and 1980s. The commodity
market projections show a likely deterioration in this situation. The
countries with the highest rates of population growth are generally
the poorest. Famines, serious food shortages, and other emergencies
are likely to become more frequent.

Concluding Observations

Generally, the outlook suggests favorable conditions for agri-
culture, trade in agricultural commodities, and developed nations.
The situation is quite the reverse for many of the countries in Africa,
the Middle East, and Latin America. For these countries, the decline
in food use per capita from already low levels is alarming. Significant
reforms in food aid and other policies, domestically and
internationally, may be required to deal with these problems. The
food situation for these disadvantaged populations has not improved
in the last 10 years and, based on the outlook, it is likely to
deteriorate.

Perhaps the most significant single piece of information from
the outlook suggesting a priority for policy reform is that the share
of the world population with inadequate food supplies, however
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defined, is likely to increase significantly over the next five to 10
years.

The concluding observations based on the FAPRI outlook
specialized to the developing nations and U.S. foreign aid and food
aid policies are twofold. First, the food deficit/availability problem
for low-income nations is likely to get more severe if current
macroeconomic, agricultural, and technology policies continue.
Population growth is outstripping income growth and the increases
in domestic production in these nations, and the nominal price of
importing food will increase, recognizing the low average
availabilities and the importance of wheat and coarse grains to the
food supplies in these nations. Major problems are indicated for
the populations that are at the low end of countries’ income
distributions. These problems are of such magnitude that it is
unlikely, given the situation for agriculture, governments budget,
and other factors in developed nations, that these food needs can
be serviced by concessionary sales or donations.

Second, the secular trends in the food supplies must be
addressed by other policy measures. These policy measures must
address the sources of food availability problems. In fact, the food
deficit problems are symptoms of other nonsustainable economic
and political policies and institutions. Research to uncover the
sources of the problems and, more important, how to make changes
in these nations that can result in adequate food supplies, will be
required. As well, a commitment to solving these problems is
needed, reflecting that the measures will likely go to the very basics
of the political and economic structures of the developed and
developing nations.



Table 3.1. Domestic and foreign economic projections

Average
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994-98
UNITED STATES
Real GDP (percent change) 3.60 3.10 3.50 4.10 2.00 2.00 3.30 2.80 2.50 2.60
GDP Deflator (percent change) 240 3.10 3.00 3.70 4.20 4.70 4.50 4.30 4.10 4.30
Civilian Unemployment Rate (percent) 7.20 7.00 6.20 5.40 5.60 6.20 5.80 5.60 5.60 5.10
Three-Month T. Bill Rate (percent) 7.50 6.00 5.80 6.60 8.00 7.00 6.20 6.10 6.10 6.20
Moody's AAA Corporate Bond Rate (percent) 11.40 9.00 942 9.90 10.70 9.80 9.00 8.90 9.00 9.20
Federal Budget Surplus ($ US billions) -196.90  -20560 -157.80 -141.30 -15880 -139.60 -87.80 -84.80 -83.20 -35.40
Current Account ($ US billions) -116.40  -141.40  -160.70  -140.50 -14120 -138.60 -156.20  -156.90 -160.90 -158.20
FOREIGN AND DOMESTIC
Saudi Light ($ U_ per barrel) 27.80 14.00 16.70 14.70 14.70 14.90 15.90 17.40 19.40 24.70
EFFECTIVE EXCHANGE RATE
MERM United States (percent change) 4.20 -18.20 -11.70 -5.80 -1.30 -0.60 -2.00 -1.90 -0.80 -1.60
REAL GDP (percent change)
World 3.20 3.20 3.10 3.50 2.70 2.80 3.30 3.10 3.10 3.20
Africa 340 -0.90 0.80 2.00 2.10 2.30 2.80 2.80 3.10 2.90
Latin Amerijca 3.80 4.20 1.80 0.00 140 4.00 4.70 4.60 4.30 4.50
Pacific Basin 2.00 7.30 8.80 7.30 6.00 4.50 5.30 5.60 6.10 5.70
Western Europe 2.60 2.70 2.60 3.20 230 2.60 2.80 2.80 2.80 2.80
Centrally Planned 3.30 4.90 3.00 3.10 3.20 3.70 3.10 3.40 3.60 3.40
FOREIGN CURRENCY/$ (percent change)
Argentina 788.90 56.70 13670 30590 45000 307.00 29600 31200 302.00 303.00
Brazil 235.50 120.20 187.40  600.00 779.50  464.90 196.60 26190 24230  234.00
Canada 5.40 1.80 -4.00 -7.40 1.30 1.20 -0.60 -0.60 2.10 -0.10
Australia 25.50 4.50 -4.30 -9.30 -0.90 5.20 4.40 3.70 1.90 0.60
Thailand 14.90 -3.20 -2.20 -1.40 -2.10 -4.40 -0.60 0.10 0.10 -0.10
Japan -0.20 -29.30 -13.90 -11.10 -3.70 -2.90 -4.20 -4.80 -3.20 -4.00
EC 3.60 -22.30 -15.00 -0.50 -2.40 -0.10 -1.80 -1.70 -1.70 -1.50
S. Korea 7.90 1.30 -6.70 -11.70 -9.80 -5.40 -3.10 1.10 1.30 -1.00
Taiwan 0.60 -5.00 -15.80 -10.40 -7.40 -6.70 -4.30 -3.90 -3.40 -3.90

SOURCE: FAPRI U.S. and World Agricultural Qutlook.



Table 3.2. FAPRI April 1989 baseline projections of wheat snd coarse grains supply, use, and trade

Actual Projected Average
86/87 89/90 90/91 91/92 92/93 93/94 93/97
Nominal prices ($ US/mt)
Wheat (a) 109.00 158.00 142.00 136.00 147.00 147.00 160.00
Corn (b) 74.00 98.00 95.00 95.00 97.0C 97.00 105.00
Real prices (1980 $/mt)
Wheat 82.00 105.00 90.00 32.00 84.00 81.00 81.00
Corn 56.00 65.00 61.00 57.00 56.00 54.00 53.00
Wheat (mmt)
World production 530.20 534.28 553.92 5¢6.19 575.52 586.87 607.03
World consumption 523.00 534.57 548.52 561.59 573.37 584.48 606.43
World stocks 175.10 112,51 11791 122,51 124.66 126.05 127.14
Net exports
Industrial 72.64 76.92 78.52 80.25 83.08 85.37 89.33
Developing Countries -55.09 -60.83 -62.16 -63.92 -67.12 -69.59 -74.10
CPE (ex. China) -17.50 -16.09 -16.35 -16.30 -15.97 -15.78 -15.24
Coarse Grains (mmt) (c)
World Production 771.90 766.68 777.26 794.66 808.87 823.03 855.29
World Consumption 742.52 761.23 77713 794.03 807.73 824.11 856.94
World Stocks 201.44 89.87 90.00 90.63 89.76 88.69 85.18
Net exports (d)
Industrial 39.60 45.05 45.55 47.39 50.44 53.52 59.98
Developing Countries -25.11 -28.33 -26.65 -27.95 -29.48 -32.85 -38.10
CPE (ex. China) -10.66 -18.76 -18.22 -18.79 -19.44 -20.09 -21.37
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Wheat tisc and imports by importing countries

Developing Use (mmt) 154,12 161.27 166.58
Net imports {mmt) 59.49 65.21 67.01
Import cost ($ US billions) 5.60 9.02 8.83
Import share (percent) 38.60 40.40 40.20
CPE (ex. China)
Use (mmt) 243.80 248.61 255.07
Net imports (mmt) 17.50 16.09 16.35
Import cost ($ US billions) 1.30 2.13 1.91
Import share (percent) 7.20 6.50 6.40
Coarse grain use and imports by importing countries
Developing Use (mmt) 191.17 196.55 200.12
Net imports (mmt) 35.12 38.74 3791
Import cost ($ US billions) 2.49 3.80 3.63
Import share (percent) 18.40 19.70 18.90
CPE (ex. China)
Use (mmt) 156.35 161.31 166.77
Net imports (mmt) 1066 18.76 18.22
Import cost ($ US billions) 0.75 1.84 1.74
Import share ($ US billions) 6.80 11.60 10.90

171.62
68.77
8.78
40.10

260.94
16.30
1.88
6.20

204.19
40.11
3.84
19.60

172.02
18.79
1.80
10.90

176.82
71.98
10.16
40.70

266.59
1597
2.09
6.00

209.12
42.17
4.09
20.20

172,12
19.44
1.88
11.00

181.24
74.67
10.76
4120

272.14
15.78
2.16
5.80

213.84
45.89
447
21.50

182.13
20.09
1.96
11.00

190.27
79.61
1294
41.80

282.89
15.24
241
5.40

223.82
52.02
5.47
23.20

192.11
213,
225
11.10

SOURCE: FAPRI U.S. and World Agricultural Outlock 1989,

(a) Wheat: FOB Gulf #2 Winter, ordinary protein.

(b) Corn: FOB Gulf #3 yellow.

(c) Coarse Grains: corn, sorghum, barley, and oats.

(d) Total trade may not balance due to timing, unreported data, and grain in transport.

Note: The abbreviation mt is defined as metric tons; mmt is million metric tons.
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Asia, ROW

Figure 3.1. CARD/FAPRI world agricultural trade models (annual econometric system)
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Figure 3.2. Real GDP percent change
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Figure 3.3. Real U.S. Gulf Port prices

NOTE: Figures 3.2 - 3.17 are from the 1989 FAPRI U.S. and World Agricultural Cutlook.
Published by the Food and Agricultural Policy Research Institute, Iowa State University
and University of Missouri - Columbia.
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Figure 3.4, Wheat imports by region
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Figure 3.6. Other Latin America wheat, per capita production and
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Figure 3.7. Other Latin America feed grains, per capita production

and use
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Figure 3.8. Mexico wheat, per capita production and use
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Figure 3.9, Mexico feed grains, per capita production and use
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Figure 3.10. Other Africa and Middle East wheat, per capita
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Figure 3.12. Egypt wheat, per capita production and use
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Figure 3.13. Egypt corn, per capita production and use
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Figure 3.14. Other Asia wheat, per capita production and use
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Figure 3.15. Other Asia feed grains, per capita production and use
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Figure 3.16. China wheat, per capita production and use
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APPENDIX 3.A:
COMMODITY, MARKET, INCOME, AND POPULATION DATA

Tables 3.A.1 - 3.A.17 contain data on the U.S. agricultural outlook
as implied by a continuation of policies current in 1989, domestically
and internationally. The outlook is prepared annually by the Food and
Agricultural Policy Research Institute (FAPRI), Iowa State University
and University of Missouri - Columbia. Funded by the U.S. Congress,
FAPRI develops the most widely circulated and publicly available
outlook for U.S. agriculture.



Table 3.A.1. Other Latin America wheat supply, use, and trade

Year
81/82 82/83 83/84 84/85 85/86 86/87

WHEAT

Production (mmit) 1.51 1.38 1.68 1.97 232 2.03
3-year avg. annual growth (percent) -8.97 18.92

Domestic use (mmt) 6.70 6.83 717 7.30 7.19 752
3-year avg. annual growth (percent) 2.14 1.76

Net imports (mmt) 5.02 5.39 5.66 5.36 4.95 5.53
3-year avg. annual growth (percent) 3.69 -2.65

Per capita imports (kg) 37.00 38.00 39.00 36.00 33.00 36.00
3-year avg. annual growth (percent) 1.27 -4.89

Per capita use (kg) 49.00 48.00 50.00 49.00 47.00 48.00
3-year avg. annual growth (percent) -0.22 -0.58

Per capita prod. (kg) 11.00 10.00 12.00 13.00 15.00 13.00
3-year avg. annual growth (percent) -11.07 16.18

Annual real per capita growth rate (percent) -5.60 -6.81 0.99 6.16 2.26 493

Annual real GDP growth rate (percent) -4.77 -3.21 3.38 8.68 4.63 7.40

Population (000) 136,156.00 141,424.00 144,777.00 148,220.00 151,659.00 155.225.00
3-year avg. annual growth (percent) 238 236

{continues)
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Table 3.A.1. (cont.)

Year Projection by Year
87/88 88/89 89/90 90/91 91/92 92/93
WHEAT
Production (mr1) 2.00 1.93 1.92 2.10 221 2.14
3-year avg. annual growth (percent) -5.83 4.70
Domestic use (mmt) 7.44 7.56 7.58 7.86 8.00 8.04
3-year avg. annual growth (percent) 171 1.91
Net imports (mmt) 5.43 5.65 5.66 5.78 5.81 5.90
3-year avg. annual growth (percent) 4.65 0.94
Per capita imports (kg) 34.00 34.00 33.00 33.00 32.00 32.00
3-year avg. annual growth (percent) 1.46 -1.97
Per capita use (kg) 46.00 45.00 44.00 44.00 44.00 43.00
3-year avg. annual growth (percent) -1.41 -1.02
Per capita prod. (kg) 12.00 12.00 11.00 12.00 12.00 12.00
3-year avg. annual growth (percent) -8.75 1.70
Annual real per capita growth rate (percent) -2.57 -0.89 -1.60 1.19 -0.48 -0.87
Annual real GDP growth rate (percent) 0.80 2.80 2.40 3.80 1.80 1.40
Population (000) 160.587.00 166.568.00 173.337.00 177.812.00 181,883.00 186,055.00
3-year avg. annual growth (percent) 3.18 298
(continues)
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Table 3.A.1. (cont.)

Projection by Year Average
93/94 94/95 95/96 96/97 97/98 1993.97

WHEAT

Production (mmt) 2.19 229 2.33 2.36 2.50 233
3-year avg. annual growth (percent) 1.25 299

Domestic use (mmt) 8.30 8.46 8.60 8.81 8.97 8.63
3-year avg. annuai growth (perc:.t) 1.89 1.97

Net imports (mmt) 6.14 6.19 6.28 6.47 6.49 6.31
3-year avg. annual growth (percent) 2.14 1.60

Per capita imports (kg) 32.00 32.00 32.00 32.00 31.00 32.00
3-year avg. annual growth (percent) -0.15 -0.42

Per capita use (kg) 44.00 43.00 43.00 44.00 43.00 43.00
3-vear avg. annual growth (percent) -0.40 -0.05

Per capita prod. (kg) 12.00 12.00 12.00 12.00 12.00 12.00
3-year avg. annual growtk (percent) -1.03 0.95

Annual real per capita growth rate (percent) 1.96 0.19 0.71 0.35 035 0.71

Annual real GDP growth rate (percent) 4.30 2.50 2.50 2.50 250 2.86

Population (000) 190,.31.00 194,713.00 198,166.00 202,409.00 206,753.00 198,474.00
3-year avg. annual growth (percent) 2.30 2.02

Note: The abbreviation mmt is defined as million metric tons.
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Table 3.A.2. Q-ner Latin Ameriza coarse grain supply, use, and trade

Year
— 81/82 82/83 83/84 84/85 85/86 86/87
CO -’ ™SE GRAINS (a)
Production (000 mt) 7,014.00 6,789.00 6,811.00 7.722.00 7.545.00 7.242.00
3-year avg. annual growth (percent) -2.04 3.80
Domestic use (000 mt) 9,720.00 10,233.00 9,738.00 9,518.00 10,142.00 9,979.00
3-year avg. annual growth (percent) 4.61 -0.18
Net imports (000 mt) 2,597.00 3,083.00 2,860.00 1,881.00 2,428.00 2,842.00
3-year avg. annual growth (percent) 20.57 -4.13
Per capita imports (kg) 19.00 22.00 20.00 13.00 16.00 18.00
3-year avg. anr=nl growth (percent) 17.62 -6.33
Per capita use (kg) 71.00 72.00 67.00 64.00 67.00 64.00
3-year avg. annual growth (percent) 2.18 -2.48
Per capita prod. (kg) 52.00 48.00 47.00 52.00 50.00 47.00
3-year avg. annual growth (percent) -4.28 141
Annual real per capita growth rate (percent) -5.60 -6.81 0.99 6.16 226 493
Annual real GDP growth rate (percent) -4.77 -3.21 3.38 8.68 4.63 7.40
Population (000) 136,156.00 141,424.00 144,777.00 148,220.00 151,659.00 155,225.00
3-year avg. annual growth (percent) 2,38 2.36
(2) Includes corn, barley and oats, (continues)
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Table 3.A.2. (cont.)

Year Projection by Year .
87/88 88/89 89/90 $0/91 91/92 92/93
COARSE GRAINS (a)
Production (000 mt) 6,867.00 7,082.00 7,285.00 7,056.00 7,047.00 7,119.00
3-year avg. annual growth (percent) -2.02 -0.13
Domestic use (000 mt) 10.987.00 10,554.00 10,444.00 10,612.00 10,571.00 10,637.60
3-year avg. annual growth (percent) 1.52 0.06
Net imports (000 mt) 4,072.00 3,501.00 3,201.00 3,523.00 3,516.00 3,529.00
3-year avg. annual growth (percent) 15.44 0.43
Per capita imports (kg) 25.00 21.00 18.00 20.00 19.00 19.00
3-year avg. annual growth (percent) 11.92 -243
Per capita use (kg) 68.00 63.00 60.00 60.00 58.00 57.00
3-year avg. annual growth (percent) -1.61 -2.82
Per capita prod. (kg) 43.00 43.00 42.00 40.00 39.00 38.00
3-year avg. annual growth (percent) -5.04 -3.03
Annual real per capita growth rate (percent) -2.57 -0.89 -1.60 1.19 -0.48 -0.87
Annual real GDP growth rate (percent) 0.80 2.80 2.40 3.80 1.80 1.40
Populaticn (000) 160,587.00 166,568.00 173,337.00 177,812.00 181,883.00 186,055.00
3-year avg. annual growth (percent) 3.18 298

(continues)
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Table 3.A.2. (cont.) g\_
Q
Projection by Year Average 0§
93/94 94/95 95/96 96/97 97/98 1993-97 g
R
COARSE GRAINS (a) )
Production (600 mt) 7.065.00 7.040.00 7,033.00 6,996.00 7,133.00 7,053.00 3
3-year avg. annual growth (percent) -0.03 044 g
Domestic use (000 mt) 10,890.00 10,998.00 11,130.00 11,270.00 11,477.00 11,153.00 g
3-year avg. annual growth (percent) 1.33 1.43 8
Net imports (000 mt) 3,818.00 3,952.00 4,095.00 4,267.00 4,367.00 4,100.00 gl
3-year avg. annual growth (percent) 4.02 3.39 &
Per capita imports (kg) 20.00 20.00 21.00 21.00 21.00 21.00 X
3-year avg. annual growth (percent) 1.69 1.34 )
Per capita use (kg) 57.00 56.00 56.00 56.00 56.00 5600 ¥
3-year avg. annual growth (percent) -0.94 -0.58 E
Per capita prod. (kg) 37.00 36.00 35.00 35.00 35.00 36.00 S
3-year avg. annual growth (percent) -2.28 -1.55 §
Annual real per capita growth rate (percent) 1.96 0.19 0.71 035 0.35 0.71 ha
Annual real GDP growth rate (percent) 430 2.50 2.50 2.50 250 2.86 8
Population (000) 190,331.00 194,713.00 198,166.00 202,409.00 206,753.00 198,474.00 &
3-year avg. annual growth: (percent) 230 2.02

Note: The abbreviation mt is defined as metric tons.
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Table 3.A.3. Mexico wheat supply, use, and trade

Year
81/82 82/83 83/84 84/85 85/86 86/87

WHEAT

Production (mmt) 3.05 4.20 3.20 4.20 4.41 449
3-year avg. annual growth (percent) 23.01 4.15

Domestic use (mmt) 4.00 4.09 4.10 4.35 4.85 498
3-year avg. annual growth (percent) 6.49 4.41

Net imports (mmt) 0.93 0.04 0.56 0.48 0.09 0.46
3-year avg. annual growth (percent) -32.08 401.49

Per capita imports (kg) 13.00 1.00 7.00 6.00 1.00 6.00
3-year avg. annual growth (percent) -33.90 388.69

Per capita use (kg) 56.00 56.00 55.00 56.00 59.00 62.00
3-year avg. annual growth (percent) 3.67 1.79

Per capita prod. (kg) 43.00 57.00 43.00 55.00 56.00 55.00
3-year avg. annual growth (percent) 19.75 1.53

Annual real per capita growth rate (percent) -1.23 -6.56 -1.19 023 -3.37 -2.53

Annual real GDP growth rate (percent) 1.46 4.07 1.41 282 -0.91 -0.18

Population (000) 71,281.00 73,184.00 75,103.00 77,040.00 78,996.00 80,905.00
3-year avg. annual growth (percent) 272 2.58

(continues)
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Table 3.A.3. (cont.)

Year Projection by Year
87/88 88/89 89/90 90/91 91/92 92/93
WHEAT
Production (mmt) 3.70 3.20 3.69 391 4.09 4.25
3-year avg. annual growth (percent) -9.76 8.63
Domestic use (mmt) 4.40 4.39 4.49 4.63 4.80 4.93
3-year avg. annual growth (percent) -1.59 3.02
Net imports (mmt) 0.75 1.20 0.78 0.75 0.74 0.70
3-year avg. annual growth (percent) 178.05 -13.39
Per capita imports (kg) 9.00 14.00 9.00 8.00 8.00 8.00
3-year avg. annual growth (percent) 17137 -15.31
Per capita use (kg) 53.00 52.00 51.00 52.05 53.00 53.00
3-year avg. annual growth (percent) -3.99 0.72
Per capita prod. (kg) 45.00 38.00 42.00 44.90 45.00 46.00
3-year avg. annual growth (percent) -11.96 6.19
Annual real per capita growth rate (percent) -0.41 -1.40 -0.02 1.65 2.06 0.62
Annua! real GDP growth rate (percent) 2.11 1.10 2.51 3.74 4.39 292
Population (000) 82,957.00 85,060.00 87,217.00 §9,012.00 91,043.00 93,120.00
3-year avg. annual growth (percent) 2.50 229
(continues)
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Table 3.A3. (cont.)

Projection by Year Average
93/94 94/95 95/96 96/97 97/98 1993-97

WHEAT

Production (mmt) 4.40 4.54 4.67 4.21 4.93 4.67
3-year avg. annual growth (f ‘rcent) 3.54 2.79

Domestic use (mmt) 5.03 5.21 5.40 5.61 5.82 5.41
3-year avg. annual growth (percent) 277 3.76

Net imports (mmt) 0.65 0.70 0.76 0.82 091 0,77
3-year avg. annual growth (percent) -1.62 9.15

Per capita imports (kg) 7.00 7.00 8.00 8.00 9.00 8.00
3.year avg. annual growth (percent) -3.81 1.06

Per capita use (kg) 53.00 53.00 54.00 55.00 56.00 55.00
3-year avg. annual growth (percent) 0.48 1.78

Per capita prod. (kg) 46.00 47.00 47.00 48.00 48.00 47.00
3-year avg. annual growth (percent) 1.23 0.82

Annual real per capita growth rate (percent) -0.01 1.70 2.19 1.96 1.96 1.56

Annual real GDP growth rate (percent) 2.27 4.02 4.02 4.02 4.02 3.67

Population (000) 95,244.00 97,417.00 99,165.00 101,168.00 103,211.00 99,241.00
3-year avg. annual growth (percent) 228 1.94

Note: The abbreviation mm¢ is defined as million metric tons.
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Table 3.A.4. Mexico coarse grains and sorghum supply, use, and trade

Year
81/82 82/83 83/84 84/85 85/86 86/87

COARSE GRAINS (a)

Production (000 mt) 12,890.00 7.3%0.00 9.810.00 10,4200 10,910.00 10,372.60
3-year avg. annual growth (percent) -3.70 14.56

Domestic use (000 mt) 14,043.00 12,745.00 12,135.00 12.416.00 12,479.00 13,618.00
3-year avg. annual growth (percent) -1.16 -0.65

Net itaports (000 mt) 681.00 4,005.00 2,544.00 1,768.00 1,692.00 3,403.00
3-year avg. annual growth (percent) 34.18 -23.76

Per capita imports (kg) 10.00 55.00 34.00 23.00 21.00 42.00
3-year avg. annual growth (percent) 128.06 -25.67

Per cupita use (kg) 197.00 174.00 162.00 161.00 158.00 168.00
3-year avg. annual growth (percent) -3.78 -3.15

Per capita prod. (kg) 181.00 101.00 131.00 135.00 138.00 128.00
3-year avg. annual growth (percent) -6.26 11.67

Annual real per capita growth rate (percent) -1.23 -6.56 -1.19 0.23 -3.37 -2.53

Annual real GDP growth rate (percent) 1.46 -4.07 1.41 2.82 -0.91 -0.18

Population (000) 71,281.00 73.184.00 75.103.00 77,040.00 78.996.00 80,905.00
3-year avg. annual growth (percent) 2.72 2.58

(a) Coarse grains include corn, barley, and oats (continues)
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Table 3.A.4 (cont.)

Year _Projection by Year
87/88 88/89 89/90 90/91 _31/92 92/93
COARSE GRAINS (a)
Producticn (000 mt) 10,204.00 10,620.00 11,084.00 11,491.00 11.814.00 12,080.00
3-year avg. annual growth (percent) -0.82 3.02
Domestic use (000 mt) 13,498.00 13,864.00 13,736.00 14,269.00 14,607.00 15.024.00
3-year avg. annual growth (percent) 3.5 1.78
Net imports (000 mt) 3,195.00 3,305.00 2,757.00 2,881.00 2,879.00 3,015.00
3-year avg. annual growth (percent) 32.82 -4.05
Per capita imports (kg) 39.00 39.00 32.00 32.00 32,00 32.00
3-year avg. annual growth (percent) 29.61 -6.18
Per capita use (kg) 163.00 163.00 157.00 160.00 160.00 161.00
3-year avg. annual growth (percent) 1.13 -0.50
Per capita prod. (kg) 123.00 125.00 127.00 129.00 120.07 130.00
3-year avg. annual growth (percent) -3.24 1.30
Annual real per capita growth rate (percent) -0.41 -1.40 -0.02 1.65 2.06 0.62
Annual real GDP growth rate (percent) 2.11 1.10 251 374 4.39 292
Population (000) 82,957.00 85,060.00 87.217.00 89,012.00 91,043.00 93,120.00
3-year avg. annual growth (percent) 2.50 2.29

(contir:ues)
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Table 3.A.4 (cont.)

Projection by Year Average
93/94 94/95 95/96 96/97 97/98 1993.97
COARSE GRAINS (a)
Production (000 mt) 12,312.00 12.544.00 12,772.00 12,999.00 13.232.00 12,772.00
3-year avg. annual growth (percent) 2.02 1.80
Domestic use (000 mt) 15.386.00 15,686.00 15.991.00 16.259.00 16.523.00 15,969.00
3-year avg. annual growth (percent) 240 1.75
Net imports (000 mt) 3.135.00 3.201.00 3,277.00 3.317.00 3,350.00 3,256.00
3-year avg. annual growth (percent) 3.60 1.53
Per capita imports (kg) 33.00 33.00 33.00 33.00 32.00 33.00
3-year avg. annual growth (percent) 1.29 -0.41
Per capita use (kg) 162.00 161.00 161.00 161.00 160.00 161.00
3-year avg. annual growth (percent) 0.12 -0.19
Per capita prod. (kg) 129.00 129.00 129.00 128.00 128.00 129.00
3-year avg. annual growth (percent) -0.26 -0.15
Annual real per capita growth rate (percent) -0.01 1.70 2.19 1.96 1.96 1.56
Annual real GDP growth rate (percent) 2.27 4.02 4.02 4.02 4.02 3.67
Population (000) 95.244.00 97,417.00 99,165.00 101,168.00 103.211.00 99.241.00
3-year avg. annual growth (percent) 2.28 1.94

(continues)
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Table 3.A.4 (cont.)

Year
81/82 82/83 83/84 84/85 8S/86 86/87

SORGHUM

Production (000 mt) 4,000.00 800.00 4,000.00 4,100.00 3,772.00 4,330.00
3-year avg. annual growth (percent) 21.78 12.45

Domestic use (000 mt) 6,758.00 6,100.00 6,300.00 6,425.00 5,713.00 5.334.00
3-year avg. annual growth (percent) 13.91 -1.94

Net imports (000 mt) 945.00 3,227.00 3,329.00 2,481.00 623.00 815.00
3-year avg. annual growth (percent) 70.17 -32.40

Per capita imports (kg) 13.00 44.00 44.00 32.00 8.00 10.00
3-year avg. annual growth (percent) 65.70 -34.11

Per capita use (kg) 95.00 83.00 84.00 83.00 72.00 66.00
3-year avg. annual growth (percent) 10.89 -4.41

Per capita prod. (kg) 56.00 38.00 53.00 53.00 48.00 54.00
3-year avg. annual growth (percent) 1851 9.62

(continues)
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Table 3.A.4 (cont.)

Year Projection by Year
87/88 88/89 89/90 90/91 91/92 92/93
SORGHUM
Production (000 mt) 4,029.00 4,022.00 4,462.00 4,467.00 4,364.00 4.273.00
3-year avg. znnual growth (percent) 2.56 292
Domestic use (000 mt) 4,906.00 4,808.00 5,039.00 5,118.00 5.180.00 5,310.00
3-year avg. annual growth (percent) -5.55 2.53
Net imports (000 mt) 867.00 885.00 628.00 652.00 804.00 1,207.00
3-year avg. annual growth (percent) 13.09 -0.64
Per capita imports (kg) 10.90 10.00 7.00 7.00 9.00 13.00
3-year avg. annual growth (percent) 10.34 -2.83
Per capita use (kg) 59.00 57.00 58.00 57.00 57.00 57.00
3-year avg. annual growth (percent) -7.85 0.23
Per capita prod. (kg) 49.00 47.00 51.00 50.00 48.00 46.00
3-year avg. annual growth (percent) 0.06 0.60
(continues)
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Table 3.A.4 (cont.)

Projection by Year Average
93/94 94/95 95/96 96/97 97/98 1993-97
SORGHUM
Production (000 mt) 42140 4,249.00 4,280.00 4,316.00 4,399.00 4.292.00
3-year avg. annual growth (percent) -0.88 1.16
Domestic use (000 mt) 5,293.00 5.379.00 5.473.00 5.537.00 5,537.00 5,444.00
3-year avg. annual growth (percent) 1.27 1.46
Net imports (000 mt) 1,072.00 1,134.00 1,196.00 1,226.00 1,312.00 1,188.00
3-year avg. annual growth (percent) 14.91 5.00
Per czpita imports (kg) 11.00 12.00 12.00 12.00 13.00 12.00
3-year avg. annual growth (percent) 12.34 299
Per capita use (kg) 56.00 55.00 55.00 55.00 54.00 55.00
3-year avg. annual growth (percent) -0.99 -0.95
Per capita prod. (kg) 44.00 44.00 43.00 43.00 43.00 43.00
3-year avg. annual growth (percent) -3.09 0.77

Note: The abbreviation ms is defined as metric tons.
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Table 3.AS5. Other Africa and Middle East wheat supply, us2, and trade

. Year
81/82 82/83 83/84 84/85 85/86 86/87

WHEAT

Production (mmt) 28.00 28.86 27.49 28.16 28.57 27.73
3-year avg. annua! growth (percent) 225 -0.28

Domestic use (mmt) 39.06 39.88 4271 43.16 40.06 4153
3-year avg. annual growth (percent) 2.94 0.33

Net imports (mmt) 11.26 10.50 15.53 17.20 1041 14.44
3-year avg. annual growth (percent) -0.81 6.39

Per capita imports (kg) 21.00 19.0C 27.00 29.00 17.00 23.00
3-year avg. annual growth (percent) -3.68 332

Per capita use (kg) 72.00 72.00 75.00 73.00 66.00 66.00
3-year avg. annual growth (percent) -0.03 -2.57

Per capita prod. (kg) 52.00 52.0C 48.00 48.00 47.00 44.00
3-year avg. annual growth (percent) -0.71 -3.16

Annual real per capita growth rate (percent) -4.11 -5.28 -2.07 -3.33 -6.49 -2.69

Annual real GDP growth rate (percent) -1.27 -2.48 0.83 -0.45 -3.70 027

Population (000) 540,745.00 556,747.00 573,251.00 590.329.00 607,946.00 626,456.00
3-year avg. annual growth (percent) 2.98 2.98

(continues)
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Table 3.A.5. (cont.)

Year Projection by Year
87/88 88/89 89/90 90/91 91/92 92/93
WHEAT
Production (mmt) 28.27 28.68 29.60 30.23 30.60 31.06
3-year avg. annual growth (percent) 0.15 2.19
Domestic use (mmt) 41.23 4156 4225 43.28 44.00 45.22
3-year avg. annual growth (percent) 1.25 1.92
Net imports (inmt) 13.45 12.96 13.14 1354 13.76 14.52
3-year avg. annual growth (percent) 9.40 2.02
Per capita importis (kg) 21.00 19.00 19.06 19.00 19.¢0 19.00
3-year avg. annual growth (percent) 5.87 -1.15
Per capita use (kg) 64.00 62.00 61.00 61.00 60.00 59.00
3-year avg. annual growth (percent) -2.06 -1.25
Per capita prod. (kg) 44.00 43.00 42.00 42,00 41.00 41.00
3-year avg. annual growth (percent) -3.13 -0.99
Annual real per capita growth rate (percent) -2.09 -2.43 -0.98 0.04 -0.74 -0.80
Annual real GDP growth rate (percent) 1.36 1.08 2.66 272 253 2.46
Population (000) 648,549.00 671,856.00 696.560.00 715.214.00 738,717.00 763,026.00
3-year avg. anuual growth (percent) 3.39 3.21

(continues)
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Table 3.A.5. (cont.)

Projection by Year Average
93/94 94/95 95/96 96/97 97/98 1993.97
WHEAT
Production (mmt) 31.74 3230 32.86 3359 34.08 32.90
3-year avg. annual growth (percent) 1.82 1.80
Domestic use (mmt) 46.66 47.92 49.21 50.55 51.88 4924
3-year avg. annual growth (percent) 2.89 2.68
Net imports (mmt) 15.38 16.07 16.79 17.52 18.25 16.80
3-year avg. annual growth (percent) 5.31 4.33
Per capita imports (kg) 20.00 20.00 20.00 20.00 21.00 20.00
3-year avg. annual growth (percent) 1.95 1.37
Per capita use (kg) 59.00 59.00 59.06 59.00 58.00 59.00
3-year avg. annual growth (percent) -0.40 -0.23
Per capita prod. (kg) 40.00 40.00 39.00 39.00 38.00 39.00
3-year avg. anr.ual growth (percent) -1.43 -1.08
Annual real per capita growtn rate (percent) 0.18 -0.48 0.31 -0.42 -043 -0.13
Anrual real GDP growth rate (percent) 3.49 2.80 2.80 2.80 2.80 294
Population (000) 788,170.00 814,177.00 832,731.00 859,692.00 887.570.00 836,468.20
3-year avg. annual growth (percent) 3.30 292

Note: The abbreviatior; mmt is defined as million metric tons.
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Table 3.A.6. Other Africa and Middle East coarse grain supply, use, and trade

Year
81/82 82/83 83/84 84/85 85/86 86/87

COARCSE GRAINS (a)

Production (000 mt) 30,121.00 31,357.00 29,138.00 31,763.00 35,340.00 35,879.00
3-year avg. annual growth (percent) 17.73 13.19

Domestic use {000 mt) 34,497.00 37,088.00 36,745.00 38,231.00 39,218.00 40,152.00
3-year avg. annual growth (percent) 15.30 5.70

Net imports (000 mt) 5,175.00 4,632.00 6,858.00 7.848.00 4,387.00 4,545.00
3-year avg. annual growth: (percent) -13.01 18.39

Per cagita imports (kg) 9.00 8.00 12.00 13.00 7.00 7.00
3-year avg. annual growth (percent) -21.24 9.27

Per capita use (kg) 63.00 66.00 63.00 64.00 64.00 63.00
3-year avg. annual growth (percent) 6.26 -3.06

Per capita prod. (kg) 55.00 56.00 50.00 53.00 57.00 57.00
3-year avg. annual growth (percent) 8.62 421

Annual real per capita growth rate (percent) -4.33 -3.01 -2.03 -4.69 -2.57 -L.71

Annual real GDP growth rate (percent) -1.51 -0.16 0.85 -1.87 032 1.27

Population (600) 547,294.00 563,376.00 579.947.0 597,084.00 614,752.00 633,356.00
3-year avg. annual growth (percent) 8.86 8.86

(a) Cosrse grains irclude corn, barley, and oats

(continues)
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Table 3.A.6. (cont.)

Year Projection by Year
87/88 88/89 89/90 90/91 91/92 92/93
COARSE GRAINS (a)
Production (000 mt) 36,097.00 36,664.00 37.508.00 38,119.00 38,717.00 39,334.00
3-year avg. annual growth (porcent) 3.70 5.50
Domestic use (0600 mt) 40,147.00 40,870.00 41,862.00 42,757.00 43,684.00 44,795.00
3-year avg. annual growth (percent) 4.17 6.73
Net imports (000 mt) 4,118.00 4,329.00 4,621.00 4,843.00 5,155.00 5,651.00
3-year avg. annual growth (percent) -0.67 17.99
Per capita imports (kg) 6.00 6.00 7.00 7.00 7.00 7.00
3-year avg. annual growth (pescent) -10.40 8.16
Per capita use (kg) 61.00 60.00 59.00 59.00 59.00 58.00
3-year avg. annual growth (percent) -5.73 -2.74
Per capita prod. (kg) 55.00 54.00 53.00 53.00 52,00 51.00
3-year avg. annuai growth (percent) -6.18 -3.94
Annual real per capita grewth rate (percent) -2.48 -0.61 -0.91 0.11 -0.80 0.35
Annual real GDP growth rate (percent) 0.94 294 21 278 242 3.62
Population (000) 655,539.00 678,935.00 703,727.00 722,476.00 745,931.00 770,184.00
3-year avg. annual growth (percent) 10.10 9.56
(continues)
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Table 3.A.6. (cont.)

Projection by Year Average
93/94 94/95 95/96 96/97 97/98 1993-97
COARSE GRAINS (a)
Production (000 mt) 39.974.00 40,620.00 41,278.00 41,962.00 42,741.00 41,315.00
3-year avg. annual growth (percent) 4.84 5.13
Domestic use (000 mt) 45,842.00 46,902.00 47.980.00 49,087.00 50,290.00 48,020.00
3-year avg. annual growth (percent) 7.19 7.06
Net imports (000 mt) 6,066.00 6,481.00 6,901.00 7.319.00 7,781.00 6,910.00
3-year avg. annual growth (percent) 23.81 18.85
Per capita imports (kg) 8.00 8.00 8.00 8.00 9.00 8.00
3-year avg. annual growth (percent) 13.60 9.95
Per caoita use (kg) 58.00 57.00 57.00 57.00 56.00 57.00
3-year avg. annual growth (percent) -2.49 -1.52
Per capita prod. (kg) 50.00 49.00 49.00 48.00 48.00 49.00
3-year avg. annual growth (percent) -4.7¢ -3.39
Annual real per capita growth rate (percent) -0.34 -0.35 0.63 -0.27 -0.27 -0.12
# anual real GDP growth rate (percent) 2.90 290 2.90 2.90 290 290
Population (000) 795,263.00 821,196.00 839,753.00 866,438.00 894,022.00 843,335.00
3-year avg. annual growth (percent) 9.77 8.62

Note: The abbreviation mt is defined as metric tons.
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Table 3.A.7. Egypt whzat supply, use, and trade

Year
81/82 82/83 83/84 84/85 85/86 86/87
WHEAT
Production (mmt) 1.94 2.02 2.00 1.82 1.87 1.90
3-year avg. annual growth (percent) 292 -2.36
Domestic use (mmt) 7.67 7.58 1.95 8.45 8.27 8.02
3-year avg. annual growth (percent) 1.94 3.01
Net imports (mmt) 5.88 5.50 5.86 6.94 6.30 6.02
3-year avg. annuaf growth (percent) 4.14 5.25
Per capita imports (kg) 138.00 126.00 131.00 152.00 134.00 125.00
3-year avg. annual growth (percent) 1.54 271
Per capita use (kg) 180.00 174.00 178.00 185.00 176.00 167.00
3-year avg. anuual growth (percent) -0.60 0.53
Per capita prod. (kg) 46.00 46.00 45.00 40.00 40.00 40.00
3-year avg. annual growth (percent) 0.36 -4.71
Annual real per capita growth rate (percent) 3.00 6.38 0.61 -1.88 -0.68 -2.24
Annual real GDP growth rate (percent) 5.54 9.00 3.09 0.54 1.77 0.00
Population ("00C) 42,546.00 43,597.00 44,674.00 45,778.00 46,909.00 47,984.00
3-year avg. annual growth (percent) 2.56 2.47
(continues)
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Table 3.A.7. (cont.)

Year Projection by Year
87/88 88/89 89/90 90/91 91/92 92/93
WHEAT
Production (mmt) 240 250 2.39 241 241 243
3-ycar avg. annual growth (perceat) 10.70 -1.19
Domestic use (mmt) 8.66 8.89 8.82 8.84 8.92 9.11
3-year avg. annual growth (percent) 2.54 0.11
Net imports (mmt) 6.43 6.40 6.42 6.43 6.51 6.69
3-year avg. annual growth (percent) 0.63 0.57
Per capita imports (kg) 131.00 127.00 125.00 122.00 121.00 122.00
3-year avg. annaal growth (ﬁercenl) -1.69 -1.57
Per capita use (kg) 176.00 177.00 171.00 168.00 166.00 166.00
3-year avg. annual growth (percent) 0.17 -2.01
Per capita prod. (kg) 49.00 50.00 46.00 46.00 45.00 44.00
3-year avg. annual growth (percent) 8.14 -3.28
Annual real per capita growth rate (percent) -1.37 0.40 0.60 093 1.02 2.16
Annual real GDP growth rate (percent) 0.99 2.81 3.01 292 3.19 4.35
Pcpulation (000) 49,135.00 50,314.00 51,521.00 52,536.00 53,664.00 54,817.00
3-year avg. annual growth (percent) 2.36 2.i7

(continues)
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Table 3.A.7. (cont.)

