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Introduction

Randall B. Purcell

For the second or third time in fifty years, food problems and questions
about food-how much of it there is and who has it-have become part of
the global Zeitgeist. The last time food was as visible an issue was in the
1960s when famine struck the Indian subcontinent and, later, ravaged Af
rica's Sahel. Then, the Malthusians at the Club of Rome warned that it was
only a matter of time before the world's population outstripped its ability to
feed itself. Now, for the first time in history, people are asking whether there
will be a perennial surplus of food.

According to the U.N. Food andAgriculture Organization; world agricul
tural output increased 27 percent between 1974 and 1984 and reached an
all-time high. In the last decade, developed country agricultural production
increased 15 percent, and farm output in the developing world rose an as
tounding 38 percent. Most importantly, per capita food production has been
rising steadily. .

Such performance can be attributed to the use of vastly improved
technology and greater incentives for farmers to produce. The Green Revo
lution took hold in Asia to make India nearly self-sufficient and, occasionally
noV/, an exporter ofwheat. China, under an incentives policy established by
its new leadership, has increased its food production by 40 percent in five
years. Bangladesh, once the world's basket case, is now self-sufficient in
grains. While such gains are reflected in a 10 percent rise in food production
during the last decade in Asia, the intensive use ofexisting land and the clear
ing of millions of new acres in Brazil and Argentina have contributed to a 16
percent rise in Latin America's food output during the same period.

Meanwhile, in the developed world, price policies enacted after the war
by a half-starved European Economic Community, along with more recent
improvements in crop yields, have made it an important exporter of food.
Canada and Australia, always big food producers, also have had major output
increases. And U.S. farmers have brought idle land back into production,
have spent heavily on output-increasing investments, and have responded
to government price and reserve policies to produce more food than ever.

Although increased food production has provided more people with
more and better food, it has led to market surpluses that have greatly inten
sified competition among agricultural exporters. It also has contributed to a
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decline in agricultural price levels that has severely debilitated farmers and
farm economies everywhere.

Among developed countries the problem is worse in the United States,
where surpluses are greatest and where agriculture has been affected dis
proportionately by the increase in world production. The United States tra
ditionally has held much of the world's grain in carryover stocks, thereby
providing the adjustment mechanism for balancing global supply and de
mand. Uniquely, too, U.S. agriculture has been stung by the strength of the
dollar, which has put U.S. farmers at a competitive disadvantage relative to
other exporters. These factors have combined with high U.S. price supports,
selective import controls, subsidized exports on the part of U.S. com
petitors, the worldwide recession, and related debt constraints of develop
ing countries to dramatically tilt the balance of U.S. agricultural trade. Total
U.S. farm exports dropped to nearly $26 billion in 1986, down 12 percent
from 1985 and 37 percent from a peak of $44 billion in 1981. For the first
time, during three consecutive months of 1986, the United States-the
largest food producer in the world-bought more food abroad than it sold.

The decline in foreign markets haS contributed to a serious income
problem in U.S. agriculture. In 1986, net farm income declined to its lowest
level since the Great Depression. The loss of exports also has reinforced a
severe financial crisis in agribusiness and rural banking, as expanded debt
commitments of the 1970s, based on an export-driven expectation of con
tinued prosperity, now are met with significant excess capacity, serious cash
flow problems, and reduced equity as land values bottom out.

Most observers believe that the U.S. farm industry will have to be scaled
down from its size ofa decade ago. But few would argue that the country can
maintain a vigorous, healthy agricultural industry without maintaining and,
indeed, expanding foreign markets. Given that population growth in the
United States has stabilized and domestic per capita food consumption is
expected to rise only slightly during the next decade, only a small percent
age of increases in incomes will be spent on food. It is estimated that future
domestic demand will absorb only about two-fifths ofthe normal U.S. wheat
crop, only one-half of the annual U.S. soybean production, and only two
thirds ofthe annual U.S. corn production. Ifexports are not expanded, costly
government set aside and production control programs almost certainlywill
be needed, and there likely will follow a significant reorganization of ag
riculture with mass outmigration and painful dislocation from the sector. We
already have witnessed some of the necessary shakeout as the cost of the
government's farm program rose to $30 billion in 1986 even as thousands of
family farms were foreclosed.

What is the solution for U.S. agricultural exports in an environment
where many people are wondering whether world food production in
creases will .continue indefinitely-indeed, wondering whether the bad



Introduction 3

news is that the Malthusian doomsayers were wrong? The future, as this
book attempts to demonstrate, does not have tobe a bleak one.

Anumber offactors should caution against predicting that food produc
tion will irreversibly continue to increase. Natural climatic variability has al
ways made production erratic. Moreover, government policies and indi
vidual investment decisions cause production to fluctuate as unpredictably
as the political and social environment in which such decisions are made.
To be sure, most of the excess food on today's markets is the product of re
cent u.s. and European income and price supports. Most observers agree
that such supports cannot be sustained, economically or politically, into the
1990s.

Other, more depressing factors should advise against viewing today's
agricultural problem as fundamentally a problem ofsurplus. Although food
supplies appear to be plentiful in the aggregate, food problems in some
areas of the world are as severe as ever. Sixty percent of the population of
less-developed countries still have caloric intakes below the standards estab
lished by the Food and Agriculture Organization. More dramatically, the
food crisis in Mrica persists, as population growth-close to 3 percent annu
ally-continues to outpace the production of food, and drought continues
to exact its toll in human lives.

The paradox between the millions ofMricans, Asians, and Latin Ameri
cans who continue to suffer shortages and U.S. farmers who are accumulat
ing huge mountains offood reveals the central tenet of this volume-that is,
although the United States produces more food than it wants, it does not
produce as much food as the hungry world needs. The United States simply
produces far more than the hungry world can afford to buy.

That poor, hungry people in developing countries need but cannot af
ford more food should challenge those concerned about U.S. agricultural
exports to find ways in which that need can be translated into effective mar
ket demand. This book takes up that challenge by exploring whether the
Third World can become a market for U.S. agriculture and by articulating
recommendations for U.S. policy that might help make it so. The writings
here reflect the substantive part of a larger Curry Foundation project that
aims to .focus expert and political attention on these questions.

Our thesis throughout the project is one that has achieved wide appro
bation among agricultural, trade, and development economists but is only
slowly gaining acceptance among U.S. farm and commodity groups and U.S.
policymakers. We contend that the ThirdWorld in fact can become a substan
tial market for U.S. agriculture by-contrary to what common sense would
at first indicate-the development of local agriculture in developing coun
tries themselves. Because the majority of people in the Third World are em
ployed in the agricultural sector, the development of this sector achieves a
more even distribution of income than does the development of smaller,
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more advanced, hierarchical economic sectors. And in the early and middle
stages of economic development a higher percentage of each additional in
crement of income is devoted to increasing and diversifying the consump
tion of food. But the strong demand for food created by income growth
tends to outstrip the growth potential of local agriculture. The paradoxical
result is that successful farm development in developing countries can often
lead to larger farm import demands.

Recent experience bears this out. Developing country agricultural im
ports surged in the more favorable growth environment of the 1970s while
at the same time developing countries were producing and exporting more.
In fact, our study shows that during the "food crisis" decade of the 1970s, the
historically positive balance of Third World agricultural trade actually
strengthened.