Projection by Year Average
93/94 94/95 95/96 96/97 97/98 1993-97
WHEAT
Production (mmt) 2.46 2.47 2.49 2.51 2.53 2.49
3-year avg. annual growth (percent) 0.82 0.80
Domestic use (mmt) 9.22 9.31 9.42 9.54 9.67 9.43
3-year avg. annual growth (percent) 1.44 1.27
Net imports (mmt) 6.76 6.85 6.94 7.04 7.14 6.95
3-year avg. annual growth (percent) 1.71 1.39
Per capita imports (kg) 121.00 120.00 119.00 119.00 118.00 119.00
3-year avg. annual growth (percent) -0.42 -0.49
Per capita use (kg) 165.00 163.00 162.00 161.00 160.00 162.00
3-year avg. annual growth (percent) -0.70 -0.61
Per capita prod. (kg) 44.00 43.00 43.00 42.00 42.00 43.00
3-year avg. arnual growtii {percent) -1.30 -1.07
Annual real per capita growth rate (percent) 0.75 0.75 1.18 0.92 0.92 0.90
Annual real GDP growth rate (percent) 292 292 292 292 2.92 292
Population (000) 55,994.00 57,197.00 58,178.00 59,331.00 60.506.00 58,241.00
3-year avg. annual growth (percent) 2.15 1.89

Note: The abbreviation mm¢ is defined as million metric tons.
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Table 3.A.8. Egypt corn supply, use, and trade

Year
81/82 82/83 83/84 84/85 85/86 86/87

CORN

Production (000 mt) 3,232.00 3,347.00 3.509.00 3,698.00 3,699.00 3,900.00
3-year avg. annual growth (percent) 4.52 3.42

Domestic use (000 mt) 4,200.00 4,600.00 5,100.00 6,247.00 5.587.00 5.181.00
3-year avg. annua! growth (percent) 127 7.60

Net imports (000 mt) 1,344.00 1,215.00 1,563.0v 1,722.00 1,870.00 1,604.00
3-year avg. annual growth (percent) 46.20 15.80

Per cagita imports (kg) 32.00 28.00 35.00 38.00 40.00 33.00
3-year avg. annual growth (percent) 42.50 13.01

Per capita use (kg) 99.00 106.00 114.00 136.00 119.00 108.00
3-year avg. annual growth (percent) 4.60 5.00

Per capita prod. (kg) 76.00 77.00 79.00 81.00 79.00 81.00
3-year avg. annual growth (percent) 1.91 0.93

Annual real per capita growth rate (percent) 3.00 6.38 0.61 -1.88 -0.68 -2.24

Annual real GDP growth rate (percent) 5.54 9.00 3.09 0.54 1.77 0.00

Population (C00) 42,546.00 43,597.00 44,674.00 45,778.00 46,909.00 47,984.00
3-year avg. annual growth (percent) 2.56 2.47

(continues)
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Table 3.A.8. (cont.)

Year Projection by Year
87/83 88/89 89/90 90/91 91/92 92/93
CORN
Production (000 mt) 4,200.00 4,118.C0 3,990.00 3,872.00 3,799.00 3,768.00
3-year avg. annual growth (percent) 3.72 -2.65
Domestic use (000 mt) 5.,449.00 5.454.00 5.429.00 5,413.00 5,442.00 5,541.00
3-year avg. annual growth (percent) -0.67 -0.07
Net imports (000 mt) 1,305.00 1,238.00 1,519.00 1,578.00 1,640.00 1,780.00
3-year avg. annual growth (percent) -12.67 10.17
Per capita imports (kg) 27.00 25.00 29.00 30.00 31.00 32.00
3-year avg. annual growth (percent) -14.68 7.81
Per capita use (kg) 111.00 108.00 105.00 103,00 101.00 101.00
3-year avg. annual growth (percent) -2.96 -2.20
Per capita prod. (kg) 85.00 82.00 77.00 74.00 71.00 69.00
3-year avg. annual growth (percent) 1.33 -4.72
Annual real per capita growth rate (percent) -1.37 0.40 0.60 0.93 1.02 2.16
Annual real GDP growth rate (percent) 0.99 2.81 3.01 2.92 3.19 435
Pcpulation (009) 49,135.60 50,314.00 51,521.00 52,536.00 53,664.00 54,817.00
3-year avg. annual growth (percent) 236 2.17
(continuzes)
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Table 3.A.8. (cont.)

Projection by Year Average
93/94 94/95 95/96 96/97 97/98 1993-97
CORN
Production (000 mt) 3,757.00 3,765.00 3,788.00 3,820.00 3,859.00 3,800.00
3-year avg. annual growth (percent) -0.30 0.91
Domestic use (000 mt) 5,620.00 5,715.00 5,825.00 5,945.00 6,083.60 5,838.00
3-vear avg. annual growth (percent) 1.65 2.10
Net imports (000 mt) 1,890.00 1,981.00 2,067.00 2,140.00 2,253.00 2,066.00
3-year avg. annual growth (percent) 6.51 4.38
Per capita imports (kg) 34.00 35.00 36.00 36.00 37.00 35.00
3-year avg. annual growth (percent) 427 245
Per capita use (kg) 100.00 100.00 100.00 100.00 10°.00 100.00
3-year avg. annual growth (percent) -0.49 0.21
Per capita prod. (kg) 67.00 66.00 65.00 64.00 64.00 05.00
3-year avg. annual growth (percent) -2.39 -0.96
Annual real per capita growth rate (percent) 0.75 0.75 L1R 0.92 0.92 0.90
Annual real GDP growth rate (percent) 2.92 2.92 2.92 2.92 2.92 2.92
Population (000) 55,994.00 57,197.00 58,178.00 59,331.00 60,506.00 58,241.00
3-year avg, annual growth (percent) 2.15 1.89

Note: The abbreviation m¢ is defined as metric tons.
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Table 3.A.9. Morocco wheat supply, use, and trade

Year
81/82 82/83 83/84 84/85 85/86 86/87
WHEAT
Production (mmt) 0.89 2.18 1.97 1.99 2.05 3.32
3-year avg. annual growth (percent) 31.59 -1.91
Domestic use (mmt) 3.10 3.78 4.13 422 4.25 4.58
3-year avg. annual growth (percent) 4.76 4.05
Net imports (mmt) 2.23 1.33 2.12 245 2.02 1.50
3-year avg. annual growth (percent) -1.61 19.14
Per capita imports (kg) 112.00 65.00 102.00 114.00 92.00 67.00
3-year avg. annual growth (percent) -3.94 16.22
Per capita use (kg) 156.00 186.00 198.00 197.00 194.00 204.00
3-year avg. annual growth (percent) 227 1.50
Per capita prod. (kg) 45.00 107.00 94.00 93.00 93.00 148.00
3-year avg. annual growth (percent) 28.43 -4.31
Annual real per capita growth rate (percent) 0.33 1.93 -0.77 1.05 2.12 0.69
Annual real GDP growth rate (percent) 2.85 449 1.72 3.59 4.68 3.03
Population (000) 19,869.00 20,368.00 20,875.00 21,404.00 21,941.00 22,452.00
3-year avg. annual growth (percent) 244 251
(continues)
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Table 3.A9. (cont.)

Year Projection by Year
87/88 88/89 89/90 90/91 91/92 92/93
WHEAT
Production (mmt) 2.47 3.02 2.79 2.82 2.83 2.84
3-year avg. annual growth (percent) 19.54 -2.06
Domestic use (mmt) 443 4.54 4.65 4.82 5.02 5.17
3-year avg. annual growth (percent) 232 3.41
Net imports (mmt) 1.90 1.51 1.87 202 2.20 2.34
3-year avg. annual growth (percent) -6.53 13.59
Per capita imports (kg) 83.00 64.00 77.00 82.00 88.00 91.0C
3-year avg. annual growth (percent) -8.73 1117
Per cupita use (kg) 193.00 193.00 193.00 196.00 200.00 202.00
3-year avg. annual growth (percent) -0.07 122
Per capita prod. (kg) 107.00 128.00 116.00 115.00 113.00 111.00
3-year avg. annual growth (percent) 16.75 -4.13
Annual real per capita growth rate (percent) 1.01 1.81 0.15 1.07 1.80 1.50
Annual real GDP growth rate (percent) 347 4.29 2.59 3.09 3.91 3.59
Population (000) 22,999.00 23,560.00 24,135.00 24,615.00 25,125.00 25,645.00
3-year avg. anaual growth (percent) 2.40 217
(continues)
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Table 3.A.5. (cont.)

Projection by Year Average
93/94 94/95 95/96 96/97 97/98 1993.97

WHEAT

Production (mmt) 2.86 2.87 2.89 2.90 27 2.85
3-year avg. annual growth (percent) 047 -1.84

Domestic use (mmt) 532 547 5.61 5.75 590 5.61
3-year avg. annual growth (percent) 290 2.55

Net imports (mmt) 247 2.61 274 2.86 3.00 274
3-year avg. annual growth (percent) 5.86 4.75

Per capita imports (kg) 94.0C 98.00 101.00 104.00 107.00 101.00
3-year avg. annual growth (percent) 372 2.99

Per capita use (kg) 203.00 205.00 207.00 208.00 210.00 207.00
3-year avg. annual growth (percent) 0.82 0.8%

Per capita prod. (kg) 109.00 107.00 106.00 105.00 96.00 105.00
3-year avg. annual growth (percent) -1.57 -3.49

Annual real per capita growth rate (percent) 1.28 1.28 1.68 1.62 1.62 1.49

Annual real GDP growth rate (percent) 337 3.37 3.37 337 337 3.37

Population (000) 26,175.00 26,717.00 27.162.00 27,632.00 28,110.00 27,159.00
3-year avg. annual growth (percent) 2.07 1.71

Note: The abbreviation mmt is defined as million metric tons.
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Table 3.A.10. Other Asia wheat supply, use, and trade

Year
81/82 82/83 83/84 84/85 85/86 86/87
WHEAT
Production (mmt) 16.83 16.93 18.24 16.80 17.26 17.85
3-year avg, annual growth (percent) 4.73 0.85
Domestic use (mmt) 2293 23.59 24.58 25.52 24.72 26.15
3-year avg. annual growth (percent) 231 1.63
Net imports (mmt) 6.38 6.93 7.40 8.13 8.16 8.23
3-year avg. annual growth (percent) -2.01 5.67
Per cupita imports (kg) 1041 11.04 11.52 12.36 12.14 11.98
3-year avg. annual growth (percent) -4.29 3.29
Per capita use (kg) 37.00 38.00 38.00 39.00 37.00 38.00
3-year avg. annual growth (percent) ’ -0.06 -0.66
Per capita prod. (kg) 28.00 29.00 26.00 26.00 26.00 26.00
3-year avg. annual growth (percent) 4.81 -3.92
Annual real per capita growth rate (percent) 298 258 1.31 -0.11 0.00 1.68
Annual real GDP growth rate (percent) 545 5.02 3 222 221 3.9
Population (000) 613,070.00 627,707.00 642,576.00 657,537.00 672,084.00 686,748.00
3-year avg. annual growth (percent) 237 2.30
(continues)
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Table 3.A.10. (cont.)

S
Year Projection by Year &
87/88 88/89 89/90 90/91 91/92 92/93 §
.y
WHEAT 3
Production (mmt) 17.57 17.83 19.22 19.95 20.51 21.04 3
3-year avg. annual growth (jercent) 1.11 4.80 g
Domestic use (m.nt) 26.83 27.54 28.24 29.49 30.78 31.83 ]
3-year avg. annual growth (percent) 3.68 3.18 ]
Net imports (mimt) 9.17 9.65 9.22 9.78 10.49 10.97 Q
3-year avg. annual growth (percent) 5.84 2.96 g.
Per capita imports (kg) 13.06 13.43 12.55 13.07 13.73 14.06 =
3-year avg. annual growth (percent) 3.52 0.87 Q
Per capita us2 (kg) 38.00 38.00 38.00 39.00 40.00 41.00 T
3-year avg. annual growth (percent) 1.40 1.67 =
Per capita prod. (kg) 25.00 25.00 26.00 27.00 27.00 2700 ®
3-year avg. annual growth (percent) -1.11 266 (%
Annual real per capita growth rate (percent) 3.48 3.17 -1.50 6.55 2.60 2.39 ~
Annual real GDP growth rate (percent) 5.83 5.51 0.75 8.52 478 4.56 8
Population (000) 702,334.00 718,301.00 734,660.00 748,234.00 764,085.00 780,283.00 ]
3-year avg. annual growth (percent) 224 2.08
(continues)
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Table 3.A.10. (cont.)

Projection by Year - Average
93/94 94/95 95/96 96/97 97/68 1993-97
WHEAT
Production (mmt) 21.66 22.27 2291 23.60 24.30 2295
3-year avg. annual growth (percent) 2.78 295
Domestic use (mmt) 32.96 34.00 35.11 36.34 37.71 3522
3-year avg. annual growth (perc...., 337 3.51
Net imports (mmt) 11.49 11.02 12.39 1294 13.61 12.47
3-year avg. annual growth (percent) 4.35 4.52
Per capita imports (kg) 14.42 14.65 14.97 15.35 15.84 15.05
3-year avg. annual growth (percent) 218 2.A5
Per capita use (kg) 41.00 42,00 42.00 43.00 44.00 43.00
3-year avg. annual growth (percent) 1.22 1.66
Per capita prod. (kg) 27.00 27,00 28.00 28.00 28.00 28.00
3-year avg. annual growth (percent) 0.65 1.i0
Annual real per capita growth rate (percent) 1.84 1.84 2.27 2.07 207 2.02
Annual real GDF growth rate (percent) 4.00 4.00 4.00 4.00 4.00 4.00
Population (000) 796,837.00 813,754.00 827,488.00 843.161.00 859,141.00 82R,076.00
3-year avg. annual growth (perc=nt) 2.12 1.83

Note: The abbreviation mmt is defined as million metric tons.
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Table 3.A.11. Other Asia coarse grain supply, use, and trade

Year
81/82 82/83 83/84 84/85 85/86 86/87

COARSE GRAINS (a)

Production (000 mt) 23,031.00 21,040.00 24,412.00 25.345.00 23,090.00 23,817.00
3-vear avg. annual growth (percent) 230 3.65

Domestic use (000 mt) 24,113.00 22,733.00 25343.00 26,951.00 24,998.00 25,900.00
3-year avg. annual growth (percent) 290 3.53

Net imports (060 mt) 1,116.00 1,615.00 1,308.00 1,562.00 1,200.00 2,378.00
3-year avg. annual growth (percent) 24.86 -1.59

Per capits imports (kg) 0.88 1.25 0.99 1.16 0.87 1.69
3-year avg. annual growth (percent) 2220 -9.51

Per capita use (kg) 19.02 17.55 19.15 19.94 18.12 18.41
3-year avg. annual growth (percent) 0.71 1.37

Per capita prod. (kg) 18.16 16.24 18.45 18.75 16.74 16.93
3-year 2vg. annual growth (percent) 0.12 1.49

Annual real per capita growth rate (percent) 294 3.18 232 1.29 287 1.44

Annual real GDP growth rate (percent) 5.17 5.41 4.53 345 5.01 342

Population (000) 1,267,946.00 1,295364.00 1,323263.00 1.351,509.00 1,379,600.00 1,406,610.00
3-year avg. annual growth (percent) 2.18 2.12

(a) Coarse grains include corn, barley, and oats (continues)
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Table 3.A.11. (cont.)

Year Projectisn by Year
87/88 88/89 89/90 90/91 91/92 92/93
COARSE GRAINS (a)
Production (000 mt) 23,587.00 24,186.00 24,875.00 24,953.00 25,231.00 25,547.00
3-vear avg. arnual growth (percent) 1.57 1.43
Domestic use (000 mt) 26,433.00 27,239.00 27,705.00 27,976.00 28,695.00 29,324.00
3-year avg. annual growth (percent) 291 1.75
Net imports (000 mt) 2,863.00 3,078.00 2,844.00 3,031.00 3,486.00 3,796.00
3-year avg. annual growth (percent) 42.02 4.66
Per capita imports (kg) 1.99 2.10 1.90 .99 2.25 2.41
3-year avg. annuai growth (percent) 39.24 274
Per capita use (kg) 18.42 18.€0 18.54 18.41 18.53 1859
3-year avg. annual growth (percent) 0.88 -0.12
Per capita prod. (kg) 16.43 16.52 16.65 16.42 16.29 16.19
3-year avg. annual growth (percent) -0.43 -0.45
Annual real per capita growth rate (percent) 1.02 4.52 3.48 1.32 5.32 3.20
Annual real GDP growth rate (percent) 3.07 6.65 5.59 3.05 7.31 5.16
Population (000) 143520400 1,464,414.00 149425500 1 519,674.00  1,548,470.00  1,577,831.00
3-year avg. annual growth (percent) 201 1.88

(continues)
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Table 3.A.11. (cont.)

Projection by Year Average
93/94 94/95 95/96 96/97 97/98 1993-97
COARSE GRAINS (a)
Production (000 mt) 25,883.00 26,205.00 26,541.00 26,902.00 27,386.00 26,583.00
3-year avg. annual growth (percent) 1.27 1.48
Domestic use (000 mt) 29,998.00 30,830.00 31,496.00 32,287.00 33,239.00 31.570.00
3-year avg. annual growth (percent) 242 2.54
Net imports (000 mt) 4,135.00 4,547.00 4,978.00 5,405.00 5,882.00 4,990.00
3-year avg. annual growth (percent) 9.26 8.96
Per capita imports (kg) 257 2.78 2.99 3.20 342 2.99
3-year avg. annual growth (percent) 7.23 120
Per capita use (kg) 18.66 18.82 18.93 19.08 19.32 18.96
3-year avg. annual growth (percent) 051 0.88
Per capita prod. (kg) 16.10 16.00 15.95 15.90 15.92 15.97
3-year avg. annual growth (percent) -0.62 -0.16
Annual real per capita growth rate (percent) 329 3.93 429 4.14 4.14 3.96
Annual real GDP growth rate (percent) 5.25 5.90 5.90 5.90 5.90 577
Population (000) 1,607,768.00 1,638,293.00 1,663,655.00 1,691,808.00 1,720,455.00 1,664,396.00
3-year avg. annual growth (percent) 1.90 1.64

Note: The abbreviation mt is defined as metric tons.
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Table 3.A.12. China wheat supply, use, and trade

Year
81/82 82/83 83/84 84/85 85/86 86/87

WHEAT

Production (mmt) 59.64 68.42 81.39 87.80 85.80 90.00
3-year avg. annual growth (percent) 3.59 8.18

Domestic use (mmt) 78.84 79.42 83.00 92.18 100.40 101,50
3-year avg. annual growth (percent) 6.20 8.16

Net imports (mmt) 13.20 13.00 9.60 7.40 6.60 8.50
3-year avg. annual growth (percent) 16.62 -19.96

Per capita imports (kg) 13.00 13.00 .00 7.00 6.00 8.00
3-year avg. annual growth (percent) 15.10 -20.94

Per capita use (kg) 80.00 79.00 82.00 90.00 97.00 96.00
3-year avg. annual growth (percent) 4.83 6.84

Per capita prod. (kg) 60.00 68.00 80.00 85.00 82.00 85.00
3-year avg. annual growth (percent) 2.27 6.86

Annual real per capita growth rate (percent) 3.49 8.30 13.96 6.37 10.49 5.39

Annual real GDP growth rate (percent) 4.76 9.63 15.37 7.68 11.85 6.64

Population (000) 990,529.00  1,002,723.00 1,015,100.00  1,027.657.00  1,040.371.00 1,052,701.00
3-year avg. annual growth (percent) 1.30 1.24

(continues)
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Table 3.A.12. (cont.)

Year Projection by Year
87/88 88/89 £9/90 90/91 91/92 92/93
WHEAT
Production (mmt) 87.80 87.50 91.81 95.80 99.61 103.30
3-year avg. annual growth (percent) 0.70 4.42
Domestic use (mmt) 105.50 105.50 102.95 107.48 111.74 116.05
3-year avg. annual growth (percent) 1.68 1.95
Net imports (mmt) 15.00 15.01 11.13 11.68 12.12 12.74
3-year avg. annual growth (percent) 35.11 -5.71
Per capita imports (kg) 14.00 14.00 10.00 11.00 11.00 11.00
3-year avg. annual growth (percent) 3350 -6.83
Per capita use (kg) 99.00 98.00 94.00 97.00 100.00 103.00
3-year avg. annual growth (percent) 0.47 0.77
Per capita prod. (kg) 82.00 81.00 84.00 87.00 89.00 91.00
3-year avg. annual growth (percent) -0.49 3.18
Annual real per capita growth rate (percent) 7.31 7.38 9.08 7.93 6.93 8.13
Annual real GDP growth rate (percenty 8.62 8.68 10.40 9.24 8.18 9.40
Population (000) 1,065477.00 1,078,409.00 1,091,497.00 1,104,744.00 1,117,668.00 1,130,744.00
3-year avg. annual growth (percent) 1.20 1.20
(continues)
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Table 3.A.12. (cont.)

Projection by Year Average
93/94 94/95 95/96 96/97 97/98 1993-97
WHEAT
Production (mmt) 106.91 110.46 113.96 117.44 120.89 11393
3-year avg. annual growth (percent) 3.51 3.05
Domestic use (mmt) 120.11 124.12 128.09 132.05 13598 128.07
3-year avg. annual growth (percent) 3.56 3.09
Net imports (mmt) 13.20 13.66 14.13 14.61 15.09 14.14
3-year avg. arinual growth (percent) 4.07 3.37
Per capita imports (kg) 12.00 12.00 12.00 12.00 13.00 12.00
3-year avg. annual growth (percent) 2.87 222
Per capita use (kg) 105.00 107.00 109.00 112.00 114.00 109.00
3-year avg. annual growth (percent) 237 1.93
Per capita prod. (kg) 93.00 95.00 97.00 99.00 101.00 97.00
3-year avg. annual growth (percent) 231 1.90
Annual real per capita growth rate (percent) 6.75 6.75 6.75 6.81 6.81 6.77
Annual real GDP growth rate (percent) 8.00 8.00 8.00 8.00 8.00 8.00
Population (000) 1,143,973.00 1,157,356.00 1,170,896.00 1,183,956.00 1,197,162.00  1,170,669.00
3-year avg. annual growth (percent) 1.17 1.13

Note: The abbreviation mmt is defined as million metric tons.
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Table 3.A..3. China coarse grain supply, use, and trade

Year
81/82 82/83 83/84 84/85 85/86 86/87

COARSE GRAINS (a)

Production (000 mt) 68,385.00 68,855.00 76,755.00 80,700.00 70,036.00 77,708.00
3-year avg. annual growth (percent) -0.16 113

Domestic use (000 mt) 69,585.00 71,505.00 76,561.00 75,650.00 72,459.00 80,203.00
3-year avg. annual growth (percent) 0.19 0.55

Net exports (000 mt) -1,200.00 -2.650.00 194.00 5,050.00 6,077.00 2,004.00
3-year avg. annual growth (percent) 41.07 805.37

Per capita exports (kg) -1.21 -2.64 0.19 491 5.84 1.90
3-year avg. annual growth (percent) 39.33 794.31

Per capita use (kg) 70.00 71.00 75.00 74.00 70.00 76.00
3-year avg. annual growth ( percent) -1.10 -0.67

Per capita prod. (kg) 69.00 69.00 76.00 79.00 67.00 74.00
3-year avg. annual growth (percent) -1.45 -0.10

Annual real per capita growth rate (percent) 349 8.30 13.96 6.37 10.49 5.39

Annual real GDP growth rate (percent) 4.76 9.63 15.37 7.68 11.85 6.64

Population (000) 990,529.00 1,002,723.00 1,015,100.00 1,027,657.00 1,040.371.00 1,052,701.00
3-year avg. annual growth (percent) 1.30 1.24

(a) Include corn, barley, and oats (continues)
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Table 3.A.13. (cont.)

Year Projection by Year
87/88 88/89 89/90 90/91 91/92 92/93
COARSE GRAINS (a)
Production (000 mt) 86,800.00 82,004.00 84,121.00 86,735.00 89,501.00 92,326.00
3-year avg. annual growth (percent) 5.7 2.96
Domestic use (000 mt) 82,793.00 82,413.00 81,838.00 84,227.00 86,755.00 89,364.00
3-year avg. annual growth (percent) 4.49 1.74
Net exports (000 mt) 3,007.00 3,091.00 2,282.00 2,508.00 2,746.00 2,962.00
3-year avg. annual growth (percent) -4.73 -2.26
Per capita cxports (kg) 2.82 2.87 2.09 2.27 2.46 2.62
3-year avg. annual growth (percent) -5.87 -3.42
Pe: :zapita use (kg) 78.00 76.00 75.00 76.00 78.00 79.00
3-year avg. annual growth (percent) 3.4 0.54
Per capitz prod. (kg) 81.00 76.60 77.00 79.00 80.00 82.00
3-year avg. annual growth (percent) 4.45 1.74
Annual real per capita growth rate (percent) 7.31 7.38 9.08 7.93 6.93 8.13
Annual real GDP growth rate (percent) 8.62 8.68 10.40 9.24 8.18 9.40
Population (600) 1,065477.00  1,078,409.00 1,091497.00 1,104,744.00 1,111,668.00 1,i30,744.00
3-year avg. annual growtli (percent) 1.20 1.20

(continues)
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Table 3.A.13. (cont.)

Projection by Year Average
93/94 94/95 95/96 96/97 97/98 1993-97
COARSE GRAINS (a)
Production (000 mt) 95,184.00 98,069.00 100,978.00 103,911.00 106,867.00 101,002.00
3-year avg. annual growth (percent) 3.09 291
Domestic use (000 mt) 92,003.00 94,675.00 97,383.00 100,129.00 102,914.00 97,421.00
3-year avg. annual growth (percent) 2.95 2.82
Net exports (000 mt) 3,181.00 3,393.00 3,594.00 3,782.00 3,953.00 3,581.00
3-year avg. annua!l growth (percent) 7.31 5.23
Per capita exports (kg) 278 292 3.07 3.19 3.30 3.06
2-year avg. annual growth (percent) 6.07 4.05
Per capita use (kg) 80.00 82.00 83.00 85.00 86.00 83.00
3-year avg. annual growth (percent) 1.76 1.67
Per capita prod. (kg) 83.00 85.00 86.00 88.00 89.00 86.00
3-year avg. annual growth (percent) 1.90 1.75
Annual real per capita growth rate (percent) 6.75 6.75 6.75 6.81 6.81 6.77
Annual real GDP growth rate (percent) 8.00 8.00 8.00 8.00 8.00 8.00
Population {000) 1,143,973.00  1,157,356.00 1,170,896.00 1,183,956.00 1,197,162.00 1,170,669.00

3-year avg. annual growth (percent)

1.17

1.13

Note: The abbreviction m¢ is defined as metric tons,
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Table 3.A.14. Eastern Europe wheat supply, use, and trade

Year
81/82 82/83 83/84 84/85 85/86 86/87
WHEAT
Production (mmt) 30.60 3470 35.40 42.10 37.10 39.10
3-year avg. annual growth (percent) 8.98 3.02
Dcmestic use (mmt) 35.09 36.86 37.11 40.10 38.20 39.50
3-year avg. annual growth (percent) 5.37 133
Net imports (mmt) 4.30 2.2C 1.50 -1.50 0.90 2.00
3-year avg. annual growth (percent) -18.12 -130.61 -37.89
Per Capita Imports (kg) 32.00 16.00 11.00 -11.60 7.00 14.00
2-year avg. annual gi owth (percent) -18.60 -130.44 -38.20
Per Capita Use (kg) 260.00 271.00 271.00 291,00 276.00 284.00
3-year avg. annual growth (percent) 4.75 0.76
Per Capita Prod. (kg) 226.00 255.00 259.00 306.00 268.00 281.00
3-year avg. annual growth (percent) 8.33 244
Annual real GDP growth rate (percent) 275 3.73 5.17 474 3.2 4.88
Population (000) 135,191.00 135,993.00 136,795.00 138,311.00 139,035.00 139,825.00
3-year avg. annual growth (percent) 0.59 0.57
(continues)
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Table 3.A.14. (cont.)

Year Projection by Year
87/88 88/89 89/90 90/91 91/92 92/93
WHEAT
Production (mmt) 39.80 45.10 40.57 4124 4191 45.28
3-year avg. annual growth (percent) 6.83 -2.26
Domestic use (mmt) 41.30 43.50 41.77 4232 42.84 43.36
3-year avg. annual growth (percent) 443 -048
Net imports (mmt) 1.41 -1.50 1.20 1.08 0.94 0.79
3-year avg. annual growth (percent) -67.65 -17.89 -34.83
Per Capita Imports (kg) 10.00 -11.00 5.00 8.00 7.0 5.00
3-year avg. annual growth (percent) -67.82 -18.31 -35.16
Per Capita Use (kg) 295.00 309.00 295.00 298.00 300.00 302.00
3-year avg. annual growth (percent) 3.85 -1.02
Per Cupita Prod. (kg) 285.00 321.00 287.00 290.00 293.00 296.00
3-ye~.r avg. annual growth (percent) 6.24 -2.79
Araual real GDP growth rate (percent) 3.10 2.26 2.21 2.88 2.10 2.05
Population (000) 140,622.00 141,425.00 142,234.00 142,965.00 143,702.00 144,445.00
3-year avg. annuzl growth (percent) 0.55 0.55
(continues)
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Table 3.A.14. (cont.)

Projection by Year Average
93/94 94/95 95/96 96/97 97/98 1993-97

WHEAT

Production (mmt) 43.25 43.92 44.59 45.26 4593 4459
3-year avg. annual growtk (percent) 1.57 150

Domestic use (mmt) 43.90 44.43 44,97 45.52 45.06 44.98
3-year avg. annual growth (percent) 1.22 1.21

Net imports (mmt) 0.65 0.52 0.39 0.26 0.14 039
3-year avg. annual growth (percent)

Per Capita Imports (kg) 4.00 4.00 3.00 2.00 1.00 3.00
3-year avg. annual growth (percent)

Per Capita Use (kg) 304.00 306.00 308.00 310.00 312.00 308.00
3-year avg. annual growth (percent) 0.70 0.70

Per Capita Prod. (kg) 299.00 302.00 306.00 309.00 312.00 306.00
3-year avg. annual growth (percent) 1.05 0.99

Annual real GDP growth rate (percent) 2.30 230 2.30 230 230 2.30

Population (G00) 145,192.00 145,891.00 146,648.00 147,409.00 145,917.00
3-year avg. annual growth {percent) 0.52 0.51

Note: The abbreviation mm¢ is defined as million metric tons.
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Table 3.A.15. Eastern Europe feed grain supply, use, and trade

Year
81/82 82/83 83/84 84/85 85/86 86/87

FEED GRAINS (a)

Production (000 mt) 52,615.00 58,396.00 52,609.00 57,155.00 55,264.00 60,040.00
3-year avg. annual growth (percent) 3.04 -1.53

Domestic use (000 mt) 56,765.00 58,506.00 54,563.00 57,239.00 59.036.00 59,623.00
3-year avg. annual growth (perccnt) -1.48 043

Net imports (000 mt) 4,683.00 784.00 1,067.00 1,371.00 3,423.00 619.00
3-year avg. annual growth (percent) -39.03 71.42

Per Capita Imports (kg) 35.00 6.20 8.00 10.00 25.00 4.00
3-year avg. annual growth (percent) -39.39 70.48

Per Capita Use (kg) 420.00 430.00 399.00 416.00 427.00 429.00
3-year avg. annual growth (percent) -2.06 -0.13

Per Capita Prod. (kg) 389.00 429.00 385.00 415.00 400.00 432.00
3-year avg. annual growth (perceat) 244 -2.08

Annual real GDP growth rate (percent) 275 3.73 517 4.74 3.02 4.88

Population (000) 135,191.00 135,993.00 136,795.00 137,599.00 138,311.00 139,035.00
3-year avg. annual growth (percent) 0.59 0.57

(a) Feed grains include corn, barley and oats, (continues)
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Table 3.A.15. (cont.)

Year Projection by Year
87/88 88/89 89/90 90/91 91/92 92/93
FEED GRAINS (a)
Production (000 mt) 50,097.00 48,604.00 56,646.00 58,260.00 59,681.00 61,083.00
3-y.ar avg. annual growth (percent) -3.63 7.28
Domestic use (000 mt) 54,871.00 55,268.00 58,142.00 60,096.00 61,964 00 63,829.00
3-year avg. annual growth (percent) -2.08 4.93
Net imports (600 mt) 3,113.00 4,616.00 3,534.00 2,182.00 2,448.00 2,850.00
3-year avg. annual growth (percent) 123.09 123.09 -16.50
Per Capita Imports (kg) 22.00 33.00 25.00 15.00 17.00 20.00
3-year avg. annual growth (percent) 121.83 121.83 -16.96 -16.96
Per Capita Use (kg) 392.00 393.00 411.00 423.00 433.0C 444.00
3-year avg. annual growth (percent) -2.62 332
Per Capita Prod. (kg) 358.00 346.00 401.00 410.00 417.00 425.00
3-year avg. annual growth (percent) -4.16 6.69
Annual real GDP growth rate (percent) 3.10 2.26 221 2.88 2.10 2.05
Population (000) 139,825.00 140,622.00 141,425.00 142,234.00 142,965.00 143,702.00
3-year avg. annual growth (percent) 0.55 0.55

(continues)
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Table 3.A.15. (cont.)

Projection by Year Average
93/94 94/95 95/96 96/97 97/98 1993-97
FEED GRAINS (a)
Production (009 mt) 62,485.00 63,893.00 65,306.00 66,725.00 68,148.00 65,311.00
3-year avg. annual growth (percent) 2.30 217
Domestic use (000 mt) 65,724.00 67,646.00 69,591.00 71,556.00 73.450.00 69.593.00
3-year avg. annual growth (percent) 292 -31.51
Net imports (000 mt) 3,382.00 3,896.00 4,428.00 4,975.00 5,537.00 4,444.00
3-year avg. annual growth (percent) 16.76 1243
Per Capita Imports (kg) 23.00 27.00 30.00 34.00 38.00 30.00
3-year avg. annual growth (percent) 1v.16 11.87
Per Capita Use (kg) 455.00 466.00 477.00 488.00 498.00 477.00
3-year avg. annuzl growth (percent) 244 226
Per Cspita Prod. (kg) 433.00 440.00 448.00 455.00 462.00 448.00
3-year avg. annual growth (percent) 1.77 1.66
Annual real GDP growth rate (percent) 2.30 2.30 230 2.30 2.30 2.30
Popuiation (000) 144,445.00 145,192.00 145,891.00 146,648.00 147,409.00 145,917.00
3-year avg. annual growth (percent) 0.52 0.51

Note: The abbreviation m¢ is defined as metric tons.

SOGGL 241 U} S134V )Y POO [puolpINUl SuTuv gD

144



Table 3.A.16. USSR wheat supply, use, and trade

Year
81/82 82/83 83/84 84/85 85/86 86/87
WHEAT
Production (mmt) 81.10 84.30 77.50 68.60 78.10 92.30
3-year avg. annual growth (percent) -1.53 -1.90
Domestic use (mmt) 104.90 100.60 93.00 91.20 91.60 102.80
3-year avg. annual growth (percent) -4.27 3.02
Net imports (mmt) 19.80 20.30 20.00 27.60 15.20 15.50
3-year avg. annual growth (percent) 21.18 -2.80
Per capita imports (kg) 74.00 75.00 73.00 100.00 55.00 55.00
3-year avg. annual growth (percent) 20.05 -3.74
Per capita use (kg) 391.00 372.00 340.00 330.00 329.00 366.00
3-year avg. annual growth (percent) -5.17 -3.94
Per capita prod. (kg) 314.00 286.00 251.00 248.00 280.00 328.00
3-year avg. annual growth (percent} -5.34 -0.16
Annual real per capita growth rate (percent) 0.23 317 0.44 0.15 1.42 1.38
Annual real GDP growth rate (percent) 1.22 4.19 1.43 1.14 232 234
Population (000) 268,118.00 270,769.00 273,446.00 276,149.00 278,617.00 281,258.00
3-year avg. annual growth (percent) 0.95 0.96
(continues)
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Table 3.A.16. (cont.)

Year Projection by Year .
87/88 88/89 89/90 90/91 91/92 92/93
WHEAT
Production (mmt) 83.30 88 00 89.00 90.00 91.00 92.00
3-year avg. annual growth (percent) 4.69 1.12
Domestic use (mmt) 10150 100.00 103.89 105.27 106.36 107.18
3-year avg. annual growth (percent) 3.16 2.08
Net imports (mmt) 21.00 12.00 14.89 1527 15.36 15.18
3-year avg. annual growth (percent) -1.80 9.07
Per capita imports (kg) 74.00 42.00 51.00 52.00 52.00 51.00
3-year avg. annual growth (percent) 2.72 8.13
Per capita use (kg) 357.00 349.00 359.00 361.00 362.00 361.00
3-year avg. annual growt!. (percent) 2.19 1.20
Per capita prod. (kg) 293.00 307.00 308.00 308.00 309.00 310.00
3-year avg. annual growth (percent) N 0.25
Annual real per capita growth rate (percent) 0.95 1.37 1.47 1.44 151 1.62
Annual real GDP growth rate (percent) 1.90 2.30 243 232 2.32 2.44
Population (000) 283,924.00 286,615.00 289,332.00 291,822.00 294,161.00 296.519.00
3-year avg. annual growth (percent) 0.95 0.87
(continues)
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Table 3.A.16. (cont.)

Projection by Year Average
93/94 94/95 95/96 96/97 97/98 1993.97
WHEAT
Production (mmt) 93.00 94.00 95.00 96.00 97.00 95.00
3-year avg. annual growth (percent) 1.09 1.05
Domestic use (mmt) 108.13 109.05 109.86 110.64 11156 109.85
3-vear avg. annual growth (percent) 0.84 0.76
Net imports (mmt) 15.13 15.05 14.86 14.64 14.56 14.85
3-year avg. annual growth (percent) -0.68 -1.10
Per capita imports (kg) 51.00 50.00 49.00 48,00 47.00 49.00
3-year avg. annual growth (percent) -1.47 -1.82
Per capita use (kg) 362.00 362.00 362.00 362.00 362.00 362.00
3-year avg. annual growth (percent) 0.03 0.02
Per capita prod. (kg) 311.00 312.00 313.00 314.00 315.00 313.00
3-year avg. annual growth (percent) 0.28 0.31
Annual real per capita growth rate (percent) 159 1.59 1.65 1.65 1.65 1.62
Annual real GDP growth rate (percent) 2.40 240 2.40 2.40 240 2.40
Population (000) 298,895.00 301,291.00 303,517.00 305,761.00 309,021.00 303,497.00
3-year avg. annual growth (percent) 0.80 0.74

Note: The abbreviation mm¢ is defined as million metric tons.
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Table 3.A.17. USSR feed grain supply, use, and trade

Year
81/82 82/83 83/84 84/85 85/86 86/87

FEED GRAINS (a)

Production (0001at) 60,500.00 70,000.00 83,000.00 70,900.00 78,000.00 88,300.00
3-year avg. annual growth (percent) -0.06 4.67

Domestic use (000 mt) 83,100.00 79,300.00 91,500.00 93,900.00 90,372.00 96,727.00
3-year avg. annual growth (percent) -3.74 4.75

Net imports (000 m¢} 21,600.00 8,300.00 9,500.00 25,000.00 12,373.00 10,039.00
3-year avg. annual growth (percent) -10.41 42.37

Per capita imports (kg) 81.00 31.00 35.00 91.00 44.00 36.00
3-year avg. annual growth (percent) -11.25 40.99

Per capita use (kg) 310.00 293.00 335.00 340.00 324.00 344.00
3-year avg. annual growth (percent) -4.65 3.75

Per capita prod. (kg) 226.00 259.00 304.00 257.00 280.00 314.00
3-year avg. annual growth (percent) -1.00 3.68

Annual real per capita growth rate (percent) 0.23 3.17 0.44 0.15 1.42 1.38

Annual real GDP growth rate (percent) 1.22 4.19 143 1.14 232 2.34

Population (000) 268,118.00 270,769.00 273,446.00 276,149.00 278,617.00 281,258.00
3-year avg. annual growth (percent) 0.95 0.96

(a) Feed grains include corn, bariey and oats, (continues)
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Table 3.A.17. (cont.)

Year Projection by Year
87/88 88/89 89/90 90/91 192 92/93
FEED GRAINS
Production (000 mt) 91,690.00 20.411.00 87,939.00 90,635.00 93,715.00 96,740.00
3-year avg. annual growth (percent) 1.58
Domestic use (060 mt) 100,031.00 100,517.00 103,163.00 106,670.00 110,053.00 113,292.00
3-year avg. annual growth (percent) 3.64
Net imports (000 mt) 9,311.00 20,105.00 15,224.00 16,035.00 16,338.00 16,552.00
3-year avg. annual growth (percent) 2994
Per capita imports (kg) 33.00 70.00 53.00 55.00 56.00 56.00
3-year avg. annual growth (percent) 28.72
Per capita use (kg) 352.00 351.00 357.00 366.00 374.00 382.00
3-year avg. annual growth (percent) 2.67
Per capita prod. (kg) 323.00 281.00 304.00 311.00 319.00 326.00
3-year avg. annual growth (percent) 0.63
Annual real per capita growth rate (percent) 0.95 1.34 1.47 1.44 1.51 1.62
Annual real GDP growth rate (percent) 1.90 2.30 2.43 232 232 244
Population (000) 283,924.00 286,615.00 289,332.00 281,822.00 294,161.00 296,519.00
3-year avg. annual growth (percent) 0.95

(continues)
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Table 3.A.17. (cont.)

Q

Q

Projection by Year Average Qai

93/94 94/95 95/96 96/97 97/98 1993-97 o§

)

FEED GRAINS 3
Production (000 mt) 99,701.00 102,605.00 105,476.00 108,325.00 111,118.00 105,445.00 3
3-year avg. annual growth (percent) _%
Domestic use (000 mt) 116,406.00 119,444.00 122,432.00 125295.00 128,283.00 12237200 S
3-year avg. annual growth (percent) 8
Net imports (000 mt) 16,705.00 16,839.00 16,955.00 16,970.00 17,165.00 16,927.00 s
3-year avg. annual growth (percent) L
Per capita imports (kg) 56.00 56.00 56.00 56.00 56.00 56.00 =
3-year avg. annual growth (percent) )
Per cag’ta use (kg) 389.00 396.00 403.00 410.00 416.00 403.00 §
3-year avg. annual growti (percent) g
Per capita prod. (kg) 334.00 341.00 348.00 354.00 361.00 347.00 i
3-year avg. annual growth (percent) T
Annual real per capita growth rate (percent) 1.59 1.59 1.65 1.65 1.65 1.62 ~
Annual real GDP growth rate (percent) 240 2.40 2.40 2.40 240 240 8
Population (000) 298,895.00 301,291.00 303,517.00 305,761.00 308,021.00 303,497.00 &

3-year avg. annual growth (percent)

Note: The abbreviation m¢ is defined as metric tons.
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DISCUSSION OF CHAPTER 3
R. C. Duncan

Angel and johnson discuss how the international food system
will function over the next decade. Two considerations are
important in any discussion of foreign assistance and food aid: (1)
trends in the food system’s performance and (2) shocks to which it
may be subject.

I do not disagree with the authors’ view of the future trends in
world grain markets. The World Bank’s macroeconomic assumptions
are much the same as theirs and our trend forecasts for production,
prices, and trade in these markets are much the same. The
international food system has certainly improved its performance
in the postwar period. The main areas of improvement have been
those of productivity and quality, transport and distribution, and
marketing. The area of least improvement has been trade policy—
in both industrial and developing countries.

In the future, the food system will continue to improve most, 1
expect, in those areas where it has been improving. Greatest
improvement most iikely will be in the area of marketing and
financial risk management; there has been substantial innovation
in various kinds of financial instruments for hedging the financial
risks in buying and selling primary commodities.

I expect least improvement in the trade area. I am not optimistic
about reforms coming out of the GATT Uruguay Round, and I see
little short-term prospect for changes in agricultural policies in the
United States and the EC. The United States will reduce its export
subsidies, but these were never irtcnded to be permanent. They
were put into place in the 1985 Farni Bill only to recover U.S. export
markets lost due to the high loan rates adopted under the 1980 Farm
Bill (and the subsequent dollar appreciation impact). I do not see
the United States foregoing its long-term policy of attempting to
manage the international grain and oilseed markets.

In the EC there is also no evidence of support for real reform
(unlike recent changes in japan). I expect to see only changes in

The remarks recorded bere are the opinions of the author alone and do not reflect the
opinions of the World Bank or of its member countries.
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policy there to put more protection into the off-budget basket, as
in the case of sugar and dairy products where country quotas are
used to control production.

The developiiyg couatries are under considerable pressure to
reform their agricultural policies because of their poor per-formance
and external debt problems—reforms that are essentially aimed at
their deriving greater benefit from participation in the international
food system. It is hoped they will continue to increase their
participation.

The kinds of model-based forecasts provided by Angel and
Johnson are not terribly useful for the stated purposes of the
conference. Of more use would have been an exploration of the
impacts of various likely scenarios that could shock the international
food system. Tracing through their impacts on various participants,
particularly those in developing countries, would broaden the
discussion usefully. I suggest several such scenarios that warrant
contemplation:

1. Alternate scenarios for China and the USSR are possible—
what one might describe as China's becoming more like the
USSR or the USSR's becoming more like China. Will Chinese
agricultural growth slow considerably, as is suggested by the
performance of its wheat and feed grains sectors over the
past four to five years (see Figures 3.16 and 3.17)? China
could still be a substantial importer of grain under this
scenario. On the other hand, through its reforms USSR
agriculture might be able to speed up its productivity growth,
in which case USSR imports of grain could decline
substantially.

2. Developing countries’ economic growth could suffer from a
recession in the industrial countries in the next year or so.
Those countries that have experienced several years of low
or negative per capita income growth in the 1980s would
experience further declines in grain consumption.
Alternatively, industrial countries may continue their recent
expansion, and economic growth in the developing countries
may become more widespread than it has been in recent
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years. In that case there could be = recovery in grains
consumption in many developing countries.

3. Thei2 could be a new oil price boom. The sharp il price
increases in the 1970s had a substantial depressing impact
on agriculture through fertilizer prices. Wiiii non-OPEC oil
supplies growing more slowly, OPEC is getting a larger share
of the market, so the probability exists for another sharp

increase in prices.

In the final part of their chapter Angel and Johnson echo the
introductory chapter’s warning for food aid interests if agricultural
trade liberalization in the major industrial producer countries,
proposed to the current GATT Round by the United States, is
achieved. Grain prices will rise on average and supplies will be
lower and less zvailable. This could mean less grain available for
food aid and perhaps less interest by some groups, such as farmers,
in backing food aid programs. Even so, higher and more stable
grain prices, in the long run, may be a positive factor for the
provision of food aid since this could yield a more ratioral approach
wherein food aid supplies are not dependent on price-support
policies and the ensuing surpluses.



PART II

International Agricultural Trade
and Policy Reforms in Industrialized
and Developing Countries

Medium-term prospects for world food and feed grain markets
were assessed in Part I. Based on projected macroeconomic
conditions, normal weather, and a virtual status quo policy
environment, world effective demand is forecasted to just about
balance world production at prevailing real price levels. No rapid
or large buildup in carryover stocks is anticipated. Under this
scenario, the center of gravity of agricultural and food concerns
would likely shift to food-deficit importers. As pointed out in
Chapter 3, the poor, indebted, low-growth, and food-scarce countries
among them would face continuing declines in per capita
consumption levels in a supply situation seemingly less conducive
to subsidized sales or food aid.

Ifan agreement is reached in the GATT Uruguay Round to lower
agricultural support in the industrialized exporting countries, the
assumptions for these forecasts would be invalidated. Falling
production in industrial exporters would bring higher nomin.l and
real-world market prices, and probably even more pressure to curtail
food aid. Thus, the likelihood of agricultural trade liberalization is
closely related to the food trade and aid situation food-importing
developing countries will face in the 1990s. Moreover, what
developing countries can and are doing to reform their own internal
macroeconom:c and price policies to accelerate food and export
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production would then become even more critical for their future
food security.

The two chapters in this part address these two interrelated
issues. In Chapter 4 Paarlberg challenges much of the conventional
thinking about the GATT negotiations on agricultural trade. First,
he predicts they will fail. He bases this prediction on a loss of
political will in the United States from the impact of higher market
pnices and lower stocks on the budget costs of federal farm support.
Rising production, a buildup in stocks, further reductions in loan
rates, and continued subsidization of sales could possibly rekindle
political support in the future, although by then the present GATT
opportunity will likely have been foreclosed.

Second, he argues that for the developing countries this
anticipated failure really doesn’t matter much. He examines several
studies of liberalization very carefully for their measurements of
magnitudes of impacts on developing countries. He finds evidence
that open markets in industrial countries for tropical products,
especially if processed, would significantly benefit tropical exporters.
But that is not the focus of the current debate. For temperate food,
feed, and fiber products he marshals evidence that net gains (to
exporters) and losses (to importers) would be relatively small. He
points out that gains from greater stability in world markets might
even offset losses arising from a higher price level, and suggests
that efforts to stabilize the extent of support should be emphasized
over its reduction or elimination.

McCalla, in his discussion of Paarlberg’s chapter, scrutinizes very
closely its economic evidence and political prognoses. Suffice it to
say that he fails to reject most of them. Readers will want to make
their own evaluations.

Whatever the size of net losses to developing-country importers,
there is no doubt that significant increases in world food price levels,
if fully transmitted internally, will cause large transfers from domestic
consumers to producers in those countries. If price changes are
not transmitted, then the governments will necessarily face rising
consumption subsidy costs and implicit taxation of production. How
governments react to world price changes is an integral, but often
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neglected, part of their formulation of domestic price and market
intervention policies.

Domestic policies of developing countries is the topic of the
second chapter in Part II, in which Anne Krueger, Maurice Schiff,
and Alberto Valdés preview forthcoming results of a large-scale
comparative study. This chapter further documents what was already
widely known-—developing countries, with rare exception, have
taxed agricultural exports and subsidizcd food imports through
sector-specific policies. The chapter also shows what was less widcly
known, how currency overvaluation and industrial protection have
generally intensified the negative effects of sector-specific price
policies. In some cases, product and input price policies ostensibly
favoring domestic producers are simply overwhelmed by the
negative consequences of macroeconomic policies. Why these
agriculturally adverse policies have come about, why they are
maintained, and why they are not changed are key questions for
policy reforr process in developing countries.

In his discussion of Chapter 5, Roe criticizes some of the
methodology used in the comparative study. His theoretical points
will intrigue trade and development economists who wish to
ruminate on concepts and measures. He also makes explicit a
proposition that runs through this entire part. From the per-spective
of import-substitution industrialization policies that transfer resources
from agriculture to industry, he argues that the importance of
removing price distortions is less to gain static efficiency than to
propel the economy into efficient growth along a path of dynamic
comparative advantage.

“Removing price distortions” is fundamentally a first-best ar-
gument. It should not be blindly applied to sector-specific price
interventions when the macroeconomic policies written about so
eloquently by Krueger, Schiff, and Valdés are still largely in place.
Moreover, the policy paradigm for some successful high-growth,
export-led countries has been less the “open” economy than
incentive-neutrality achieved by combining or sequencing protection
of import substitutes with promotion of exports. The theoretical
basis for connecting the absence of distortions to dynamic efficiency
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under technological change and instability is weaker than the
connection to static efficiency. In reality, neither the research studies
discussed by Paarlberg nor the measurements of distortions reported
in Krueger, Schiff, and Valdés adequately address this issue.
Governments may seeck more price stability and food security than
is offered by world markets. What are the most cost-effective policy
options for them? Productive public investments and appropriate
policies can cause supply functions to shift outward, thereby
reducing imponts or expanding exports. As Roe points out, “getting
prices right” is at best only a partial prescription for how and where
a country can most successfully seck its comparative advantage and
also provide socially desired levels of price stability and food
security.

Recognition of the consumption effects in poorer countries of
agricultural trade liberalization by OECD countries raises ques-tions
about assistance to help mitigate those effects (targeted subsidies
possibly based on food aid) and increased development assistance
to generate income growth to offset them. The central role of
agricultural growth in the accelerated development of low-income
countries brings the relationship between foreign assistance and
agricultural development into focus. It will be discussed in Part III.

Lebman B. Fletcher
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Agricultural Policy and Trade
Reforms in Developed Countries:
Projected Consequences for
Developing Countries

Robert L. Paarlberg

How should the developing world—and the development
assistance community—view the efforts currently underway in
General Agreement on Tariffs and Trade (GATT) to negotiate a
reduction in rich-country farm subsidies? It is widely presumed that
developing countries that export temperate zone farm commodities,
in competition with subsidized rich-country farmers, have a keen
interest in seeing these negotiations succeed. At the same time, some
fear that the developing countries that in:port such commodities may
lose, because of the reduced supplies and the higher international
prices that a successful reform might bring. Whatever the
distribution of winners and losers, the significance of the current
reform effort for the developing world is often taken as 2 given.

Here we shall question several parts of this standard analysis.
The farm policy reform effort in GATT, on balance, is not of decisive
significance to traders in the developing world. It lacks significance,
first of all, because the current round of GATT negotiations on
agriculture is scarcely more likely to produce sweeping change than
previous rounds in the 1960s and 1970s. Second, even if a
breakthrough is achieved, the impact on most countries in the
developing world would be quite small. The biggest winners and
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losers from rich-country farm policy reform would be found within
the rich countries themselves. And, within the developing world,
the biggest winners and losers from reform would not be the
“exporting” and “importing” countries overall, so much as individual
producers and consumers within those countries. Even here, there
is little to the fear that consumers would stand to lose more than
producers would gain.

We conclude these qualifying arguments by observing that rich-
country reforms that reduce the level of support provided to farmers
may be of less value to the developing world than reforms that
reduce the variability of that support. From the perspective of both
citizens and officials in the developing countries—importers and
exporters alike—this should be the objective most sought in what
remains of the current GATT negotiations on temperate zone farm
trade.

The Small Chance of a GATT
Breakthrough on Agriculture

We begin with an observation that the GATT talks on agriculture,
which have now been officially underway since September 1986,
are of questionable significance to the developing world because
of the small likelihood that they will produce a significant result.
Some developed country officials, hoping to build momentum, have
consistently tried to project an optimistic view of the negotiations.
They have at various times promised “carly harvest” and “down
payments” in the short run, and U.S. officials have even held out
the long-run vision of total reform (the “zero option™). Developing-
country officiuls should not be fooled. The current round of GATT
negotiations is hardly more likely than past rounds to produce a
significant rich-country farm policy reforni.

GATT optimists have argued that there are two reasons why the
current round can succeed where previous rounds failed. First, farm
support policies are now so costly to rich-country governments, there
is finally a “political will” on all sides to reform. Second, the current
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round—in contrast to previous rounds—finally makes domestic farm
support measures an explicit part of the bargaining process. Officials
with the political will to remove these domestic supports, it is said,
will find it easiest to proceed by reaching a multilateral agreement
in GATT rather than by moving unilaterally at their own pace (in
what is called “unilateral disarmament” fashion). In retrospect, this
optimism has been misplaced. From the vantage point of 1989, it
is increasingly clear that the “political will” to embrace far-reaching
reform has now mostly evaporated. Moreover, placing domestic
suppoit measures on the bargaining table seems to have blocked
rather than facilitated the reform process.

Farm support policies in the industrial world did become far
more costly for a time in the mid-1980s, particularly at the depths
of the steep 1985-86 commodity price collapse. Increased farm
budget costs, in combination with heightened trade frictions, did
then inspire, for a brief time in 1986 and early 1987, a remarkable
interlude of top-level political attention to the farm policy reform
problem. In May 1986, the Tokyo G-7 economic summit conference
devoted more time to agriculture than to any other single issue. In
September 1986, the Punta del Este GATT ministerial meeting agreed
that agriculture should be given highest priority in the Uruguay
Round. In May 1987, an OECD ministerial session produced (in
the words of Clayton Yeutter, then the U.S. trade representative)
“the most comprehensive statement on agricultural policy reform
that a group of ministers has ever made.” It was at this point, when
the momentum for multilateral reform seemed to be building, that
the United States unveiled its dramatic “zero option” proposal to
climinate all production and trade distorting industrial country farm
subsidies by the end of the century (Paarlberg 1988).

Unfortunaticly, almost from the moment the United States placed
this far-fetched proposal on the table in Geneva, chances for a
breakthrough on agriculture in the Uruguay Round negotiations
began to decline. This occurred, first of all, because the extreme
nature of the U.S. position provoked the European Community to
respond, in kind, with a nonnegotiable proposal—to establish
exporter cartels in international dairy, sugar, and cereals markets.
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The result was a deadlock, which lasted for more than a year, right
up through the failed “midterm review” conference in December
1988 in Montreal.

U.S. officials discovered in Montreal that their extreme zero
option position was coming to be seen, even by the generally
sympathetic Cairns group (the “nonsubsidizing” exporters), as a
principal cause of the negotiating deadlock. They also recognized
that this deadlock on agriculture was beginning to jeopardize the
more substantial progress that had been made in other areas, such
as tropical products, dispute settlement, and trade in services.
Accordingly, in April 1989, the new U.S. administration reduced the
priority that had earlier been assigned to agriculture in the Uruguay
Round. It adjusted its official negotiating position to accept, as a
new long-term objective, not a complete elimination but merely the
“substantial progressive reduction” of agricultural support and
protection (GATT Negotiating Group on Agriculture 1989).

This objective was left completely undefined, so the negotiation
on agriculture was, in effect, back at its starting point. The parties
agreed, in fact, to present to one another, before the end of the
year, an entirely new set of formal negotiating proposals. In April
1989, the parties also embraced a “frecze” on supports for the
duration of the negotiation, but then proceeded to declare most of
their existing policy instruments exempt from this freeze. Asked
what effect this freeze would have on European farm policies, the
chief EC farm negotiator, Guy Legras, replied bluntly, “None.”

These proposals are not likely to provide the basis for an
agreement. The EC is expected to concentrate on seeking “credit”
in the negotiations for the support reductions that it believes it has
already made, and then on rebalancing, rather than reducing, the
protection that remains. The United States, for its part, has proposed
to seck reductions by first converting all protection instruments to
import tariffs. This is a worthy idea, yet one that the EC has
consistently rejected in the past, going all the way back to the 1963-
67 Kennedy Round of GATT negotiations (Warley 1989).

Specific proposals aside, these negotiations have recently been
faltering, in part because the political will of top leaders to pursue
reform has diminished significantly since 1986-87. Inside the EC,
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the political impetus to embrace a difficult reform of the Common
Agricultural Policy (CAP) disappeared following the successful
February 1988 Brussels summit, which temporarily resolved the EC’s
farm budget crisis. The crisis was resolved partly through a modest
stabilizer agreement (for which EC negotiators now want credit in
GATT), which limits open-ended farm price supports, but mostly
through a sizable increase (roughly 25 percent) in agreed member
country financial contributions (Field, Hearn, and Kirby 1989).

Inside the United States, political interest in reform has also
declined, in part because of enthusiasm among farm groups for the
generous benefits they are receiving under the terms of current
legislation, the 1985 U.S. Farm Bill. This legislation was at first
greeted suspiciously by farmers, and it was extremely costly to
taxpayers. Gradually, though, it managed to boost both exports
and farm income. Then, following the 1988 summer drought—the
worst in North America in half a century—U.S. crop production fell
enough to boost short-term commodity prices, which sharply
reduced budget costs. The higher international commodity prices
that followed this drought also slowed the momentum of policy
reform efforts in Europe. In Japan, meanwhile, a rash of politicai
scandals, which led to a shocking defeat for the ruling Liberal-
Democratic party in Upper House parliam ntary elections in July
1989, left top leaders with less desire to challenge farners.

So it was that the task of rich-country farm policy reform, by
1989, had lost almost all of its political urgency. President George
Bush, conveniently forgetting promises he had made earlier to give
top priority to agriculture at his first economic summit, scarcely
mentioned the subject when he met with the other G-7 leaders in
Paris in July. The lengthy (56-paragraph) summit communique
devoted only one small part of one sentence—five words total—to
“the pursuit of agricultural reform.” The political will to reform, so
much heralded by the GATT optimists, had thus disappeared.

Even in the unlikely event that top-level political interest in
reform returns, there will be other reasons to doubt the likelihood
of a significant GATT-brokered agreement to reduce industrial-
country farm supports. GATT’s much valued multilateral rule-making
and negotiation procedures, far from being an impetus to reform,
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can perversely become—at least in the agricultural area—an
inhibition to reform (Paarlberg 1989). This is because most
agricultural support measures are primarily intranational rather than
international in their operation. They operate more on national
markets (which still dominate in the agricultural sector) than they
do on international markets (which are still relatively thin). The
primary political function of these policies is to accomplish an
intranational transfer of income to farmers from consumers and
txpayers.

When these primarily domestic farm supports are put on the
international bargaining table, unfortunate things can begin to
happen. The political accountability of domestic farm groups, which
is weak to begin with, is weakened further. Once a negotiation
begins, these groups get a chance to represent their domestic rent-
seeking behavior, erroneously, as part of an international contest
with their “foreign competitors.” In several ways, this can actually
strengthen their political hand at home to demand more subsidies.

First, once multilateral negotiations begin abroad, farm groups
are able to borrow a potent metaphor from the area of arms control.
They begin to describe any reduction in their own domestic support
as “unilateral disarmament.” (When considering the reform of rent-
secking domestic farm support policies, a more exact metaphor
would be to the problem of domestic gun control, a problem for
which there is no easy internationally negotiated solution.) U.S.
sugar growers seized upon this tactic, in 1989, to resist pressures
from GATT itself to liberalize sugar quotas.

Second, the onset of an international negotiation gives domestic
farm groups an excuse to demand more support measures at home,
allegedly for use as bargaining chips to win a better agreement in
Geneva. Farmers claim they must “arm in order to disarm.” The
continued use of U.S. export subsidies, even after the 1988 drought,
has been defended by farm groups through recourse to this highly
suspect bargaining chips argument. After first raising strong doubts
about the cost effectiveness of export subsidies in 1989, even the
Office of Management and Budget (OMB) finally endorsed a
continuation of the program “as a tool for bringing about a successful
conclusion to the GATT negotiations.” Finally, if and when the GATT
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talks fail to produce significant reforms abroad, clever domestic farm
lobbies will be able to ask for still more subsidies, this time as
“compensution” for the intransigence shown by their foreign
negotiating partners. U.S. farm groups have already made plans
for this eventuality by writing into the 1988 trade bill a provision
for automatically higher subsidies (a “triggered marketing loan”) if
the president cannot, by 1990, certify that the GATT talks have made
progress. More recently, legislation was introduced in the U.S. Senate
that would further tighten this linkage between failing GATT talks
and still more protection for U.S. farmers. (The Agricultural Trade
Act of 1990, introduced in 1989 by Sen. Max Baucus (D-MT), directs
the Office of the U.S. Trade Representative to initiate unfair trade
cases against the EC and Japan, under the Super 301 provision of
the 1988 trade law, and directs the secretary of agriculture to expand
the Export Enhancement Program (EEP), if support from these
countries for the U.S. position in the Uruguay Round is not
forthcoming by December 1990.)

In agriculture, therefore, the fact that multilateral negotiations
are underway cannot be taken as a sign that reform is just around
the corner. In the absence of sustained top-level attention, such
negotiations probably do as much to retard as to stimulate the
progress of domestic farm policy reform. It is no wonder that so
many GATT negotiations in the past (Dillon Round, Kennedy Round,
and Tokyo Round) produced such meager results. As advocates of
reform, we are permitted to hope that the Uruguay kound will be
different. As analysts, however, we are obliged to warn developing
countries that a more likely outcome will be continued delay, and
finally no dramatic change in the status quo.

The Small Consequences of a GATT Breakthrough
for Most Developing Countries

As a second note of caution, even in the unlikely event that a
GATT breakthrough does lead to significant rich-country farm policy
reforms, it is important to note that the impact of those reforms on
poor countries might be surprisingly small.
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A rich-country farm policy reform would affect developing
countries only indirectly, through changes that might take place in
the price, volume, and direction of international commodity trade.
Numerous efforts have been made to estimate both the direction
and magnitude of these changes. Because of widely differing starting
assumptions, these results are not always easy to compare (Valdés
1987). What emerges, however, is a picture of price, trade volume,
and trade direction change that is hardly revolutionary from the
vantage point of the developing world.

One well-known set of estimates is contained in a study by
Rodney Tyers and Kym Anderson in 1986 and published by the
World Bank (1986). This study takes as its point of reference the
farm support levels that prevailed among the OECD (rich) countries
in 1980-82. It then simulates the impact on prices, trade, and welfare
of a complete elimination of these supports. Not surprisingly, the
impact of reform on the rich countries is estimated to be quite large.
The impact on the developing world, however, is surprisingly small.

According to this study, OECD reform would increase
international prices for wheat, coarse grains, rice, and sugar by less
than 5 percent. This is not much, considering that one year of bad
weather in North America (as in 1988) can produce international
price increases five times as large. Trade volume would be expected
to increase more substantially following liberalization, especially in
meat and dairy markets. But only a part of this increase would be
captured by the developing countries. A summary of estimated price
and trade volume changes from this World Bank study is presented
in Table 4.1.

One reason these anticipated price and trade volume changes
are rather small, according to the World Bank, is the tendency of
some highly interventionist developed country support policies (at
least in 1980-82) to offset one another. Removing such policies in
unison would substantially increase the efficiency of resource use
in the developed world, but it would have a relatively neutral impact
on international markets. International price levels, as it turns out,
have not been so badly distorted by rich-country farm policies as
most developing-country officials believe. In fact, the World Bank
study finds that international grain prices in 1980-82 were more
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heavily distorted by poor-country policies than by rich-country
policies (World Bank 1986, 131).

In terms of overall welfare gains, the 1986 World Bank study
goes on to estimate that OECD farm policy liberalization would
produce effects in the industrial world almost five times as large as
those felt in the developing world. The industrial market cconomies
overall would enjoy a $48.5 billion gain from increased efficicncy.
This is exactly why most industrial-country economists are so
enthusiastic about the reform endeavor. The developing countries,
however, might experience an $11.8 billion welfare loss (World Bank
1986, 131). This projection of a net loss for the developing world
has reccived quite a bit of critical attention, and we will say more
about it later. For the moment, however, consider that it is a
relatively small loss (less than $3 per capita, for the heavily populated
developing countries as a whole).

How could rich-country reforms produce such relatively small
effects in the developing world? Perhaps the 1986 World Bank stucly
understates (or even misstates) these effects becausc of its
incomplete commodity coverage. Products grown in the tropics
exclusively by developing countries (green coffee, cocoa beans) are
not covered in the study, a fault that the bank itself is quick to
concede. Valdés and Zietz (1980) have shown that especially in some
semiprocessed tropical product markets (for example, roasted coffee,
cocoa derivatives, tobacco products, wine, oils, 2nd seeds), the
lowering of rich-country trade barriers would produce considerable
gains for the developing world as a whole, offsetting the losses that
might accompany a temperate zone product liberalization alone. In
agriculture. no less than in industry, the tendency of rich countries
to place heavier import duties on higher-value processed and
semiprocessed goods (“tariff escalation”) works significantly to the
disadvantage of the developing world.

An independent multilateral negotiation on tropical products is
under way in the Uruguay Round, and this negotiation has actually
produced—at the December 1988 Mid-Term Review Conference—
what would seem to be a significant package of rich-country tariff
concessions. The United States offered 25 percent tariff reductions
on a total of 43 (mostly unprocessed) tropical products The EC
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offered tariff cuts of 20 to100 percent on 78 products, three-quarters
of which already had duty-free access to the U.S. market (USDA
1989). These offered tariff cuts are useful but less significant than
they seem. U.S. and EC tariffs on most unprocessed tropiczl products
are low to begin with, especially for developing countries with
preferential access through agrecments such as the Lomé Convention
and the Caribbean Basin Initiative. Because the new cuts address
mostly these unprocessed tropical products, they add little to the
liberalization that has already been achieved. They may even have
the perverse effect of increasing relative discrimination against higher
value-added tropical country processing industries. Moreover,
because these cuts fail to address gnificant nontariff barriers (mostly
health and food safety regulations, such as pesticide tolerances on
fruits and vegetables) they leave unaffected some of the niost potent
means of discriminating against poor-country tropical products. Small
wonder that the Latin American developing countries, at the Mid-
Term Review Conference, refused to jump at these small concessions
on tropical products as an adequate substitute for more substantial
rich-country concessions on temperate zone farm policy reform.

The 1986 Wouild Bank study may also underestimate the effects
of rich-countsy farm reform because of its 1980-82 starting point.
Much higher levels of industrial-country farm support were
introduced several years later in the decade of the 1980s. Between
1980 and 1986, producer subsidy equivalents for the OECD area as
a whole soared from 28 percent to 47 percent, and to some extent
these iiigiier support levels are still in place. Accordingly, if we
select a middecade reference period, then the estimated effects of
liberalization, for both the developed and the developing countries,
grow somewhat larger.

A 1989 study by Roningen and Dixit, at the Economic Research
Service (ERS) of the U.S. Department of Agriculture, produces more
dramatic results by measuring rich-country farm support from 1986-
87, a year of unusually depressed world market conditions and hence
a year of unusually intrusive and distorting industrial country
policies. According to this study, full liberalizat. .n by all “industrial
market economies” (IMEs) in 1986-87, would have boosted the
extremely low international price levels of that day by a more



Agricultural Policy and Trade Reforms 147

substantial margin. The somewhat larger world market price changes
simulated in this ERS study were above 50 percent for dairy and
sugar, between 25 and 40 percent for cereals, and 10 to 20 percent
for meat.

This ERS study also foresees a larger expansion of trade volume
following liberalization for some commodities, especially sugar and
rice. For wheat and coarse grains, however, it expects global trade
volume actually to contract, by 20 percent and 5 percent, respectively
(Roningen and Dixit 1989, 19). This expected trade contraction is
attributed to a drop in exportable supplics of grains in the industrial
countries, following a removal of production supports.

How would the developing world, specifically, be affected by
these somewhat more significant price and trade volume changes?
Here once more, the significance is less than expected. The net
trade balance and net welfare implications for the developing world
remain surprisingly small. Only in terms of an internal shift in welfare
that might *ake place between producers and consumers would
significant developing-country results be felt.

In terms of farm trade balances, the ERS study shows that gains
and losses to developing world exporters and importers would be
minimized due to the sizeable production and consumption
adjustments that would follow from higher international prices. The
conventional assumption that today’s net exporting LDCs have a
great deal to gain from liberalization is somewhat confounded in
the process. The value of total world farm trade does increase
significantly under the assumptions of this ERS study, but net
exporters in the industrial world are projected to capture most of
the gain. The United States, Canada, Australia, and New Zealand
are projected to gain more than twice as much in farm export
earnings from rich-country liberalization as the developing-country
exporters.

Moreover, the largest gains that do come to the developing-
country exporters, under the assumptions of this ERS study, are in
highly suspect product markets. The largest gains, as shown in Table
4.2, are forecast to come through expanded exports of ruminant
meats and sugar (mostly from Latin America), and rice (mostly from
Asia).
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These larger exports of rice will be possible only after a full
liberalization of rice imports into Japan, which is the one reform
that now seems least likely to be included in any final Uruguay
Round agricultural reform agreement. Japan has consistently
demanded that its highly protectionist rice policies be given separate
and privileged treatment in the GATT talks. Developing-country
trade gains in sugar are also substantially overstated in the ERS study
(perhaps by as much as 500 percent), because it does not take into
account the important “quota rents” that would be lost to some LDC
exporters if U.S. sugar import policies were fully liberalized. The
loss of quota rents might also be an offsetting factor for some Latin
Ar.zrican ruminant meat exporters to the U.S. market (Williams
1986). The importance of such considerations must be underscored
because a more recent study Ly Zietz and Valdes (1986) agrees that
most developing-country export gains from liberalization will have
to come, if they come at all, in problematic quota-protected markets,
such as sugar and beef.

Just as the net exporters in the developing world do not gain as
much as expected from rich-country reform, neither do the net
importers lose as much. According to the supply, demand, and price
transmission elasticity assumptions contained in the ERS study,
higher world prices would trigger enough new LDC production, and
would discourage enough consumption, to wipe out for most net
importers the adverse trade effects that otherwise might occur. In
fact, the “developing importers” overall could experience a surprising
net trade gain of $2.8 billion, as internal production and consumption
adjusted to world price changes. Small trade losses in dairy and
oilseed markets for these countries might be more than offset by
gains in rice and sugar. The newly industrializing Asian countries,
which currently import wheat and coarse grains in large volume,
would experience a small net trade loss as world prices increased,
but for these newly industrialized countries (NICs) an easily
affordable trade loss of just $500 million.

Overall, then, the trade balance impact of rich-country farm
policy reform would be surprisingly small for the developing world.
The conventional view that LDC net exporters stand a great deal to
gain from liberalization, and the related view that net importers stand
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a great deal to lose, is largely erroneous. This is true even if the
effects of liberalization are simulated, as in the ERS study, from the
most extreme middecade reference point.

When we come to the estimated internal welfare effects of rich-
country farm policy reform, the ERS study first of all confirms a
conclusion reached earlier, that the net impact on the developing
world will be quite small. While the 1986 World Bank study
projected a modest (on a per capit. asis) net loss of $11.8 billion
for the developing world as a whole, the 1989 ERS study, as shown
in Table 4.3, projects an even smaller net loss of just $4.5 Lillion.
This is the equivalent of less than $2 per capita.

Alongside these small, almost negligible net welfare losses for
the developing world, the ERS study projects large net welfare gains
($33.3 billion, or $44 per capita) for industrial market economies,
following a rich-country reform. Again, the largest net welfare effects
are felt within the rich countries actually undertaking the reform.
By implication, if the developing countries want to realize large net
welfare effects of their own, they will have to do more than wait
for policy changes in the developed world. They will have to
undertake reforms of their owr.

The various studies being reviewed here all confirm that reforms
in the developing world are the only sure path to large developing
country net welfare gains. The same 1986 World Bank study that
projected $11.8 billion net welfare loss for the developing world
from unilateral OECD reform projects that a unilateral developing
world reform of food and farm policies would produce a net welfare
gain more than twice as large—$28.2 billion. As this study
emphasizes, “the main [net] beneficiaries of unilateral liberalization
are the liberalizers themselves” (World Bank 1986, 131).

A parallel study by the Australian Bureau of Agricultural and
Resource Economics comes to the same conclusion. Especially for
developing countries that are net importers, it says, the policy choice
is clear: “on economic grounds they do best as a group from
liberalizing their own agricultural policies. They attain the largest
benefits from liberalizing unilaterally” (Kirby et al. 1988, 36). The
ERS study, which projects a small $4.5 billion net welfare loss for
the developing world following rich-country reform, projects a small
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net welfare gain of $2.6 billion for the developing world if the reform
process is extended to correct current distortions in the policies of
developing countries.

Nor is the gain from LDC policy reform limited to actions that
might be taken in the narrow food and farm sector. Developing
countries might gain even larger net welfare benefits from a reform
of their larger industrial and macroeconomic policies. Agriculture
in the developing world is more often harmed by exchange rate
and trade regime distortions than by direct price interventions on
farm inputs and outputs. In yet another ERS simulation experiment,
net welfare consequences were estimated assuming that the
developing countries realign (in most instances, lower) their
exchange rates according to “free market” rates. When this important
macroeconomic reform measure is added to a prior global reform
of all agricultural policies, estimated net welfare gains for the
developing countries as a whole increase from $2.6 billion up to
$9.6 billion (Krissoff, Sullivan, and Wainio 1989).

Certainly, such agricultural and macroeconomic policy reforms
will not be easy for the developing countries to take. The anticipated
net welfare gains can mask some politically difficult gross welfare
shifts, and predictable resistance from the internal constituent groups
disadvantaged by such shifts. Despite this resistance, a number of
developing countries, in the 1980s, have initiated wide-ranging
internal reforms (World Bank 1989). This record of unilateral food
and farm policy reform by poor countries may still be woefully
inadequate, but it is at least more impressive than the record of
multilateral food and farm policy reforms implemented by rich
countries so far through GATT.

Here, then, is a second reason for developing-country officials
to discount somewhat the significance of the rich-country farm policy
reform efforts that are under way in GATT. Not only are the GATT
negotiations unlikely to succeed, they are unlikely, if they do
succeed, to produce a decisive net trade or net welfare impact on
the developing world. For developing countries seeking net welfare
gains, unilateral reform efforts at home are probably a mcs>
promising strategy than waiting for a significant farm policy reform
agreement among rich countries in Geneva.
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The Exaggerated Danger of a GATT Agreement
to Developing-Country Consumers

We can minimize the net trade and net welfare effects of rich-
country farm policy reform on most developing countries, but it is
more difficult to dismiss the divergent welfare effects of reform on
individual producers and consumers within those countries. As
revealed in Table 4.3, producers might be helped and consumers
hurt. Recall that the trade balance effects of reform are small, mostly
because of the large producer and consumer adjustments expected
to take place inside poor countries in response to the higher world
market prices that would follow reform. The net welfare effect is
also relatively small, but only because these rather large adjustments
(producer gains and consumer losses) roughly offset one another.
It is fair cnough for economists to concentrate on “net” welfare, but
developing-country officials—and certainly developing-country
consumers-—are entitled to take a more selective, disaggregate
approach to the problem.

The estimated impact on individual producers and consumers
depends, largely, on the willingness of developing-country
governments to permit the higher international prices that result from
rich-country reform to cross their borders. Even if just a part of
that price increase is transmitted into the poor country’s economy
(the ERS study cautiously assumed a price transmission elasticity of
just 0.5 for all developing countries, as opposed to 1.0 for the
developed world), the result as shown in Table 4.4, could be a
mcasurable shift in welfare away from consumers of agricultural
products and toward producers. The anticipated $17 billion gain
in producer welfare throughout the developing world is noteworthy.
It is equal in magnitude to roughly four times the total annual
agricultural lending of the World Bank. Among reform enthusiasts,
quite naturally, this anticipated gain for LDC farmers has been an
important selling point. Unfortunately, the even larger projected
loss in LDC consumer welfare—$20.2 billion total—has become a
considerable sticking poirit.

Note from Table 4.3 that these significant internal shifts in welfare
away from consumers and toward producers do not depend on a
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nation’s agricultural trade balance. They can take place among the
net exporters as well as among the net irporters. In fact, on a per
capita basis, Table 4.4 suggests that the adverse effect on individual
consumers will actually be greater among developing exporters than
among developing importers. This is because the absolute losses
anticipated in these exporting countries are large in proportion to
the smaller number of consumers who actually live there.

We can react in several ways to this discovery that IME
liberalization implies a significant consumer-to-producer welfare shift
throughout the developing world. It is possible, on the one hand,
to react with alarm. The authors of an ambitious trade liberalization
study conducted at the International Institute for Applied Systems
Analysis (11ASA) concluded from similar findings that “[tlhe average
per capita calorie intake in the developing countries decreases under
agricultural trade liberalization by OECD countries, and consequently
the incidence of hunger increases.” With exaggerated precision, a
3.6 percent increase in “hunger” is projected by the year 2000,
compared to the no reform reference scenario (Parikh et al. 1988).

This IIASA study concludes that “compensation schemes” to
offset such adverse impacts should accompany any OECD
liberalization agreement. The 1989 ERS study, from similar findings,
concludes that “industrial market economy liberalization might be
more acceptable [to the developing world] if accompanied by
increased development assistance or trade concessions in other
areas” (Roningen and Dixit 1989, 36). The Uruguay Round
negotiators have already given some verbal recognition to these
concerns by inserting into their April 1989 framework agreement
an assertion that “ways should be developed to take into account
the possible negative effects of the reform process on net food
importing developing countries” (GATT 1989).

An OECD pledge of increased “food aid” to the developing world
is often suggested as one appropriate compensatory scheme. It is
significant that the original U.S. zero option negotiating proposal
to the Uruguay Round specifically exempted legitimate food aid
shipments from the production and trade distorting practices to be
climinated under reform. Developing countries, however, would
have reason to suspect that in an OECD world of fewer production



Agricultural Policy and Trade Reforins 153

distortions, and hence fewer surpluses, generous food aid shipments
would become less likely.

Would it be appropriate, at this point, for concerned developing-
country officials to mount a political effort either to block or to
redirect the GATT negotiations, in hope of protecting their domestic
consumers from the possibly adverse welfare effects of a rich-country
reform? Here we shall argue that such an effort would be at best
unnecessary, and at worst counterproductive, to the developing
world.

Developing-country efforts to redirect or obstruct the GATT
negotiations are in the first instance unnecessary, because of the
high probability discussed earlier that these negotiations will fail
on their own. But even if those negotiations do not fail altogether,
their most likely outcome will probably stop far short of full
liberalization. Developing world consumers may be marginally
vulnerable .n the short run to a full liberalization of rich-country
farm policies, but we can show that they would have little to fear
from a partial liberalization.

One estimate of what a partial liberalization might do is provided
in a 1988 Australian study of “eatly action” on trade reform (Kirby
et al. 1988). Using an aggregated version of the same commodity
trade model employed in the ERS study but with 1984 rather than
1986 as a starting point, the Australian study estimates the impact
on several different categories of developing countries of a 10
percent reduction in “output assistance” to farmers in the EC, Japan,
and United States. The impact is estimated to be hardly noticeable.
International price levels and trade volume in wheat and corn
markets would change by less than 1 percent. Internal producer
gains and consumer losses in the developing exporter (Cairns group)
countries would be negligible, at slightly more than $200 million in
each case.

For African and Latin American importers, these divergent
internal gains and losses would be less than $200 million each. For
East Asian importers as a group, this partial liberalization by the
industrial countries would yield even smaller producer gains and
consumer losses of less than $50 million each. A partial 10 percent
liberalization might be of significant value to the rich countries
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undertaking the reform (transfers of welfare between producers,
consumers, and taxpayers would be roughly 10 times as large in
the developed countries as in the developing countries), but the
impact on the developing world would be, especially on a per capita
basis, almost nonexistent (Kirby et al. 1988, 32).

A second reason for developing country consumers not to worry
too much about rich-country farm policy reform is the possibility,
if we consider resource use across sectors, that such a reform would
lead to such large net welfare gains that consumers as well as
producers would be able to benefit. Loo and Tower have used a
four-sector general equilibrium model that captures cross-sector
effects (botli the ERS and World Bank studies use partial equilibrium
models) to argue that real income in the developing countries as a
whole might rise by $26 billion following a 10 percent increase in
world agricultural prices, such as might accompany IME
liberalization. (A part of this more optimistic result may reflect an
assumed 10 percent increase in tropical as well as temperate zone
product prices. If so, this would not match the assumptions made
in the ERS and World Bank studies, and in any case would not be
an accurate depiction of IME liberalization.) This sort of rapid growth
would be expected, following a price increase, because resources
would move out of the inefficient industrial sector and into the more
highly responsive farming sector. In India alone the real income gain
from such a movement might be over $2 billion (Centre for
International Economics 1988).

A third reason for developing countries not to panic about
consumer vulnerability to rich-country reform is the fact that, in most
developing countries, a large number of all consumers of farm
products are also producers. In their capacity as consumers they
might be hurt by higher prices, but in their capacity as producers
they will be helped. This does not eliminate the problem altogether,
because many of the most vocal consumers, living in urban areas,
will not be producers, and because even some rural producers are
still net purchasers of farm products (Seckler 1988).