It is important to stress, as we do in these pages, that the positive re
lationship between u.s. and developing country agriculture does not hold
together in every case. Brazil, in the case of soybeans, and India and China,
in the caseofwheat, are a few of the more important examples ofa negative
relationship. However, the benefits to u.s. agriculture are usually long-term
ones, as there is a time lag between marginal income growth and the de
mand for imports. Obviously then, even though Brazil, India, and China are
net exporters of certain farm products, it is doubtful they can continue to
export at the levels they have-and it is likely that they will increase their
imports-as domestic income and the effective market demand for food
among so many millions of people increase.

The realization of a positive relationship between u.s. and developing
country agriculture is greatly dependent-in fact hinges on--developing
country policy toward agriculture. Many countries in the Third World have
rejected agriculturally based economic development in favor of import
substitution-based industrial growth. This has been successful only for a rel
ative handful of countries. Nevertheless, developing countries are only
slowly realizing that agricultural sector development facilitates the kind of
labor-intensive, capital stretching employment growth that is so crucial in
creating and sustaining the demand needed to transform poor, rural
societies into modern, industrial economies.

Although developing country economic strategies are dependent
largely on the prejudices of developing country leaders, u.s. policy can
make a difference. A carrot-and-stick approach to economic assistance and
debt relief, for instance, can help force a policy dialogue that emphasizes
the adoption of policies that favor agriculture. Once the transformation to
an agricultural strategy is made, other more direct u.s. policies have a tre
mendous impact on the strategy's success. U.S. farm and farm trade policies,
for example, often determine how much developing countries can afford to
buy and sell on world markets. u.s. monetary and fiscal policies also act as a
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curse or a blessing. The appreciation of the dollar in the early and middle
part of the 1980s, for instance, made some critical developing country im
ports almost unaffordable. And high real interest rates continue to com
pound theThirdWorld debt problem, thus forcing many countries to restrict
imports and limit the export-generating investments that might otherwise
help payoffforeign debt. Consider this-the eighteen developing countries
that make up the largest markets for u.s. farm products hold more than 60
percent of all problem debt. It is estimated that an easing of the debt prob
lem could increase U.S. agricultural exports by as much as 20 percent.

The chapters in this book were collected in a manner that would engen
der a coherent set of recommendations for u.s. policy. Part 1 examines the
global environment for trade. It analyzes the trends in food production and
consumption, identifies the world's major agricultural importers and ex
porters, and attempts to determine what, how much, and under what cir
cumstances the United States can expect to export to and import from the
developing world. It is followed by an interesting, critical commentary.

Part 2 consists of regional analyses. In an effort to draw lessons about
the links between economic development, agricultural development, and
agricultural trade, each chapter in Part 2 examines successful and unsuccess
ful development policies of countries in one of four regions: Africa, Latin
America, Asia, and the Pacific. These background writings were used to in
form the authors of Part 3, who examine the principal issues in the U.S.
Third World agricultural relationship: macroeconomic and trade policy and
food assistance. Commentaries follow chapters on both issues.

All seven chapters were reviewed by the author of the book's conclud
ing chapter, whose charge was to prescribe policy options that would pro
mote a harmonious relationship between u.s. and Third World agriculture.
The author produced the chapter as a working draft. All writings were then
discussed and criticized during a two-dayworking conference composed of
almost one hundred experts in agriculture, trade, and development from
the United States and selected developing countries. The gathering ham
mered out recommendations for a reworking of the final chapter, which
serves as the project's final report.

The report, and indeed most of the writings in this book, demonstrates
that the United States can expect to restore full health to its agricultural sec- ~

tor only as developing countries improve their own agriculture. But the
problems afflicting farmers in the United States and poor people in the de
veloping world are too serious to allow us to wait for a partnership between
U.S. and Third World agriculture to develop. The groups most responsible
for influencing U.S. farm and agricultural trade legislation on the one hand
and U.S. policy toward developing countries on the other must start now to
work together so that such a partnership can get off the ground. Unfortu
nately; the differences between the two groups mirror the distance that
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needs to be closed in the U.S.-ThirdWorld relationship itself. The powerful,
conservative farm and commodity establishment in the United States must
begin to promote more than short-term profits for its industry. Similarly, the
liberal development establishment must begin to assert more than the
humanitarian value of its cause. We hope that the mutual ground we have
established here prompts both groups to stand behind, or at least think seri
ously about, the policies we have articulated.



part one

The Environment for Trade



chapter one

Global Trends in Agricultural
Production and Trade

T. KelleyWhite
C. Edward Overton

Gene A. Mathia

The years since 1960 have been a period of evolutionary and, at times, rev
olutionary change in world agricultural production and trade, both ofwhich
have fluctuated widely. In order to understand agriculture during this
period and to usefully and effectively project its performance in the future,
it is necessary to understand the temporal and regional variations and fac
tors associated with the changes that have occurred.

This chapter focuses on long-term trends in U.S. and world agricultural
production and trade, paying special attention to the role of developing or
less-developed countries (LDes). The first section reviews aggregate agricul
tural production patterns, examines global production changes since 1960,
and elaborates the differences in production among developed countries,
developing countries, and the centrally planned economies (CPEs). The sec
ond section focuses more narrowly on the u.s. position in world agricultural
trade. The third section looks at international markets from a commodity
perspective. Here an attempt is made to identify the significant changes in
the production, export, and import ofcommoditiesamong the three major
groups of countries. The fourth section explores the changes in the struc
ture and performance of world markets, and the final section discusses fu
ture agricultural production and trade patterns.

World Production Patterns

The world agricultural system has not performed too badly since 1960.
Aggregate world agricultural production has grown at an average com~

pound rate of between 2.0 and 25 percent annually since 1960, a rate suffi
cient to lead to an improvement in per capita production. As illustrated in
Figure 1.1, per capita production was relatively stable during the early 1970s,
thereby leading many economists to conclude that the ability of world ag-

PREvrous PAGE BLANK 9
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Figure 1.1 Agricultural Production Index-World
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ricultural production to continue expanding at a rate sufficient to offset
population growth was reaching its limit. Per capita production, however,
increased steadily during the first halfof the 1980s, falling only in 1983. This
one-year dip is attributable primarily to the U.S. payment-in-kind program
and abnormally poor weather, which resulted in a large decline in U.S.
production.

In the years since 1960, all three groups ofcountries experienced aggre
gate agricultural production growth. Production actually grew more rapidly
in developing countries and in the CPEs (Figures 1.2 and 1.3) than in de
veloped countries (Figures 1.4 and 1.5). However, even though the develop
ing countries experienced a 2.8 percent rate ofgrowth in aggregate agricul
tural production, they enjoyed only a 0.3 percent growth rate in per capita
production after 1976, due to rapid population growth. An exception is
India, which not only experienced growth in aggregate and per capita pro
duction, but also became a net exporter of selected foods. The CPEs had a
relatively favorable rate ofagricultural production growth (2.4 percent), and
a low rate of population growth, which resulted in a higher per capita pro
duction growth rate of 1.2 percent. China, for example, recently has shown
great improvement in aggregate production and significant progress in
limiting population growth. The developed market economies (excluding
the United States), with their reasonably high rates ofgrowth in agricultural
production and low rates ofpopulation growth, also enjoyed rapid increases
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'Figure 1.2 Agricultural Production Index-LDCs
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'Figure 1.3 Agricultural Production Index-CPEs
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.Figure 1.4 Agricultural Production Index-Developed Countries
Excluding the United States
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'Figure 1.5 Agricultural Production Index-United States
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in per capita production. This resulted in growing excess supplies available
for export or accumulation.