In the end, it might be unwise as well as unnecessary for
developing-country officials to oppose current efforts at rich-country
farm policy reform, consumer welfare concerns notwithstanding.
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Opposition would be unwise most of all because these reform efforts,
if successful, could produce a considerable hidden benefit for the
developing world not yet mentioned in any of the foregoing
analyses. The developing countries as a whole may have little to
gain from reforms that reduce the level of support for rich-country
farmers, hence boosting the level of world prices. But they would
all stand to gain a great deal from any reform that reduced the
variability of rich-country support, and hence the variability of those
prices. If the GATT negotiations can produce a reduction in the
procyclical variability of rich-country farm support—especially as
practiced in the EC—then all developing countries, including
consumers as well as producers within those countries, would gain
a great deal.

Potential Gains to the Developing World
from Less World Price Variability

In most of the developing world, agriculture remains the
dominant sector of the economy, and consumer spending on food
is still by far the dominant use of personal income. This renders
the developing world, both citizens and governments, highly
vulnerable to fluctuations in agricultural commodity prices.

Regrettably, much of the fluctuation that we see in world farm
commodity prices is directly attributable to rich-country farm policies.
By embracing trade adjustment policies that stabilize price levels
within their own borders, these rich countries destabilize prices in
the world marketplace. They damage their own welfare at the same
time, because it is costly to import more from a rising world market
or to dump more onto a slumping world market. But the welfare
losses to the rich that come from such procyclical trade adjustment
policies are for them relatively affordable, compared to the losses
imposed on outsiders, and especially on the developing world. Poor
countries, because they often cannot afford the foreign exchange
costs of an offsetting procyclical trade adjustment, and because of
their acute vulnerability to the food and farm price fluctuations that
accompany countercyclical adjustment, usually are left with a
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disproportionate burden of pain from world market fluctuations
(Nogues 1985).

This burden of price instability caused by rich-country policies
can be estimated by comparing the observed coefficient of variation
in today’s world farm prices to the smaller coefficient that would
be expected if one or more rich nations were to liberalize their
policies to allow international price signal to cross their borders.
Using this technique in a study of world wheat markets, Maurice
Schiff (1985) has estimated that global liberalization could reduce
the variability of world wheat prices by 48 percent.

For present purposes, however, it is more important to know
what a liberalization of rich-country policies alone would do
international price stability. The 1986 World Bank study by Tyers
and Anderson provides one indicative estimate. According to this
study, liberalization in the industrial market economies (from a 1980-
82 starting point) would have reduced international price variability
in wheat markets by 33 percent, coarse grains by 10 percent, rice
by 19 percent, sugar by 15 percent, and dairy products by as much
as 56 percent.

Among the rich countries, which ones have been responsible
for the worst international price destabilizing effects? In wheat and
coarse grain markets, this dubious distinction clearly falls upon the
European Community. Through its variable import levies and
variable export restitutions, the EC has consistently stressed
procyclical trade adjustments at the border over countercyclical
internal production and consumption adjustments. Anderson and
Tyers estimated in 1984 that ir the EC alone were to liberalize these
policies, coefficients of international price variation would fall almost
as far (93 percent as far for wheat, and 100 percent as far for coarse
grains) as if all the industrial market economies, including the United
States, Canada, and Japan, were to liberalize together.

In the years since this 1984 estimate, unfortunately, the United
States has to some extent joined the EC in destabilizing world prices
through an expanded use of procyclical trade adjustments. Under
the terms of the 1985 U.S. Farm Bill, it became policy to offer explicit
export subsidies, in a slack market, for products such as wheat,
wheat flour, barley, soybean oil, and poultry. Marketing loans, which
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are in part the equivalent of an export subsidy, were introduced
for cotton and rice.

Still, U.S. policy does not destabilize world market prices nearly
as much as EC policy. The U.S. export subsidy budget, first of all,
is only a fraction of the EC budget for export restitutions. Second,
by not imposing variable import levies, the United States does not
shield its domestic consumers (or its domestic producers of
nonprogram commodities, such as beef) from the internal
adjustments that accompany price variability. Through large
countercyclical adjustments in the feeding of grain to domestic
livestock, the United States continues to absorb—not without pain
to its producers and consumers—a significant share of the world
price instability created by the procyclical policies of others, such
as the EC. Third, the United States has usually offset its few
procyclicial border measures (such as its export subsidies) with
highly countercyclical stock-building and internal supply control
measures. U.S. government-held stocks and acreage reductions
became so large in the 1980s, in response to the cyclical depression
in world market conditions, that world prices for everyone—
unfortunately, including the EC—were on balance stabilized rather
than destabilized.

For policy officials in both the United States and the developing
world, this discussion suggests an important shared political interest,
in using the ongoing GATT negotiations in Geneva less as a vehicle
for reducing the level of rich-country farm support (the gains for
the developing world are ambiguous at best, and U.S. farmers will
object), and more as a vehicle for attacking the variability of such
support (the gains for the developing world would be significant,
and most U.S. farmers would gain rather than lose). So long as
support levels are the center of discussion in Geneva, protected
farmers throughout the industrial world will find it easy, as they have
so far, to maneuver in order to deadlock the negotiation. If
negotiations could be shifted to the procyclical variability of support,
then most U.S. farmers could support the Uruguay Round with more
enthusiasm. Variable levy-protected European farmers would find
themselves far more isolated in their objections.

The recent U.S. proposal to GATT to convert support measures
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to tariffs (“tariffication”) has important advantages in this regard.
Until now, the proposal has been billed as a first step toward support
level reductions. This scares farmers, including U.S. farmers, and
brings instant rejection from the EC and Japan. It also somewhat
erroneously scares LDC importers. Why not present this tariffication
idea, at least initially, more as a means to reduce the variability of
support? Japanese and EC farmers might still object, but they would
have fewer grounds and they would be more isolated in doing so.
Most U.S. farmers (all but those with quota protection) would benefit
considerably from a reduction of support variability in the EC and
Japan, as would all U.S. consumers and taxpayers. Producers,
consumers, and taxpayers in the developing world, in relative terms,
would be the biggest winners of all.

The objections of the EC to a negotiated reduction in support
variability could be handled gently, by proposing at first not a
complete elimination of variable levies, but merely a capping of the
variability permitted. The cap could initially be quite loose, so as
not to disrupt overnight the workings of EC policy. It could then
be progressively tightened, as the community—and its internal stock
management capacity—gradually adjusted to the reality of internal
price fluctuation (Tangermann 1989).

Perhaps it is too late to shift the focus of the Uruguay Round
away from reductions in support levels, and somewhat more toward
a reduction in support variability. But barring such a shift, the
discussions arc likely to produce only a small reduction in support
levels, if any, and perhag s no reduction at all in support variability.
This would be, especially for the developing world, an unsatisfying
result. For the United States and the developing world together, it
would represent a missed opportunity to pursue a significant joint
gain.
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Table 4.1, International price and trade effects of OECD liberalization of selected
commeodity markets, 1935

Percent change Coarse Beef & Pork &
Wheat  grains Rice lamb poultry Dairy __Sugar

World price level 2.00 1.00 5.00 16.00 2.00 27.00 5.00
World trade volume -1.00 19.00 32.00 195.00 18.00 95.00 2.00

SOURCE: World Bank 1986, Table 6.7.

Table 4.2. Trade balance changes from IME liberalization, 1986/87
($ US billions)

Developing Asian  Developing

Exporters NICs importers Total
Ruminant meats 1.00 0.00 0.60 1.60
Nonruminzant meats 0.40 0.10 0.40 0.90
Dairy 0.10 0.00 -0.90 -0.80
Wheat 0.10 -0.20 0.00 -0.10
Coarse grains 0.50 -0.20 0.30 0.60
Rice 0.80 0.00 1.40 2.20
Oilseeds and products 0.30 0.00 -0.20 0.10
Sugar 0.70 0.00 1.00 1.70
Other crops 0.00 -0.10 0.40 0.30
Total 3.90 -0.50 2.80 6.20

SOURCE: Roningen and Dixit 1989, Table 6.
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Table 4.3. Welfare implications of IME liberalization, 1986/87 (a) ($ US billions)

Producer  Consumer  ‘Taxpayers Net Per
welfare welfare costs benefits capita_
Developing Exporters 5.10 -4.80 -0.30 0.70 2.00
Asian NICs u.sL -0.90 0.10 -0.90 -13.00
Developing Importers 11.80 -14.50 -0.10 -4.40 -2.00
Developing Countries 17.40 -20.50 -0.30 -4.50 -2.00

SOURCE: Roningen and Dixit 1989, Table 10,

(a) Estimated change in producer surplus, consumer surplus, net government
expenditures, and the sum of all thice. Net benefits include losses by other groups,
e.g., quota holders,
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DISCUSSION OF CHAPTER 4
Alex F. McCalla

I will begin by summarizing what I see as Paarlberg’s major
points. His basic argument is that trade liberalization would not
have much effect on developing countries for three reasons. First,
reforms are not likely to happen given the political interests of the
developed countries. Second, even if liberalization does occur, the
impact on developing countries would be minimal, at least in the
sense of the change of prices of liberalized commodities. He does
agree that liberalization would have significant redistribution effects
from consumers to producers within countries as prices rise. But
he argues that even that is not bad for consumers because the overall
economywide growth effect on incomes would be sufficiently
positive that consumers also could gain. (Onc might note that it is
this broader effect that appears to be a benefit from liberalization,
therefore suggesting that developing countries in fact do have a stake
in General Agreement on Tariffs and Trade (GATT) negotiations. I
will return to this point later.) Third, price instability caused by
domestic intervention in developed countries is more deleterious
to the developing countries than is the absolute level of price
support. Therefore, altering the means of support to farmers in
developed countries while leaving the level of the support the same
would have greater benefits than reducing levels of support while
leaving the instruments the same. This argument is more complex
and I will comment on it in more detail at a later point.

In general, 1 accept Paarlberg’s basic points. As usual there is
little doubt where Paarlberg comes from in terms of his views. So,
how much do we agree with the weaving together of the partial
evidence he presents in his paper? Basically it is a debate between
those I call “GATT optimists,” those who believe in the GATT
process, and those I call “GATT pessimists.” It appears now that
GATT optimists are in retreat and GATT pessimists, such as
Paarlberg, are on the offensive.

The basic question is, will the fourth major attempt to reform
agricultural trade fail again? Who can know? I have heard equally
plausible assertions that it cannot fail because if GATT does not
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succeed in agriculture, the whole process will unravel. Or another
argument is that because domestic policies are finally on the table,
progress will necessarily follow. I do agree with Paarlberg that the
inclinations for policy reform in the developed countries are heavily
influenced by short-term events, that is, changes in world prices.
The argument made by Paarlberg that the 1988 drought has doomed
the GATT process, because of the increase in prices and reduction
in the pressure for domestic reform, is a point that has to be taken
seriously.

But, says Paarlberg, even if we are successful in the GATT
negotiations, it will have limited consequences for the developing
countries. On this point I think we had better be very careful how
we draw our conclusions. In my judgment, his point rests on a very
narrow interpretation of the process of liberalization because he
limits his attention to liberalization of temperate zone products. He
bases his conclusions on a selected set of analyses (models), all of
which are very sensitive to base year, commodity coverage, and
method of estimation. In general, developed countries subsidize
producers and tax consumers., Therefore, the removal of barriers
and subsidies reduces supplies and raises world prices. The
Paarlberg argument is that the rise in world prices negatively impacts
developing-country consumers while benefiting developing-country
producers, but the net effect is likely to be small even though
negative.

But reality is that developing countries also distort their
agriculture and food sectors, generally in the opposite direction: they
tax producers and subsidize consumers by fixing domestic consumer
prices well below world prices. Therefore, when we discuss
liberalization we have to be very careful regarding what kind of
liberalization we are talking about. If unly developed countries
liberalize then incressing prices will increase either the budgetary
costs and/or consumer priecs in the developing countries, depending
on the extent to which they are passed through to internal markets.

But if vou talk about liberalization in both the developed
countries and the developing countries, there are broader
implications. First, world prices may not rise as much because the
effect of developing-country liberalization is to reduce import
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demand and put downward pressure on world prices. The second
implication is that the removal of distortions in developing countries
will have substantially greater welfare impacts on the developing
countrics themselves. Why is this the case? Because if we accept
neoclassical analysis then those who distort the most have the most
to gain from the removal of those distortions. Under this scenario—
that is, both developed and developing countries liberalizing—the
impacts arc not necessarily marginal.

But there are more basic reasons why the developing countries
have substantial interests in the success of GATT in agricultural trade
negotiations. The [irst was hinted at in Paarlberg’s paper. Reform
in international markets accompanied by domestic reform stimulates
broader-based economic growth in developing countries. Similarly,
policies that stimulate the demand for LDC exports in the developed
countries have a significant positive effect on growth and welfare
in the developing countries.  Thus, the broader case is that if
agricultural protectionism is an increasingly major obstacle to a freer
working international economy, then developing countries clearly
have an interest in the removal of that wgricultural protectionism
ceven though the impacts may not occur in the agricultural sector.
It is this broader question, numely, what are the ramifications of a
failure in agriculture in GATT, that is of crucial interest. Will it lead
to a further balkanization of international markets? Will it lead to
the separation of additional sectors outside of the GATT process,
as has occurred in textiles, automobiles, steel, semiconductors, and
so on? Clearly, in my judgment, the devcloping countries have a
substantial interest in more liberal trading rules for developed
countries and the world in general.

The second point, also indirectly mentioned in Chapter 4, is that
liberalization in the developed countries, which causes rising
commodity prices, could force much needed domestic policy reform
in the developing countries themselves. It could allow them to break
out of increasingly expensive food subsidy programs. Multilateral
reform in a trading system offers an external rationale for what ought
to be done anyway at home. Major distortions removed in
developing countries (such as food subsidies) would have major
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benefits. In general, my argument is that a bitter pill is easier to
take if it is forced on us by someone else.

The third point I would make is simply to agree with the author
that domestic policy reform that increases the interface of developed-
country domestic agricultural economies with world markets would
lessen international market instability. Instability in food prices is
greater because of this intervention and it may be that this instability
has a greater impact on the developing countries over time than
the level of prices themselves. This is Paarlberg’s basic point. But
I see a couple of probiems here. If you focus only on the
instruments, you may not get the double benefit that would occur
if you address both the instrument and the level issue simultancously.
For example, if you eliminate instruments such as export subsidics
or production control you accomplish both. You accomplish the
possibility of increased stability and also different price levels in
international markets. So I think that the point to be made here is
that if you engage in trade negotiations that remove distorting
instruments, you will simultancously address the question of the
level of supports. Both of these changes would then have significant
benefits for developing countries.

Overall, it is a provocative discussion, which should cause
readers to think carefully about the implications of trade liberalization
for the developing countries.
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Economic Policies of Developing
Countries: Consequences for Food
Production, Trade, and Food Security

INTRODUCTION
Lebman B. Fletcher

This topic was discussed at the conference by Alberto Valdés,
of the International Food Policy Research Institute. Valdés based
his presentation on preliminary results of a comparative research
project on the political economy of agricultural pricing policies,
which was funded by the World Bank and directed by him in
collaboration with Anne O. Krueger and Maurice Schiff. Since the
results of this research will be published separately, only the
measurement of economywide and sector-specific interventions on
prices of sclected agi.cultural products in the study countries is
included in this chapter, which is reprinted from an earlier
publication.!

Valdés pointed out the need to use a general equilibrium
approach that distinguishes importables and exportables from
nontradables in an economy. Most agricultural products are tradable
or close substitutes for other tradables  Thus, their relative prices
will be affected not only by sector-specific pricing interventions but
also by economywide policies. An example is the rcal exchange
rate that determines relative prices of tradables and nontradables
in an economy.

While agricultural imports of developing countries are mostly
food products, their agricultural exports are dominated by raw
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materials, beverages, and tropical products. Generally, exportables
are taxed; Krueger, Schiff, and Valdés report an overall average rate
of taxation of 34 percent on export products included in their study.
Importables are also taxed in relation to production incentives; that
is to say, imported food products are subsidized. The rate of taxation
on importables, however, is much lower than on exportables, and
emanates mainly from overvalued exchange rates and high border
protection of industry rather than tariffs or other border measures.

Valdés indicated that, to some extent, developing countries try
to stabilize their internal prices relative to world prices.  Indeed,
research has shown that variability of their domestic prices is lower
than that of international prices.

This conclusion is related to the carlier discussion of the
magnitudes of price transmission elasticities in developing countries.
It is also a usecful reminder that rates of protection/taxation of
tradables are not independent of the level and variability of border
prices. If a country maintains a low but relatively stable price for
an export crop, its rate of taxation on the crop’s producers will rise
and fall inversely with the international price. Similarly, if a country
maintains a low, stable price for a staple food in which it is deficit,
its implicit taxation of domestic producers will be higher or lower
as the world price rises or falls.

Valdés reviewed the effects of government pricing interventions
on output, consumption, trade, government revenue and
expenditure, and net economic welfare. He contrasted the
differences in sector-specific price policies, which can be large items
in government budgets, with the indirect macroeconomic and
exchange-rate policies that yield no revenue and require no
budgetary outlays. He reported that comparative analysis had
revealed net revenue gains to governments on average, but that these
gains fell over the period studied in which world prices of export
crops declined. In the countries with high food subsidies and low
prices to producers, often offset, in part, by input subsidies, net
budgetary costs can be high and unsustainable in the face of
government deficit-reduction policies.

By design or default, government direct and indirect market
intervention policies serve to transfer income from agriculture to
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other sectors of the economy and influence income distribution both
between the urban and rural sectors and within the rural sector itself.
Valdés suggested that the transfer of resources out of agriculture
should be compared to offsetting government investments in
agricultural technology, resources, and support services. This
nonprice approach to generating an agricultural surplus is examined
more thoroughly in Roe’s discussion of the Valdés presentation.

Notes
1. See Anne O. Krueger, Maurice Schiff, and Alberto Valdés.

The Political Economy of Agricultural Pricing Policies. 3 volumes.
New York: Oxford University Press. (forthcoming)
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AGRICULTURAL INCENTIVES IN DEVELOPING COUNTRIES:
MEASURING THE EFFECT OF SECTORAL
AND ECONOMYWIDE POLICIES*
Anne O. Krueger, Maurice Schiff, and Alberto Valdés

There are four well-known stylized facts about the agricultural
policies of developing countries, the interactions among which have
not been fully appreciated. First, most developing countries have
attempted to encourage the growth of indlustry through policies of
import substitution and protection against imports competing with
domestic production. Second, overvalued exchange rates have often
been maintained through exchange-control regimes and import
licensing mechanisms even more restrictive than those that would
have been adopted in connection witls import substitution. Third,
many developing countries have attempted to suppress producer
prices of agricultural commodities through government procurement
policies (especially agricultural marketing b oards), export taxation,
and/or export quotas.  Fourth, some governments have attempted
to offset part or all of the disincentive effect on producers by
subsidizing input prices and investing in irrigation and other capital
inputs.

Suppression of producer prices has been extensively studied but
there have been few attempts to estimate the combined impact of
those direct policies and the three other sets of government policies.
While international trade theorists have long known that protection
of some activities discriminates against the remainder, that
knowledge has not been transformed into usable estimates of the
extent of total discrimination against agriculture,

Those few studies that have attempted to measure indirect effects
on agricultural prices and incentives have used widely varying
methodologies (for example, on Chile, Valdés 1973 on the United
States, Schuh 1979; on Brazil, Oliveira 1981; on Colombia, Garcia
1981; on Argentina, Cavallo and Mundalak 1982; on Nigeria, Oycjide
1980; and on the Philippines, Bautista 1987). This has precluded
systematic comparative analysis of the cffects of differing degrees
of discrimination against agriculture.

* Reprinted by permission. The World Bank Economic Review. 2,3:255-71. 1958.
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In this article we provide such estimates for 18 developing
countries derived as the initial results of the World Bank’s research
project on the political economy of agricultural pricing policies. The
first section gives information about the project and the way the
estimates were made. In the second section we estimate the direct,
indirect, and total intervention-affecting incentives for agricultural
output and the impact of intervention on price variability. We also
present some preliminary analyses of the findings. The third section
then draws some conclusions.

The Project on the Political Economy of
Agricultural Pricing Policies

Although systematic quantification of the extent of discrim-
ination against agriculture has been lacking, observers of the
development process have long been aware that developing
countries directly intervene systematically and extensively in pricing
of agricultural commodities. Newspaper readers will recall riots in
the Arab Republic of Egypt after President Sadat attempted to raise
the prices of some key foods, riots in Zambia after prices of maize
meal—a commodity consumed primarily by the urban middle and
upper income groups—were increased to reduce budgetary losses,
and other failed attempts at consumer price policy reform, including
those in Morocco, Poland, and Tunisia. While headlines have
directed attention to increased urban food prices, their cour - cpart
is almost always suppressed producer prices, as government fiscal
constraints usually preclude budgetary financing of these subsidies.

The comparative project on the political economy of agricultural
pricing policies was undertaken to provide a detailed history of
pricing policies, to measure the degree of intervention affecting
agriculture, and to analyze the reasons for these and their effects
on output, consumption, trade, the budget, intersectoral transfers,
and income distribution. Comparability across countries was
achieved by applying a common methodology in all the country
studies and by bringing together researchers for the individual studies
to compare and assess their results during the course of the project.!
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We focus here on the magnitude of the impact of direct and
indirect policies on agricultural prices and outline below the process
by which these estimates were derived. For each country, major
export- and import-competing agricultural commodities, including
both food and nonfood products, were selected on the basis of their
importance and the representativeness of the policies adopted
toward them relative to agriculture as a whole. In most countries,
concentration was on four to six commodities, and that coverage
typically represented about one-half to three-quarters of net
agricultural product.

Country rescarchers then obtained estimates of the commodities’
domestic producer, consumer, and border prices, adjusted for
transport costs to or [rom producer and consumer locations, storage
costs, quality differences, and other elements of the marketing
margins. In the case of wheat in Chile, for instance, adjustments
were made for customs duties and customs agent fees, transportation
costs from the main port of entry to the mills, unloading costs and
losses in transit, the annual average quality difference between
domestic and imported wheat, and for scasonality (storage). The
annual average producer price at the mill is the price received by
farmers at harvest time (January). Imports tuke place six to nine
months later, so that the price of imported w heat at the mill was
adjusted for storage costs to ensure coinnarability over time as well
as across locations. This adjustment for storage cosis reduced the
price differential between the import price ar the mill (after adjusting
for other marketing margin factors) and the domestic price from
about 20 percent to about 4 percent on average.

There were few countries in vhich complexities did not arise
in obtaining reliable price estimates, and painstaking research was
required to develop those that were used. In Ghana, for instance,
in some years use of border prices adjusted for transport costs
yielded negative estimates of producer prices jor some commodities.
In many of the countries studied, governments had a monopsony
on purchasce and/or distribution of some or all agricultural
commoditics through state marketing boards, making it difficult to
estimate “normal!” marketing margins. Marketing boards’ costs
constituted 50 percent or more of the border price of exportables
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in some countries, and producer prices represented an even smaller
fraction of the border price. Some marketing boards lost money
despite low producer prices because their sales to consumers were
at or below purchase prices. In some instances, it was also important
to account for the extent to which official prices were those that
actually prevailed in the majority of transactions. Time series of
producer prices were often developed from government files and
previously inaccessible sources, and estimates of black market prices
had to be weighted by their probable share of the total crop to yield
accurate overall price assessments in those cases where parallel
markets exist. The resulting time series of actual consumer and
producer prices and costs of purchased inputs represent a major
contribution of the project in its own right.

For all countries, the impact is measured relative to what prices
would have been had there been no interventions and a free trade
regime. For ail tradable commodities, the reference prices used were
the border prices that would have prevailed under an intervention-
free regime.

Authors were also requested to estimate effective rates of
protection (ERPs). Due mainly to data inadequacy, however, the
country and commodity coverage of the ERP estimates turned out
to be considerably more limited and less comparable across countries
than for nominal rate estimates. For this reason ERPs are not reported
in this article. Future work (in Krueger, Schiff, and Valdés [hereafter
KSV], forthcoming, vol. 3) will provide further analyses of ERPs,
although initial inspection suggests that most input subsidies were
inframarginal and that the ratios of value added to output did not
vary widely across crops within countries. The implications of the
removal of price interventions for the allocation of resources among
goods and sectors are also beyond the scope of this article but are
examined in KSV.?

Estimation of the effects of interventions aimed directly at
agricultural inp»ts or outputs was relatively simple contrasted with
the procedures needed to estimate indirect effects. Our analysis
focuses on the real exchange rate and on the tax on agricultural
production implicit in j.rot. ticn to industry. The economic rationale
behin.. the estimates is discussed below; an abbreviated description
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cf the procedures used to obtain these estimates is given in the
appendix.

First, the authors had to estimate the real exchange rate that
would have kept the current account at a sustainable level—taking
into account normal capital flows—if all quantitative and tariff
protection against imports and interventions affecting exports had
been removed. This involved estimation of the equivalent tariff of
import protection and of foreign exchange demand and supply
elasticities and comparison with the actual real exchange rate to
estimate the amount of real exchznge rate change needed to yield
the sustainable current account level.?

Taking the border price for each commodity at the equilibrium
exchange rate gave an estimate of the border price that would have
prevailed in the absence of interventions. Doing the same for
purchased inputs, given their shares in domestic prices, yielded
estimates of what value-added would have been in the absence of
these same policies. Finally, measuring the nonagricultural price
index at the equilibrium exchange rate and in the absence of trade
interventions (by adjusting the tradable part of the price index) gave
an estimate of the value of that price index in the absence of
interventions.*

Using these estimates, we obtained the indirect effect of the
interventions on the price (and value added) of agricultural products
(relative to the nonagricultural price index).

There are three major elements in our calculations of the indirect
effects: first, the depreciation of the real exchange rate required
for the elimination of the nonsustainable nart of the current account
deficit; second, the depreciation of the real exchange rate due to
the removal of trade interventions; and third, the increase in the
price of agricultural tradable products relative to nonagricultural
tradables due to the removal of trade policy interventions, which
mainly protect industry. The first two are changes of the price of
tradables relative to nontradables; the third is a change of prices
within the tradables category.

Identification of a “sustainable” current account balance is
necessarily judgmental. Country authors used their knowledge of
normal flows of aid and private investment to estimate whar a
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“normal” current account balance would be, and they used the
difference between that and the actual imbalance to estimate the
nonsustainable portion of the current account deficit. Calculations
of the indirect effects of policies on incentives are less sensitive to
the choice of elasticity values for supply and demand for foreign
exchange and to the choice of the sustainable level of current
account deficit than they might at first appear.

Empirically, industrial protection has a greater impact on
incentives for agriculture than does the current account imbalance.
In many cases, industrial protection is so high that it is the last effect,
the decline in prices of nonagricultural tradables relative to
agricultural prices, that dominates the indirect effects. However,
industrial protection acts both through the real exchange rate and
through relative prices of industrial tradables to agricultural products,
so that when the real exchange rate effect of protection is taken
into account, the total negative impact of industrial protection on
agriculture is even larger. Thus neither the level of the sustainable
current account deficit nor the foreign exchange elasticities, which
both act only through the real exchange rate, are as critical in the
calculations of indirect effects as would otherwise be the case.
Moreover, the indirect effect turned out to be less sensitive to the
selected value of the elasticities than expected. This is due to the
fact that a proportional change in the elasticities of demand and
supply for foreign exchange only affects the first component of the
indirect effect but has no effect on the second or third component,
as reflected in Equations 7 and 8 in Appendix 5.A.

For those countries for which reliable estimates of supply and
demand elasticities for foreign exchange were not available, we
suggested that the authors use elasticity values of one for supply
and two (in absolute value) for demand on the basis of estimated
elasticities from other studies. Authors who had evidence to the
contrary used it, and also examined the sensitivity of their estimates
to the trade elasticities.

It is well known that the “clasticities” approach to analysis of
exchange rate changes was fundamentally modified by the
recognition that a change in expenditure relative to income would
be required for any change in the current account. Our use of
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elasticities here is justified by two considerations: (1) the
counterfactual “experiment” of an altered real exchange rate is
undertaken to investigate relative price changes and responses to
them; and (2) although underlying macroeconomic policies would
clearly have to be altered in order for the real exchange rate to
change, it is unlikely that the particular choice of macro policies
would significantly affect the equilibrium real exchange rate
solution.?

In the case of Ghana, calculation of the equilibrium real exchange
rate involved an additional complication. The deprecia-tion of the
real exchange rate to its equilibrium value, for a given world price
of cocoa, would lead to an increase in Ghana’s cocoa output.
Ghana’s output is such a large part of world cocoa trade, however,
that this supply rise would result in a reduction in cocoa’s world
price. The equilibrium real exchange rate was therefore determined
in a simultaneous system where the world price of cocoa is
determined endogenously as a function of Ghana's real exchange
rate. This methodology resulted in a higher equilibrium real
exchange rate than the one based on calculations that ignore the
impact of Ghana'’s real exchange rate on the world price of cocoa.

The total effect of the interventions was taken to be simply the
sum of the direct and indirect effects (with some adjustment
described in Appendix 5.A). As an example, in Argentina agriculture
is taxed first throu,"h export taxes (a direct effect), which reduce
agricultural prices, and second through import protection (an indirect
effect), which raises the prices of import substitutes. The net impact
of Argentina’s trade policies on the real exchange rate was found
to be small because while export taxes lead to a depreciation of
the real exchange rate, import protection leads to real exchange rate
appreciation. However, the degree of real exchange rate
overvaluation due to Argentina’s monetary and fiscal policies was
at times extremely high and provided an additional burden on the
agricultural sector. The sum of the (indirect) impact of industrial
protection and real exchange rate overvaluation, and of (direct)
export taxation, on agricultural incentives in Argentina, for example,
has been substantial during the period examined.
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Degrees of Intervention

Table 5.1 presents estimates of the degree of nominal direct,
indirect, and total intervention in representative export crops for
the 18 countries. The numbers on direct intervention provide an
estimate of the percentage by which domestic producer prices
diverged from those that woulda have prevailed in a well-functioning
market ai free trade (given the actual exchange rate and degree of
industrial protection). The measure is equivalent to the rate of
nominal protection.’

Although government policies differ significantly among
individual agricultural commodities, the authors of each country
study analyzed between three and nine commodities. We selected
one that was deemed fairly representative of governmen: policy
toward agricultural exportables for reporting in Table 5.1. As can
be seen, most countries adopted direct policies that resulted in the
cquivalent of export taxes. Exceptions were Ghana (where a highly
overvalued exchange rate resulted in such strong disincentives that
some compensatory action was politically essential), Portugal,
Zambia, Chile, and Turkey in 1975-79. For the latter two countries,
the nominal protection accorded grapes and tobacco was less than
2 percent—very small indeed—and for Turkey direct protection
turned negative in 1980-84. The suppression of producer prices in
1975-79 equaled or exceeded 25 percent in Argentina, Cote d'Ivoire,
Egypt, Malaysia, Si: Lanka, and Thailand, and for the years 1980-
84, all countries except Ghana and Portugal had negative direct
protection of agricultural products.

The indirect effects measured include both the effect of trade
and macroeconomic policies on the real exchange rate and the extent
of protection afforded to nonagricultural commodities. The impact
of indirect interventions on producer incentives was even stronger
than the dircct ones for Argentina, Brazil, Chile, Colombia, Cote
d’lvoire, the Dominican Republic, Ghana, Pakistan, the Philippines,
Sri Lanka, Thailand, Turkey, and Zambia for 1975-79, 1980-84, or
both periods. As already noted, indirect negative protection in
Ghana was so large that direct agricultural policy provided something
of an offset. On average, the indirect effects on incentives to




Table 5.1. Direct, indirect, and total nominal protection rates for exported products (percent)

1975-79 1980-84

Country Product Direct Indirect Total Direct Indirect Total

Argentina Wheat -25.00 -16.00 -41.00 -13.00 -37.00 -50.00
Brazil Soybeans -8.00 -32.00 -40.00 -10.00 -14.00 -33.00
Chile Grapes 1.00 22.00 23.00 0.00 -7.00 -7.00
Colombia Coffee -7.00 -25.00 -32.00 -5.00 -34.00 -39.00
Cote d'Ivoire Cocoa -31.00 -33.00 -64.00 -21.00 -26.00 -47.00
Dominican Rep. Coffee -15.00 -18.00 -33.00 -32.00 -19.00 -51.00
Egypt Cotton -36.00 -18.00 -54.00 22,00 -14.00 -36.00
Ghana Cocoa 26.00 -66.00 -40.00 34.00 -89.00 -55.C0
Malaysia Rubber -25.00 -4.00 -29.00 -18.00 -10.00 -28.00
Pakistan Cotton -12.00 -48.00 -60.00 -7.00 -35.00 -42.00
Philippines Copra -11.00 -27.00 -38.00 -26.00 -28.00 -54.00
Portugal Tomatoes 17.00 -5.00 12.00 17.00 -13.00 4.00
Sri Lanka Rubber -29.00 -35.00 -64.00 -31.00 -31.00 -62.00
Thailand Rice -28.00 -15.00 -43.00 -15.00 -19.00 -34.00
Turkey Tobacco 2.00 -40.00 -38.00 -28.00 -35.00 -63.10
Zambia Tobacco 1.00 -42.00 -41.00 7.00 -57.00 -50.00
Average -11.00 25.00 -36.00 -11.00 29.00 -40.00

SOURCE: Krueger, Schiff, and Valdés, The World Bank Economic Review, 2.3:255-71. 1988.

Note: Koraa and Morocco are not included because all main agricult=cal produts are imported.

The direct nominal protection rate is defined as the difference between the tota! and the indirect nominal

protection rates, or equivalently, as the ratio of (1) the dfference between the relative producer pricc and the

relative border price, and (2) relative the adjusted border price measured at the equilibrium exchange

rate and in the absence of all trade policies.
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agricultu-al producers were two-and-one-half times as large as the
direct effects.

For most countries, the effective taxation by indirect policies
exacerbated the negative direct protection, often resulting in
extremely large total negative protection equivalents. As can be seen,
in many cases the magnitude of negative protection or effective
taxation was quite large. In the Cote d'lvoire, for example, it is
estimated that for 1975-79 cc~oa producers received about one-third
the price they would have received under a free-trade regime at
realistic exchange rates with no direct intervention, and about one-
half in 1980-84. Sri Lankan rubber producers fared as poorly in 1975-
79 and worse in 1980-84. Producer prices were one-half or less of
the nonintervention price in Cote d'lvoire, Egypt, Pakistan, and Sri
Lanka in 1975-79 and in Argentina, the Dominican Republic, Ghana,
the Philippines, Sri Lanka, Turkey, and Zambia in 1980-84.

Overall, a simple unweighted average rate of total nominal
protection for the 16 countrics covered in Table 5.1 was a —36 percent
in 1975-79 and a —40 percent in 1980-84. Although the average rose
somewhat, the more notable finding is the degree to which total
discrimination against agriculture remained essentially constant over
the two periods. Although there were sizable variations for
individual countries, there is some suggestion that unfavorable
indirect changes are to some extent compensated by favorable direct
changes (that is, as Argentina’s exchange rate became less realistic
the extent of direct discrimination against wheat producers fell).

It has long been recognized that there was discrimination against
agriculture. What Table 5.1 shows is the degree. The negative
protection accorded to producers of agricultural export commodities
was a significant factor in depressing export earnings in many
countries. Even those countries regarded as successful exporters
of agricultural commodities such as Thailand and Malaysia adhered
to this pattern. Of the 18 countrics covered in the project, only Chile
in 1975-79 and Portugal over both periods maintained regimes
providing positive total protection to producers. The dominant
pattern has been one of systematic and sizable discrimination.

Although developing countries have more agricultural export-
than import-competing products, there are a significant number of



182 Anne O. Krueger, Maurice Schiff, and Alberto Valdés

the latter. Table 5.2 presents data, comparable to those in Table
5.1, for representative import-competing crops.

Several findings are noteworthy. First and foremost, in contrast
with the negative direct protection accorded to exportable products,
the countries covered here, with few exceptions, provided positive
direct protection to import-competing crops. Indeed, the degree
of discrimination against exportables and in favor of import-
competing crops is remarkable: contrast Malaysian rice, receiving
the cquivalent of 38 and 68 percent nominal protection over the
two time periods, with Malaysian rubber, taxed at the equivalent of
25 and 18 percent. Direct pricing policy led to an increase in the
relative price of rice of 84 percent in 1975-79 and 105 percent in
1980-84 (relative to rubber).

However, by definition, those policies that indirectly affect
agriculture have the same net impact on import-competing as on
exportable commodities, and the listing of indirect protection in
Table 5.2 is therefore identical to that in the equivalent columns of
Table 5.1. Taki g the effects of both direct and indirect policies
into account, the cffects of direct price policy were in many cases
reversed. In Colombia, Cote d'Ivoire, the Philippines, Sri Lanka,
and Turkey (in 1975-79), positive dircect effects were more than offset
by negative indirect effects.

In this regard, one remarkable developing country is Korea,
where direct protection of agricultural commodities (there are no
exportables) is very high and the impact of indirect policies is not
large by comparison. There, total protection for domestic rice
production has remained quite stable at about 73 percent over the
periods covered here, despite the strong Korean protection, and
sizable total protection to rice in Malaysia, the average level of total
protection for all the import-competing commodities covered here
was negative, although not large, about -5 percent in both periods.
If the numbers for Korea and Malaysia are excluded, the average
negative total protection for import-competing crops changes to —
15 and -18 percent in the two time periods.

These data, and others in the country studies, raise a large
number of questions, one of which concerns the reasons for the
policies pursued. This becomes an even more pressing question



Table 5.2. Direct, indirect, and total nominal protection rates for imported food products (percent)

1975-79 1980-84

Country Product Direct Indirect Total Direct Indirect Total

Brazi! Wheat 35.00 -32.00 3.00 -7.00 -14.00 -21.00
Chile Wheat 11.00 22.00 33.00 9.00 -7.00 2.00
Colombia Wheat 5.00 -25.00 -20.00 9.00 -34.00 -25.00
Cote d'Ivoire Rice 8.00 -33.00 -25.00 16.00 -26.00 -10.00
Dominican Rep. Rice 20.00 -18.00 2.00 26.00 -19.00 7.00
Egypt Wheat -19.00 -18.00 -37.00 -21.00 -14.00 -35.00
Ghana Rice 79.00 -66.00 13.00 118.00 -89.00 29.00
Korea Rice 91.00 -18.00 73.00 86.00 -12.00 74.00
Malaysia Rice 38.00 -4.00 34.00 68.00 -10.00 58.00
Morocco Wheat -7.00 -12.00 -19.00 - -8.00 -8.00
Pakistan Wheat -13.00 -48.00 -61.00 -21.00 -35.00 -56.00
Philippines Corn 18.00 -27.00 -9.00 26.00 -28.00 -2.00
Portugal Wheat 15.00 -5.00 10.00 26.00 -13.00 13.00
Sri Lanka Rice 18.00 -35.00 -17.00 11.60 -31.00 -20.00
Turkey Wheat 28.00 -40.00 -12.00 -3.00 -35.00 -38.00
Zambia Corn -13.00 -42.00 -55.00 -9.00 -57.00 -66.00
Average 20.00 -25.00 -5.00 21.00 -27.00 -6.00

SOURCE: Krueger, Schiff, and Valdeés, 7he World Bank Economic Review, 2,3:255-71. 1988.

Note: Argentina and Thailand are not included because their main food products are exported.

The direct nominal protection rate is defined as the difference between the total and the indirect nominal

protection rates, or equivalently, as the ratio of (1) the difference between t
relative border price, and (2) relative the adj
rate and in the absence of all trade policies.
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when it can be readily demonstrated (as in Table 5.2) that agricultural
producers often have larger interests in macroeconomic policies than
they do in agricultural pricing policies, yet their representatives
usually concentrate on the latter.

A preliminary and partial answer can be given here. In almost
all countries, one of the stated reasons for intervention in agricultural
markets has been the pereeived instability of the international market
for agricultural commodities. To test the accuracy of this rationale,
authors calculated the ratio of the standard deviation of the real
producer price (deflated by the price index of the nonagricultural
sector) to that of the real border price (at the official exchange rates)
for a varicty of crops. The results, for the same commodities as
were represented in Tables 5.1 and 5.2, are presented in Table 5.3.
A number less than one indicates that real domestic producer price
fluctuations (taking into account only direct intervention) were
smaller than real border price fluctuations.  As can be seen, there
arc only two importable and three exportable commodities for which
internal prices were more volatile than border prices, and on average
direet price policies reduced producer price variability by 27 percent
for exports and 31 percent for imports.”

The standard deviation of the producer price of wheat in Egypt,
for example, was only 30 percent of what it would have been had
the border price been passed on to producers, while that in Pakistan
wis 17 percent. Even for export crops, such as Thai rice, producers
experienced considerably less fluctuation in real prices than they
might have, given the prevailing exchange rates and protection to
domestic industry.

On average, the price stabilization as measured by standard
deviation is slightly larger for importables than for exportables.
However, exportables generally are taxed while importables are
protected, so that the producer price is lower than the border price
for exportables and higher for importables. Thus it follows that when
measured by the coefficient of variation, which divides the standard
deviation by the mean, the reduction in price variability s
significantly larger for importables (42 percent) than for exportables
(18 percent). This should not come as a surprise because all
importables considered are staples so that there is pressure for price
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Table 5.3. Ratio of standard deviations of deflated producer and
deflated border prices, 1960-84

Exports imports
Country Crop Ratio Crop Ratio
Argentina Wheat 0.37 None -
Brazil Soybeans 0.80 Wheat 0.41
Chile Grapes 0.94 Wheat 0.73
Colombia Coffce 0.87 Wheat 0.93
Cote d'Ivoire Cocoa 0.42 Rice 1.20
Dominican Republic Coffee 0.84 Rice 0.66
Egypt Cotton 0.42 Wheat 0.30
Korea None - Rice 1.58
Malaysia Rubber 1.02 Rice 0.47
Morocco None - Wheat 0.63
Pakistan Cotton 0.62 Wheat 0.17
Philippines Copra 0.94 Corn 0.27
Portugal Tomato 1.13 Wheat 1.00
Sri Lanka Rubber 0.44 Rice 0.65
Thailand Rice 0.26 None -
Turkey Tobacco 1.16 Wheat 0.56
Zambia Tobacco 0.83 Corn 0.75
Average 0.73 0.69

SOURCE: Krueger, Schiff, and Valdés, The World Bank Economic Review,
2,3:255-71. 1988,

Note: The border price is measured at the official exchange rate, The
defator is the price index of the nonagricultural sector.

stability not only from producers (as in the case of the exportables),
but also from consumers because of the impact of food price
variability on real wages.