Agricultural production in the United States grew slowly during the
1960s. Supply control programs maintained relatively high prices and re
stricted production by withdrawing millions of acres of cropland, thereby
keeping supply in balance with slow growth in demand. In the mid-1970s,
world demand for agricultural imports grew more rapidly and resulted in
higher prices that brought idle land back into production. Between 1974 and
1981, US. agricultural production increased 36 percent. Although the reces
sion of the early 1980s -then caused a slump in demand, US. production
levels remained high as investments made during the 1970s came on stream
and the government provided high target and loan rates and began to ac
quire stocks. These and other external forces have distorted market price
signals to the US. farmer and have misled foreign producers. Favorable
world prices, supported and stabilized partly by US. price policies, have pro
vided a tremendous incentive to other countries to increase production and,
in many cases, expand exports.

World Agricultural Trade

World trade in agricultural products grew more rapidly than production dur
ing the 1970s, which implied an increasing interdependency in agriculture.
At the beginning of the 1960s, world agricultural trade represented only 10
percent ofworld production. Between 1960 and 1980 trade increased to ap
proximately 17 percent of production. The aggregate value of agricultural
trade doubled between 1970 and 1975 and almost doubled again by 1980
(see Figure 1.6), while real world agricultural prices were lower in 1980
than in the 1960s (Table 1.1). The 1980s, however, saw a rapid decline in the
rate ofgrowth in world agricultural trade. Both volume and value declined
between 1981 and 1984 (see Table 1.2).This substantial turnaround has been
accompanied by significant changes in trade patterns.

Developing Countries
Between 1960 and 1984, developing countries played an increasingly im
portant role in agricultural trade. While imports from other developing
countries declined from 32 percent in 1965-1967 to 28 percent in 1979
1981, imports from developed countries increased from 59 percent to 62
percent. Between 1970 and 1972, developing countries imported only 17
percent of global agricultural commodities; by 1984, their imports had in
creased to 25 percent. On the other hand, agricultural exports from the de
veloping countries fell from 35 percent in 1967 to 30 percent between 1982
and 1984.
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Figure 1.6 Value of Agricultural Trade-LDCs
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Table 1.1 Index of Commodity Prices In Constant Dollars, 1968-1985
(1976-1978 =100)a

Year Total Agricu1wre Food Nonfood Petroleum

1968 82 76 108 24
1969 85 80 110 22
1970 85 82 96 20
1971 80 77 92 26
1972 86 85 88 27
1973 112 110 120 33
1974 153 163 110 112
1975 105 110 86 99
1976 103 102 107 104
1977 108 110 98 104
1978 88 86 93 90
1979 87 84 98 115
1980 105 107 107 173
1981 83 82 89 194
1982 68 63 80 194
1983 73 68 91 172
1984 73 69 87 171
1985 62 59 78 166

SOUTce: World Bank published data.

aWeighted by developing countries' export values for 1977-1979 and computed from
data deflated by manufacwring unit value index.
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Centrally PlannedEconomies
The CPEs have been net importers ofagricultural products since 1968 (Fig
ure 1.7). Since 1981, however, their imports have declined and their exports
have been stable, yielding an improved net trade balance. The Soviet Union
and the Eastern European countries decided in the 1970s to increase the
availability of animal products in order to improve the quality of their citi
zens' diets. This required an expanding and stable supply offeed grains. The
Soviet Union and China entered long-term trade agreements with major ex
porting countries, primarily the United States, Canada and Argentina. China
opened up relationships with the West and utilized trade, including agricul
tural imports, to further its development.

CPE policy decisions were a very significant factor in the explosive
growth of world agricultural trade during the 1970s and the fall in world
agricultural trade during the 1980s. The decisions the CPEs make beyond
1985 are critical to the food surplus countries, especially the United States.

Developed Countries Other than the United States
The developed countries (excluding the United States) have experienced
rapid economic growth, slow population growth, and, because they already
had high income levels, relatively slow growth in domestic demand for food
since 1965. Both their exports and imports have increased rapidly since 1968
(Figure 1.8), with a negative net trade balance during the entire 1968-1984
period. Exports began to grow more rapidly than imports in 1980, resulting
in a slight upturn in the net trade balance. Increased growth in production
in a few developed countries enabled them to help satisfy the rapid growth
of import demand in the CPEs. Japan waS an exception in both its production
and "trade patterns. Its demand for wheat and red meat outstripped its pro
duction capacity because of rapidly growing per capita incomes, changing
diets, which previously were based largely on rice and fish, and a declining
agricultural land base.

Ahigh rate ofgrowth in agricultural production relative to consumption
in developed countries was in part a response to market signals that re
flected growing world demand and in part a reaction to internal agricultural
policies that provided relatively favorable domestic prices. Although these
domestic prices were often greater than world prices, growing foreign mar
kets could be tapped bysubsidizing exports. Foreign markets provided out
lets for surplus products, allowed farmers' productive capacities to be
utilized, and maintained farm incomes and government subsidies at politi
cally acceptable levels.

The United States
The United States, probably more than any other country, was in a strong
position to respond quickly and efficiently to the strong growth in world
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Table 1.2 Composition of World Agricultural Trade Value for Selected Years and Regionsa (in percentage)

Exporter's Share of Import Marketb
~

Distribution of Exporter's ShipmentsC ~

~.

Importer Importer ~

Developed Developed ~

~Exporter and Year U.S. less U.S. LDC CPE World U.S. less U.S. LDC CPE World .;,
0
"l

U.S. ~
1965-67 0 16 32 3 16 0 63 35 2 100

$:I

fS-
1970-72 0 15 29 5 14 b 62 33 4 100
1975-77 0 17 29 11 17 P 58 34 9 100
1979-81 0 17 28 17 19

~
51 36 13 100

1982-84 0 17 27 12 17 51 40 10 100

Developed less U.S.
1965-67. 38 46 27 25 39 1~ 70 12 8 100
1970-72 40 52 35 23 44 71 13 6 100

. 1975-77 34 51 34 20 42 6 71 16 6 100
1979-81 37 54 39 28 45 7 65 20 9 100
1982--84 43 55 37 Z7 45 8 62 21 9 100

LDC
1965-67 60 32 32 30 35 19 55 16 10 100
1970-72 59 28 29 32 32 19 54 15 11 100
1975-77 62 28 31 40 33 16 49 19 16 100
1979-81 60 25 28 31 29 17 46 22 15 100
1982--84 55 24 32 35 30 16 41 Z7 17 100



CPE
1965--{j7 1 6 8 42 10 1 36 14 49 100
1970-72 1 6 7 40 9 1 37 13 49 100
1975-77 2 5 7 29 8 2 34 17 47 100
1979-81 2 4 5 23 7 3 32 17 48 100
1982-84 2 4 4 26 7 3 29 15 53 100

World
1965--{j7 100 100 100 100 100 11 60 17 12 100
1970-72 100 100 100 100 100 10 61 17 11 100
1975-77 100 100 100 100 100 8 59 20 13 100
1979-81 100 100 100 100 100 8 54 23 14 100
1982-84 100 100 100 100 100 9 52 25 14 100

Source: UN trade data.

aThe trade table was COIlStmcted using the reporting countries import values. Many CPE and LDC COWltries do not report either
import or export values; consequently, trading partner values from the UN and total trade values reported by the Food and
Agriculture Organization were used to adjust the LOC. CPR, and world trade.
bThe LOCs imported 31 percent of their agricultural products from the United States.
cThirty-five percent of the U.S. agricultural exports went to LOCs.
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Figure 1.7 Value of Agricultural Trade-CPEs
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Figure 1.8 Value of Agricultural Trade-Developed Countries
Excluding the United States
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agricultural demand during the 1970s. At the beginning of the 1970s, the u.s.
agricultural sector's resources were underutilized due to agricultural
policies that had emphasized supply management. High inflation, low real
interest rates, and favorable tax and credit policies encouraged additional
investments to expand productive capacity. Total farm debts were relatively
low, and capital gains were growing rapidly as a result ofsoaring land values.

u.s. farmers did respond to these incentives, as evidenced by the fact
that u.s. agricultural exports increased from approximately $10 billion to
more than $40 billion between the early 1970s and the early 1980s (Figure
1.9). The value of imports increased gradually during this period, but they
have turned up sharply since 1983. The net trade balance increased greatly
between 1977 and 1981, but since then has fallen sharply due to both declin
ing export values and rising import values.

The growth in exports produced not only an era of prosperity with ex
pectations for future export growth and rising land values, but also a grow
ing U.S. dependency on foreign markets for the disposal of the burgeoning
U.S. farm output. However, in the 1980s, u.s. farmers quickly became aware
of the negative consequences of such dependence as demand growth
slowed and u.s. agricultural exports declined. U.S. domestic economic and
agricultural policies have since insulated farmers from world price signals.
In addition, a rapidly rising U.S. dollar relative to other currencies has contri
buted to declining U.S. exports and market share. Other countries such as

Figure 1.9 Value of Agricultural Trade-United States
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Canada, Australia, Argentina, Brazil, and the European Economic Commu
nity (EEC), provided with a price umbrella by u.s. agricultural policy and a
price advantage by the strong u.s. dollar, were able to expand market share
and total export volume.

World Commodity Markets

Acloser look at commodity markets will throw some light on the historical
importance of the United States in world markets and on the role the United
States may play in the future. Trends in production, utilization, and trade are
discussed in the follOWing section, with special attention given to the U.S.
role in each market and, where significant, to the role of the developing
countries.

Food Grains
Wheat and rice are the major internationally traded food grains; wheat is by
far the most important (Table 1.3). World wheat production has increased
from 238 million metric tons in 1960/61 to a projected 504 million metric
tons in 1986/87, an increase of 112 percent. Utilization has just about kept
pace with production while total trade has increased by more than 115 per
cent. However, during this period U.S. exports increased less than 100 per-

Table 1.3 World Wheat Production, Utilization, Trade, and Carryover
Stocks, 1986/87 and Selected Recent Years (million metric tons)

Stocks as
July-June U.S. Non-U.S. Total Ending Percentage
Trade Years Production Utilization Exports Exports Trade Stocksa of Utilization

Projected (6/86)
1986/87 504.4 503.4 30.5 61.0 91.5 125.3 24.9

Preliminary
1985/86 502.1 494.3 25.0 60.9 85.9 124.3 25.1
1984/85 515.6 500.2 38.1 68.0 106.1 116.4 23.3
1983/84 490.9 486.4 38.9 63.1 102.0 100.9 20.7
1982/83 479.1 467.9 39.9 58.8 98.7 96.3 20.6
1981/82 448.4 441.5 48.8 525 101.3 85.0 19.3
1980/81 443.0 445.8 41.9 52.2 94.1 78.2 17.5
1979/80 424.5 444.3 37.4 48.6 86.0 81.0 18.2
1978{l9 446.8 430.2 32.3 39.7 72.0 100.9 23.4
1976{l7 421.4 385.9 25.8 37.5 63.3 99.8 25.9
1971{l2 351.0 344.3 16.6 35.4 52.0 81.0 23.5
1966/67 306.7 279.8 20.3 35.7 56.0 82.1 29.4
1960/61 238.4 238.4 19.6 22.4 41.9 81.8 34.8

Source: U.S. Department of Agriculture. Foreign Agriculture Service. Foreign Agricultural
Circular. Grains (Washington. D.C.: USDA. 1986).

aExc1udes total stocks in most communist nations due to lack of published data. Stocks
are an aggregate of individual marketing years and do not reflect stocks at a single point
in time.
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cent while the exports ofu.s. competitors increased about 200 percent. (In
1981182, the peak U.S. export year, wheat exports were 150 percent larger
than in 1960/61, while the wheat exports of other wheat-producing coun
tries were 135 percent higher.)

The United States, Canada, Australia, Argentina, and, in the last few
years, the EEC have been the world's major wheat exporters. Although U.S.
export volumes have declined since 1981, the U.S. share of the world market
has dropped only slightly and stabilized at approximately 40 percent. The
production increases of major U.S. competitors and a few importers, along
with increases in the value of the dollar, have affected adversely both U.S.
volume and share of wheat. Also, high target and loan prices in the United
States have priced U.S. wheat above world markets and provided incentives
for other countries to increase production and exports.

World production of milled rice has more than doubled since 1960/61.
Utilization has grown less rapidly, however, thereby resulting in a gradual
buildup of stocks, held primarily by the United States (Table 1.4). Trade in
rice is a relatively small share ofworld production (about 4 percent in 19841
85). The United States is not a large rice producer, but it exports a large per
centage of its production and normally accounts for 15 to 20 percent of
world trade. Several developing countries have become self-sufficient in

Table 1.4 World Milled Rice Production, Utilization, Trade, and Carryover
Stocks, 1986/87 and Selected Recent Years (million metric tons)

Stocks as
July-June U.S. Non-U.S. Tatal Ending Percentage
Trade Years Production Utilization ExPorts Exports Tradea Stocks of Utilization

Projected (6/86)
1986/87 320.2 318.0 11.9 26.2 8.2

Preliminary
1985/86 315.7 313.6 2.2 9.6 11.8 24.0 7.6
1984/85 318.6 314.0 1.9 9.6 11.5 21.9 7.0
1983/84 308.0 308.1 2.1 10.4 12.6 17.2 5.6
1982/83 285.7 289.6 2.3 9.6 11.9 17.3 6.0
1981182 280.6 281.5 2.5 9.3 11.8 21.3 7.6
1980/81 271.0 272.3 3.0 10.1 13.1 22.1 8.1
1979/80 258.1 262.6 3.0 9.7 12.7 23.4 8.9
1978n9 263.7 258.6 2.3 9.7 12.0 27.9 10.8
1976n7 236.8 238.4 2.1 8.5 10.6 17.8 7.4
1971n2 216.4 218.8 1.8 6.9 8.7 15.4 7.0
1966/67 179.3 180.7 1.7 6.1 7.8 10.6 5.9
1961/62 147.3 147.7 0.9 . 5.4 6.3 7.0 4.7

SOUTce: U.S. Department of Agriculture, Fo~ign Agriculture Service, Foreign Agricultural
Circular, Grains (Washington, D.C.: USDA, 1986).

aExports are computed on a calendar year basis.
bExcludes total stocks in most communist nations due to lack of published data. Stocks
:rre .an aggregate of individual marketing years and do not reflect stocks at a single point
mbme.
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rice. In addition to Thailand, now an important exporter, the 'large produc
ing countries of China, North Korea, India, and Laos are now self-sufficient
and even marginal exporters, but even small percentage increases in their
production, ifexported, could cause havoc in the international rice market.