In the face of uncertain and volatile international markets for
agricultural commodities, governments typically have several policy
options to deal with the price risk that consumers and farmers may
face. Price schemes can be coordinated with supplementary
payments (or supplementary taxes) and other risk-diffusing
institutions. However, such institutions do not exist or are not casily
accessible to producers in most developing countries, and their
development is a slow process. Governments therefore typically
resort to border-type interventions. The fact that some price
stabilization was achieved in the individual countries studied does
not prove that the interventions as under-taken were a first-best way
of doing it. That is a topic beyond the scope of this article.
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Summary and Conclusions

The above discussion, which decals only with the measurement
of price intervention, has nonetheless generated some striking
insights about the impact of economywide and direct agricultural
policies on agricultural prices. Perhaps the most important result
that emerges clearly from our findings is the fact that the impact of
the indirect, cconomywide interventions generally dominates the
direct effect, whether the direct effect is positive or negative. If the
indirect effects of economywide policies on agricultural prices are
ignored, on average imported food products were protected (at a
rate of approximately 20 percent) and exports were taxed (at close
to 11 pereent). The results for total price inteventions, however,
show that both activities were taxed, at a rate of approximately 7
percent for imported and 35 1o -0 percent for exported agricultural
products.

Furthermore, although direct policies protected imported food
at the official exchange rate, protection was significantly less than
for nonagricultural tradables. Rates of protection to industry of
substantially more than 20 pereeat liave been found, both in past
studies and in our calculations. Reinforcing the taxation of
agricultural importables is the overvaluation of the cunrency, which
lowers the price of tradables relative to nontradable goods.

On the basis of the data presented, two findings about sector-
specific agricultural interventions seem most significant.  First, a
particularly marked contrast emerges between the direct policies
adopted toward imported food products and exported crops: food
imports are subsidized on average while exports are taxed. Second,
contrary to expectations @nd to the treatment of exportables
products, direct policies have provided protection to the production
of food in about 70 percent of the countries studied.

Why does the difference in treatment of exports and imports
occur? The individual country studies suggest several reasons. 1f a
country desires self-sufficiency in the production of staples, it may
adopt tariffs to promote domestic production, climinating that
protection once self-sufficiency is attained and even taxing the
product when it is exported. A dearth of easily administered and
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enforced taxes in a developing country may also focus government
attention on exports as a relatively feasible source of revenue. The
taxation of food exports, such as wheat and beef in Argentina and
rice in Thailand, not only generates revenues but also encourages
domestic sales at lower prices, reducing the cost of food and
subsidizing consumers.  Direct subsidy of the production of an
imported food, however, requires fiscal expenditures, while tariffs
provide revenue and promote domestic production. This may also
help explain why importable food products tend to be protected
rather than taxed.

Because direct policies protect food crops, maintenance of low
food prices to keep money wages low does not seem to operate
through direct pricing policies.  Rather, it results mainly from
overvaluation of the exchange rate, one of the indirect policies
explored comprehensively in the study.

Our studies also indicate that the operation of direct food pricing
policies has resulted in greater price stability, with a larger reduction
in price variation for importables than exportables. The relative cost
of that stability is another important question suggested for future
research.

This aiticle has reported results for only a subset of the products
and periods included in the country studies. Future analysis will
delve into additional aspects of price policies and the impact of
interventions on producer and consumer prices, the effects of those
price changes, and the political cconomy of agricultural price policy.

Many issuces of political cconomy emerge froms the analysis and
have a bearing on the formulation of direct ugricultural policies that
are not explored here: the political strength of urban workers and
industry, the political imperatives of agricultural marketing boards,
fiscal pressures and the fact that price policies, once in place, have
tended to have a life of their own with results often quite different
from those intended. In addition, given that the impact of exchange
rate and industrial protection policies was greater than that of
agricultural price policies. why did agricultural producers’ groups
continue to focus their political attentions on issues pertaining to
agricultural pricing, with little or no attention to exchange rate
policies and other issues of greater importance?
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Hypotheses about these and other phenomena will be set forth
and examined in KSV. At this stage, it is evident that one contributing
factor has been a failure to comprehend the implications of
macroeconomic policy for agriculture. Whercas vested interests,
pressures on fiscal and external accounts, and other factors all
influence agricultural pricing policies, knowledge is also a
contributing factor. As such, further analysis at the country and
comparative level, by improving knowledge, may benefit the future
development of the politiczl economy of agricultural pricing.

Notes

1. Subject countries are Argentina (A. Sturzenegger and W,
Otrera), Brazil (J. L. Carvahlho and A. Brandao), Chile (H. Hurtado,
E. Muchnik, and A. Valdés), Colombia (J. Garcia and G. Montes),
Cote d'lvoire, (A. Arsain, A. M'Bet, and S. Ehouman), Dominican
Republic (T. Roe and D. Greene), Egypt (J. J. Dethier), Ghana (D.
Stryker), Republic of Korea (P. Y. Moon and B. S. Kang), Malaysia
(G. Jenkins), Moroccc (H. Tuluy and L. Salinger), Pakistan (N. Hamid
and I. Nabi), the Philippines (P. Intal and J. Power), Portugal (F.
Avillez, T. Finan, and T. Josling), Sri Lanka (S. Bhalla), Thailand (A.
Siamwalla and S. Setboonsarn), Turkey (H. Olgun and H.
Kasnakoglu), and Zambia (D. Jansen). Summaries of country studies
are forthcoming in two volumes of Krueger, Schiff, and Valdés;
Chapter 1 and the appendixes of volumes 1 and 2 will provide
information on the concepts and methods used to ensure
comparability across countries, and a third (synthesis) volume will
cover quantification of the cffects on incentives, analysis of the
influence of the altered incentives on sectoral and intersectoral
performance and characteristics, and a review of the political
economy of agricultural price policy and its evoluticn over time.

2. Several authors also calculated the deviations from the
domestic price that would have prevailed if optimal export taxes
were applied. These results are not presented here, and are
forthcoming in KSV.
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3. In three of the 18 couatries, the authors used alternative
procedures due to data limitations or other circumstance particular
to their country.

4. For the estimation of the indirect effect on the price of
agricultural products relative to a price index of the nonagricultural
sector, there is no need to know whether the change in the real
exchange rate occurs through the nominal exchange rate or through
the price of nontradeables. Estimation of the change in the real
exchange rate is sufficient (see Appendix 5.A).

5. For an analysis of the conditions under which the elasticity
approach holds, see Dornbusch (1975).

6. The direct nominal protection ratc measures the proportional
difference between the domestic producer price (relative to
nonagricultural prices) and the border price (after adjustment for
transport, storage, and other costs and quality differentials) measured
at the official exchange rate. See Appendix 5.A for further details.

7. For Korean rice, prices were much more stable than world
prices, but the large standard deviation is due to a few large price
changes over the period analyzed.
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APPENDIX 5.A:
MEASURES OF INTERVENTION AND
EQUILIBRIUM REAL EXCHANGE RATE

We first present the various measures of intervention, and then
derive the equilibrium real exchange rate.

Measures of Intervention

Let P, be the domestic producer price of a tradable agricultural
product i, let P)=P*E be the border price P,* of product i
evaluated at the official nominal exchange rate E (and adjusted
for transport, storage, and other costs, and quality difference), let
P* = PPE*= P'EY E, be the border price P * evaluated at the
equilibrium nominal exchange rate E* (and adjusted for trans-
port, storage, and other costs), let P, =a P, .+ (1-a)P,, bethe
nonagricultural sector price index which consists of a tradable share,
a, with price P, and of a nontradable home share, 1 - &, with
price P, . andlet P =aP, E*/(1+t, JE +(1-a)P,,, . P,
is the nonagricultural price index where the price index of the
tradable part is evaluated at E* and in the absence of trade policy,
t,» affecting nonagricultural tradables.

Then the direct normal protection rate, which measures the
proportional differences between the relative domestic price and

the relative border price of agricultural tradables, is
P,/P,,

P/IP,,

M NPR, = -1 =P/P/ -1,

and measures the effect of price controls, export taxes or quotas,
and the other policies affecting P,. The indirect nominal protection
rate which measures the effect of the exchange rate E  differing
from E*, and the effect of trade policy on P, , is
/ /
ﬁ'_iﬂ“_—l = PP -1 = PyE /P E"-1.
P’ Py, (E°IE,)P/ Py,

) NPR, =

NPR, is the same for all tradable products since P, does not appear
in equation 2. Finally, the total nominal protection rate is
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3 PilPu _,

M = s
i NA

NFR, + NPR # NPR, because the denominator of NPR_ differs
from that of NPR, and NPR,. To make the three measurements
comparable, we define another direct protection rare

, PP, - P/IP
i NA

which measures the impact (P,/P,,- P,'P,, ) of the direct policies
as a percent of P7P4_, the relative price which would prevail in
the absence of all interventions and with E = E* Then npr, + NPR,
= NPR,. These measures are the basis of the levels of nominal
protection presented in tables 1 and 2.

The calculations of NPR and NPR, include adjustments in the
nominal exchange rate. As is shown below, these adjustments are

also relevant when the real exchange rate is used.

The Equilibrium Exchange Rate

We assume an economy with three goods: an exportable, X, an
importable, M, and a nontradable, H, with prices P,P, and P,
respectively.! We also assume a domestic and a foreign currency
with relative price £, the nominal exchange rate, defined as the
domestic currency price of foreign currency. We define the real
exchange rate, e, as the ratio of the nominal exchange rate and
the price of the nontradable H, that is,

) ¢ = EIP,.

We do not consider the foreign prices of X and M in the
definition of e because in the case of 2 small country in the world
market, these prices are given and are not affected by policy changes.

! Our model of real exchange rale determination is based on a variant of the “elasticity
approach.” That approach (as described in, say, Magee 1973) provides a framework Jor
examining the impact of changes in the nominal exchange rate.
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We are interested in the change in e which would result from
the elimination of interventions and of the unsustainable part of the
current account deficit. For those countries where removal of policy
interventions affects world prices (for example, Ghana), that effect
was taken into account.

We assume that both the demand for and supply of foreign
exchange, Q, and Q, are functions « { the real exchange rate, with
elasticities - £, and g, respectively.

Assume that the unsustainable part of the deficit in the current
account is AQ . Then it can be shown that the real exchange rate
needed to eliminate AQ_ is

©) AQ

e, = | —————— + 1] e,
E:QJ+EDQD

where ¢, is the prevailing real exchange rate and £Q, + £,0,
measures the reduction in excess demand for foreign exchange (the
deficit) due to a one unit increase in the real exchange rate.

Assume now that the tariff equivalent of protection on the
importable good is ¢,, and the export tax on the exportable good is
t,. Eliminating both measures was found to lead to an increase,
AQ,, in excess demand for foreign exchange in the eighteen
countries, where

tm x
(7) AQ; ="'——1 1 QI)ED B 1 -t Q:E.r'
M x

Define the real exchange rate where AQ =t =t =0 as the
equilibrium real exchange rate e*. Then

(8) AQn + AQl + 1

e* = | —2
605 + €,0, °

The solution of the model of exchange rate determination is the
equilibrium real exchange rate e* rather than the nominal rate E*
used in NPR, and NPR_ above, where e=E/P,. The nontradable
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sector, H, is assumed to consist (almost) entirely of nonagricultural
goods and services, NAH, and therefore e = E/P,,,. Assume ¢
measures the impact on p, of a price control, an expcii tax, or an
import subsidy, and ¢, <> 0.

Then:
PE (1-t) PPE (1-1)

CYPMT + (l —a)Pm" aPMTBEo(l +tM1) + (l -a)PNA”

P
P_

i P E,IPy,) (1-1)
aPuy(E,IPy,) (1+8,)+(1-a)

or
P, Ple,(1-1)
) 5 = —— :
Py aPy (l+1)e, + (1-a)
Then,
a0 P/ Pi”ea
10 _— = ]
Py aPyr(1+1,)e +(1-)
and
P’ Ple-
an - =

Py  aPlre* + (1-a)

As can be seen from equations 9, 10, and 11, to derive NPR,
and NPR,. it is sufficient to know e, and obtain e*, and 1nformat10n

on E* and P*,,, is not needed.
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DISCUSSION OF CHAPTER 5
Terry L. Roe

These comments will begin with the conceptual and
methodological issues underlying the country studies reported in
Krueger, Schiff, and Valdés (1988). My key point is that results of
the country studies need to be interpreted within the context of
numerous qualifications. Then, I will focus in a qualitative way on
some of the economic impacts on agriculture of policies pursued
by countries that tend to follow what might be described as import-
substitution industrialization policies. The surprising implication is
that policies of this type often serve to transfer resources from
agriculture and to decrease agriculture’s contribution to the growth
process in subtle but important ways. I will conclude by briefly
focusing on the question of why countries may persist in their pursuit
of interventions that yield an inefficient allocation of resources and
exacerbate adjustments to external shocks.

Conceptual and Methodological Issues

Essentially, the framework of the country studies presupposes
that market and institutional failures are not present so that optimality
conditions of neoclussical theory are used to measure price
distortions.! The framework also presupposes that other distortions
present in the economy are either accounted for or that they have
negligible effects on the sector studied so that “getting relative prices
right” will lead to a Pareto superior outcome.!

Hence, the approach is generally consistent with the view that
free markets alone give rise to an allocation of resources that enables
an economy to attain an equilibrium growth path along which
patterns of production, investment, and capacity creation follow
static and dynamic comparative advantage, thereby minimizing the
time-discounted present value of resource costs needed to meet final
demands. And, any undesirable impact on the distribution of income
can be simply solved by lump-sum transfers. In this context, the
role of government is limited. According to Buchanan (1980, 14),
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“as long as governmental action is restricted largely, if not entirely,
to the protection of individual rights, personal and property, and
enforcing voluntarily negotiated private contracts, the market process
dominates economic behavior and ensures that any economic rents
that appear will be dissipated by the force for competitive entry.”

As is well known, market failures abound (and hence the
possibility of high returns to collective action) while at the same
time institutional structures in most countries preclude the imple-
mentation of first best instruments. Consequently, public revenues
are typically generated by interventions in the traded goods sectors
and income transfers are induced through implicit taxes and
subsidies that appear as a departure of domestic price relative to
their border market counterparts.? Thus, in this environment
although contrary to the frimework of the studies, some departure
from the first best rules may lead to Pareto superior outcomes.

For some countries in selected years, there was evidence to
suggest that price policy was used to transfer resources back to
agriculture. Some country authors found that transfers back to
agriculture actually exceeded the transfers out of agriculture due to
the effects of price policy. If the discounted net social product of
the transfers back to agriculture exceeded their opportunity cost,
then the irnplication that price distortions led to a misallocation of
resources would be misleading; the focus instead could be more
appropriately placed on questions of institutional structures for
collecting public revenues, identification of the social costs of market
failures, and the political economy of choosing policy instruments
that were less wasteful of resources.* Hence, care needs to be
exercised so that the results of the studies are not interpreted to
imply, without considerable qualification, that countries should get
their prices right.

Of the numerous methodological issues that analyses of this type
typically confront, I will briefly comment on four. These are (1)
whether a single annual measure of nominal or effective protection
can reasonably reflect the opportunity cost of resources allocated
to the production of traded goods; (2) whether the computation of
the price index on nonagricultural geods that would prevail in the
absence of price distortions led to an underestimate of the degree
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to which the domestic industrial sector was protected in many
countries; (3) whether the selection of a small number of
commodities and the exclusion of home goods from the analysis
may have led to underestimates of the resource transfers induced
by price distortions; and (4) aside from conceptual questions,
whether estimates of the exchange rate that would prevail in the
absence of trade distortions provides any real measure of the
opportunity cost of resources allocated to the production of traded
as opposed to hoine goods.

Agriculture in develcping countries is obviously characterized
by substantial heterogeneity in the use of purchased inputs, the mix
of traditional and modern technology, and the diversity in spatial
and temporal costs that alter farm-level prices for both inputs and
outputs. While country authors attempted to make adjustiments to
account for many of these differences, it is not likely that an annual
measure of nominal or effective protection can provide reliable
insights on the direct cffects of price policy. In my view, an.
important strength of these studies is that consideration can and
should be given to the entire 1966-84 period. Even then, these
measures provide insights into direction and general tendency to
distort relative prices, as opposed to magnitude. Measures of the
direct effects of price distortions on the order of, say 10 percent,
should be interpreted with caution, in my opinion.

The procedures used tc estimate the price of traded non-
agricultural goods that might prevail in the absence of trade
distortions generally yielded values of protection that, when
compared to industry specific estimates, appeared low. An
International Monetary Fund study (Anjaria et al. 1985) reports
estimates of the average effective rate of protection for 35 developing
countries of about 50 percent during 1962-72 and about 60 percent
in the late 1970s. The estimates from many of the 18 countries in
the World Bank study averaged less than 10 percent. If the price of
the traded nonagricultural goods is underestimated, then, all else
constant, the estimates of the indirect rates of protection are also
underestimated.

The exclusion of home goods from the analyses largely precludes
the drawing of insights into how price policy for traded goods
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impacts on the markets for home goods, and in turn, the extent to
which these markets compete for resources allocated to the
production of traded goods.* To see the nature of these interactions,
consider the reasoning that typically flows from models of the current
account in which home goods play an important role (see, for
example, Krueger 1985).

In these models, households respond to policy or economic
shocks that impact on income streams by changing consumption
expenditures. Ifa country cannot alter its terms of trade, the prices
of traded goods in the economy remain unchanged. But the effect
of changes in expenditure on nontraded goods gives rise to a change
in their price.

A change in these prices can lead to an allocation of resources
out of the production of traded goods and into the production of
home goods, a decrease in the supply of export goods, an increase
in the demand for import competing goods, an increase in a country’s
exterpnal imbalances, and an appreciation of the real value of its
currency. Since, as mentioned, many countries’ source of tax
revenue is derived from the traded goods sector, price policy,
through its impact on home goods, can lead to a decrease in
revenues and hence fiscal deficits. If these deficits are monetized,
or if they lead to an increase in external debt, then another round
of distortions can be induced. Thus, by limiting the analysis to tracled
goods alone, insights into many of the other effects of price policy,
for the most part, cannot be obtained.

Literature on the economics of exchange rate determination is
not only vast, but it is also diverse. For the most part, a consensus
has not emerged as to the factors or methods that would permit a
reliable esiimate of an “equilibrium” exchange rate, or to an estimate
of an exchange rate that might prevail in the absence of trade
distortions. Nevertheless, these facts—that many of the countries
in the study experienced large changes in official rates of exchange
prior to debt restructuring and that currency exchange rates can be
used, in conjunction with other instruments, to protect producers
in import competing sectors, to implicitly tax producers of exportable
goods, and to implicitly subsidize the consumers of traded goods—
are ample evidence that the value of a country’s currency is a key
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determinant of price policy. Hence, measures of the extent to which
the value of a country’s currency overvalues or undervalues real
incomes and departs from the true opportunity cost of allocating
resources between traded and nontraded goods are almost surely
essential to obtaining insights into the effects of price policy.

Furthermore, there is ample evidence for most of the countries
to suggest that their currencies were overvalied. Many of the
countries experienced trade deficits that could not be accounted
for by inflows of foreign investment capital, many employed regimes
to ration foreign exchange, and as mentioned, many devalued in
the face of a liquidity crisis in foreign exchange. Moreover, if the
methodology resulted in a tendency to underestimate the value of
a country’s currency that might prevail in the absence of trade
distortions, the impact of this on the measures of the direct effects
may be small when account is taken of the tendency, mentioned
above, to underestimate the level of trade protection afforded
nonagricultural goods.

While studies of this sort raise numerous conceptual and
methodological questions, the results are nevertheless in general
agreement with studies of trade protection in other countrics (Ray
1989), and evidence of discrimination against agriculture (Bale and
Lutz 1981; Scobie 1983). For example, Ray's review of trade
protection literature for the case of industrial goods finds that
countries import substitutes in sectors where they have a long-
standing comparative disadvantage. Recall that many of the country
studies also found that the effect of price policy was to protect the
import-competing agricultural sectors relative to the exporting
sectors.

Furthermore, the results fit the general pattern of findings from
studies of country adjustment to economic shocks. For example,
studies by Balassa (1986) and Mitra (1986) found that countries that
followed policies to maintain internal market distortions in spite of
changes in world market conditions experienced slower rates of
growth than countries that followed more outward-oriented policies.
The countries attempting to maintain internal market distortions can
be characterized as having pursued policies of import-substitution
industrialization while attempting to maintain abundant supplies of



200 Terry L. Roe

low-cost staple foods to urban centers. The majority of the countries
included in the country studies tend to fall into the category of
countries pursuing these types of policies.

Some Implications of the Results
for Agriculture in Developing Countries

It is clear that agriculture is an integral part of the import-
substitution industrialization policies that many developing countries
pursue. Since food is a wage good in many of these countries (that
is, food expenditures are a proportionally large component of the
consumer price index in most low-income countries), policies ro
lower food prices amount to an increase in real wages and, hence,
an important benefit to food-deficit households. The benefit to
industrial enterprises is the maintenance of lower nominal wages.
Thus, import-substitution industrialization policies are often
concomitant with policies to provide urban markets with supplies
of food staples that support iow and stable food prices.

The effect of these policies on agriculture include the following
six points:

1. Protection of the industrial sector tends to induce a structure
that is capital intensive, with small, relatively high-cost plants
that are not able to compete in world markets.’

Scale economies are limited to the domestic market. As
the industrial structure becomes more concentrated and less
competitive, agriculture tends to suffer another source of
taxation. The intermediate industrial goods it obtains from
protected industries (fertilizers, machinery) tend to be of
inferior quality relative to those available in world markets,
and to rise in price while the price of goods sold to domes-
tically protected industries (such as cotton) tends to fall.t

In the case of Brazil, for example, Brandao and Carvalho
(forthcoming) report that the farm gate prices of soybeans
were lowered by export taxes placed on soybeans to
encourage the domestic milling of oil; Intal and Power
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(forthcoming) report that the Philippines banned the export
of copra to encourage the domestic processing of oil. If
inputs are subsidized, then part of the burden is passed to
the government, although poor quality and problems of
timely delivery can be viewed as an increase in the real prices
of inputs to producers.

2. Prospects of relatively high real wages in urban areas tend
to induce a rural-to-urban migration. Migration is further
induced as these policies tend tc draw more resources into
the production of nontraded goods produced in urban areas.
In spite of the migration into urban areas, the absorptive
capacity of urban labor markets tends to be limited because
of the industrial structure that import-substitution policies
tend to induce. Labor, which for numerous reasons finds it
difficult to migrate, seems to get “locked” in agriculture. In
the presence of high population growth rates, the absence
of technological change and increased capital inputs, land-
labor ratios can decline leading to a decrease in the real wage
in agriculture (see Hayami and Ruttan 1985, Table 13-1).
These outcomes often create the illusion of economic
problems in agriculture when the actual problem lies with
the industrial sector of the economy.

The narrowing of the marketing margins, which inter-
vention in agricultural input and output marketing systems
commonly implies, often leads to an exodus of the private
sector from these activities.”

Effectively, the public sector assumes many of the
functions of resource allocation over time (storage), space
(transportation), and form (processing). While these inter-
ventions tend to lower temporal variation in prices (Krueger,
Schiff, and Valdés 1988), the result is inefficiencies in both
public and private sector resource allocations and the
emergence of fiscal deficits in parastatel enterprises that are
eventually funded through domestic resource transfers,
money creation, or foreign borrowing.

3. Since protection makes the industrial sector appear profitable
relative to agriculture, agriculture is forced to compete for
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resources that are artificially made more expensive. This
includes peak seasonal demand for labor and credit.
Agriculture must also compete for public investments. If the
analysis of the net social value of public investments by
authorities does not adequately take into consideration the
artificially induced profitability of returns to investments in
the protected sectors, then public investments in the rural
economy, and agricultural technology in particular, are likely
to be less than they would be in the absence of protection.
The returns to the fixed factors of production in agriculture
(such as land, land improvements, fixed structures,
agricultural technology) and the wealth embodied in these
factors are also influenced by policies that discriminate
against agriculture. The importance of wealth embodied in
these factors is frequently overlooked. The value of fixed
factors affects farmers’ incentives to invest in their main-
tenance (such as land improvements). The value of fixed
factors also largely determines the capacity of the sector to
obtain credit. Hence, distortions that undervalue these
factors also tend to decrease the level of private investment
in the sector.

The fiscal deficits invariably associated with the policics of
this sort often give rise to a tendency to underinvest in areas
where markets fail. Underinvestment in these areas is
particularly deleterious to agriculture since, as is well known,
the efficiency with which labor and purchased ii:put and
output markets function in rural areas is particularly
dependent on access to educational opportunities, market
and technological information, spatial costs, production
technology, capital markets, and so on.

Furthermore, evidence suggests (see Elias 1985;
Binswanger ct al. 1987) that public sector investments in
these areas induce private sector investments as well, so that
supply becomes more elastic to output price changes and
less elastic with respect to changes in the price of an input,
that is the brunt of adjustment tends to be spread over more
inputs.®
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Herein lies an important source of economic growth for
agriculture.

6. Through a combination of price distortions and macro-
economic imbalances, both the demand and supply of
agricultural technology can be altered. Not unlike the
industrial sector, the agricultural sector can be launched on
a growth path that cannot be sustained when policies are
liberalized, nor is the sector likely to auain its potential level
of economic efficiency so that it can be competitive in world
markets.

Hence, these policies tend to decrease agriculture’s contribution
to the growth process. Following Kuznets (1964), this includes (1)
the low-cost supply of food and raw materials for processing, (2) a
market for producer and consumer goods produced by domestic
industry, (3) a source of factor contributions (labor, capital) to the
industrial sector, and (4) a source of foreign exchange earnings.
These policies tend to retard this entire process with strong
implications fo the types of technological packages that are optinl
for households in an environment of distorted markets and
macreeconomic imbalances compared to more open economies (Roe
1987).

Some Political Economy Issues

An interesting question is, why have countries persisted in their
pursuit of interventions that yield an inefficient allocation of
resources and exacerbate adjustments to external shocks? Is a
possible answer that interventions are the outcome of political
pressure exerted by domestic interest groups seeking to achieve
cutcomes that provide them with some advantage, but that are
sociaily wasteful. Or, are interventions the result of policy mistakes?
But, if this were the case, why have countries failed to learn from
their mistakes?

Evidence suggests that economic policy pursued by governments
is at least in part explained by political pressure exerted by domestic
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interest groups seeking to achieve outcomes that, while socially
wasteful, provide them with a differential economic advantage. The
key strands of literature that support and contribute to this
perspective include Bhagwati and Srinivasan (1980), Olson (1982),
Bates (1983), Becker (1983), Colader (1984), Anderson and Hayami
(1986), Roe and Shane (1986, 1988), and Roe and Yeldan (1988).°

Essentially, since economic policy has an impact on real incomes,
these theories suggest that it is rational for households to form
coalitions and to expend resources to influence policy. This process
can be costly to an economy because resources are withdrawn from
the production of goods and services and allocated to rent-seeking
activities. Also, as governments increase interventions in the form
of trade restrictions, the incentives to allocate more resources to seek
trade restrictions that are beneficial to members of the coalition, or
to allocate more resources to countervail the lobbying of others,
tend to increase.

In the face of policies to liberalize an economy or to adjust policy
as a consequence of market shocks, new coalitions may form to
lobby against liberalization because the value of sector-specific assets
may decline. Moreover, theory suggests that it is quite possible for
a solution to the “rent-seeking game” to come about where any small
movement from “political equilibrium” will yield lower returns to
groups supporting the equilibrium, but that large changes may yield
higher returns to all. Presumably, large changes are not sought for
reasons of knowledge, uncertainty, and institutional rigidities.

In the presence of market failure, however, the expenditure of
resources to influence policy can lead to Pareto superior outcomes
because lok’ ’'ng can substitute for the failure of prices to reflect
the true oppu.tunity cost of resources. Roe and Yeldan (1988)
showed that it was indeed likely for a cost-reducing production
technology to increase the willingness to pay to influence policy
choices because of the potential increase in quasi-rents from a policy
change.

While balanced growth strategies, as advocated by Srinivasan
and others, and the need to invest in public goods may be necessary
to attain growth, the political economy of special interest groups
combined with institutional structures may make governments
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unwilling to liberalize and pursue these types of interventions.
Instead, methods need to be found that enlighten special interest
groups about the long-run costs of economic distortions and
institutional innovations that lower market transaction costs while
providing less-powerful interest groups with access to the political
process that influences policy choices.

Notes

1. Market failure is typically described as a situation in which
market forces alone will not lead to a Pareto efficient allocation of
society's resources. The treatment of institutional failure in the
literature is more illusive. For purposes here, it is useful to view
this as a situation in which collective action, either by government
or some group of economic agents, involves policy instruments
that do not lead to a Pareto superior outcome.

2. Tanzi (1987) finds from a cross-section of developing
countries that about 50 percent of their total tax revenue was
generated from the traded gond sector. This is in contrast to an
average of about 12 percent in the case of the industrial market
economies.

3. For an enlightening discussion of questions on tax policy,
see Peter Diamond, Chapter 24 in Newberry and Stern (1987).

4. In Appendix 5.A, the authors show that the procedure used
to compute the real exchange rate does not require knowledge of
the price of home/industrial goods. This is only the case, however,
if equations for the demand and supply of foreign exchange are
derived from a general equilibrium framework where changes in
the prices of home goods as functions of world prices and policy
instruments are taken into account. The equations used in the
studies were based on partial equilibrium assumptions.

5. See Krueger (1978) and Bhagwati, Becker, and Srinivasan
(1984) for an insightful discussion of import-substitution indus-
trialization policies.

6. Technological advances embodied in imported capital and
intermediate goods also tend to become less available to agriculture
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as the domestic industrial sector attempts to supply these needs.

7. For specific examples, see Von Braun and de Haen (1983)
and Greene and Roe (1989) for the cases of Egypt and the Dominican
Republic, respectively.

8. This is the point of Mundlak (1985) that agricultural supply
response to price occurs through capital accumulation in the rural
sector and that technological change is central to that process. Since
price distortions, macroeconomic imbalances, and fiscal deficits are
symptoms of the same policy, the debate between “getting prices
right” as upposed to investments in rural education and infrastructure
(see for examy.le, Delgado and Mellor’s reply [1987) to Schiff) seems
somewhat misdirected.

9. As part of the country studies, empirical evidence was found
to support the view that agricultural price policy in the Dominican
Republic was the outcome of the political pressure of special interest
groups. In spite of three changes in political leadership, interest
groups were successful in maintaining essentially the same
agricultural price policy “rules.” External debt negotiations under
World Bank and IMF auspices ever.tually led to a change in these
rules.
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PART III

U.S. Agricultural Assistance
and Food Aid in the 1990s:
Directions and Priorities

Japan has surpassed the United States as the world’s largest aid
donor. Moreover, the United States now ranks at the bottom of
country members of the Development Assistance Committee in aid
as a percentage of GNP. Overall U.S. foreign aid rose somewhat in
real terms in the early 1980s but more recently has fallen back to
the level of the late 1970s (see table below). Prospects for future
levels of foreign assistance are poor given continuing pressures to
reduce federal budget deficits and lack of a strong political
constituency supporting the aid effort.

U.S. foreign aid, 1977-1990, by major programs ($US hiltions, 1989 constant)

« Multi-  Ecoromic

Development  Food Other lateral support  Military
Year assistance ald economic  assistance fund aid Total
1977 220 2.30 0.50 2.30 3.30 4.10 14.70
1978 2.90 220 0.40 240 3.90 4.20 16.00
1979 2.60 2.10 9.60 3.10 3.20 11.00 2260
1980 240 2.20 0.90 2.60 3.30 3.20 14.60
1981 2.30 2.10 0.80 1.70 3.00 4.60 14.50
1982 2.30 270 0.70 1.90 3.50 550 15.60
1983 240 170 0.60 2.10 3.60 6.90 17.30
1984 250 1.80 0.60 2.00 370 7170 18.30
1985 2.80 230 0.70 2.20 6.00 6.60 20.60
1986 260 1.80 0.60 1.69 5.40 6.40 1840
1987 2.40 1.60 0.70 1.60 4.20 5.50 16.00
1988 2.50 1.50 0.60 1.50 3.20 5.50 14.80
1989 (est) 240 1.50 0.70 150 3.60 5.40 15.10
1990 (req) 2.30 1.40 0.90 1.80 3.20 5.70 1530

SOURCE: Committee on Forelgn Affairs, U.S. House of Representatives, 1989,
Report of the Task Force on Forsign Assistance, p. 7.
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The table shows the sharp fluctuations in U.S. military aid and
recent levels of economic support funds (ESF) compared to relatively
stable levels of the other major foreign aid programs (measured in
constant 1989 dollars). ESF is now no larger than in 1977-79, having
declined from its high levels reached in 1985-86. Funding for
bilateral development assistance has remained relatively stable in
real terms since 1977, showing only a slight decline since 1985-86.
Both food aid and multilateral assistance have declined in real terms
since 1977. The decline in food aid kas been slow but steady except
for the mid-1980s when the United States responded to the famines
and food emergencies in Africa with larger shipments of food
supplies. In real terms, funding tor foorl aid in 1987-89 will average
one-third less than in 1977-79. At the present time, food aid
constitutes about 10 percent of total U.S. foreign aid and some 16
percent of total economic assistance. Nevertheless, it is substantially
more than one-third as large in monetary terms as total U.S.
development (excluding ESF) assistance provided bilaterally and
multilaterally.

This recent erosion of U.S. foreign aid in real terms has not stilled
the growing volume of criticism voiced against aid programs.
Complex, cumbersome procedures try the patience of aid officials,
nongovernmental participants, and recipients alike. Money is said
to be spread thinly across countries, problems, and projects. Critics
cite the growing proportions of total funds earmarked for foreign
policy and military purposes, charge that assistance activities harm
U.S. export opportunities, claim that aid promotes extensive and
inefficient interventions by recipient governments, and point to
growing poverty and environmental degradation in aid-assisted
countrics. Reviews and recipes for reform of foreign aid are rife.

Vernon Ruttan summarizes the self-interest and ethical arguments
for foreign cconomic assistance in Chapter 6. Finding neither
compelling, he presents several important questions that the
philosophical arguments for foreign aid leave unanswered. He
points out that any case for foreign aid is based on the premise that
the transfers have desired developmental impacts, or at ieast do no
harm. Thus, the consequences of development assistance must be
evaluated and related to the design and implementation of the aid
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programs themselves. He draws historical lessons about this
relationship from agricultural and rural development experience.

Ruttan uses food aid as an example of the difficulty of answering
the question, “Why foreign assistance?” Discussion of food aid is
continued in Chapter 7, which first places it in a factual context in
relation to overali foreign assistance. Next, the analytics of food
aid are reviewed to show its inherent nature and limitations as a
development resource. Its multiple objectives and patterns of
allocations to recipient countries are then analyzed. Finally, specific
recommendations to reform food aid and integrate it more
completely with other development assistance are given.

In the final chapter of Part III, Raymond Hopkins assesses the
political possibilities for renewal of food aid legislation due in the
early 1990s. He skillfully sketches the conflicting interests in and
out of the federal government that must be balanced and reconciled
to settle the scope and direction of food aid for the final decade of
this century.

Lebman B. Fletcher
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Foreign Economic Assistance and
Agricultural Development

Vernon W. Ruttan

When the Bush administration assumed office in 1989, the
development assistance program was in disarray. Bilateral assistance
had declined from $3.5 billion (in 1989 dollars) in the last Carter
budget to $2.8 billion in the last Reagan budget—a decline of 20
percent. Security supporting assistance, which experienced rapid
growth during the first Reagan administration, declined continuously
during the second Reagan administration. Contributions to
multilateral assistance programs remained stable in nominal terms
but were lower in real terms than a decade earlier. Storage reserves,
from which the commodities used in food assistance programs are
drawn, declined as a result of the 1988 drought.

The decline in economic assistance during the second Reagan
administration was a response to both internal and external
pressures. During the first Reagan administration the efforts of the
State Department, particularly during the tenure of Alexander Haig,
to expand the assistance budget and link it more closely to U.S.
security interests, “rolled over” Budget Director David Stockman.
Stockman had criticized the aid program for “turning Third World
countries into quagmires of self-imposed inefficiency and burdening
them beneath mountainous external debts they would never be able
to pay” and had reportedly characterized the multilateral banks as
“the leading edge of socialist penetration into the Third World.”

During the second Reagan administration, the issue of debt relief
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and economic reform in debtor countries replaced security concerns
as the ccntral focus of the Reagan administration’s interest in the
Third World. But the easing of political tensions between the United
States and the Soviet Union contributed to a decline in the willingness
of Congress to sustain foreign assistance at the level achieved in
the mid-1980s. Congressional reluctance to fund administration
requests for greater foreign assistance was reinforced by the budget
stringency imposed by efforts to reduce the federal deficit by the
Balanced Budget and Emergency Deficit Control Act of 1985 (the
Gramm-Rudman-Hollings Act). As the resources available to the
United States’s bilateral assistance program declined, the Reagan
administration adopted a much more positive view toward the
multilateral institutions, such as the International Monetary Fund and
the World Bank.

Anticipation of continued budget stringency and the prospect
of further decline in the real resources that would become available
to support the U.S. assistance program gave risc during the last two
years of the second Reagan administration to a number of official
and unofficial efforts to specify the reforms that could lead to more
effective use of assistance resources in the 1990s. In February the
Housce Committee on Foreign Affairs, under the leadership of
Congressinan Lee Hamilton (D-New York), issued a report calling
for the enactment of new legislation that would create a restructured
foreign aid agency to replace the Agency for International
Development (AID). The agency itself issued, under the imprimatur
of then-administrator Alan Woods, an exceedingly frank review of
its deficiencies and accomplishments. On June 29, the House passed
the 1989 International Cooperation Act that, while embodying several
of the Hamilton Committee proposals, negated its general intent.
The Senate has held hearings on a proposed International Security
and Developmer* Cooperation Act. Memoranda are being furiously
circulated among the relevant offices in AID, U.S. Department of
Agriculture (USDA), Office of Management and Budget (OMB), and
other relevant agencies in preparation for revisions of the Food for
Peace provisions of the 1990 Farm Bill.

These were not the first efforts to reform or reorganize the U.S.
economic assistance effort. During the 1950s, U.S. economic
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assistance programs went through a series of reorganizations.
Between 1950 and 1959 there were eight major oficial program and
policy reviews of U.S. assistance programs. It was not until 1961,
however, that the several U.S. bilateral assistance programs were
merged into a single organization—the Agency for International
Development—established as the lead agency for assistance policy
and programs. During the 1960s and 1970s, reports of study
commissions continued to proliferate. In the late 1970s, Senator
Hubert H. Humphrey prodded the administration into proposing a
coordinating body, the International Development Cooperation
Administration (IDCA), which would provide policy guidance for
the entire U.S. economic assistance effoit. The effort had little impact
other than to demonstrate that USAID no longer had sufficient
political clout to be the lead agency.

Why Foreign Economic Assistance?

Before entering into the debate about contemporary foreign aid
policy, I want to discuss the philosophical bases for foreign economic
assistance—why we should or should not be in this business at all.!
Two arguments have typically been used in support of foreign
economic assistance. One set of arguments is based on the economic
and strategic self-interest of the donor country, while the second is
based on the ethical responsibility of the donor to the recipient. I
would like to explore these two arguments since they both are
factors, often both simultaneously and inconsistently, in discussions
of foreign aid.

The Self-interest Argument

The donor self-interest arguments generally rest on an assertion
that development assistance promotes the economic or strategic
interests of the donor country. It should be technically possible to
specify the conditions under which government-to-government aid
transfers could improve welfare in both donor and recipient
countries. The empiricai analyses needed to support the economic
self-interest arg, ament are, however, surprisingly limited. It is not
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sufficient simply to assert that the transfer of assistance resources
may be followed by the growth of exports from the donor to the
recipient country. Thec welfare gains and losses to donors and
recipients must be calculated. As yet these calculations have not
been made.

The strategic self-interest argument rests on even more fragile
grounds. It has been subject to even less rigorous theoretical or
empirical analysis than the economic self-interest argument. The
singie background paper on the effectiveness of military assistance
prepared for the Commission on Security and Economiic Assistance
(the Carlucci Commission), while asserting a positive linkage
between U.S. security assistance expenditures and security as-ist-
ance, noted that the evidence to support the assertion was “elusive.”

There is an inherent contradiction in both the economic and
strategic or security self-interest arguments. There is danger that a
donor country may be compelled to pursue its self-interest under
the rubric of aid even if it harms the recipient country. 1f the donor
self-interest argument is used as a primary rationale for development
assistance, it imposes on donors some obligation to demonstrate
that its assistance does no harm to the recipient. It is hard to avoid
a conclusion that the self-interest arguments have been used more
as a cynical effort to develop a constituency for foreign assistance
than a serious economic or political rationale.

The Etnical Argument

Both the popular and official sponsors of foreign economic
assistance have typically treated the ethical bases for foreign
assistance as intuitively obvious. Most economists have generally
felt fairly comfortable—probably too comfortable—with a
straightforward utilitarian rationale for foreign assistance. If private
rates of return to capital investment are higher in developing
countries than in developed countries, investment should flow from
developed to less-developed countries. If, because markets are
imperfect, social rates of return exceed private rates of return, then
developed country governments should transfer resources to
developing countries to assist in physical and institutional
infrastructure development. But few economists would be willing
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to embrace the full implications of the utilitarian income distribution
argument—that rich countries ought to give until the point at which,
by giving more, the loss in utility in the donor country would exceed
the gain in utility in the recipient country or countries.