Coarse Grain
World coarse grain production has increased about 80 percent since 1960
(Table 1.5). u.s. exports have increased more than 200 percent while com
petitor exports increased by around 400 percent. This large increase in trade
with a rather modest increase in world production suggests that most of the
increased utilization ofgrain occurred in importing countries.

Major coarse grain exporters have been the United States, Canada,
South Africa, and Argentina. The United States continues to be the dominant
exporter but has experienced large declines in exports since 1980. Its share,
although fluctuating between 40 and 70 percent, has hovered near 60 per
cent. Argentina has usually been the second largest exporter and has main
tained· its share since 1980/81 when total exports· tailed off. As .with food
grains, the most notable changes in trade patterns for feed grains were the
increasing importance of the developing countries and the CPEs and the de
clining importance of several developed countries (aside from the United
States) as importers.

Table 1.S World Coarse Grain Production, Utilization, Trade, and Carryover
Stocks, 1986/87 and Selected Recent Years (million metric tons)

Stocks as
Oct./Sept. U.S. Non-U.S. Total Ending Percentage
Trade Years Production Utilization Exports Exports Trade Stocksa of Utilization

Projected (6/86)
1986/87 814.8 798.2 49.0 41.2 90.2 187.8 23.5

Preliminary
1985/86 842.5 772.8 39.1 45.0 84.1 171.1 22.1
1984/85 808.5 779.5 55.5 46.4 101.9 101.5 13.0
1983/84 685.5 761.6 55.8 36.1 91.9 72.5 9.5
1982/83 779.1 751.4 54.0 35.9 89.9 148.5 19.8
1981/82 769.9 739.8 58.4 38.0 96.6 112.9 15.3
1980/81 732.0 742.1 69.5 38.5 108.0 82.8 11.2
1979/80 740.6 740.0 71.4 27.8 99.2 92.7 12.5
1978n9 751.7 746.0 60.2 32.5 92.7 92.2 12.4
1976n7 703.5 684.2 50.6 33.3 83.9 78.2 11.4
1971n2 629.9 616.2 24.2 25.1 49.3 87.0 14.1
1966/67 521.2 520.2 20.0 20.0 40.0 76.1 14.6
1960/61 447.9 437.2 15.7 8.3 24.0 109.7 25.1

Source: U.S. Department of Agriculture, Foreign Agriculture Service, Foreign Agricultural
Circular, Grains (Washington, D.C.: USDA, 1986).

aExcludes total stocks in most communist nations due to lack of published data. Stocks
are an aggregate of individual marketing years and do not reflect stocks at a single point
in time.
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Oilseeds and OilseedProducts
World production of oilseeds has increased by nearly 150 percent since
1972, and production of oilseed products has increased more than 80 per
cent with most of the increase occurring in u.S.-competitor countries (Table
1.6). Brazil and other countries (especially the EEC as a processor of im
ported beans) have accounted for a large share of the increase in protein
meal output. It is important to note that a large share of increased U.S. soy
bean production has been exported as raw beans, while Brazil, and to a lesser
extent Argentina, have emphasized the exportation of soybean meal. World
oil production is distributed more evenly among crops than is protein meal.
The world total has been growing, but most sources ofoils have maintained
their relative importance.

The United States still holds a large share of the world soybean trade,
with more than 70 percent of the total since 1975. The recent decline in
world soybean trade can be traced to the warld recession that brought about
several changes in the EEC import pattern. These include the increased feed
ing of surplus wheat to livestock, reduced dairy production, and the in
creased imports ofhigh-protein, corn gluten feed. The developing countries
have not increased their imports of soybean products since the 1981-1983
recession because of the large foreign debts these countries sustain, the
higher real price ofsoybeans due to the appreciating dollar, and the slower
growth rate in livestock production in developing countries.

Cotton
World cotton production has increased since the late 1960s from about 12
million metric tons to almost 15 million metric tons in the 1981-1983 period;
in .1984, a sharp increase to almost 19 million metric tons occurred (Table
1.7). Since 1968, most of the major producers, with the exception of China,
the Soviet Union, Pakistan and India, have maintained the same general level
of production. The United States and the Soviet Union are the largest cotton
exporters, although China's exports have grown dramatically since 1982.
Pakistan, Australia, Egypt, and the Sudan are important exporters, but the
bulk of exports is divided among a larger number of other countries. East
ern Europe, the EEC, otherWestern European countries,Japan, the Republic
of Korea, and Taiwan are major cotton importers with 70-80 percent of the
total. Taiwan, the Republic of Korea, West Germany, Portugal, the Soviet
Union, and Indonesia are the only countries that have shown a significant
increase in cotton imports.

Cassava andPulses
The production of cassava and pulses is not very important for the United
States but is an import:!nt source of food for many of the developing coun
tries. World cassava production has increased inAsia andAfrica but,declined
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Table 1.6 World Oilseed Production, Crnsh, Trade, and Carryover
Stocks and Production of Oilseed Products for Selected Years
(million metric tons)

U.S. Non-U.S. Total Ending
Year Production Crush Exports Exports Trade Stocks

Oilseedsa

Projected
1986/87 196 158 22 14 36 27

Preliminary
1985/86 194 154 22 12 34 26
1984/85 190 150 18 15 33 21
1983/84 165 137 22 11 33 16
1982/83 178 143 26 9 35 21
1981/82 169 138 27 9 36 19
1980/81 156 133 22 9 31 21

. 1979/80 170 135 26 10 36 19
1972{l3 80 14 7 21 7

Oilseed Meals Produetionb

U.S. Non-U.S. World
Projected

1986/87 25.0 81.7 106.7
Preliminary

1985/86 25.2 78.5 103.7
1984/85 24.8 76.8 101.6
1983/84 22.6 70.4 93.0
1982/83 26.7 71.3 98.0
1981/82 25.2 68.8 94.0
1980/81 24.7 66.1 90.8
1979/80 27.5 65.4 92.9
1972{l3 18.1 39.8 57.9

Major Vegetable and Marine Oils Productionc

U.S. Non-U.S. World
Projected

1986/87 6.3 44.1 50.4
Preliminary

1985/86 6.4 42.6 49.0
1984/85 6.3 40.0 46.3
1983/84 5.8 36.7 42.5
1982/83 6.6 36.7 43.3
1981/82 6.2 35.3 41.5
1980/81 6.2 33.7 39.9
1979/80 6.7 32.9 39.6
1972{l3 4.3 23.4 27.7

Source: U.S. Department of Agriculture. Foreign Agricultural Service. Foreign
Agriculture Circular, Oi/seeds and Products (Washington. D.C.: USDA. 1986).

aIncludes soybean. cottonseed. peanut, sunflower seed. rapeseed. flaxseed.
~ra. and palm kernel.
bfuc1udes soybean. cottonseed. peanut, sunflower seed. rapeseed. linseed.
copra. palm kernel, and fish.
CJnc1udes soybean. palm. sunflower, rapeseed. cottonseed. peanut. coconut.
fish. palm kernel. and linseed.



Table 1.7 Cotton Production in the World and in Selected Major Producing Countries (thousand metric tons)

Year World U.S. USSR China Pakistan Egypt India Brazil Turkey Others

1968/69 12,430 2,379 1,953 2,351 529 437 1,039 718 435 2,589
1969nO 12,430 2,175 1,955, 2,rJl9 538 541 1,093 673 400 2,975
1970nl 12,040 2,219 2,345 2,286 544 509 1,017 490 400 2,231
1975n6 11,797 1,808 2,528 2,373 494 382 1,184 395 480 2,153
1976n7 12,341 2,304 2,615 2,086 418 396 1,066 550 476 2,430
1977n8 13,965 3,133 2,715 2,047 553 399 1,283 478 575 2,783
1978n9 13,032 2,364 2,593 2,166 464 438 1,402 580 475 2,550
1979/80 14,313 3,185 2,794 2,199 744 484 1,417 579 476 2,435
1980/81 14,153 2,422 2,939 2,700 719 529 1,376 622 500 2,347
1981/82 15,498 3,407 2,891 2,961 761 499 1,482 645 488 2,365
1982/83 14,818 2,605 2,598 3,592 823 461 1,525 650 489 2,075
1983/84 14,737 1,692 2,627 4,638 476 421 1,325 556 522 2,479
1984/85 18,913 2,827 2,343 6,249 1,008 401 1,725 970 580 2,811
Preliminary

1985/86 17,011 2,925 2,636 4,159 1,241 435 1,829 660 518 2,608
Projected

1986/87 16,464 2,395 2,656 4,289 1,154 435 1,742 672 478 2,643
C)
0-

Source: U.S. Department of Agriculture, Foreign Agricultural Service, Foreign Agricultural Circular, World Collon Situmion (Washington, D.C.: USDA, ~

~July 1986), FC 7-86.
~
~
~
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in Latin America. Since 1975, overall cassava production increased from
about 100 million metric tons to 129 million metric tons. Much of this in
crease has been utilized as animal feed. World production of pulses has
been approximately 42 million metric tons since 1971, and world shares
have essentially remained constant. In a few countries, notablyThailand, cas
sava has become a major export commodity (mainly to the EEC, where cas
sava is used as feed).

RedMeats and Poultry
World production of red meats and poultrysince 1974 has changed less than
has cereals (Table 1.8). Very few countries have developed a dependency
on meat imports, preferring instead to import feeds and coarse grains to
enlarge their domestic industries. Only poultry and pork production have
increased worldwide. Between 1974 and 1984, pork production increased
from about 41 to 52 million metric tons, with China accounting for most of
the increase. The EEC has dominated world pork trade; Eastern Europe and
Canada share the rest of the market. The United States has never been a
major pork exporter.

Poultry production increased from 16 to 23 million metric tons annually
during the 1974-1984 period. Production shares have remained fairly stable
although output has increased. World poultry trade has been dominated by
the EEC, but other important exporters are the United States, Brazil, and
Eastern Europe. Brazil has shown the largest gains in export volume and
market share since the mid-1970s. Total poultry exports almost doubled be
tween the mid-1970s and 1985.

Beef and veal production remained at the 40-million-metric-ton level
during the 1974-1984 period, with U.S. output falling slightly. World trade
shares ofbeefand veal have been relatively stable since 1970. The major beef
and veal exporters are the EEC, Brazil, Australia, and New Zealand. The EEC
share has been increasing during the 1980s while Argentine and Australian
shares have declined.

u.s. Commodity Markets

Exports
The United States has been and continues to be a major exporter of wheat,
coarse grains, soybeans, rice, cotton, fruits, vegetables, and nuts (Table 1.9).
Total export sales reached only $31 billion in 1984/85, which was a sharp
drop from the 1980/81 peak of $43 billion but was still larger than the 1976/
77 level. The decline was due primarily to reduced sales of coarse grains,
oilseed, and wheat.

The drop in the sale of these commodities was analyzed by the U.S. De-
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partment of Agriculture's Economic Research Service to determine the ef
fects of changing world conditions on trade. The indebtedness of many im
porting countries and foreign exchange movements (dollar appreciating
relative to other currencies) were important factors for all three com
modities but less so for wheat. The increase in foreign wheat production
and changing US. loan rates may have been more important in explaining
the reduction in US. wheat sales. However, population and income growth
were good for US. exports of all three commodities. The effect of the EEC's
export policy on declining US. sales was relatively small because that policy
underwent little change during this period. Declining freight rates affected
coarse grains trade more than they did wheat trade because a larger volume
of coarse grains is shipped on foreign flagships with lower freight rates.

Major commercial markets for US. wheat are the Soviet Union, Japan,
and Western Hemisphere countries; Africa is an increasingly important mar
ket for concessional sales. US. coarse grain exports have a similar pattern
Japan, the Western Hemisphere countries, and the Soviet Union purchase
relatively large volumes. US. course grain exports peaked in 1979/80, fell
sharply in 1982/83, but rose again in 1984/85 as the Soviets increased their
imports.

Soybean exports are distributed among several countries including
those in the Western Hemisphere andJapan, but the EEC is the most impor
tant customer. Volume peaked in 1981/82 at about 25 million metric tons but
fell to less than 20 million metric tons in 1984/85. The EEC reduced its im
ports",sharply in 1984/85.

The developing countries, as a group, have been the fastest growing
market for US. grain since 1970. The importance of their markets actually
has increased during the post-1980 period of declining US market share.
The recent growth is, in part, due to large concessional sales to these coun
tries. It is also partly due to the smaller increase, and in some cases decline, in
the value of the dollar in real terms relative to developing country currencies.

US. exports of red meats and poultry are relatively small; Japan is the
single most important importer of US. beef, veal, and pork. The trend in
exports is up for beefand veal, but US. pork exports have been falling since
1980. Pork exports to Canada, already small, have declined recently, thereby
causing a decline in total pork exports. Poultry exports peaked in 1980 and
have been falling since, because of the decline in exports to Egypt.