In contrast, most political philosophers, and those economists
who adhere to a Hobbesian contractarian view of the role of
government, have found it difficult to discover any intellectual
foundation for d2velopment assistance based on considerations of
distributive justice. At the most extreme there is the libertarian
argument that in a society of free people the concept of social or
distributive justice has no meaning. This argument, in effect, says
that justice is a function of the rules or processes that govern
individual and group behavior and not of the outcome generated
by the rules. It follows that the appropriate role of public policy is
rule reform. The Hobbesian contractarian argument with respect
to foreign aid has been forcefully articulated by Bansfield (1963):
“Our political philosophy does not give our government any right
to do good for foreigners.” This argument has been forcefully
restated by Mozick (1974), and it has recently reemerged with
renewed force in the debate over foreign assistance in the late 1970s
and early 1980s. The emergence of social justice as a basis for
political action, both within nations and in international relations,
is due to lack of confidence that the actual behavior of economic
markets and political institutions adequately approaches the
conditions specified by libertarian political philosophers.

Attempts have been 11ade to deelop a contractarian argument
drawing on the Rawlsian “difference principle” to establish a moral
obligation for foreign assistance. The central part of Rawls’s theory
is that in a just society departures from an equalitarian income
distribution would be permitted only when differential rewards
contribute to the welfare of the least advantaged mermnbers of society.
Rawls argues that this difference principle would be agreed to by
rational individuals attempting to design a constitution—given full
general knowledge of the political and economic nature of society,
except the positions that they would occupy by virtue of social class,
individual talent, or political persuasion. The Rawlsian constitution
does not imply perfect equalization of incomes. If, for exa1ple,
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inequality calls forth economic activity that benefits the least as well
as the more advantaged members of society, it would be permitted.

Both Beitz (1979) and Runge (1977) have argued that an
intuitively obvious extension of the difference principle to the
international economic order is that justice would imply equal access
by citizens of all countries to global resources, except in those cases
where departure from inequality could be justified on the basis of
benefits to citizens of the least advantaged countries. To the extent
that this argument draws on the Rawls framework, however, it
remains vulnerable to the weakness of attempting to derive rules
of justice from an “imagined social contract.” I would personally
prefer a stronger behavioral foundation on which to rest convictions
about moral responsibility for assistance to poor countries.

An Implicit Global Contract

A contractarian argument that limits the responsibility of the rich
toward the poor to national populations has great difficulty in
confronting a world where citizens hold multiple loyalties, where
national identity may be wider or narrower than state boundaries,
where policy interventions as well as market forces guide the flow
of labor and capital and the trade in commodities and intellectual
property across state boundaries. The ethical foundation for a system
of development assistance rests on the premise that the emergence
of international economic and political interdependence has
extended the moral basis for social or distributive justice from the
national to the international sphere.

International interdependence has resulted in an implicit
extension of the philosopher's argument for redistribution to include
the international sphere:

There are significant gains to social interaction above and beyond what
individuals can achieve on their own. The owners of scarce personal
assets do not have substantial private use f these assets; it is only their
value in a large system which makes these assets valuable. Hence, there
is a surplus created by the existence of society which is available for
redistribution.
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This argument can be extended to countries as well as
individuals—there are significant gains from economic relations
among slates that go beyond those that can be obtained by individual
countries in a state of autarchy. The growth of global and political
interdependence implies a decline in the significance of national
boundaries. Since boundaries are not coextensive with the scope
of economic and political interdependence, they do not mark the
limits of social obligation in the sharing of the benefits and burdens
associated with interdependence. A functioning international
economy increases the value of the natural, human, and institutional
resources of the developed countries and makes part of this surplus
available for redistribution.

Some Questions

Acceptance of an ethical responsibility by the citizens and
governments of rich countries for assistance to poor countries still
leaves unanswered a number of important questions.

Acceptance of an ethical responsibility for development
assistance by the rich countries does not resolve the question of
what level of assistance is appropriate. It was noted earlier that the
utilitarian, or consequentialist, argument seems to be based on
equating marginal utilities—the rich countries ought to give until
the point is reached at which by giving more, the loss in utility in
the donor country would exceed the gain in utility in the recipient
country or countries. However, the actual level of aid allocations
by donor countries seems 1o reflect the much weaker moral premise
that if it is possible to contribute to welfare in poor countries without
sacrificing anything of moral or economic significance in the donor
country, it should be done. There seems to be an implicit moral
judgment among the citizens and governments of rich countries that
the moral obligation to feed the poor in Ethiopia is stronger than a
moral obligation to raise the annual growth rate of Ethiopia’s GNP
from 5 to 6 percent.

Neither the commitment to development assistance nor the
commitment to a particular level of development assistance provides
guidance as to who should receive aid. The acceptable ethical
considerations that support the distributive justice argument imply
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that assistance should be directed to improving the welfare of the
poorest individuals in the poorest countries. But there is also an
ethical argument that aid should be directed into uses that produce
the largest increments of income from each dollar of assistance—
the argument that assistance resources are limited and should not
be wasted.

The emipirical evidence does not permit any clear inferences
concerning aid impact on savings, investment, and rate of growth.
There is, however, evidence that assistance resources have generated
relatively high m.rginal rates of return—rates of return that are high
relative to what the same resources would have earned in the donor
countries. What little empirical evidence we do have also suggests
that donor govetnments are willing to trade off some efficiency for
equity in their aid allocations—that recipient income levels do carry
modest weight in the allocation of aid resources. But we have little
more than anecdotal evidence on the distributive impacts of
development assisiance in recipient countries.

Acceptance of responsibility for assistance does not resolve the
question of what form of assistance to offer. The goals of assistance
range from attempting to ensure immediate “subsistence rights”
through food aid or other basic needs programs, to assistance
designed to strengthen the capacity of a nation to meet the
subsistence requirements of its own people, or to modifying the
institutions that influence the resource flows among nations. On
some grounds it would seem obligatory to secure some minimum
level of subsistence before allocating resources to the other two
objectives. But this conclusion is nct at all obvious if the effect is
to preclude either expansion of the capacity needed to assure future
subsistence or reform of the rules of conduct that gov=rn economic
and political relationships among nations, such as reforming the
GATT rules on agricultural trade.

A fourth issue is the extent to which development assistance
policy and administration should be directed to bringing about
institutional reform in the recipient country. The extent to which
development assistance directed either toward meeting basic needs
or to strengthening the recipient countries’ capacity for economic
growth will depend on the institutions that influence relations among
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individual citizens, economic and social organizations, and the
government.

If a donor government’s ethical concern extends to an obligation
to assure the citizens of the donor country that the resources devoted
to assistance are used effectively, cither for immediate relief of
subsistence needs or to generate longer tern economic growth, it
can hardly avoid also entering into a dialogue with the recipient
country about institutional reform when it enters into negotiations
with a recipient country about resource transfers. The rationale for
focusing on institutional reform is the hope that any moral concern
that provided a rationale for assistance will contribute to capacity
in the recipient country to more effectively provide for basic needs
and generate the growth necessary to improve the quality of life.
The obligation to enter into a dialogue on issues of institutional
reform imposes on the donor conntry the requirement to build in
its own cultural and social science disciplines the capacity necessary
to enter into the dialogue. These capacities should be guided more
by pragmatic consideration about the potential impact of policy
reform in the recipient country than either ideological considerations
based on the donor's internal political processes or its own economic
or political self-interest.

Some Inferences

The first conclusion that emerges from this review is the
weakness of the self-interest argument for foreign assistance which,
when examined carefully, often turns out to represent a hidden
agenda for domestic rather than international resource transfers from
taxpayers. The political “realists” have not been able, or have not
thought it worthwhile, to demonstrate the presumed political and
security benefits from the strategic assistance component of the aid
budget. Rawlsian contractarian theory does provide a basis for
ethical responsibility toward the poor in poor countries that goes
beyond traditional religious and moral obligations of charity. It also
provides a basis for making judgments about the degree of inequality
that is ethically acceptable.

But the contractarian argument cannot stand by itself. The
credibility of the contractarian argument is weakened if, in fact, the
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transfers do not achieve the desired consequences. Failures of
analysis or design can produce worse consequences than if no
assistance were undertaken. There is no obligation to transfer
resources that do not generate either immediate welfare gains or
growth in the capacity of poor states to meet the needs of their
citizens. It becomes important, thcrefore, to evaluate the
consequences of development assistance and to consider the policy
interventions that can lead to more effective development assistance
programs.

Why Food Aid?

Support for food aid has moved through three phases.? In the
1950s and into the mid-1960s, major support came from agricultural
constituencies and their congressional patrons. During the 1960s
and into the 1970s when food aid was being heavily oriented toward
political and security objectives, the administration itself became the
major constituency for food aid. By the late 1970s, the humanitarian
assistance constituency, operating through private voluntary
organizations, had become the dominant constituency for food aid.
While the use of food aid as an instrument of development has
received, from the beginning, strong rhetorical support, it has never
been able to generate substantial constituency support. Since 1980,
funding for the promotion of agricultural exports through subsidies
has increased substantially, 'sut principally for programs other than
PL 480. As a result, those interested in market development and
trade expansion have shifted much of their attention from food aid
to other programs.

It has been difficult to find a satisfactory answer to the question,
“Why food aid?” There has been a continuing effort among some
proponents to show that food aid is, at least for some purposes, a
more cffective instrument of economic assistance than financial aid.
This has not been an easy task. This section examines the rationale
for the objectives of food aid.
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Method for Surplus Disposal

Is food aid an effective method for agricultural surplus disposal?
The dominant objective of food aid in the 1950s and early 1960s
was to dispose of U.S. agricultural surplus. Yet the program was,
even then, unable to move sufficient commodities within the
enforced operational constraints to have much niore than a marginal
impact on U.S. surplus stocks. The program found it difficult to
avoid substituting concessional sales for commercial sales. It has
been argued that in some sense the program could be viewed as
an offset to the increasingly overvalued dollar during the 1950s and
1960s. But an earlier devaluation or more rapid transition 1o a
floating exchange rate would have been more effective. In the
absence of devaluation, a straightforward two-price “domestic
allotment” program, which held domestic prices above world market
levels and permitted exports to move into world markets at border
prices, would have been more effective in disposing of surpluses.

Market Development

A second important objective of U.S. food aid, from the very
beginning, has been its use as an instrument of market development
for U.S. producers. There have been three elements in this effort.
The most direct were the “Cooley loan” subsidies, in the late 1950s
and 1960s, to agribusiness for facility investments in recipient
countries. The second was support for commodity organizations
for promotional, technical assistance, and consumer education
programs in recipient countries. The third was the more subtle effect
of commodity imports in changing the tastes of consumers in favor
of wheat, and in some cases rice, and away from “inferior” domestic
carbohydrates. The facilities subsidies have, at times, been important
in the development of national capacity to produce the inputs
needed to sustain agricultural production—fertilizer in India, for
example. The latter two programs have been credited with some
success in situations where the growth of consumer income was
consistent with changes in the consumption patterns being
promoted—higher consumption of wheat products in Japan and the
use of U.S. feed grains in pork and poultry production in Taiwan
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and Korea. It seems doubtful that a program justified primarily on
market development criteria would have been able to claim more
than a small fraction of the resources allotted to PL 480.

Political Leverage

What about food aid as an instrument of political leverage? The
history of efforts to employ food aid to induce other governments
to initiate economic or political reforms or to support the U.S. global
political agenda indicate that it is an exceedingly blunt instrument.
The limited successes against India in the mid-1960s and Bangladesh
in the early 1970s, for example, suggest that success has been
achieved only when there was substantial political support for the
reform in the recipient country or the recipient country was in an
exceedingly weak bargaining position. As an instrument to create
generalized good will toward the United States, food aid has been,
when sensitively administered, somewhat more effective. But it
would be difficult today to find serious advocates of the “food
power” perspective that briefly captured the imagination of populists
and politicians in the early and mid-1970s.

Development Resource

If there is any area in which food aid might be expected to have
a substantial impact, it is on recipient countries’ economic
development. A very high share of the commodities transferred
under Title I have been used by recipient governments to generate
revenues that could be used to support their development budgets.
It is generally agreed that the potential release of other resources
for development is greatest where food aid replaces commercial
imports because it then frees foreign exchange for other purposes.
But donors, particularly the United States, have insisted that food
aid be additional—that it not displace commercial imports.
Substantial quantities of the food transferred under Title II have been
used to support “food-for-work” or other local development projects.
In spite of efforts to direct the resources generated by food aid into
development-related invest-ment, it is generally conceded that there
continues to be very substantial leakage into routine budget support,
current consumption, and the pockets of public officials and their
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clients. Almost no one argues that PL 480 commodity transfers are
as effective as financial transfers when measured against
development objectives. It is somewhat discouraging, after more
than 30 years of effort, to find program designers and managers
claiming little more than that food aid could become an effective
instrument for development—but that radical changes ir the way
most food aid is programmed and administered will be necessary.

Humanitarian Aid

The strongest support for the view that food aid is a superior
instrument of assistance has been put forward by the basic needs
or humanitarian aid constituency for food aid. It has been argued
that food aid for disaster relief and for meeting the needs of the
nutritionally deprived is a superior form of assistance. It can, in
principle, be mobilized quickly for disaster relief and it can be
targeted to the nutritionally deprived. If targeted to improved
nutrition and as an incentive to participation in formal schooling
and training programs, food aid could, it is argued, contribute
effectively to human capital formation without having significant
disincentive effects on agricultural production.

Multiple Objectives

The multiple objectives of food aid continue to serve as a focus
for substantial criticism of the PL 480 program. At an April 1988
Congressional Resecarch Service workshop on the effectiveness of
food aid, the charge was made by proponents of food aid as an
instrument of market development that food aid had been “hijacked”
by agricultural development interests. A representative of a private
voluntary organization (PVO) countered that the development of
U.S. export markets bears no essential or necessary relationship to
satisfying human need and creates a dependency on imported foods.
Egypt is usually cited as a horror case—food aid has permitted the
subsidization of wheat to the extent that bread has sometimes beer:
a cheaper livestock feed than feed grains.

It is quite clear, however, that it has been this diversity of
objectives that has accounted for the continuing political viability
of food aid as a component of U.S. development assistance. There
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has been a constituency for food aid in times of food surpluses and
in times of food scarcity. The commodity interests and the human
needs constituency have not been able to agree on the objectives
of food aid but they have been able to cooperate in support of PL480
appropriations. Those in the administration who have been
concerned with foreign policy and development assistance have
seldom believed that food was as useful as money, but they have
welcomed it because it was accessible, fungible, and additional.

The importance of the multiple objectives of the program for its
continued political viability was recognized and insisted upon by
Senator Humphrey. This point was stressed by a former Senate
Committee on Agriculture and Forestry staffer, Thomas R. Saylor,
in a discussion of the 1975 revision of the PL 480 legislation when
he said,

The multiple objectives and accompanying multiple constituencies provide
a much broader base of support than other foreign assistance programs
provide. To undermine this would be to severely weaken PL480 and leave
it much more vulnerable to the budget cutting process.

It is hard to disagree that up until at least the late 1960s, the
food aid program was larger than it would have been if targeted to
more specific, and less inconsistent, objectives. And the total aid
effort was also larger than it would otherwise have been in the
absence of food aid. But it is doubtful if this argument can be made
to carry as much weight in the late 1980s as it did in the past. The
coalition of commodity groups, shippers, and PVOs was ineffective
in preventing a substantial decline in food aid shipments in the 1970s.
During the 1980s, when surpluses reappeared, agricultural interests
chose to support other disposal efforts outside the PL 480 framework.

Future of Food Aid

What can be anticipated regarding the orientation and size of
any future U.S. food aid program? The next reauthorization of PL
480 is scheduled to occur in 1990. The size of the U.S. carryover
stock of wheat in 1990 will certainly represent an important influence
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on both any revisions of the legislation and on the size of the
program. But less transient forces are also at work. During 1988
and 1989, there were signs that the old congressional agency-interest
group coalition was continuing to erode. The 1988 drought and
the poor wheat crop in 1989 resulted in a drawdown in commodity
stocks in government hands to below the level of the mid-1970s.
Several USDA studies have found that export subsidy programs,
including PL 480, were a less cost-effective method of enhancing
exports than either export credits or con-sumption-oriented market
development programs. As personnel ceilings continued to erode
AID staff capacity, both in Washington and in the field, the agency
“ound that the administrative require-ments necessary to make food
aid an effective instrument for development was excessively
burdensome. Conflicts were emerging between the PVO
community—particularly CARE and Catholic Relief Services—and
AID over the use of food aid monetization to support the
development of indigenous PVOs in recipient countries. Yet the
PVOs themselves were finding it increasingly burdensome to
respond to emergency food aid needs, particularly in African
countries characterized by weak institutional infrastructure.

Forecasts of program levels in areas as highly politicized as food
aid are notoriously hazardous. Yet it seems unlikely that the
economic and political forces that have contributed to an increasing
separation oi supply management and market development
objectives from economic development and humanitarian assistance
aspects will become weaker in the immediate future. An implication
of this conclusion is that agricultural commodities distributed under
PL 480 auspices will continue to decline both in volume and relative
to commercial exports, to assisted exports, and to other forms of
bilateral aid—in spite of projections that point to a need for food
aid levels several times as high as in the 1980s.

The positive perspective on PL 480 is that it has generated
substantial benefits to each of its domestic clientele groups and some
benefits te recipient countries that would not otherwise have been
available. It was used not because it is superior to other forms of
aid, but because the commodities were available. A minimalist
defense might be that it was the least bad use that could be made,
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given the surpluses that became available. This defense cannot,
however, avoid confronting the argument that better use could have
been made of the same resources.

Some Lessons from Development Assistance

Before turning to the future of foreign aid, it is worth reviewing
some of the historical lessons from development experience.? Four
lessons are particularly relevant for agricultural and rural
development.

Physical Infrastructure Development

During the 1950s and 1960s, large-scale investment in transport
facilities (roads, railroads, ports, and airports) and multipurpose
resource development projects (power, flood control, irrigation)
occupied a very prominent place in both bilateral and multilateral
development assistance. In the 1960s and 1970s, disappointment
with the flow of benefits, resulting from both bad planning and poor
implementation, led to severe criticism of large infrastructure
projects. During the 1980s, infrastructure projects have become an
important target of the environmental movement. The evidence
suggests, however, that we should now be taking a much more
positive view of assistance for infrastructure development. Both
the technical and economic aspects of project planning and
evaluation have become more sophisticated. A number of countries
that were formerly recipients of infrastructure assistance have now
become major exporters of construction services (Turkey, Korea,
India).

Agricultural Research

The capacity to develop and manage agricultural technology is
one of the most important variables accounting for differences in
agricultural productivity among nations. Returns to investment in
land and water resources are usually low and the production
response to rcform of factor and product markets are typically
sluggish unless accompanied by technical innovations that can lead
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to productivity growth in crop and livestock production. Agricultural
research has consistently achieved rates of return that are among
the highest available to either national governments or development
assistance agencies. These high rates of return reflect substantial
underinvestment by national governments and development
assistance agencies. Failure of bilateral and multi-lateral assistance
agencies to invest in the development of agricultural research
capacity (including the human resources necessary to staff
agricultural research systems) in Africa during the 1970s represents
a major reason for the continuing poor performance of African
agriculture. The erosion of research capacity in a number of
important developing countries in the 1980s is a serious source of
concern. And the decline in commitment by USAID to the
Consultative Group on International Agricultural Resource (CGIAR)
system will turn out to be an expensive misjudgment of priorities.

Rural Development Programs

Implementation of community and integrated rural develop-ment
programs kas been a continuing challenge and a source of frustration
to develuopment assistance agencies. One major source of
disillusionment has been the lack of consistency between the
dynamics of community development and the imperatives of donor
assistance. A second source of disillusionment has been the difficulty
of achieving consistency between the local self-help and resource
mobilization philosophy of rural development programs and the
need of donors to achieve measurable improvements in basic human
needs indicators. Yet mobilization of local physical and institutional
resources and the str'ngthening of local governance remain
important resources for development.

Human Resource Development

Both development theorists and development assistance agencies
were slow to recognize the importance of investment in human
capital—in cducation and health—for economic growth. It is now
abundantly clear that the absence of a high level of literacy and
numeracy in rural communities severely depresses the returns that
can be realized from investments in rural infrastructure, agricultural
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technology, and community development. Yet, there is little
evidence that the development assistance community has been
effective in supporting the development of primary and secondary
education.

Some Concerns about the Future

It is quite clear that, except for the very smallest states such as
Hong Kong and Singapore, most food that is consumed must be
produced in the nation or region in which it is consumed. This is
not to deny the gains from food trade or food aid.

There are several reasons for believing that many developing
countries’ gains in agricultural production and in the well-being of
rural people will be more difficult to achieve in the next several
decades than in the recent past. These include (1) greater dif-ficulty
in removing constraints on yield increases for a number of important
crops; (2) the emergence of a series of resourcc and environmental
challenges to the sustainability of growth in agricultural production;
(3) a number of indicators that suggest the possibility of an emerging
global health crisis; and (4) the limited institutional capacity in many
developing countries to mobilize local resources for rural
development.

Technical Constraints on Yield Increases

One of the great success stories of development assistance and
of natural development efforts has been the rapid growth in crop
yields that have been achieved in many developing countries during
the past 25 years. This progress has been uneven. The most rapid
gains have been achieved in crops such as wheat, rice, and maize,
for which substantial research capacity already existed in the
developed countries or in crops such as sugar, rubber, and oil palm
that have been important in trade between tropical and temperate
countries.

It seems apparent that agricultural production gains will be
achieved with much greater difficulty in the next quarter century
than they were in the past. By the first decade of the next century,
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there will be few areas where agricultural production can be
expanded by increasing area cultivated. There has not yet been a
Gieen Revolution in the countries of Africa south of the Sahara. In
most Africa countries, and in some of the poorer countries of Acia
and Latin America, the institutional capacity to generate improve-
ments in agricultural technology that will lead to high yields has
not yet been established.

The sources of yield gains, even for those countries that have
established substantial research and technology delivery capacity,
are not as apparent as during the last quarter century. In the mid-
1960s it was apparent that large production gains could be achieved
from three sources: (1) the development of modern fertilizer-
responsive crop varieties; (2) the uses of higher levels of fertilizer;
and (3) the expansion of the area irrigated. Difficulty is currently
being experienced in raising yield ceilings for cereal crops that have
experienced rapid yield gains in the past. The environmental
response to increases in fertilizer use has declined. Maintenance
research is rising as a share of research effort. Expansion of irrigated
area has become more difficult.

It is possible that, within another decade, advances in basic
knowledge will create new opportunities for advancing agricultural
technology that will reverse the urgency of some of these concerns.
Advances in molecular biology and in genetic engineering are
occurring rapidly. But the date when those promising advances will
be translated into productive technology has receded. And for most
developing countries, the problem of establishing the capacity to
address the crop- and location-specific technologies needed to
sustain advances in crop yvields will be even more difficult to attain
than past advances that have con-tributed to yield gains.

Resource and Environmental Constraints on Sustainable Growth
In most developing countries, it will be necessary to achieve
and sustain growth in agricultural production in the 3 to 5 percent
per year range during the next quarter century. This is well above
the historical growth rates obtained by developed countries. There
is growing concern about the impact of a series of resource and
environmental constraints that may seriously impose on the capacity
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to sustain growth in agricultural production in this range.

One concern is with the impact of agricultural production
practices now being employed i1, those areas that have already made
the transition to more intensive systems of agricultural production.
These include salinization of soils in irrigated arcas, groundwater
contamination from plant nutrients and pesticides, and growing
resistance of insect pests and pathogens to present methods of
control. A second set of concerns relates to the extension of
agriculture into more fragile environments. These include soil
erosion, desertification, and potential climate changes resulting from
deforestation in the humid and subhumid tropics. A third set of
concerns stem from the impact of industrialization on climate and
other environmental changes. These include the effects of acid rain,
destruction of the ozone layer, and global warming.

An Emerging Global Health Crisis

During the 1950s, it became clear that lack of effective and
appropriate technology was becoming a major constraint in growth
of agricultural production and that capacity to meet food needs were
emerging as a major threat to quality of life of both rural and urban
people in developing countries. Between the mid-1960s and mid-
1970s, the commonly used quantitative health indicators—life
expectancy and infant mortality—experienced substantial
improvement in almost all developing countries. Although daily
calorie supply per capita did decline in a number of the poorest
countries, particularly in Africa during this period, concern about
nutritional deficiency as a source of poor health has receded in most
developing countries over the last several decades.

There are, however, a number of indicators suggesting that other
threats to health will become increasingly important by the early
decades of the next century. Dramatic progress has been made in
the control and reduction of losses due to infectious disease.
Advances in the control of diarrheal disease have been impressive.
But relatively little progress has been made in the control of parasitic
disease. A number of parasitic diseases continue to have serious
implications for health and productivity of rural people, particularly
in Africa where the coevolution of humans and disease has been
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the longest (trypanoscomiasis, schistosomiasis, onchecerciasis,
amebiasis). The sustainability of advances in malaria control is a
subject of serious concern. AIDS could emerge as a major threat to
economic viability in both developed and developing countries.

A second set of health concerns arises out of the environmental
impacts of agricultural and industrial production already iden-tified.
Two decades ago, it was not uncommon to view the ability of less-
developed countries to absorb the negative residuals from
agricultural and industrial production as an economic advantage.
As environmental pollution has intensified, particularly in the
centrally planned and developing countries, the effects on
environmental pollution have become better understood, and
complacency has been giving way to concern.

It is not completely unrealistic to anticipate that in many rural
villages in the developing world the number of sick people will
become a serious burden on productive capacity as we approach
the first decade of the next century.

Institutional Capacity to Mobilize Local Resources

One of the major advances in our understanding of the
development process over the last several decades has been our
recognizing the importance of human capital accumulation and
institutional innovation as sources of economic and social
development. As this understanding has broadened, it has come to
represent an important challenge to the planning ideology that
dominated early postwar development doctrine. The more suc-
cessful developing countries have experienced dramatic growth in
schooling and in literacy and numeracy.

It is apparent, however, that relatively few developing countries
have been successful in creating an institutional environment capable
of mobilizing the resources of rural people for their own
development. The political and economic resources accumulated
at the center tend to become unavailable for local development.
The relationship between growth and distribution of political
resources and growth and distribution of economic resources has
been neglected since the naive views of political and economic
modernization of the 1950s and 1960s.
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Attempts have been made to implement rural development
programs without giving adequate attention to the institutions of
local governance. There is great enthusiasm in some areas about
the potential role of nongovernmental voluntary organizations. But
this enthusiasm has not been accompanied by careful analysis.

The Future of U.S. Foreign Economic Assistance

Anyone who has attempted to review the history of trends and
policies with respect to food security and foreign assistance realizes
they should know better than to try to anticipate future trends. Yet,
one fact does stand out in the history of U.S. foreign assistance effort:
the United States’s commitment to foreign economic assistance has
largely been a response to times of tension between the United States
and the USSR. Major increases in foreign assistance resources were
made during such periods—the late 1940s and early 1950s, the late
1950s and early 1960s, and again in the late 1970s and early 1980s.
It is hard to believe, if the easing of tension between the United
States and the Soviet Union continues, that decline in the resources
committed to foreign economic assistance will not continue—as they
have since the mid-1980s. Furthermore, development in domestic
and international agricultural commodity policies are likely to make
food aid less favored by an availability of surplus commodities and
hence more expensive. It is possible that a global health crisis,
shared by both the undeveloped and developed countries, could
provide the motivition for a renewed commitment to foreign
assistance, but this is a development we can hardly welcome.

I'am not optimistic about the shape of any new legislation from
current House and Senate deliberations. But it does seem that we
should be making a fairly rapid transition from an “aid” per-spective
to a perspective that might be captured by a rubric such as
International Scientific, Technical, and Economic Cooperation
Agency. The activities of such an agency should not be bound by
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artificial boundaries. It should be free to work cooperatively on a
global basis—with the developed market economies, the centrally
planned economies, the newly industrializing economies, the
middle-income developing economies, as well as the poorest
underdeveloped economies.

Notes

1. The material in this section is discussed more fully in Vernon
W. Ruttan, “Why Foreign Economic Assistance?” Economic
Development and Cultural Change 36 (January 1989): 412-24,

2. The material in this section is from Vernon W. Ruttan, “Food
Aid: Surplus Disposal, Strategic Assistance, Development Aid and
Basic Needs,” mimeo, University of Minnesota, Department of
Agricultural and Applied Economics, Saint Paul, Minnesota July 10,
1989.

3. This section draws primarily on Anne O. Krueger, Constantine
Michalopoulos, and Vernon W. Ruttan, Aid and Development
Baltimore: The Johns Hopkins University Press, 1989.
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Food Aid as a
Development Resource:
Performance, Potential, and Prospects

Lebman B. Fletcher

Food aid has been the target of a disproportionate share of
criticism concerning its effectiveness as a development resource. Its
detractors claim that it can reduce incentives for domestic food
production and thus raise the probability that recipients receive
short-term benefits at the cost of long-term dependence on food
imports. The literatuie also discusses pernicious policy disincentives
through which food aid, by alleviating food shortages, can enable
governments to postpone, if not actually avoid, politically difficult
policy reforms. While domestic food production and pclicy reforms
can be discouraged, a country’s consumers can bc encouraged to
shift their food preferences to commodities not easily grown there.
Feeding and food-for-work programs can be costly to sustain,
complex to manage, and poorly targeted to intended recipients.
Their benefits can take the form of welfare handouts to the politically
powerful with little impact on the long-term income streams of the
poor.

Proponents of food aid see its potential. Several possible ways
it can further the economic development of poor countries have
been propounded in voluminous publications. First, it can add to
a country's resources to be used for current consumption or capital
accumulation, a contribution dependent on the extent to which the
food aid is an addition to, rather than a substitute for, other
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assistance. It can augment foreign exchange and budgetary
resources available to recipient countries. It can increase the income
and improve the nutritional and health status and educational levels
of the poor, thus directly their alleviating hunger and poverty and
adding to their human capital. It can help ameliorate the adverse
effects of policy reforms and structural adjustments on a country’s
lower income population groups.

The most significant word in all of this litany about the costs
and benefits of food aid is can, which many authors wittingly or
unwittingly convert to wi/l. Whether food aid’s potential for
furthering development success or causing development failure
dominates in any given situation depends in large measure on
donors’ objectives and terms for making food aid available, and
whether the policy environment and institutional capacities of its
recipients are conducive to its effective utilization as a development
resource.

The next section reviews some facts about food aid. The
following section concentrates on the analytics of food aid. Next,
some experience with food aid is assessed to identify success and
failure elements. The final section considers recent suggestions for
improving food aid and concludes with some recommendations for
modifications with primary reference to the U.S. program.

Food Aid Facts

Food aid is now not more than 10 percent by value of total
official development assistance given by Development Assistance
Committee (DAC) countries (Table 7.1). Yet, as already noted, it is
a highly visible component of foreign aid, attracting attention and
generating controversy far beyond its relative importance in the aid
portfolio. Its high visibility is due partly to its role as a humanitarian
response to natural and other disasters and partly to its perceived
potential for the direct alleviation of hunger and poverty in the least-
developed countries.

In the 1950s and 1960s, the United States was the main donor
of food aid. The food aid was directed mainly to Asia and wheat



Table 7.1. Share of net food aid disbursements in the official development assistance of DAC member countries
(percent)

Countries 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986

Australia 6.10 6.90 12.80 9.60  15.90 11.50  13.50 15.10 680 1120
Austria 1.80 2.80 2.20 7.30 4.60 3.40 5.70 1.10 3.20 1.50
Belgium 6.30 5.20 530 6.60 7.80 7.60 7.60 6.30 10.00 3.60
Canada 1870 2120 14.80 15.40 13.60 1790 14.90 19.20 16.10 1550
Denmark 11.10 6.30 7.30 9.40 9.40 7.20 7.30 6.70 5.70 3.90
Finland 15.40 2.00 6.20 3.60 5.20 5.60 5.90 6.70 5.70 6.70
France 2.30 2.90 2.40 3.00 4.00 3.50 2.50 3.90 3.20 240
Germany, Fed. Rep. 7.70 7.00 5.10 6.00 8.70 7.20 5.30 9.00 6.90 5.70
Italy 23.00 1320 1730 11.10 21,60 14.30 13.80 1230 1490 10.80
Ireland - - - - - 210 3.00 20.00 2050 3.20
Japan 1.10 1.00 4.20 7.80 10.90 4.60 3.80 1.00 0.70 1.20
Netherlands 7.10 1110 5.80 6.40 7.10 5.40 7.00 9.10 7.50 6.30
New Zealand 2.50 0.90 0.10 1.40 a 1.50 1.60 1.80 1.90 a
Norway 6.60 5.20 4.30 4.50 4.90 5.00 4.50 4.40 4.70 3.40
Sweden 5.00 6.30 4.60 4.90 4.80 3.60 2.90 4.30 4.50 320
Switzerland 1390 1340 11.80 11.10 9.70 9.10 7.80 9.40 9.60 7.10
United Kingdom 4.20 5.50 4.00 6.30 8.10 8.20 6.20 9.90 8.90 5.60
United States 2580 1970 27.80 1830 21.80 13.80 16.70 1770 1980 15.90
Total DAC countries 1220 1020 10.00 9.60 11.50 8.90 9.10 1040 10.60 7.90

SOURCE: Compiled by FAO from data provided by OECD. Taken from CFA/WFP, Food Aid Policies and Programs.
Rome, 25/P/5, April 1988.

(a) New Zealand supplied 440 tons of dried skim milk in 1981 and 394 tons in 1986, the value of which is not reflected in
the data provided by OECD.
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was the major commodity. India, Pakistan, and Sri Lanka, and to a
lesser extent Korea and the Philippines, were large recipients.
Beginning in the 1970s, other donors have become suppliers—some
major—of food aid, notably the EC, Canada, Australia, and Japan
(Table 7.2). With the exception of Bangladesh, the earlier main
recipient countries in Asia have become largely self-reliant. Egypt
and Bangladesh continue as major recipients. Food aid to several
Latin American and Caribbean countries has risen signif-icantly in
the 1980s. But the bulk of food aid now goes to Africa, especially
sub-Saharan Africa (see Statistical Appendix Table A.5). Ethiopia,
Sudan, and Mozambique are receiving large shipments after recent
crop failures and devastation due to civil wars. Cereals are still the
dominant food supplied but the amounts of noncereal food aid have
increased, especially vegetable oil and skimmed milk powder
(Statistical Appendix Table A.6).

According to the estimates in Table 7.2, cereal aid shipments in
1988-89 fell below the 1974 World Food Conference ta.get of 10
million tons for the first time since the buildup in food aid in 1984-
85. Tight aid budgets and continued strong prices for cereals could
imply that food aid shipments may decline again in 1989-90.
However, most donors continue to meet their minimum commit-
ments under the 1986 Food Aid Convention.

Cereal shipments by the United States in the 1980s have averaged
barely more than one-third of the level of cereal aid provided in
the 1960s (Table 7.2). Nevertheless, cereal food aid from the United
States still constituted one-half t¢ (wo-thirds of total cereal food aid
in the last decade.

The share of cereal aid in the world total provided by the United
States shows considerable year-to-year fluctuations. The lowest U.S.
shares were recorded in 1974-75, the early 1980s, and 1988-89.
Shipments from the United States in 1988-89 declined by more than
25 percent from 1987-88, the sharpest year-to-year drop since 1973-
74 when shipments fell by 50 percent. Both of these reductions
were associated with high grain prices and tight do-mestic supplies.
Since U.S. food aid budgets are fixed in dollars, volumes of shipments
tend to fall when grain prices are high, which are also likely to be
the years of greatest need in the recipient countries. This pattern



Table 7.2. Cereal food aid by principal donors (million metric tons)

United
States Canada  Australia EEC Japan Others Total
1965/66 17.32 NA NA NA NA NA 17.73
1966/67 NA NA NA NA NA NA NA
1967/68 13.50 0.80 0.19 NA NA NA 16.22
1968/69 NA NA NA NA NA NA NA
1969/70 10.01 0.66 022 1.36 0.40 0.01 12.66
1970/71 8.93 1.61 0.24 0.98 0.75 0.29 12.80
1971/72 8.99 0.61 0.19 0.91 0.73 0.55 11.98
1972/73 6.95 0.81 0.26 0.99 0.53 0.31 9.85
1973/74 3.19 0.50 0.22 1.22 0.44 0.35 5.92
1974175 472 0.61 0.33 1.41 0.30 0.18 7.55
1975/76 4.28 1.03 0.26 0.92 0.05 0.03 6.57
1976/77 6.15 1.18 0.23 1.13 0.23 0.05 8.97
1977178 5.90 1.00 0.25 1.45 0.66 0.14 9.40
1978/79 6.24 0.74 0.33 1.16 0.35 0.68 9.50
1979/80 5.34 0.73 0.32 1.21 0.69 0.60 8.89
1980/81 521 0.00 0.37 1.29 0.91 0.56 8.94
1981/82 5.34 0.60 0.48 1.60 0.50 0.62 9.14
1982/83 537 0.84 0.35 1.60 0.52 0.56 9.24
1983/84 5.66 0.82 0.46 1.92 0.44 0.55 9.85
1984/85 7.54 0.54 0.47 2.50 0.28 0.76 12.49
1985/86 6.68 1.22 0.35 1.56 0.37 0.62 10.80
1986/87 7.86 1.24 0.37 1.74 0.43 0.56 12.20
1987/88 7.50 1.00 0.30 1.60 0.35 045 11.20
1988/89 5.49 0.98 0.29 1.96 0.39 0.69 9.80

SOURCE: CFA/WFP, Various publications. Where country data are missing, columns do
not add to the total.

Note: NA indicates data not availabie.
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contributes to the view that food aid is erratic, subject to short-term
interests of donors, and less likely to be available when needed most.

Overall, within the availabilities of food aid, donors are giving
higher priority in allocations to low-income, food-deficit countries
that now receive 85 to 90 percent of total cereal food aid. The
significance of this food aid to the receiving countries is a good deal
higher than suggested by its share in their overall foreign aid. While
it constitutes only around 10 percent of all cereal imports by
developing countries, its role in cereal imports of low-income food-
deficit countries rises to 20 percent or more (see Statistical Appendix
Table A.1). In recent years, food aid has contributed more than
one-half of all cereal imports by least-developed countries and one-
third of those by sub-Saharan countries. Of course, these
percentages would be even higher for a few individual countries,
reaching as much as 90 percent of cereal imports and half of the
total staple food supply available for consumption in the most aid-
dependent.

The three main categories of food aid are program, project, and
emergency. As compared to the 1975-80 period, the buildup in food
aid in the mid-1980s went first for emergency needs and then to
project use (Statistical Appendix Table A.7). These types of food
aid are discussed in greater detail in a later section dealing with
food aid experience.

While the bulk of food aid is provided bilaterally, the emerg-
ence of large multilateral programs was a feature of the 1970s
(Statistical Appendix Table A.8). The multilateral percentage was
23.3 percent in 1986, near its highest level reached in the early 1980s.
The World Food Program is the major multilateral food aid agency,
although some food is also distributed by UN relief and refugee
agencies. All multilateral food aid is grant assistance but bilateral
food aid involves both grants and loans. Bilateral grants are currently
about two-thirds of total bilateral food aid. This percentage has
increased significantly in the 1980s (Statistical Appendix Table A.8).
The U.S. Title I concessional sales program accounts for most of
the loan-funded food assistance.
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The Analytics of Food Aid

Earlier investigations of the potential effects of food aid on
domestic food prices and production were generally carried out in
a partial equilibrium framework. The two-commodity general
equilibrium international trade model has recently been used to good
effect by Bhagwati (1986) and Srinivasan (1989) to provide more
rigorous analysis of the issues. I summarize their main results here
to identify the key analytical questions involved in food aid.

The model starts with a country producing and consuming two
aggregate commoditics, food and nonfood, with a production
possibilities curve reflecting given resources and technology.
Consumer preferences are represented by a set of social indifference
curves incorporating lump-sum income transfers between individuals
to allow social welfare maximization through decentralized
consumption decisions. This specification permits the separation
of allocational efficiency from distributional equity. If lump-sum
transfers are not feasible then achieving distributional equity may
involve use of policy instruments that create efficiency losses, which
means unavoidable trade-offs arise betweern ef-ficiency and equity.

Closed Economy

Assume the country receives a given amount of food aid, which
the government sells in the domestic market and returns the sale
proceeds to consumers as lump-sum transfers. How will domestic
prices, food production, and economic welfare be affected?

In the absence of any further government response and
conditions imposed by the donor on the recipient, the relative price
of food will fall, leading to a decline in domestic food production.
This result is often cited as “he basis for production disincentive
effects of food aid. Consumer welfare, nevertheless, will rise.
Moreover, the government can avoid the fall in domestic production
by intervening to keep the relative price of food from failing. This
can be achieved by either a consumer food subsidy (nonfood tax)
or a food production subsidy (nonfood production tax). Srinivasan
(1989, 44) shows that although use of a distorting tax/subsidy
intervention to prevent a fall in domestic food prices will reduce
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the welfare gain from the food aid, the gain nevertheless remains
positive.

Open Economy

Now add to the model the assumptions that the country is open
to international markets in which it is a price taker, imports food,
and follows a free trade policy. If the country receives food aid,
other things equal, domestic food prices will not change but food
consumption will rise and commercial imports will fall. The food
aid will in part replace previous commercial imports.

But food aid donors do not like to see their commercial exports
fall as a consequence of ihieir food aid. If the donor applies a “usual
marketing requirement” (UMR) such that the recipient country must
continue to import commercially at least as much as it did prior to
food aid, then the domestic price of food will decline until domestic
production is lowered and consumption raised sufficiently to absorb
the required level of import. The theory of noneconomic objectives
can be used to show that the optimum policy to increase imports
of food to the required extent is to apply an import subsidy that
lowers the domestic price of food below world prices (Bhagwati
and Srinivasan 1969). Such a policy is optimal because it minimizes
the welfare loss imposed by the UMR.