Imports
US. imports can be divided into complementary products (those not di
rectly competitive with domestic production) and supplementary products
(those competitive with domestic commodities). Both types of imports have
increased since the mid-1970s, but supplementary imports have increased





Total Poult.Iy
Uoited States 5.3 6.5 6.9 7.0 7.1 7.4 7.8 8.2
Other North America 0.8 0.9 1.1 1.1 1.1 1.2 1.3 1.2
South America 1.0 1.5 20 2.1 21 20 21 2.2
Ee-10 3.4 3.8 4.1 4.4 4.3 4.3 4.3 4.4
Other Western Europe 0.9 1.0 1.2 1.2 1.1 1.1 1.1 1.1
Eastern Europe 1.6 1.9 2.0 1.8 1.8 1.9 20 20
Soviet Union 1.5 20 23 24 26 27 28 29
Mrica 0.2 0.4 0.5 0.5 0.6 0.6 0.7 0.7

Japan 0.9 1.1 1.1 1.2 1.3 1.3 1.4 1.4
Other Asia and Oceania ---.M ~ ~ ~ ---.M. ~ -M -M

Total 16.0 19.6 220 22.4 22.8 23.3 24.4 25.0

Source: U.S. Department of Agriculture, Foreign Agricultural Service, Foreign Agriculture Circular, Livestock and Poultry Situation (Washington, D.C.:
USDA, March 1986), FL&P 1-86.

aAverage production for 1976-1980.
bTotals may not add due to rounding.
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Table 1.9 Composition of U.S. Agricultural Exports by Type of Commodity
(billion dollars)

Percentage of
OctoberlSg?ternber Fiscal Years Total Exports

Commodity Group 1976n7 1980/81 1982/83 1983/84 1984/85 1983/84 1984/85

Feedgrains 5.39 10.40 6.50 8.13 6.78 21.4 21.8
Oilseeds 4.64 6.98 6.33 6.25 4.32 16.4 13.9
Oilseed meal 0.97 1.67 1.49 1.22 .85 3.3 2.7
Vegetable oils 0.77 1.10 .90 1.13 1.02 3.0 3.3
Wheat and wheat

products 3.05 8.05 6.22 6.78 4.53 17.8 14.5
Rice 0.69 1.54 0.87 0.90 0.68 2.4 2.2
Meat and meat

products 0.61 0.99 0.93 0.93 0.91 2.4 2.9
Hides and skins 0.80 1.00 1.00 1.32 1.32 3.5 4.2
Daily products 0.17 0.24 0.35 0.39 0.41 1.0 1.3
Poultry and poultry

products 0.30 0.77 0.39 0.41 0.39 0.9 1.3
Other animals and

animal products 0.77 1.11 1.01 1.17 1.05 3.0 3.4
Cotton 1.54 223 1.68 2.39 1.95 6.3 6.3
Fruits, vegetables,

and nuts 2.45 3.56 2.87 2.82 2.83 7.4 9.1
Tobacco 1.08 1.34 1.49 1.43 1.59 3.8 5.1
Others ----!11S. ~ ~ --....2M ~ --..2.:2 -----..B.1.

Tota1a 24.01 42.61 34.77 38.03 31.19 100.1 100.2

Source: U.S. Department of Agriculture, Economic Research Service, Foreign Agricultural
Trade o/the United States (Washington, D.C.: USDA, Fiscal Year 1985 Supplement).

aTotals may not add due to rounding.

at about double the rate of complementary items (Table 1.10). The latter in
crease indicates that u.s. producers have lost some of their competitiveness
in such products as fruits, vegetables, nuts, alcoholic beverages, tobacco,
and dairy products. The high purchasing power of the dollar and rapid
domestic economic recovery from the 1981 recession contributed to grow
ing imports of both complementary and supplementary products.

The United States has been a major importer of selected meats and
wines, primarily from developed countries. Fruits and vegetables, coffee,
sugar, and cut flowers comprise most imports from developing countries,
and some selected meats are imported from the CPEs. Of the total 1985 U.S.
import value of $19.7 billion, $7.8 billion represented imports from the de
veloped countries, $115 billion from the developing countries, and only $5
billion from the CPEs (Table 1.11).

Since 1970, the United States and West Germany have ranked among
the top three agricultural importers. The top ten importing countries ac
counted for $141 billion of the total $242 billion of world agricultural im
ports during the 1980-1984 period (Table 1.12). The United States holds
large shares of the Mexican, Canadian, Taiwanese, and]apanese markets.
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The Nature ofthe World Agricultural Market
In addition to reviewing the magnitude and causes ofpast trends, it is appro-
priate to describe those characteristics of world agricultural markets that
play an important role in determining how these causal factors could affect
future world agriculture and trade.

The Thinness ofthe World Market
Most international agricultural markets are relatively thin. Although interna-

Table 1.10 Value of U.S. Agricultural Imports by Commodity Groups
(billion dollars)

Percentage of Change

Product 1975n6 1980/81 1982/83 1983/84 1984/85 1975n6 to 1984/85

Complementary imports
Cocoa and chocolate 0.60 0.95 0.83 1.06 1.29 115
Coffee 2.39 3.08 2.83 3.09 3.05 28
Rubber 0.47 0.77 0.58 0.85 0.73 55
Tea 0.09 0.13 0.13 0.19 0.18 100
Bananas and plantains 0.26 0.53 0.59 0.63 0.71 173
Dmgs 0.11 0.14 0.16 0.20 0.20 82
Others .Q.2B. QJ2 .QJS. .M8. M2 121

Total complementary
imports 4.21 5.92 5.47 6.68 6.78 61

Supplementary imports
Dairy products 0.26 0.52 0.71 0.76 0.76 192
Hides and skins 0.20 0.28 0.19 0.22 0.24 20
Meat and meat products,

excluding'poultry 1.44 2.22 2.09 1.93 2.21 53
Pouhry and poultry

products,
excluding eggs 0.09 0.10 0.09 0.12 0.09 0

Other animal products,
and animals 0.33 0.61 0.78 0.89 0.85 158

Fruits, nuts, vegetables,
and products 0.88 2.32 232 2.94 3.48 295

Sugar and products 1.35 2.42 1.13 1.35 1.15 -15
Alcoholic beverages 0.43 1.13 1.32 1.51 1.55 260
Oilseeds and products 0.54 0.91 0.49 0.80 0.78 44
Grains, grain products,

and feed 0.23 0.41 0.45 0.53 0.60 161
Tobacco 0.28 0.37 0.73 0.56 0.56 100
Others 0.30 ----!!.ill. ~ ~ ~ .l.lQ

Total supplementary
imports ...Q.ll l.l..JQ 10.80 ~ .l2.2Q ~

Total agricultural
importsa 10.51 17.22 16.27 18.92 19.74 88

Source: U.S. Department of Agriculture, Economic Research Service, Foreign Agri-
cultural Trade of the United States (Washington, D.C.: USDA. Fiscal Year 1985
Supplement).

aTotals may not add due to rounding.
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Table 1.11 U.S. Imports from Developed, Developing, and Centrally
Planned Countries, 1975-1986 (blUlon dollars)

Fiscal Year Developed Developing CPEs World

Total Agriculture
1975 2.8 6.4 0.2 9.4
1976 3.0 7.0 0.3 10.5
1977 3.4 9.5 0.4 13.4
1978 4.1 9.4 0.4 13.9
1979 5.1 10.6 0.5 16.2
1980 5.4 11.4 0.5 17.3
1981 5.9 10.7 0.6 17.2
1982 6.0 9.1 0.4 15.5
1983 6.5 9.4 0.4 16.3
1984 7.3 11.2 0.5 18.9
1985 7.8 11.5 0.5 19.7
1986a 7.9 11.7 0.5 20.0

Source: U.S. Department of Agriculture, Economic Research Service, Foreign
Agricultural Trade of the United States (Washington, D.C.: USDA, Fiscal Year 1985
Supplement).

aForecast..

tional trade has become increasingly important, only about 10 percent of
world agricultural production was traded during the 19605 and early 19705,
and the proportion peaked at less than 20 percent in 1980. Thus, relatively
minor changes in local production, iftransmitted to world markets, produce
large changes in world trade.