While the use of a UMR protects commercial export markets for
the food donor, if a recipient country responds optimally by reducing
the domestic price of food, then incentives for its domestic food
production will be affected adversely. Can the donor insist on both
objectives being met, so that its export market is not maintained at
the expense of food production by the recipient? Ycs, but this
conditionality will force the recipient country to use a distorting food
consumption subsidy rather than the first-best import subsidy,
thereby imposing a further loss in welfare relative to food aid given
without the UMR condition.

Of what importance are these theoretical results in a more
realistic world of nonoptimal policies and noneconomic objectives?
One important difference is that no recipient government actually
returns the proceeds from the market sale of food aid to consumers
as lump sum transfers. More commonly, the revenue from the sales
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accrues to the government to be used as part of its budgetary
resources. Donors often try to influence or even control the uses
of these so-called counterpart funds. To the extent that these funds
are used for investments that improve agricultural productivity, and
agricultural supply, they can expand food production in the recipient
country. These supply-shifting impacts are unlikely to be realized
contemporaneously with the delivery of the foc1 aid but rather
enhance the domestic production of food only in subsequent years.
This lagged impact of food aid on production would shift the
production possibilities curve outward on the food axis over time
in the simple static model described above.

Targeting the Poor

The rationale for food aid is often based on the idea that it is
better to use food surpluses created by domestic policies in donor
countries for the poor in recipient countries than storing them or
dumping them in world markets. Disincentive effects can be
mitigated to the extent the food reaches the poor as a gift, as a wage
payment in kind, or at a price sufficiently low so that its positive
income effect expands their market demand. Markets can be
segmented by regions, commodities, or channels of distribution to
implement price discrimination and demand expansion in favor of
the poor. In practice, perfect market segmentation is unlikely so
that some disincentive effects are to be expected and costs of this
form of surplus disposal made correspondingly higher.

Assessing Food Aid Needs

Projecting the future is inherently difficult and the estimation of
food aid requirements of recipient countries is no exception. The
analyst is confronted with a series of questions, the answers to which
largely determine the magnitudes of the estimates that result. These
questions involve trends in population, per capita income and its
distribution, food production and consumption by households,
nutritional requirements and status, and commercial import capacity,
among other important factors.
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Various approaches have been used to establish criteria and
estimate countries’ needs for food aid in a given year and in the
future. A frequently used approach involves estimates of total import
requirements under various growth and consumption scenarios, and
then calculation of the portion of import require-ments likely to be
met with commercial imports based on the country’s ability to pay.
The residual between total import requirements and projected
commercial imports represents a “cereals gap” that must be covered
by food aid if consumption targets are to be met. Evaluation of
ability to import commercially usually takes into account a country’s
export earnings, foreign exchange reserves, and total merchandise
imports.

Estimates of food aid requirements reported in Huddleston (1984)
are an example of the type of need assessment. This study included
99 middle-income and low-income countries. Only middle-income
countries with weak food production and balance of payments
positions were assumed to need food aid. However, the amount
was limited to an extent by imposing the condition that food aid be
given only when the quantity of cereal imports adequate to meet
nutritional needs exceeded 5 percent of export earnings.

All low-income countries were assumed to require food aid. In
the few cases in which per capita availability was adequate by the
specified nutritional norms, food aid was still assumed to be needed
for balance of payments support. The amount of the requirement
for each country was estimated to fulfill minimum per capita
nutritional needs, with an allowance for commercial imports equal
to 2 percent of export earnings. The last adjustment forced allocation
at least some minimum amount of foreign exchange for cereal
imports before the quantities of food aid needed to close the gaps
between food requirements and availabilities were calculated.

The 39 low-income countries received 4.3 million metric tons
(mmo) of food aid in 1978-79. The study concluded that the amount
required was far larger, totaling 27.3 mmt. The principal reason for
the large size of the total food aid requirements was the increase to
meet nutritional needs. While the e. timates would be lower if other
data showed lesser nutritional deficiencies, the study’s basic
conclusion that much larger amounts of food aid are needed to
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alleviate hunger in the low-income countries would not change,

Projections of this same type, but using a more complex model
and including separate estimates for nonproject, project, and
emergency food aid, have been presented by FAO (1983). In
addition, project food aid for each country was linked to the amount
that could be effectively utilized under existing economic conditions
and management constraints. To this extent, this study integrated
a second approach to food aid requirement (absorptive capacity)
with the cereals-gap approach. It concluded that food aid needs
exceed 20 mmt per year.

Another example of the gap approach is the Food Aid Needs
and Availabilities (FANA) pe- >dic projections made by the Economic
Research Service of the USDA. The FANA model contrasts the cereals
import requirements to maintain status quo consumption, defined
as the average per capita level of the preceding three years in each
country, with the nutrition-based requirement of providing 100
percent of the FAO/WHO standards for average per capita intake
of calories. Projection of total cereal requirements is made for each
of the two succeeding years.

The next step in the FANA approach is to estimate food aid needs
within the total cereal import requirements. The FANA procedure
incorporates a decision rule reflecting the assessment of a country’s
ability to finance cereal imports from export earnings: food aid
requirements are calculated on the assumption that the percentage
of export carnings spent on cereals does not exceed the share during
the base period. The FANA procedure also incorporates the best
estimates of the production of staple foods in the coming year, using
the latest USDA forecasts. In this way, short-term food aid required
to avoid a fall in tood con-sumption due to production shortfalls is
included in aggregate food aid needs. In some countries, logistics
and administration are assumed to limit the amount of food aid a
country could actually absorb.

Recent FANA results for Nepal are quoted below as an example
(ERS 1988).

Total cereal production in 1987-88 is currently estimated at 3.0 million
tons, 29 percent less than earlier forecasts and slightly below the drought-
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reduced harvests of 1986-87. The decline stems largely from rice losses 1 nm
drought, followed by heavy downpours, in the central and eastern parts of
the country. Rice production is now estimated at 1.6 million tons, revised
downward 53 percent.

Because of the drop in domestic cereal production, the estimated status
quo cereal import requirement has risen from zero to 327,000 tons in 1987-
88. Similarly, the nutrition-based estimate has nearly tripled, increasing to
848,000 tons from 300,000.

There have been no revisions in Nepal's financial situation, which
remains extremely weak. The commercial import capacity continues to be
estimated at $7 million (28,000 tons), leaving 1987-88 status quo and nutrition-
based additional cereal needs of 299,000 tons and 821,000 tons, respectively.
According to some observers, it is unlikely these needs can be met because
logistical and administrative problems would limit imports to about 200,000
tons.

Assuming average weather in 1988-89, a rebound in overall cereal
production is projected. Status quo import requirements are forecast to fall
to 131,000 tons, with about 697,000 tons needed 1o raise consumption to
the FAO/WHO recommended minimum diet. Compared with 1987-88,
additional cereal needs will also drop to 100,000 tons and 667,000 tons, using
the status quo and nutrition-based methods, respectively.

Although based at the time on the latest agricultural projections
available in Washington, the divergence of the estimates given by
FANA for 1987-88 and the actual situation that prevailed in Nepal is
striking. A bumper crop was produced in 1987-88, leading to the
highest per capita domestic supply in a decade. Assuming the
production estimates in the country were closer to reality, the FANA
conclusion that 327,000 tons of cereal imports were required just to
maintain “status quo” utilization levels was totally un-warranted. Had
the situation been as represented by FANA, Nepal's government
would have been seeking emergency food aid with the same
diligence it demonstrated in earlier years of drought or other natural
disaster.

This leaves for discussion the 600,000+ tons FANA concluded
was needed in Nepal for nutrition-based requirements. The first
point about this figure, as well as the status quo requirements given
earlier, is that the FANA analysts recognized that “it is unlikely these
needs can be met because logistical and administrative problems
would limit imports to about 200,000 tons.” How this particular limit
on Nepal’s absorptive capacity was established is not explained. It
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far exceeds any historical level of food aid the country has ever
received.

But understanding that food aid, even at the level of 200,000
tons, would not necessarily alleviate hunger and reduce malnutrition
in Nepal is essential to understanding Nepal’s food situation and
the role of food aid. If sold into the major domestic market, prices
would likely change little and more food grains would flow across
the border into India. Thi- vould happen because the Nepal price
level for food prices is tie.. to the geographically contiguous and
larger Indian market by effective spatial arbitrage. Thus, the effects
would depend on how the food aid was used. Only if it were made
available to food-deficit households free or through subsidized sales
or food-for-work programs would the food-deprived population
benefit. Most of these households are located in more remote hill
and mountain areas of the country with little or no road access, which
makes internal distribution expensive if not impossible. Nepal has
neither the financial resources nor management capability to mount
a domestic food assistance program of the required magnitude.

The implication is that food aid requirements calculated by a
gap approach are likely to be well above the amounts that could
be effectively utilized in a given country. Management constraints
and costs associated with use of the “free” food almost always restrict
the amounts that can be put to effective use. In fact, the other
approach that could be used for estimating requirements is based
on this concept of a country’s absorptive capacity. No standard
methodology has been created for this approach so its use remains
based on subjective estimates by analysts.

The underlying implication of this second approach is that food
aid needs cannot be defined independently of some assessment of
financial and programmatic capacity at different levels in the country
to handle the food resources. Both local budgetary and institutional
capacities need to be included in this assessment. The extent to
which binding constraints prevent countries from absorbing the
quantities of food aid they appear to need will differ widely from
country to country.

The common practice by which gap assessments are made on
the basis of average availabilities of calories in a country is also a
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serious weakness. Enough data have accumulated in many countries
to show that poverty limits the access of much of the poor population
to food available in the market. This poverty is often concentrated
in rural areas and in specific regions of the country. Assessments
that recognize the limited access of the low-income population to
food will show higher food needs than aggregate analysis based
on national averages.

Finally, much of the work that ostensibly deals with food aid
needs might better term the results “food gaps.” Food aid is one
program for possibly addressing those food deficits. It is not the
only one, nor is there anything in its historical record to suggest it
alone can solve a country’s hunger and malnutrition problems and
create food security. (A more complete review of the approaches
and comparative results of food aid assessments is contained in
Appendix 7.A at the end of this chapter.)

Experience with Food Aid

Food aid is fully tied in the sense that it comes embodied in
specific commodities. Of course, most foreign aid ultimately results
in expanded imports of commodities and services. Only budget
support and project aid converted tc local currency retain their
character as cash inside the recciving country’s borders. While
commodities rather than their cash equivalent can never be preferred
from the perspective of recipients, the more pertinent question
relates to the disadvantages of commodity aid.

The answer to that question turns on the effectiveness of food
aid in promoting a country’s development, and is discussed later in
this chapter. Two other important considerations involve the extent
to which food aid is additional to other aid and to what extent its
use requires the allocation of scarce complementary resources by
the recipient government. Food aid is probably, in part, additional,
but no one has ever been able to quantify to what extent it results
in larger aid flows overall. The complementary res~::-ces required
may be financial or managerial or both, and either is likely to have
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high opportunity costs to the country in terms of alternative
development programs.

Donors’ Objectives and Allocations

In its contemporary incarnation, food aid grew out of com-modity
surpluses in the United States in the 1950s and 1960s, and more
recent surpluses in the EC. More often than not, it has been offered
in the commodities that were in storage, mainly wheat, rice, corn,
and dairy products. Donors’ and recipients’ interests may conflict
over the commodity composition of the food aid. Donors are
unlikely to allow recipients to trade part or all of the aid given in
one commodity for commodities they would prefer. And the donors
may apply UMRs. Forced to absorb the food aid in the given
commodities while in theory maintaining commercial imports,
recipients often find it difficult to avoid production disincentives or
distortionary consumption subsidies. Moreover, substitution effects
in production and consumption can spread the disincentives and
demand distortions widely in their food baskets.

There are two interrelated issues about commodities utilized for
food aid. The first is that of acceptability. Are the foods provided
included in the normal diet of the population? If not, are the
commodities acceptable substitutes or complements to traditional
foods in the recipient country? Stories abound about the shipment
of socially and culturally unfamiliar or unacceptable foodstuffs. The
second is the cash equivalent value of the commodities supplied
based on local prices in relation to the cost, of the commodities
(Reutlinger and Katona-Apte 1987). How do the economic costs of
the commodities, including ocean and inland transportation and
storage/handling costs, compare to their value to consumers in the
recipient countries as indicated by local market prices? Could the
cost effectiveness of the aid for donors and recipients be improved
by more appropriate choices of commodities? These questions
cannot even be posed when the commodity composition of food
aid is arbitrarily fixed by its donors.

U.S. food aid clearly reflects multiple legislative objectives. From
its inception in 1954 through the mid-1960s, PL 480 stressed surplus
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disposal and export market development as well as humanitarian
goals. Legislative revisions in 1966 deleted the act’s objective of
surplus disposal and placed emphasis on food aid to promote
economic development in recipient countries. This revision also
incorporated the concept of self-help, requiring recipients to
undertake measures to increase their a_ricultural production,
improve their marketing of agricultural products, and reduce their
population growth rates.

Although the argument has been made that the development
objective has eclipsed competing goals (Hopkins 1987), actual food
aid allocations do not support that optimistic assessment. Major
recipients of U.S. food aid are shown in Statistical Appendix Table
A.12 for 1975 and 1985.

Egypt currently receives the largest amount of U.S. food aid, both
total and per capita. In FY 1987, Egypt was allocated 1.5 mmt of
food, which represented about 20 percent of total U.S. food aid.
While Egypt does qualify as a low-income country, the amount of
food aid it receives reflects U.S. foreign policy interests far more
than development objectives. The aid is used by the Egyptian
government primarily to help provide massive food subsidies in the
form of cheap bread. As a result, its cereal consumption has grown
at a phenomenal 15 percent annual average and the country now
imports more than half its food. Cereal imports have increased from
about 50 percent of domestic production in 1975 to 100 percent in
the 1980s. Despite self-help measures and other attempts by donors
at policy conditionality, Egyptian policymakers have so far been
unwilling to dismantle their heavily subsidized food distribution
policies backed by food aid. The political dangers of doing so are
well illustrated by the riots that took place in 1977 when reductions
in bread and flour subsidies were attempted.

Other country allocations where foreign policy interests loom
large are for El Salvador, Guatemala, Indonesia, Morocco, Pak-istan,
Bolivia, Peru, and Costa Rica. The relative emphasis given to this
objective is a continuing source of controversy and tension in the
interagency process through which U.S food aid is administered.

In relation to export market development, the direct contribution
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of food aid to U.S. agricultural exports has declined from 25 percent
in the 1960s to as little as 3 percent in the 1980s (see Statistical
Appendix Table A.9). The boom in commercial agricultural exports
in the 1970s and early 1980s substantially reduced the proportional
importance of shipments under PL 480. Other subsidy programs
have also been instituted to address market development and share
concerns (Statistical Appendix Table A.15).

Proponents for the market development role of food aid argue
that it helps to develop buyers’ preferences for U.S. products, build
commercial relations, and expand imports based on income growth
in receiving countries. Countries that were recipients of food aid
and are now important commercial buyers of U.S. agri-cultural
exports include Japan, South Korea, and Taiwan. As pointed out
in Chapter 1, the weakness of this argument is that even though
several former recipients of food aid are now important importers
of U.S. farm products, the association does not prove that food aid
itself was a unique and effective form of foreign aid in promoting
those countries’ rapid and sustained economic growth. For several,
studies have tried to evaluate the factors responsible for their success
and have usually identified foreign aid as one important factor but
not specifically food aid. The tendency for higher growth and
income-developing countries to become food importers is well
established. While that associa-tion may reconcile foreign aid and
the long-run interests of U.S. grain producers, it does not itself
support use of food as a development resource. Making that
connection requires that food aid be shown to be additional to other
aid and a cost-effective means to promote a recipient’s economic
and agricultural development.

In the 1980s, slow growth and large debt service have stalled
commercial imports by many developing countries. For these
countries program-type food aid can provide balance of payment
support to help them maintain import and consumption levels. Since
much of this food may not represent additional imports above
previous commercial levels, UMRs as usually calculated could be
violated, although commercial imports may not in reality be
displaced.
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Food Emergencies, Famines, and Food Aid

Humianitarian relief for victims of natural disasters, wars, and
other food emergencies is the most widely recognized and publicly
supported objective of food aid. While few wish to object to food
aid used to avert starvation or severe malnutrition, criticisms have
been directed at delays in responses, poor plan-ning and execution
of shipments and food distribution, and excess deliveries arriving
after the emergency is over that then create disincentives for local
production.

Another important point, made by Srinivasan (1989), is that
emergency food aid may neither prevent starvation nor reduce
chances of future famines. Drawing on evidence that shows that
famines often are not associated with rapid declines in food
availability, he pointed out that crop failures that erode incomes of
the rural poor may reduce their access to fcod and cause starvation
regardless of food availability in the aggregate. In these cases, food
aid from either internal or external sources can be used for relief
and food-for-work programs to avoid mass starvation. To the extent
that the food aid is utilized to employ rural labor to build irrigation,
transport, and other infrastructure, both in crop-failure years and
in slack seasons of normal years, production can be increased and
possibly the number and degree of crop failures reduced in the long
run (Mellor and Gavian 1987). This means that no sharp division
should be drawn between emergency relief and development
objectives of food aid.

From Food Aid to Self-Reliance or Dependency?

Several aspects of this crucial question have already bec
mentioned. A shift in preferences away from locally produced
commodities toward commodities supplied as food aid is one
possible long-term consequence. Such a shift toward imported
wheat and rice and away from domestically produced coarse grains
has allegedly been observed in West Africa (Delgado and Miller
1985). Some of this grain was commercially imported (Nigeria) while
some was supplied by food aid and commodity import assistance.
The domestic prices of the imported grain were often lowered by
macroeconomic policies (overvalued exchange rates) and supply
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expansion from absorbing food aid. These circumstances led Mellor
and Ezekiel (1987) to point out that the consumption shifts may
actually reflect higher income elasticities for “superior” cereals such
as wheat, compared to “inferior” coarse grains like sorghum. Income
effects from lower relative prices for the more preferred commodities
could have changed the com-modity composition of consumption
without a shift in preferences.

Another argument is that food aid reduces pressures on recipient
governments to improve the country’s own agricultural performance.,
To change this attitude would require withdrawal of the aid or use
of policy dialogue and conditionality. India is often cited as an
example where policymakers became convinced of the dangers of
food aid dependency and domestic discrimination against
agriculture: policies were changed, neglect of agriculture was
reversed, the Green Revolution was supported, and con-sequently
India became self-sufficient in food grains in the 1980s.

Srinivasan (1989) challenged this cause-and-effect contention.
He concluded that India’s agricultural sector was not more favored
by allocation of investment by planners in the period since the mid-
1960s than before. Moreover, he pointed out that the trend rate of
growth of food grains was not significantly different between the
two periods. The sources of output growth shifted from area
expansion to improvements in yields, and production of wheat
accelerated because of adoption of biochemical technology, but this
technology became available only in the mid-1960s and afterwards.

If the recipient country does not view food aid as permanent
(and what foreign aid can rationally be so regarded?) it can (1)
consume the food while avoiding negative impacts on prices or
incentives, (2) let prices fall and hence incentives to produce food
and invest in capacity to produce it, or (3) use the food as a resource
to promote long-term agricultural and overall develop-ment. The
outcome thus depends on the success donors and recipients have
in devising approaches to achieve the last of these three possibilities.

Prograin Food Aid
This type of food aid, offered through Title I concessional sales
under the U.S. program, accounts for 55 to 60 percent of food
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assistance both by the United States and on a global basis. It provides
balance of payments support for countries to import food for which
they do not have the necessary foreign exchange.

With program food aid, recipients first receive the commodities
themselves, which adds to their food supply. They also receive
foreign exchange savings to the extent that the food aid substitutes
for commercial imports. When food aid is monetized, that is, sold
by the recipient government in the domestic market, local currency
is generated. This local currency does not itself supply any real
resources to the economy but its use to fund expenditures via the
government budget does add to aggregate demand. Thus, it can
be inflationary in the absence of further inflows of goods from abroad
or compensatory monetary and fiscal policies. Questions about
ownership of the local currency and how its use is to be decided
have plagued donor-recipient relations.

The use of sclf-he!p requirements and the Title I1I program that
converts Title I loans to grants in response to agreed policy changes
anticipated the increasing tendency to use food aid as a condition
to promote structural adjustments and policy reforms. For example,
the United States has provided food aid to Bang-ladesh on grant
terms under Title I1I to encourage reductions in food subsidies and
a more open-market food pricing system. Title 111 has been difficult
to implement and involves only a relatively small part of the Title 1
food aid. While no systematic comparative appraisal of self-help
measures under Title [ has been undertaken, there is serious doubt
as to their effectiveness as a lever on recipient countries. They have
tended to include a wide range of activities and policy changes, and
have sometimes been undermined when subsequent Title 1
allocations have been fixed based on other criteria (such as foreign
policy interests).

Title 1 food is not free to recipient countries. Its real cost depends
on how hard the loan terms are and to what extent recipients must
pay for ocean transportation and handling costs. In contrast, most
project food aid is provided free at recipients’ borders. Some donors
also pay part or all of the internal trans-portation and handling costs
for project food.
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Project Food Aid

This type of food aid accounts for less than 20 percent of the
global total. Its purpose is to use the donated commodities directly
in feeding programs or in food-for-work projects. Project food aid
is mainly provided bilaterally (under PL 480 Title II) and multilaterally
by the World Food Program.

These projects have given rise to a great many questions. To
what extent are the feeding programs targeted to the neediest and
most vulnerable groups? Do they result in sustainable improve-ments
in nutritional status or are they mostly welfare handouts that
disappear when the food aid ends? Are they integrated into the
recipients’ long term plans for human resource development? Are
work projects chosen in accordance with development priorities or
to benefit particular groups? In addition to the wages in kind, do
the poor also receive some of the longer term economic benefits
resulting from the projects themselves?

Food-for-work is often advocated as an approach that can both
target the poor in the short term and enhance their income earning
opportunities and food security in the longer term. India has made
the most sustained effort, using rural work programs to gainfully
employ rural workers in slack seasons to create productive assets
and social infrastructure.

There, as in other countries, these programs have been criticized
on the grounds that the works are poorly designed and hence their
benefits largely accrue to nontarget groups. Corruption and other
management problems can also reduce benefits going to the target
groups.

Food-for-work projects require complementary financial
resources to make them effective. There are costs for the internal
storage and distribution of the food. The projects must be man-
aged and monitored. Work projects often require tools and other
equipment and at least partial payment of wages in cash is preferred.

Proponents claim that well-targeted and well-executed programs
could have large and favorable impacts on the poor, making them
the direct beneficiaries of both the expenditures and their outputs.
But a sustained effort to develop the managerial capacity and
mobilize the complementary resources, as well as a multiyear
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commitment of the food aid itself, will be required to realize this
potential,

The Future of Food Aid

Should food aid be viewed as a unique and necessary element
in foreign aid, so that if it did not now exist donors would need to
invent it, or as a form of aid that evolved out of historical
circumstances that have shifted to the point that it should now be
used sparingly, if at all? Several aspects of this intriguing question
are considered here.

Agricultural Trade Liberalization

Success in liberalizing agricultural markets and reducing agri-
cultural subsidies that affect both domestic and international markets
would have several effects on food aid. It would completely
eliminate the surplus disposal element since the domestic policies
that give rise to excess domestic stocks would disappear. The real
costs of food aid to donors would rise since the commodities utilized
would have clear opportunity costs in world markets.

In most developing countries the majority of the poor are net
purchasers of food, many being small farmers or iandless farin
workers. Increases in world prices passed on to food consumers
raise the purchase price of food to the poor while income effects
from output and employment increases are likely to be inadequate
to offset the adverse price changes, at least in the short run. In
* contrast, agricultural protection in OECD countries and the resulting
surplus commodity disposal can actually reduce hunger in poor
developing countries by lowering world market prices and raising
food aid levels. These considerations suggest that agricultural trade
liberalization would intensify the need for food aid while at the same
time possibly lowering its availability.

Structural Adjustment: Protecting the Vulnerable with Food Aid
A potentially important role for food aid in support of struc-tural
adjustment programs in developing countries has attracted the
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attention of bilateral and multilateral donors. Eleven food aid donors
are providing food aid to Mali to assist in restructuring its food grains
marketing system, stabilizing prices, reducing deficits of the
marketing boards, and raising producers’ incomes. Wide-ranging
reforms in the agricultural sector conditional on food aid are being
implemented in Madagascar and Senegal. In Ghana, food aid
provided by the World Food Program (WFP) and the World Bank
is being used to raise real wages of workers engaged in export
production and the improvement of infrastructure. In Grenada, local
currency resources generated from the sale of food aid are being
used for structural adjustment and policy reform. In Morocco, policy
reforms aimed at the elimination of food subsidies in 1990 were
supported by food aid targeted at the very poor. By expanding
supplementary and school feeding programs using additional project
food aid provided by the United States and the WFP, the nutritional
risk for the very poor, whose real income may fall by one-fifth
because of policy reforms, was expected to be reduced.

Since results from most of these programs are not yet available
for evaluation, it is too early to judge their effectiveness. However,
it seems very likely that food aid will be increasingly utilized to ease
the social costs of structural adjustments and policy reforms and to
promote other desirable environmental and conservation goals, like
the proposed food aid to Poland and the Soviet Union.

Conclusions and Recommendations

For a number of reasons :he present is a propitious time for
reformulation and reorientation of food aid. The recom-mendations
below are intended to encourage discussion about that process with
reference mainly to the U.S. program. Only minor mention is made
of other bilateral and multilateral food aid.

Food aid can be useful in furthering developrment and al-leviating
hunger and poverty in situations in which the recipient country is
basicaily following an appropriate overall strategy and the aid is
used either for financing high priority and well-implemented
investment projects or in support of targeted sup-plementary feeding
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or food-for-work projects. These uses conform roughly to program
and project food aid.

These uses require that a country have both a need for food aid
and also a capability to manage and administer it effectively. Many
who recommend major expansion of food aid seem either to neglect
the problem of absorptive capacity or assume it already exists or
can rather easily be created. In reality, strengthening this capacity—
if not a precondition—needs to be an early and con-tinuing part of
food assistance itself.

Use of food aid to support policy reforms has to be thought
through carefully so that inappropriate policies are, in fact, dis-
couraged rather than encouraged (Srinivasan 1989). Tying food
aid—or any other aid—to policy reforms raises one troublesome
issue: if a country’s policies, and not external factors, are at fault,
giving additional aid for adjustment costs from a given policy reform
may actually discourage additional self-initiated reforms.
Policymakers may have motivation to persist in aid-attracting but
economically misguided policy choices.

The effectiveness of focd aid for the uses mentioned earlier can
be enhanced ihrough proper program design, choice of
commoadities, length of commitment, and flexibility of manage-ment.
It appears that many of these success-enhancing features are largely
suppressed by numerous legislative provisions and complex
administrative procedures that apply to U.S. food aid, which should
be modified and simplified.

In light of the potential under GATT to reduce agricultural
subsidies and liberalize agricultural trade, the connection of food
aid to surplus disposal should be severed. The United States might
wish to keep the Section 416 surplus disposal program active but
administer it separately from development food aid.

Similarly, the use of food aid as a market development tool
should cease. The United States and other donor countries now
have a variety of export promotion programs in operation. If
concessional loan-funded food sales are useful and cost effective
in comparison to alternatives, they can be retained in the market
development portfolio. The possibility that export subsidies will
be ended by the GATT negotiations is not a good enough reason
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to continue to confound market promotion and development
objectives of food aid.

Next, that part of food aid that is allocated for foreign policy
purposes should be separated from development food aid and linked
to Economic Support Funds (ESF). Since Congress already mandates
that a minimum percentage of all commodity import programs
funded by ESF must be used for agricultural products, this part of
food aid can be readily administered as program and commodity-
import assistance along with other ESF.

Emergency and development food aid together should be given
a separate program identity. An emergency reserve could be created
for use in bilateral and multilateral responses to food crises. As
described earlier, attempts should be made to manage emergency
programs in response to crop failures so that they do not create
disincentives for subsequent local production but do help to reduce
the probabilities and intensities of future food shortages.

Development food aid should be allocated to countries on a cash
and multiyear basis, taking into account relative needs and absorptive
capacities. If needed food were found to be available in the country
or in nearby developing countries, it should be purchased locally
or triangularly. If not, it should be nurchased and shipped from
the United States choosing the most cost-effective commodities and
means and methods of shipment. Safeguards are hardly needed
for domestic U.S. supplies since overall quantities are not likely to
be large, and in periods of high prices and tight supplies the
quantities that could be purchased with the given amount of aid
would automatically fall. Future food aid will never be large enough
to enable low-income countries to outbid consumers in rich countries
for scarce supplies.

Using this approach, the need to monetize project food aid would
be moot. Well-designed development projects would only import
as much food as could be effectively utilized with the com-
plementary financial and managerial resources available.

If development food aid were used in the program mode, that
is, sold by the recipient government to generate local currency, the
local currency should be owned entirely by the recipient country
and its use addressed as a part of overall policy dialogue and
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program development between the government and its donors.
Conditionality would be handled primarily through multiyear
commitments: the use of funds generated this year would affect
food aid flows next year and thereafter.

PVOs can continue to play a useful operational role in im-
plementation of food aid. In addition, closer coordination of bilateral
programs with WFP should be emphasized. WFP frequently has
country staff that can cffectively assist the govern-ment in logistical
and managemert requirements. Sometimes WFP has food, a part
of which may he procured locally, and can even contribute to
internal handling costs, but the recipient government lacks the
complementary resources needed to effectively implement food-for-
work or other projects. In these cases, the flexible approach
recommended here would permit use of U.S. bilateral resources in
cash as part of a coordinated food-based assistance package. Other
donors (like the World Bank) could also participate in these cash-
food assistance partnerships.

To implement this vision of more integrated and fungible food
aid, several actions are needed:

1. A clear legislative mandate for food aid that removes the
ambiguities about its development objectives and modalities.
Termination of UMR conditions.

3. A simplified management and decision making structure
within the U.S. government,

4. Full integration of development food aid with other assist-
ance by USAID.

5. Appreciation by U.S. commodity producers, processors, and
handlers that cost-effective food aid that accelerates
economic growth and alleviates hurger and poverty in
developing countries is in their own long-term best interests.

O
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Notes

1. Section 416 of the Agricultural Act of 1949 provided for
domestic and foreign donations of surplus U.S. commodities. After
PL 480 Title Il became the chief mechanism for foreign donations,
Congress withdrew that authority from Section 416. In 1985, when
surpluses were again accumulating, Section 416 was reopened to
foreign donations, first of dairy products and later of wheat and other
commodities.
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APPENDIX 7.A: METHODOLOGIES
USED TO ASSESS FOOD AID NEED
Kbalid Riaz

This appendix summarizes methodologies that have been used
to assess food aid needs. The approaches employed by the Food
and Agriculture Organization of the United States (FAO),
International Food Policy Research Institute (IFPRI), U.S. Department
of Agriculture (USDA), and International Institute of Applied Systems
Analysis (IIASA) are reviewed. These approaches differ primarily
because of differences in objectives of these organizations.

FAO addresses the question of global food security over a longer
time. Consequently, it is concerned with projections that capture
long-term trends rather than fluctuation around the trends, which
are a shorter term phenomenon.

The USDA focuses on food aid needs in the very near future—
the next six months. Therefore, it emphasizes factors that explain
shorter-term variations. This tends to make its models more
elaborate. But since the variables, such as exchange rates and debt
service obligations, that are exogenous in the USDA model cannot
be successfully predicted far into the future and for a large number
of countries, this approach is difficult to use for long-term
projections.

The IFPRI approach lies between FAO and USDA. For instance,
its method used to estimate future import requirements is similar to
that of FAO, but a country’s capacity to finance commercial imports
is also taken into account, using a simpler version of the USDA
methodology.

ITASA uses a general equilibrium approach that shows the
impacts of policy choices on hunger and malnutrition. It is the only
approach reviewed that explicitly links policies to income generation
and food consumption.

Despite differences in the emphasis placed on various aspects
of the food situation, these approaches have a common framework.

Appendix 7.A was prepared by Kbalid Riaz, graduate research assistant in the
Department of Economics, lowa State University.
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All of them involve estimating a food gap based on some measure
of domestic food demand (or need) and availability. Food aid needs
are considered to be those parts of the food gaps that cannot be
met through commercial imports. However, the estimates of food
aid requirements are sensitive to the definitions of three key
variables, namely, domestic demand or consumption requirements,
commercial imports, and domestic production. Since different
agencies do not use the same definitions of these variables the
estimated requirements vary significantly. Tables 7.A.1 and 7.A.2
present 2 summary of food and needs estimates of various studies.
It was found that estimates were most sensitive to definition of
consumption requirements. The figures for food aid based on market
demand were generally lower than those obtained by assuming some
kind of minimum nutritional standard. For example, the USDA status
quo estimates for food aid needs in year 2000 was 29.4 mmt, while
the nutrition-based criteria yielded a food aid needs figure of 56
mmt. The corresponding figures from HASA were 30 mmt and 50
mmt, respectively (see Table 7.A.2). Similarly, the FAO estimates
for food aid needs in 1990, based on alternative market demand
scenarios, varied between 15 and 26 mmt, while the nutrition-based
estimate was 66 mmt (see Table 7.A.1). In addition to differences
in definitions of consumption requirement, differences in uinderlying
assumptions regarding income growth, import trends, and the
proportions of commercial food imports also contributed to variation
in estimates.

FAO Methodology

Assessiny; food aid needs requires estimating the food gap as
measured by differences in projected effective food demand or food
needs and projected domestic production. In the FAO methodology
an estimate of the former was made in two stages. First, each
country’s production, net import requirements, export availabilities,
and domestic demand were projected. This was done assuming no
changes in national policies affecting these variables and constant
(1975) prices. In the second stage, country results were aggregated
and suitably adjusted to eliminate imbalances in global supply and
demand. These imbalances arose because of the particular
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assumptions made about prices and policy environments.

Demand for cereals was decomposed into human consumption
and feed. Growth in private consumption expenditures and time
trend were used as explanatory variables to obtain commodity-
specific projections for per capita human consumption. The feed
use projections were made using input-output coefficients.

On the supply side, production projections involved projecting
the area under annual crops and yields. The econometric model
for area had time, deflated prices, and lagged area as explanatory
variables. Extrapolations of yields were based on time series
analysis. These projections were then adjusted to take into account
national commodity policy objectives, expected impact of
commodity development projects, and major biological and physical
constraints that might limit future supply expansion.

The differences between demand and domestic supply as
projected above provided an estimate of total food import
requirements. In view of the inability of many countries to meet
these requirements through commercial imports, food aid needs
were taken to be the residual or unmet portion. Commercial imports
were projected using the behavioral relationship

T, - a, /R

where [, denotes projected commercial imports in 1985, E, is the
projected earnings in 1981, and p, is the projected unit price of cereal
imports in 1985. In addition to filling food gaps, food aid is used
for development projec.s, is provided within the framework of
projects that fall into the following three broad categories:

1. Food-for-work projects, for example, those aimed at
promoting employment or investment in agriculture. Usually,
aid under these projects is provided on the condition that
their operation would lead to increased food consumption.
Building national food reserves.

3. Nutritional projects.

N
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An estimate of project food aid requirements cannot be made
by adopting a general approach for all countries. Recipient countries
are too dissimilar in terms of their development possibilities and
constraints on the operations of projects. Therefore, 4 country-by-
country approach is needed, which takes into account, among other
things, the absorptive capacity of the recipients. This is undertaken
by the World Food Frogram (WFP).

The WFP exgperience indicates that a number of factors limit
recipient countries’ absorptive capacity. In particular, logistical
constraints inhibit the operations in all three categories of projects
and are also considered the most serious in all of them. For food-
for-work projects, administrative, organizational, and management
constraints ranked second. The lack of continuity and assurance
of food aid supplies occupied a similar rank for food reserves. The
second most serious bottleneck for nutrition projects was shortage
of financial resources and acceptability of commodities provided
as food aid.

IFPRI Methodology

The IFPRI methodology, as presented in “Food Needs of
Developing Countries’ Projections of Production and Consumption
to 1990,” Research Report 3, IFPRI, is based on four alternative food
demand scenarios: (1) per capita staple food consumption constant
at a base level, (2) income growth at past trends, (3) income growth
at 75 percent of past trends, and (4) meeting minimum nutrition
requirements.

Growth of domestic food production is projected at past trends.
The import needs for food is given as the difference between
projected domestic production and projected consumption in each
of the above scenarios. Huddleston (1984) provided two estimates
of import demand for food. One was derived assuming that
consumption equals 1975 per capita levels, plus the additional
amount required to satisfy market demand if per capita GNP
continued to grow at rates prevailing between 1960 and 1974,
Population was assumed to grow at UN medium variant growth rates
for 1960-90. The other estimate of import demand for food was
derived by first estimating market demand under high, assumed
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income growth, and then adding the amount of cereals needed to
fill the dietary gap.

The estimates of import demand were converted into value terms
using the average of U.S. soft red winter wheat at Atlantic ports for
1960-75 expressed in 1977 dollars.

To estimate food aid requirements, the values of cereal imports,
under each scenario, were compared to projected export earnings.
Two estimates were provided. One was obtained by considering
cereal imports in excess of 5 percent of export earnings as requiring
concessional financing. The cther used a 2 percent criterion for
commercial imports.

Not all the countries with cereal import expenditures exceeding
the above threshold levels were considered eligible for food aid.
Those with per capita income more than $900 in 1976-78 were
assumed to be able to finance their own food import requirements.
For countries with per capita incomes between $300 and $900, export
strength, measured by export to GNP ratio and per capita staple
food production, were considered indicative of need. Export
strength, along with the ratio of foreign exchange holdings to the
size of merchandise imports, was also assumed to reflect a country's
ability to finance commercial food imports. Middle-income
countries, which are strong in both exports and foreign currency
reserves or which have high per capita crop production but weak
balance of payments positions, were assumed not to require food
aid.

Ali low-income countries that needed to import cereals to insure
adequate food supplies were assumed to need food aid.

USDA Methodology

The USDA calculates two different measures of food import
requirements on a regular basis (USDA 1987). The first is status
quo food import needs. This provides an assessment of additional
food needs if consumption has to be maintained at levels achieved
during recent years. Alternatively, a nutrition-based assessment is
also made, which takes into account the nutritional gap that would
persist even when effective market demand for food has been met.
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The first step in assessing import needs, using either criteria
mentioned above, is to calculate import requirements to support
consumption. This is done by first obtaining the import requirements
in quantity terms and then converting them into value terms using
a unit value index for imports. The quantity of imports required to
support consumption is the difference between domestic
requirements (quantity) and forecasted domestic production. The
procedures for making boti the status quo and nutrition-based
assessments have a common structure up to this point. However,
the two methods differ in their calculation of domestic requirements,
which go into the estimates of import quantities required to support
consumption.

The status quo domestic requirements are the sum of domestic
feed and nonfeed requirements, the latter being derived from per
capita nonfeed consumption. Subtracting forecasted domestic
production from this sum gives status quo import requirements for
consumption,

The nutrition-based method requires comparison of a fixed
minimum consumption norm against both domestic availabilities and
nonfeed requirements. Therefore, both of the latter estimates have
to be net of milling, seed, waste, and nonfeed use. Domestic
nonfeed requirements (net) are calculated by first determining
commodity caloric shares in total diet in a base period and, on the
basis of those shares, determining the per capita caloric requirement
for achieving the FAO recommended minimum. The per capita daily
caloric estimates are then converted to annual country wide
requirements.

The difference between domestic requirements for nonfeed use
and domestic availability plus feed use gives import requirements.

Since a country’s ability to finance imports is limited by foreign
exchange availability, an estimate of commercial import capacity is
necessary for determining food aid needs. Such estimates are made
on the assumption of continuance of recent debt payment
performance.

Finally, account is also taken of the capacity of the country’s
infrastructure to absorb food aid. Often limits on absorption are
imposed by capacity of the country’s transport, communication,
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storage, and distribution systems. In addition, financial and
management resources at the disposal of national and local agencies
often prove to be binding constraints.

To arrive at estimates of maximum absorbable imports, two
assumptions are made: (1) carryover stocks are at highest historical
levels during the past eight years, and (2) per capita consumption
is at highest historical levels.

Total consumption is derived from per capita figures by
multiplying by population figures. Adding estimates of carryover
stocks calculated in the manner described above to total
consumption gives maximum absorbable imports for a particular
commodity. The maximum absorbable import levels indicate the
highest proportion of estimated nutrition-based food aid needs that
could actually be disbursed to a particular country in a given year.

1TASA Metbodology

The methodologies described above use a partial approach.
According to this approach, food aid estimates are obtained by
varying only the factors closely related to food systems. All other
variables in the economy are assumed to remain constant. The
limitation of this approach is that it does not take into account the
indirect or secondary effects. When these are large relative to the
direct effects, general equilibrium is the more appropriate framework
of analysis.

The Basic Link System (BLS), developed at the International
Institute of Applied Systems Analysis (IIASA) is a general equilibrium
model covering European Community (EC) countries, Council for
Mutual Economic Assistance (CMEA) countries, and 14 other regions
including all other countries (Frohberg 1989). ‘T'he agricultural sector
is considered in more detail and has nine subsectors. The primary
purposc of the BLS is to analyze agricultural policies rather than
make projections.  This sets it apart from the forecasting models,
such as the one used by FAO. The BLS has two indicators of the
nutritional status of population, nutritional intake and number of
hungry people. In addition, food requirements as calculated by the
World Heualth Organization and the World Bank are taken as a third
indicator. An estimate of nutritional intake is derived from per capita
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intake of calories and protein, assuming utility maximizing behavior
of the consumers. In considering the number of hungry people,
only chronic hunger (and not famine) is taken into account. The
number of hungry people is determined by using methods developed
by FAO.

As mentioned earlier, an important feature of the BLS is its ability
to simulate the impacts of alternative policies. Frohberg reports
simulated effects on malnutrition and hunger of trade liberalization
and increased availability of food aid, considered separately as well
as in conjunction with cach other. The results indicate that increasing
food aid is a more effective strategy in reducing malnutrition than
trade liberalization. This is because the latter policy leads to
increases in food prices, which neutralize some of the income gains
to the poor. Another factor in favor of direct food aid is the
possibility of targeting the poorest nations, which was one of the
assumptions underlying the IIASA analysis.

Limitations of the Methodologies

In each of these methodologies, food aid is considered to be
the excess of food import requirements over what the country can
afford to acquire commercially. But what proportion of its food
import requircments should a country be reasonably expected to
meet commercially? Most approaches to assessment of food aid
needs cither fix commercial imports as a percentage of import gap
(same percentage is applicable to all countries) or they specify
functional relationships for determining this proportion on the basis
of certain key economic variables such as export earnings, foreign
exchange reserves, or debt service ratio.  As practical as this may
be, there is no sound economic rationale underlying it. As Ezekiel
wrote, “Without any statement of the policy objectives underlying
the provision of food aid for sale in the market, carlier studies were
not able to provide a rationale for determining the extent to which
commercial imports of food should fill the food import gap in order
to determine the residual requirement for food aid” (1989, 51).

In Ezeki~l's view, the ad hoc approach has difficulties at two
levels. On one level, there are methodological difficulties of
obtaining good statistical estimates of functional relationships, and
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using these for predictive purposes and difficulties pertaining to
misspecifiction of the relationship itself. Frequently, the explanatory
power of these functions is inadequate, and many variables have
signs contrary to a priori expectations. Furthermore, explanatory
variables are almost impossible to predict accurately, especially far
into the future. This leaves the models with little predictive
usefulness. Finally, misspecification occurs “because the availability
of food aid itself affects these proportions and relationships su that
it must also be used to explore commercial food imports” (Ezekiel
1989, 5.

However, on a more fundamental level, Ezekiel considers the
ad hoc approach to be inappropriate because it encourages
persistence in policies even when changes may be desirable. For
example, countries are not alike in allocating scarce foreign exchange
resources between commercial food aid and financing de*-elopmen:
needs. This allocation, although resulting from a complex interplay
of economic as well as noncconomic forces, need not be optimum.
A country leaning too heavily in one direction or the other may stand
to gain by changing its policy. The food aid criterion, however,
based on countries’ historical allocations, provides no incentives for
the country to do so. The countries that have traditionally ignored
development needs and imported more food, get less food aid,
thereby not frecing foreign exchange to finance development. Of
course, the opposite is true for countries that have tolerated a higher
degree of malnutrition of their populations than was warranted by
scarcity of resources at their disposal. Suclhi countries would get
more food aid despite their capacity (as opposed to willingness) to
purchase food in the international market.

Once food aid is recognized as a development tool, the next
question is where to look for criteria for allocating food aid. In this
regard, the links between volume of a country’s future commercial
food imports and its growth are of crucial importance. Commercial
food imports are a function of the economy's growth and export
performance. At the same time, the chosen level of such imports
would affect its growth prospects. This latter impact should be taken
into consideration at least in a qualitative way. The ad hoc
determination of the proportion of food imports that needs to be
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self-financed by the country is difficult to justify on economic
grounds. There is need for a clear statement of economic objectives
to be achieved by food aid. These in turn should provide explicit
criteria for aliocation applicable to ali countries.

Another issue is the difficulty in arriving at a satisfactory
definition of food requirements. Effective demand is one criterion
used to estimate these requirements. But market prices may be so
high that some consumers constrained by low incomes are not able
to buy enough food to meet nutritional requirements. On the other
hand, the nutrition-based method has its own difficulties.
Hudd!eston points out that “the total calorie requirement for
nutritiona! adequacy may be overestimated, and requirements of
malnourished groups cannot be divined from aggregate estimates”
(1984, 52-53). Overestimation may occur because there are
differences in requiremsents among individuals of the same body
weight and energy expenditure. Further, individuals may vary their
intake from day to day or season to season without adversely
affecting their health. Finally, average figures do not reveal how
food is distributed. In Huddleston's view, poor distribution of food
is a more important cause of malnutrition in most countries than is
its scarcity.
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Table 7.A.1. Projections of gross cereal imports and food aid requirements of developing countries

Total
Period Imports Food aid

WFP (1979): All LDCs 1985 - 17.00 - 18.50
FAOQ (1981)

Scenario 'A', all LDCs 1990 110 15.00

Scenario 'B', all LDCs 1990 121 24,00

[most vulnerable) (38} [20)

Trends and nutrition-based, all LDC's 1990 175 66.00
WFP/FAO (1983): All LDCs 1985 - 20.20
Huddleston (1983): $0 LDCs

Import trends (1961-63 —1976-78) 1990 175 18.00

Income based 1990 92 17.00

Consumption based 19%0 109 20.00

Nutrition based 1976-78 - 27.00

1990 84 35.00

USDA (1982): 69 LDCs

“Status quo” (1978-1981) 1982.83 32 12.00

Nutrition based 1982-83 52 34.00

SOURCE: Edward Clay, "Food Aid Forecasting: The Literature on Needs and Reqguirements.,"
Food Policy, Yol. 11, No. 1, p. 44, © Butterworth-Heinemann Ltd. Oxford. 1966.

Table 7.A.2. Estimates of food aid requirements for LDCs

Status quo Australia Japan
_Projection mmt mmt mmt CE/yr

USDA 29.40 56.00 -
World Bank 23.00 - -
IIASA/BLS 30.00 50.00 165+ 11
IFPRI - - 74.00

All countries w/

< $800 GNP/head - - 39.00
FAPRI (1995) - - 117.00

SOURCE: “Food Aid Projections for the Decade of the

1990s (1989)." Report of Ad He. Panel. Board of Science and
Technology for International Development. Washington, D.C.:
National Research Council,

"Jote: "he abbreviation mm¢ is defined as million metric tons.
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DISCUSSION OF CHAPTER 7
Gerald Trant

There is a great deal to agree with in Fletcher's thoughtful, well-
balanced chapter and if one is to differ with him it must be primarily
in terms of point of view and emphasis.

On humanitarian grounds the need for food aid as an emergency
response to natural or other disasters is clear. The effectiveness of
prepositioning is also clear, that is to say, establishing fast-track
decision making procedures in donor and recipient countries t0
provide rapid response in such emergencies. International
agreement to allow passage of humanitarian food aid at all times
would also assist in its effective delivery.

The humanitarian basis for food aid to meet the needs of refugees
is also clear and there is a compelling humanitarian logic that justifies
the need for food aid in those instances in which developing
countries are simply unable, through their own production and
commercial imports, to meet the minimum daily caloric requirements
of their people and time is needed to increase food production to
adequate levels from domestic sources. As is often the case, time
and circumstances blur the borders between humanitarian food aid,
development food aid, and what can only be regarded as
inefficiency-engendering food transfers.

Some of “he difficulties associated with achieving effective food
aid use will be discussed later. However, there is one common
shortage that links serious attempts to analyze many food aid issues
and that is the shortage of adequate examples of successful food
aid development programs or projects, which, on analysis, could
yield the practical paradigm of the successful use of food aid for
development.

One of the ways in which food aid security dialogue can be
rendered less complicated is to develop a common definition or
concept of food aid. In this presentation it is proposed that food
security should mean that people have access to enough food at all
times that they can lead active, healthy lives. For most countries,
food security implies attaining desirable levels of food production,
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increasing the stability of food supplies, and ensuring access to food
supplies on the part of those in need.

The 550 million hungry people who have the greatest need for
improved food security live primarily in rural areas. Fifty-seven
percent live in Asia, 27 percent in Africa, 11 percent in Latin America,
and 5 percent in the Near East. The majority of these people live
existences of chronic undernourishment.

Famines, which, of all the manifestations of hunger, have
received the greatest media coverage in recent years, have shifted
their incidence from Asia to Africa.

Three-quarters of the 79 emergency actions by the World Food
Program in 1987 were prompted by human actions like civil strife
or war and the remaining one-quarter were caused by drought, crop
failures, and sudden natural disasters. Even in these cases human
causes were often present.

The impact of food insecurity can engender different forms of
hunger and malnutrition. For example, undernutrition and starvation
result when people simply do not have enough to eat; malnutrition
results when the nutritional quality of diets does not meet
requircments. This is often the case among young children, women,
and the elderly. Nutritional deficiency diseases such as
xerophthalmia and mykedema, are the result of the lack of specific
nutrients in the diet. In the case of famine, whole populations are
affected by food insecurity. Chronic and/or seasonal undernutrition
affects more selectively those households that are too poor to grow
oracquire a large enough stock of food. Malnutrition and nutritional
diseases affect some individuals within the household more than
others. The different forms of hunger have different causes and
require appropriate responses.

With few exceptions, however, responses are rooted in problems
of poverty and underdevelopment. Successful efforts to combat
hunger and malnutrition more effectively must begin with an
assessment of how many people are affected by the various kinds
of hunger, where they live, and what the specific conditions are
that cause each type. In this connection, it is sad commentary on
our neglect of the human condition in development efforts that we
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know more about economic growth, balance of payments, inflation,
and money suppiy than we know about poor and hungry people,
their living conditions, and their aspirations. The statistics and
information available on poveny, hunger, and malnutrition are both
scarce and inadequate. There is a desperate need for better
information.

There can be little doubt that a major reason for the world’s
failure to halt the growth of hunger and malnutrition has been the
lack in many countries of effective policies to ensure food security
for all their people. Even where such policies appear to be in place,
their effectiveness has been inhibited by a concern for economic
indicators at the expense of human needs. Although the statistics
may be imperfect, some countries provide us with useful examples.
In general, those countries that have truly made the elimination of
hunger and malnutrition a key objective of their development have
generally made significant progress toward it through effective
programs. In countries where the elimination of hunger and
malnutrition did not rank high on the development or economic
policy agenda, even high and growing levels of economic activity
did not result in tangible progress towards the goal of reducing
hunger.

Possibly the most important fact about hunger and development
is simply this: economic development measured by gross national
product per person cannot be taken as a reliable proxy for the
incidence of malnutrition and hunger in a country. High GNP levels
tell us nothing about the way income is distributed among the
members of the population, how many children went to bed hungry,
or how many died from diseases that were related to nutritional
deficiencies. What the level of GNP per capita does indicate is the
ease with which effective antihunger programs could be paid for in
aggregate. It does not say that they will be put in place.

It follows that all those things often thought to be stimulants to
growth in an economy level of activity, such as an effective price
mechanism, a liberalized trading environment, and a net inflow of
capital with more productive technology, whether taken individually
or together will not in and of themselves result in increased food
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security for a country. It is difficult to avoid concluding that effective
government programs biased in favor of the poor and hungry are a
necessary condition for the conquest and eradication of hunger in
any part of the globe.

While developing countries have taken varying approaches to
the solution of the hunger problem, those that have made significant
progress have adopted a tripartite overall strategy that involved (1)
making the elimination of hunger a central objective of development;
(2) creating and maintaining a policy environment supportive of this
objective; and (3) adopting an integrated food policy approach to
the hunger problem. China and Cuba have both pursued the
reduction of hunger as a fundamental clement in an overall policy
that seeks to ensure greater equity in the distribution of income.
Chile, Costa Rica, Jamaica, and Sri Lanka have acted to putin place
food and social security safety nets in combination with equity-
improving mecasures, such as agrarian reform. Other policies that
have been associated with significant reductions in hunger include
according agricuitural and food sectors a high priority, pursuing
policies geared to the employment of a rapidly growing labor force,
and following judicious population policies.

Since the majority of the world’s hungry people live in rural areas
having limited infrastructure, including inadequate transportation
and storage facilities, the only real hope of increased food security
lies in increased productivity of local resources, which usually means,
as a minimum, improved sced, production practices, fertilizer,
markets, and price incentives, together with the trained people and
other resources requisite to the maintenance of a productivity-
enhancing environment. Most of the effort and investment needed
will have to come from the developing countries themselves.
However, external aid including food aid can enhance the process
and accelerate its development.

Fletcher postulates that food aid can make a useful contribution
to food security through good investment projects, targeted
supplemental feeding, or food-for-work projects. His specific
recommendation to clarify the legislative mandate for food aid and
provide a simple management structure for it is pointing in the right
direction.
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Improving American Foreign

Financial and Food Assistance Policies

to Enhance Food Security

Raymond F. Hopkins

The Domestic Po!icy Environment for
Foreign and Food Assistance

Generally, four kinds of donor assistance may serve to strengthen
another country’'s food security. Such assistance is especially
important in countries vulnerable to food shortages, with their
attendant high internal prices and increased hunger.

1.

Project financial assistance directed to agricultural projects
or to inputs, such as fertilizer or research, to improve the
agricultural productivity of a country.

Food aid can eliminate temporary shortages. Imported food
on a free or concessional basis should enhance supply and,
if provided in a reliable, compensatory fashion, smooth
supply availability and the threat of acute hunger.
Nonproject development assistance. This is most often
provided in support of policy reform measures or to help a
country’s structural adjustment programs and can be used
to pay for food imports needed to satisfy minimal security
requirements.

Renegotiation and reduction of debt obligations can improve
a country’s food security by reducing its general vulnerability
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to international and national market fluctuations in the longer
run. Debt forgiveness may be a sine qua non for economic
development.

These four pathways by which external assistance affects food
security, whether through official aid flows or debt adjustment, can
all be affected by a recipient country’s production, import needs,
and role in international trade, and that country’s domestic policies
on food subsidies. The changing context of cach recipient is
therefore crucial for assessing the “true” effect of zid on food security.

This chapter focuses on the first two of these flows, and partic-
ularly the second, food aid. It discusses these in the environment
of the American food aid program.  Generally, the domestic and
international factors that affect food aid from the United States and
the international purposes and interests that the United States has
sought to serve have changed since the inaugural of the food aid,
or PL 480, legislation in 1954; further changes in environmental
factors invite further changes in American policy in the 1990s.

Two basic purposes of the U.S. government in continuing to
allocate scarce foreign affairs budget resources in order to send
foodstuffs overseas are (1) to enhance domestic agricultural interests
in the United States and (2) 1o alleviate constraints on development
in other countries rising from food shortages and malnutrition. Given
these two purposes it is understandable that USDA and AID are the
major executive branch agencies responsible for food aid, and
cqually logical that the agriculture and foreign affairs committees
of Congress are its principal legislative authors.

The political saliency of its purposes has not remained constant,
however. As the proportion of food aid in total agricultural exports
for the United States has declined from over 30 percent in the 1950s
to less than 5 percent in the 1980s, its benefits to American food
producers and tiie U.S. treasury through reduced costs for commodity
storage programs have dwindled. Coincident with this dwindling
stake in food aid has been a decline in the power of agricultural
interests supporting it. With growing urbanization—as the American
population has shifted away from farm and agricultural
employment—combined with the effects of the Supreme Court
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decision proscribing unequal electoral constituencies that had
favored rural arcas—the power of agricultural interests within the
U.S. government has eroded. The political context in the 1990s for
PL 480, therefore, is far different from what existed in 1953-54 when
the initial food aid legislation was drawn up and its share of treasury
funds was first negotiated.

The second factor shaping American interests in food aid is that
of contributing to the global “collective good” of stabilizing
international markets and guaranteeing populations in poor countrics
access to minimally adequate nutrition. Evidence suggests this has
been a steady and growing policy concern. Reasons for this trend
include (1) the enhanced capacity to transport and deliver food to
remote areas around the world and to respond quickly to anticipated
needs (over the last two decades carly warning networks have been
developed to forecast famines); (2) concern over domestic
agricultural policies that may destabilize markets, a problem
especially for very poor or very indebted food importers; and (3) a
growing normative consensus that hunger is an unacceptable
clement of the human condition in the last decade of the twentieth
century.!

implications of these two changes, declining domestic producer
interests and rising global food stabilization and hunger !nterests,
combined with lessons derived from the cumulative experience and
research in food aid over the last 35 years lead to a strong case for
revising the entire PL 480 program.?

This chapter is divided into three sections: it elaborates upon
the historical trends already described; it discusses some of the costs
and benefits associated with food aid, in particular, for trade and
development purposes; and it offers some practical steps appropriate
for the future design of American food and financial aid related to
food security.

Origins and Changes in PL 480

In 1954, a coalition of cold war, farm commodity, and human-
itarian interests supported the creation of a special U.S. government
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program of noncommercial food sales and donations. Although the
United States regularly had provided such aid after World War I, it
was not institutionalized (outside the Mutual Security Act) until Public
Law 480 of 1954. This law reflected the belief that food aid could
simultancously serve the needs of reducing the costs of our domestic
farm programs and, at the same time, serve relief and development
interests. America’s internationally oriented leaders saw food aid
supporting both the humanitarian concerns of Americans to avoid
starvation and famine and, more broadly, resistance to the
‘communist menace.” Senator Hubert Humphrey claimed that U.S.
surpluses could be “a great asset for checkirg communist aggression.
Communism has no greater ally than hunger; and democracy and
freedom no greater ally than an abundance of food” (Ruttan 1989).

Following the enactment of PLL 480, President Eisenhower created
an interagency committee to oversee this program reflecting the
multiple objectives of the legislation. It was chaired by the
Department of Agriculture with representatives from the Departments
of State and Defense, the agency for foreign aid (after 1961, the
Agency for International Development—AID), the Treasu ry, and the
Budget Burcau (now OMB).

Unfortunately, neither the legislation nor the interagency process
created a harmonious marriage among interests. The very division
of food aid into two disbursement channels, a Tide I program,
primarily steered by USDA and the State Department, and a Title 11
program, primarily aimed at supporting humanitarian and
development objectives, and in recent years steered by AID (with
special ties to voluntary agencies in this country), acknowledges
the likelihood that particular food transfers cannot serve all of PL
480's mandated purposes simultancously.

A 1977-78 review of food aid, carried out by the Carter
administration, considered the desirability of allocating fixed pro-
portions of the food aid budget to particular mandates. This idea
was rejected in favor of maintaining a diffuse coalition of interests
and purposes within the legislation. At least some food aid, it was
felt, could simultancously serve multiple purposes. Much has
changed since this review over 10 years ago, however.,  Conflicts
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over the shrinking foreign assistance budget and the uncertainty of
surpluses have made food aid much closer to a fully funded cost
for the United States as it is for other countries (Clay and Singer
1985).

Since its beginning as a surplus disposal, anticommunist effoit
of the United States, the underlying character of the international
food aid “regime” (i.e., the structure and rules for governing the
transactions that encompass the entire sct of donors and recipients)
has changed dramatically. Furthermore, the burden-sharing has
shifted. The U.S. contribution, for example, has fallen: from
providing more than 95 percent of the world's food aid, the United
States now provides between 50 and 60 percent (in dollar terms
the U.S. contribution is less than 50 percent). Other bilateral and
multilateral donors now have a significant role. Other donors and
recipients now set rules and pressure the United States over regime
elements (World Food Program 1979).

In 1963, an international organization, the World Food Program
(WFP), was created to conduct a special portion of food aid, that
is, aid to be used in projects within recipient states that would help
people improve their lives, particularly in agriculture. The WEP in
1974 was authorized to e¢xpand its authority under a new
international committee, the Commitiee on Food Aid Policies and
Programs (CFA), which serves as an overall body to establish
principles for food aid and to provide guidance to donors and
recipients of food aid. This “governing” task was added to the CFA’s
regular charge to approve particular food aid projects supported
by the multilateral WFP.

By 1990, the regime expanded to the point where more than 25
countries provided food and over 100 received it. Under the Food
Aid Convention (FAC), established in 1967 as part of the Kennedy
GATT negotiations and most recently renewed in 19806, the United
States is obliged to provide a minimum of 4.47 million metric tons
(mmt) of food aid while other principal donors to the FAC have
pledged another 3 mmt. Ironically, in spite of greater burden sharing
among rich states, thus expanding the wealth base for paying for
food aid, the physical volume of food aid in tonnage terms has
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declined.  As the burden of providing it became more widely
accepted and carried out by other OECD countries, the U.S. effort
shrank.

In 1966, a reform of U.S. food aid shifted the emphasis of food
aid’s purposes toward economic development. It required countries
receiving food aid to establish sclf-help measures to be funded by
sales of concessional food. These changes arose in part as a result
of concern that food aid could hurt recipient countries through
disincentive effects upon local productiosn. Disincentives might be
created by weakening a government's interest in providing funding
for research for the food and agriculture sector, by lowering market
prices for foods and thereby decreasing food producers’ income and
incentives, and finally by creating tastes for imported foods, such
as wheat and rice, that are relatively expensive and/or impossible
to produce locally, thus creating an unnecessary dependence.

Food aid allocations also have changed. Over the years, par-
ticular interests, sometimes famine alleviation, other times the desire
to reinforee foreign policy actions or even support military
operations, have played a compelling role in the U.S.’s allocation
of food. For example, in the mid-1960s and again in the mid-1980s,
famines in India and Africa caused substantial shifts and increases
in the size of food aid. Conversely, in the late 1960s and carly 1970s,
usc of food aid as a resource to support the American military cffort
in Southeast Asia became important. These latter allocative shifts
resulted from burcaucratic politics within the United States.

Today further reforms are adivocated. Much as the ones ad-
vanced in 1960, based or. the results of rescarch and evaluations
over the last two decades, in 1990 a revamping of food aid was
proposed, by Senators Leahy and Lugar, with support from
humanitarian groups (Minear 1989) and from domestic farm groups.
Food problems in sub-Saharan Africa provide the most pressing
examples of why reform has been called for. This region has come
to absorb the largest share of food aid over the last 15 years. Per
capita food production declined in Africa from 1970 to 1983 by 17
percent. This was a major factor in the general economic malaise
of that period. For food aid to help solve food problems that hinder
African development, experts have increasingly argued that such
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aid must be designed to improve national food markets and foster
local development actions. Indeed, the U.S. Food for Progress
Program was proclaimed with just this link to food in mind.

For food aid to be constructive, especially in the poorer African
countries, it is clear that longer term planning, larger resource flows,
and formal multiyear commitinents are required. How much food
aid can African and similar countries absorb? To guard against
disincentive effects in its local production, a conservative approach
to an estimate would be simply to project “demanded” imports above
the average level of commercial imports in the 1980s. For Africa,
for example, 4 to 5 million additional tons could be justified. Thanks
to the enormous African debt burden, only moderate growth of food
imports to Africa is projected, but even these are surely not affordable
on a commercial basis (NAS 1989). Imports by the poorer developing
countries during the 1980s that required foreign exchange are a
reasonable indicator of what economic demand and hence
absorptive capacity were available without displacing local
production.

For Africa, about half or more of projected import increases cited
in a recent National Academy of Sciences workshop may require
some aid to finance them. An adequate response to the “necd” gap
would require grants be tripled to support food imports to Africa.
For all food deficit countries where reform measures are moving in
directions urged by the United States and the World Bank, an
increase in callable food guarantees would be especiaily deser:ed,
particularly as a compensatory way to balance food needs and
prevent shortages. For African countries alone, food aid could
increase by $500 million (1989 price) per year, I believe, without
violating the spirit of usual marketing requirements set to protect
commercial interests.

Successful food aid requires multiyear commitments. Each
country’s use would work best if the agreement regulating the aid
allowed the resource flow to change from year to year in size, type
of food commodity, and even between food and cash. For example,
if Guinea or Madagascar were to have a banner year in rice
production, then donors need the flexibility to switch their plans,
perhaps to send them less rice and substitute another food such as
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wheat and/or cash. This would be appropriate as a reward for their
“success.” To continue to send food that is not needed or may
overwhelm their markets is hardly a reward for successful adjustment
or a good crop year.

Major price instabilities strike economies of African states when
food production varies much over 10 percent. During the recent
1984-85 drought, cereal production fell as much as 50 percent in
some countries and overall staple food production by 15 to 25
percent. Per capita food production in Africa is not only the lowest
in the world, but variability in production (1970-86) is high, exceeded
only by the Soviet Union. Thus, reducing vulnerability of poor states
through a flexible, procyclical food aid program is crucial.

In focd insecure states, because of the importance of food in
employment and in household expenditures, instabilities in pro-
duction can wreak havoc in national economic life and in individual
lives. Populations in areas hardest hit by shortages migrate,
burdening other regions and causing the loss of capital resources
as in Chad, Mozambique, and Ethiopia in recent years. Terms of
trade are drastically altered; wealthy herders become impoverished.
Employment shrinks, demand for nonfood goods falls, and the
formal economy is increasingly circumvented by informal exchanges.
Even in yeurs when national food production is normal, large
numbers of Africans and Asians can be affected by regional
variations.

Based on this type of need, quite different from that of Mexico
and other food-importing, debt-ridden, but partly industrialized
states, and also different from that of 20 years ago, a high priority
for food aid should be as a resource for improving weak food
markets. Past U.S. rules and practices regarding food aid, howevcr,
have made this priority difficult to accomplish. Why? First, the
interagency working group has usuallv had inadequate information
about failures in food policy and insufficient leverage or assurance
of covering risks in policy change to nurture market improvement.
The effort to use food aid in support of a grain market restructuring
in Mali is the inajor exception, and that effort was set back by the
1984-85 dropout. The multiple objectives of PL 480 make market
stabilization adjustments at odds (sometimes) with other goals.
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In many recipients, unfortunately not only in Africa, policy
reforms to improve the food system have been lacking or have been
made reluctantly. Food aid should support, not undercut, policy
reform. This requires coordination with other donors and fitting
U.S. food aid into larger reform financing. A shift toward greater
coordination, multilateral aid, and integrating food and cash
assistance would fit the changed understanding of food system
reforms necessary in the 1990s.

Analyzing Costs and Benefits

The changes in the nature of food aid from the 1950s to the
1980s, sketched out above, raise some basic questions as to its future
size and modality (see NAS 1989). Clearly, the benefits it provided
Lo some groups, such as grain producers in exporting countries, have
declined. Fortunately, the costs it may have imposed on recipients
through distorting their economy are also likely to have declined.
This in turn has shifted the extent to which various interests are
servecl or disadvantaged by food aid. The climate within which
policy is made, therefore, has similarly changed.

Academic studies have given the most attention to the effects
of food aid (for example, the benefits and costs) to recipient
countries. Disincentive, distribution, and distoriion effects have
received wide criticism (Maxwell and Singer 1979). Relatively less
attention has been paid to the costs and benefits to donor countries.
TLese, however, are central to understanding the motivation for food
aid, and important in formulating recommendations regarding its
future size and modalities in an era of shrinking budgets.

What are the benefits of food aid to the United States? Basically,
food aid may be construed as an international public good, differing
from cash as being tied (doubly tied when the United States insists
that its food be used). In this sense, as argued earlier, the public
good of stability is a U.S. interest advanced. It should or can advance
the U.5. interest as a major stakeholder in a peaceful global order
and its interest in international economic development and trade
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expansion, especially as the economic situation deteriorated in the
1980s.

What is the monetary cost of food aid supplied by the United
States, either bilaterally or through international agencies? A simple
answer, and one conventionally used for international accounting
purposes, is to value the quantity of food at current world prices,
the market price. Thus, the value of 10,000 tons of wheat or cooking
oil, as recorded by foreign aid bookkeepers, is its cost on the open
world market, either f.0.b. or c.i.f., as circumstances of the transfer
dictate. Often, however, this price is not a good estimate of the
value that donors give up. Thus, other valuations have beer. used
over the years in the bookkeeping of food aid. Each of these plays
a role in understanding the true economic costs to supplying
countries,

The highest cost that might be used in assigning a value to food
aid commodities is their acquisition or treasury cost. During times
when domestic farm policy supports higher prices, a government
intervenes in the market to acquire surpluses of the commodity.
Thus, in the Common Market, for example, domestic-oriented actions
of the Common Agricultural Policy (CAP) have generated mountains
of butter and powdered milk, while in the United States the
Commodity Credit Corporation (CCC) has frequently held large grain
stocks. The acquisition costs of such commodities and subsequent
costs of storage can result in government outlays substantially higher
than the market values of the commodities.

If donor governments use their full budgetary outlays for valuing
commodities that are subsequently shipped as food aid, the apparent
cost of food aid seems rather high. Indeed, in the United States in
the early years of PL 480 aid, the Commodity Credit Corporation’s
costs were often used to report the value of food aid. In more recent
years, especially in reports to those interested in economic
development, the value of early food aid has been recalculated to
reflect prevailing international commercial prices. Similarly, the
European Community reports the international value of its food, not
the costs incurred by the various European intervention agencies.

With the decline of large government-held surpluses of grain in
the 1970s and again in the late 1980s, this high-priced method of
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valuing food aid has become less relevant. Still, to appease some
domestically oriented policymakers, especially when domestic prices
are higher than international prices and when substantial government
storage charges may be incurred, there may be advantages to
charging the international assistance budget the cost needed to cover
some part of government outlays for the food provided as aid.
Moreover, congressmen representing farm .nterests, frequently in
the 1950s, were happy to construe the full value and cost of the PL
480 program as part of America’s international welfare contribution
and not as a cost of domestic farm programs (White 1974). This is
no longer true; indeed, global-oriented congressional leaders can
now count on support for aid tied to food from “farm” members of
Congress regardless of the arrangements.

At the other extreme, considering only alternative uses for the
foed, zero has sometimes been suggested as the appropriate cost
for providing food. When aid is drawn from surplus commodities,
as under Section 416 of the Farm Bill (1949), this is the value charged
to the foreign assistance account. At the level of the national
economy, this valuation rests on the premise that, besides the means
of disposing of this food as aid, the only effective option open to
government agencies holding large surplus stocks would be to
destroy them.

Still another way to assess the economic cost of food aid to the
donor is in terms of opportunity costs. In this case, the potential
additional costs for farm subsidy programs in the absence of food
aid are deducted from the treasury cost to the government for food
aid. Leo Mayer calculated in the 1966-68 period that the net cost of
PL 480 programs was considerably below apparent government
(CCO) costs and below world market prices. The net government
cost, according to Mayer's calculations, was reached by reducing
CCC costs by the amount the CCC would have had to pay out in
set-aside payments to farmers in order to idle the amount of land
used to produce the amount of food aid shipped. Thus, he found
that the average net cost to the government of wheat food aid in
1966-68 was 49 percent of its gross costs (Mayer 1972). More
recently, a USDA study calculated PT. 480 costs as less than full value,
but higher than set-aside costs to reduce the same amount of
“surpluses” (Pinstrup-Andersen 1988).
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The alternative chosen for calculating donor costs is important
for several reasons. First, it affects the publicly perceived budgetary
burden. Second, it can affect repayment obligations if it is a Title I-
type arrangement. Finally, it can affect the volume of food aid a
particular donor can supply to the extent volume is capped by dollars
allocated. Thus, in 1986-88, food authorized under Section 416 for
food aid 480 use was a free addition to the foreign aid budget (except
for shipping).

All donors, including the United States, budget their food aid in
monetary, not volume, terms. Other donors, however, add funds
to meet tonnage goals when prices rise. The United States generally
has not done so. This is largely because U.S. legal food aid
requirements under Title Il subminimums and commitments under
the FAC are lower than available funds for food aid. Other donors
usually just meet fixed tonnage pledges. Great Britain or Australia,
for instance, simply adjust their development budget allocations
upward (or downward) to meet changing food prices for set tonnage
and the adjustment is usually borne by the rest of the development
assistance budget.

Aside from the cost of the commodity, another PL 480 cost is
the management and personnel expenses required to run a food
aid program. Managing food aid requires some additional staff and
management expenses that thc government would not otherwise
have incurred. In the Unired States, which has a very large
bureaucracy at home and abroad working for both the Agency for
International Development and the Department of Agriculture, it may
be argued that some of the costs of managing food aid are fixed
and would otherwise go for staff salaries whether food aid were
provided or not. Moreover, the size of the Washington-based food
aid bureaucracy compared to the value of the program makes it one
of the smaller in government for each dollar spent. Indeed, as one
agriculture department official remarked, no other billion-dollar
program in the United States government has so few staff members.

Aside from salary costs for personnel, another conceivable cost
would be the attention time required of high-level administrators.
This is relatively small. Seldom do food aid issues and controversies
rise to the level of department secretaries or the White House.
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Programming or budgetary issues, even when they have generated
complicated and heated intragovernmental bargaining, have seldom
diverted the attention of top government leaders. Perhaps the only
occasions for this in recent years occurred in 1974, when pledges
for the World Food Conference required approval at the highest
level, and in 1984-85 when the White House gave attention to
responses to African famine conditions.

Food aid benefits the United States in both economic and political
ways. In the economic realm, benefits are perceived to come from
expanded overseas sales. Thesc are hard to calculate. For example,
after World War II, the United States gave substantial food aid to
Japan, Germany, and Great Britain. In the 1970s, these countries
had become lirge commercial importers of American farm products.
Would food sales to these countries in the 1970s have been any
less if there had been no food aid in the 1950s to stimulate
subsequent trade? If so, what would be the loss to the United States
of such lowered sales? Even if answers to these questions could be
estimated somehow, further questions remain as to how much
benefit from trade gains is required to offset the food aid costs
incurred in the 1950s. What would be the appropriate compound
rate for the carlier expenditures? One can at best speculate. In
general, officials from U.S. producer and marketing groups offer a
generous interpretation of these benefits, while officials in
development agencies tend to be skeptical of the value of market
development effects. Since historically these effects were considered
important by commodity representatives, assuming rationality of
producer lobbyists, there must have been some, albeit hard to
calculate, cconomic benefits to a segment of the American populace.
Substantial benefits, however, are not really needed to explain or
justify food aid, since economic stability, military security, and other
foreign policy benefits have also been sought through food aid.

Political benefits have become increasingly important as the
justification for food aid, especially for donors other than the United
States. Not unrelated is the increase of concessionality in food aid.
Even in the United States, concessionality has increased with the
relative growth of Title I, and food aid’s economic value for market
development and domestic supply adjustment has declined. Pclitical
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benefits are especially difficult to measure in monetary terms; worse,
nonmonetary evaluation is subject to great disagreement. The kinds
of political benefits from food aid range from rather diffuse claims
of an improved “climate” of relations (such as food aid to countries
like Tunisia and Kenya) to very specific political payoffs, such as
foreign policy support or military base rights in, for example, Egypt
and the Philippines.

National prestige, that is, the recognition and favorable attention
given to a food aid donor by other countries, can also be a significant
benefit. For those whose jobs and/or personal identities are closely
associated with their national community, actions that call favorable
attention to their own nation and win it respect abroad are naturally
prized. Just as philanthropists are rewarded with recognition,
flattery, and respect when their donations are given attention or
sought, so national communities (or their leaders) can derive
satisfaction from the enhanced status and respect that food aid
philanthropy provides.

Although philanthropic benefits could be derived from providing
commodities other than food, the maintenance of international norms
for minimal nutrition and humanitarian goals is more directly
advanced by food aid, whatever the argument regarding its
cfficiency. Moreover, food aid rather than cash may be used by
those secking quid pro quo political benefits because it is more
available than cash due to its diffuse “humanitarian” public support.
It may also be more available because particular domestic interest
groups, notably producers and voluntary organizations, lobby on
its behalf. Indeed, its availability, which has allowed it to be used
for pursuing forcign policy benefits rather than development or
humanitarian relief, has led some to sharply criticize the program
(Minear 1989).

The balance of costs/bencfits te; the United States is clearly that
costs have risen while benefits have been hard to assess. This is an
important reason for the lack of growth in the tonnage of U.S. fcod
aid since 1975 and for the downturn since the mid-1980s in its real
monetary amount. Certainly a need for food aid has grown (NAS
1989). While some skepticism about the value of food aid may have
undermined its attractiveness, interest in the potential positive effects
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among development economists remains substantial (Ruttan 1989).
As we saw earlier in the history of American food aid, it is seen as
having special noneconomic elements: (1) it assists particular
domestic interest groups; (2) it has a more humanitarian and popular
appeal for the American public than cash aid; and (3) it emerges as
an obligation from international bargaining. Thus, the rise in
economic costs and decline in economic benefits in the 1970s may
well have been offset by a rise in political benefits. As aid has
become a more scarce resource, food aid has become more attractive
among the economic tools available to donor country policy elites.
In the 1980s, for example, foreign policy elites saw it as an important
and valuable tool in Central America and Egypt. AID and the World
Bank have also shown interest in it as a rescurce for its role to help
stabilize African economies with special attention to their food
security.

Prescriptions: Targeting Food Aid and Financial
Assistance to Address Global Food Insecurity

In light of the changed world situation and our increased
knowledge of policies to achieve an effective use of food aid, the
United States should reform its food aid legislation to coordinate it
more reliably with other forms of aid that spur economic and
agricultural development and employment.

Having established the initial principles and rules under which
food aid became an institutionalized regime in international trade
(Hopkins 1984), the United States is now in a position to provide
new leadership in the international community regarding food aid.
How? By legislation that shifts the U.S. priority ‘o recipient needs,
targets resources into areas where the use of food is most appropriate
and most efficient in promoting development and that will reduce
food insecurity, and sets a more altruistic example in its own
behavior through a greater delinking of food aid fron: agricultural
subsidy and protection policies. This would enhance the U.S.
position in the Uruguay Round of GATT trade negotiations for
agriculture, especially if the United States had a position on bona
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fide food aid common to other donors (meaning U.S. food aid as
grant, not loan, aid). This would also allow aid to be managed in
a way that would be more likely to induce policy coordination and
increase food provision by other indusirial countries, such as
Germany and Japan.

To achieve this goal, six steps would be appropriate.

1. Establishing food needs as the principal allocation priority
for food aid.

2. Allowing for total monetization of food aid and making this
practice normal.

3. Establishing modalities whereby needed tonnages of food

aid, particularly for the most stressed populations and locales,

currently heavily in Africa, would be protected from price
fluctuations.

Streamlining food aid to make it fully a grant program and

one related to prospects for debt forgiveness.

5. Enhancing policy coordination and cofinancing among
donors.

6. Eliminating congressional earmarking, except for projects that
attack fundamental problems leading to food insecurity, such
as high population growth, soil erosion, forest depletion, or
the waste of harvested grain,

'=N

Some of these prescriptions have been more precisely put
forward as reforms to the existing PL 480 legislation and
implementation. The broader aim should be to establish changes
not only in U.S. procedures and rules, but in other countries that
participate in the new international regime.

The first proposed change—giving priority in allocations of food
aid to countries desperately short in domestic production and
without adequate economic purchasing power in the world market—
has an intuitive sensibility. After all, these are the countries in which
the need for food is undeniably large, while the commercial import
option to achieve food security is blocked by national poverty and
growing debt. These countries need to import food under any
circumstances. The important thing is that the food should come
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in a4 reliable and responsive way to their needs, which vary from
year to year. This requires that other priorities, particularly
diplomatic, commercial, and bureaucratic ones, do not force the
misappropriation of food for less-efficient uses. Furthermore, inertia,
built in to the aid system through the older, multiple-purpose, annual
authorization, view of food aid, can prevent quick responses to
changes in the level of need—or type of commodity.

Food aid regulations should be formulated in = way that stabilizes
poor countries’ per capita food supplies, while at the same time
meeting one of the newer norms of food aid provision, as stipulated
in the Bellmon Amendment of 1979, namely to prevent harm to local
markets and producers. Following this scenario, the top 10 countries
for U.S. grant or bona fide food aid (not Title I) would not include
India, Egypt, or El Salvador, all countries where the United States is
the dominant and nearly sole provider. Rather, the allocation of
grant funds would be substantially redirected towards countries with
high rates of environmental threat, malnutrition, and high population
growth, such as Ethiopia, Mozambique, Sudan, Bangladesh, and a
number of other smaller African states. The food security allocation
criteria of the Leahy-Lugar bill, as introduced in April 1990, would
mandate such direction.

The second recommendation is that food normally be sold in
the recipient country, regardless of the modality through which it
is provided. This forces more attention to the true value of specific
commodities, moves food into appropriate markets (such as wheat
to cities), reduces transport costs, and then raises the total caloric
amount available to targeted populations when local, more ap-
propriate foods are purchased to use in food-for-work, mother/child
health centers, or emergency refugee camps by U.S. voluntary
organizations or ministries of the recipient country.

Since price fluctuations pose a special problem for food security
and may well be substantial in the 1990s, a third recommendation
is to provide stability in food resources targeted to needy countries
and peoples, especially for extremely vulnerable states in Africa.
The creation of a special, earmarked, no-year account for Africa,
similar to subminimums already used (in the Title II legislation),
could guarantee greater security for the special needs in Africa. An
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African tonnage subminimum would guarantee food for Africa and
reduce the prospect that people in the world’s poorest countries
will have to share disproportionately the costs of instability in world
food markets in the 1990s. With appropriate links to policy in
recipient countries, this subminimum need not have a disincentive
effect. Interest in Africa in the United States, however. is not high
enough to make this proposed legisltively probable.

The fourth recommendation is to redraft the authorizing legis-
lation so that food aid becomes entirely a grant program. Titles 1/
HI, with their concessional sales—useful for market development
and political payment for base rights or other foreign policy goals—
could be moved to a separate place in the Farm Bill. Benefits of
this change would appeal to farm groups if greater scope of authority
for usc by USDA, the State, and Treasury Departments were
stipulated. The purposes of subsidized food exports from the U.S.
government, including market development, surplus disposal, and
foreign policy support, would be streamlined. Again, the Leahy-
Lugar bill takes a step in this direction. Alternatively, a more
autonomous Title I could remain in the development assistance
account, although it more appropriately belongs, 1 believe, in the
export promotion account, nested with other export subsidy
programs.

This splitting of Title I leaves, roughly, a billion dollars of grant
funds per ycar provided by the development assistance account for
U.S. food to be used for development purposes. This is a reasonable
target. Under this fourth recommendation, grant aid becomes all
of PL 480, while Title I becomes a separately legislated export
promotion and foreign policy program. PL 480 reflows, plus other
funds sought by USDA, the State Department, or the Treasury
Department for ensuring U.S. commercial market shares or
addressing debt issues could be authorized for use for these trade
and natural security issues.

This separation of programs would provide a double bargaining
asset in the Uruguay Round of GATT negotiations. The grant food
aid program would send aid to those c