World markets are also thin with respect to the number ofcountries ac
tually playing a significant role in international trade. In 1980, the top five
exporting countries accounted for more than 90 percent ofwheat, soybean,
and corn exports. On the import side, the top seven importers accounted
for more than 50 percent ofwheat and corn imports, and the top two impor
ters accounted for about 60 percent of soybean imports. International ag
ricultural trade is conducted to a large extent by marketing firms and public
marketing agents that exercise considerable oligopolistic, and in many
cases, monopolistic marketing power within their domestic economies.
Even in the United States, trade is conducted by a few large private sector
firms. In all of the CPEs, many developing countries, and some developed
market countries, imports and exports of agricultural commodities are
handled by government agencies or by state-sanctioned monopolies.

World Market Variability
Another important characteristic of world markets is the variability of pro
duction and consumption and the actions that various countries take to,man
age this variability. There is some indication that production variability has .
increased since 1960 as new technology and more fragile lands have been
brought into production. The growth ofSoviet trade probably has increased



Table 1.12 Major World Agricultural Markets and U.s. Shares, 19~1984 Average and Selected Years

Country Rank Agricultural Imports
by 1980-84 from (1980--84 average) CQUDtry Rank by Import Value U S Share iD Major Markets
Import Value World United States 1970 1976 1980 1984 1970 1980 1984 1980-84

(billion dollars) (rank) (percent)

1. West Gennany 22.00 1.53 2 1 1 2 8.4 7.3 5.2 6.9
2. Soviet Union 19.41 1.79 7 5 3 3 0.6 5.8 14.9 9.2
3. United States 18.18 1 2 2 1

·4. Japan 17.79 6.25 4 3 4 4 29.3 34.3 36.4 35.1
5. United Kingdom 14.46 0.88 3 4 5 5 7.1 5.7 5.5 6.1
6. Italy 13.34 0.96 5 6 7 6 6.2 7.4 6.2 72
7. France 13.22 0.60 6 7 6 7 5.0 5.0 4.1 45
8. Netherlands 10.41 2.94 8 8 8 8 24.9 29.3 22.5 282
9. Belgium-Luxembourg 7.48 0.80 9 9 9 9 9.2 8.0 10.4 10.7

10. Saudi Arabia ill ~ 38 26 13 10 ~ --a.2 -.2Jl ----2:2
Subtotal 141.43 16.20 14.2 12.4 13.6 132

11. Canada 4.65 1.89 10 10 11 11 64.7 40.3 39.3 40.7
12. O1ina, Mainland 4.61 1.37 19 12 10 18 15.5 38.9 29.7 21.4
13. Spain 3.92 1.26 14 11 12 13 16.8 25.7 28.7 322
14. South Korea 3.48 1.77 21 23 14 15 51.5 54.5 48.1 51.0
15. Hong Kong 3.37 0.40 17 14 15 14 8.3 13.8 11.5 11.8
16. Egypt 3.19 0.88 42 22 22 12 12.5 32.8 24.6 27.6
17. Switzerland 2.85 0.31 11 13 16 20 10.1 8.5 11.0 10.9 C)
18. Iran 2.68 0.06 52 19 26 16 21.5 0.4 0.1 22 0-
19. Mexico 2.65 2.00 41 44 17 21 71.9 78.6 81.8 75.6 i::t"

~
20. Taiwan 2..62 -U3. 28 24 25 17 40.2 48.9 48.8 45.1 ;;l

World Total 242.21 40.62 ~
~

Sources: Trade Yearbook, 1984, Food and Agriculttual Organization of the United Nations; U.s. Foreign AgricuJJural Trade Statistics Calendar Years
1980-84; Econ. Res. SeN. U.S. DepL Agri., AgricuJtwal Trade Statistics o/Taiwan, Republic of China, Council of Agriculture. Assembled by Arthur
Mackie, ERS, USDA. \..)J

\..)J
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world marketvariabilitybecause ofthat country's changing climatic conditions.
Demand also has become more variable as financial markets have be

come more integrated. As a result, changes in macroeconomic conditions
and policies are transferred quickly from the domestic to the world econ
omy. The move to floating exchange rates has made monetary exchange a
major mechanism for transmitting macroeconomic changes and a major
source of demand variability.

Price andlncome Responsiveness ofWorld Markets
Accurate projections of future world production, consumption, and trade
depend on the assumptions made for both demand and supply elasticities
with respect to prices and incomes. There is considerable evidence that
suggests that demand and supply are relatively price responsive in world
markets, at least more so than domestic demand and supply in individual
country markets. It also is accepted generally that supply and demand elas
ticities increase as time allows for adjustment.

Demand responsiveness with respect to income varies greatly among
countries with differing levels and distributions of income. Demand in the
lower income countries is considerably more responsive to income
changes than in the developed countries, but the capacity of developing
countries to import food is often constrained by the availability of foreign
exchange, even when domestic income increases. Some estimates place the
income elasticity of demand for all food in the developing countries be
tween .s and 1.0; similar estimates are near zero for many of the more de
veloped countries.

The Future World Food Situation

Future trade levels and patterns will depend on factors that affect domestic
demand and supply of agricultural products in individual countries.
Changes in income, population, tastes, and preferences will continue to be
important demand determinants. Changes in the availability and utilization
of land, water, technology, and other inputs and investment in physical and
institutional infrastructure (research, extension, credit, etc.) will determine
future supply conditions. Government interventions, changing exchange
rates, and changing relative product and input prices (which will no doubt
occur during the 1980s and 1990s) will affect both supply and demand.

Research conducted by the Economic Research Service at the U.S. De
partment ofAgriculture offers some insight into the future world food and
trade situation. Alternative levels of income growth and protectionism in
world markets were considered in making projections. The baseline projec
tions in the study assume that growth in incomes in all regions will continue
at recent levels and that trade constraints will remain stable.
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Preliminary baseline findings suggest that demand and, possibly, supply
are very sensitive to population growth and the degree of urbanization in a
country. Most of the world's population growth is centered in the develop
ing countries. The two most populous countries, China and India, have ex
perienced much of the total growth in consumption. The migration of rural
people to the urban areas increases the market dependency of the country.
In many cases, this has negatively affected production, and increased im
ports have been necessary to meet demand.

World population was projected to grow an average of 1.7 percent annu
ally between 1980 and the year 2000, thereby reaching 6.27 billion by the
turn of the century. In 1980, about 17 percent of the world's population lived
in the developed countries. With an annual growth ofonly about .6 percent,
the population of developed countries will fall to about 14 percent ofworld
population by the year 2000. The CPEs, including China, comprised 32 per
cent of the world's population in 1980 but will likely grow at an annual rate
of only 1.2 percent, thus reducing their share ofworld population to 29 per
cent by 2000. The developing countries are expected to grow at an annual
rate of 2.27 percent, which will increase their share of world population
from 51 percent in 1980 to 57 percent in 2000. The net result is an additional
1.3 billion people in developing countries with high-income elasticities for
food, 0.1 billion in the developed countries, and 0.38 billion in the CPEs.

Alternative income growth rates were projected for various regions.
The rate ranges from a low of 1.88 percent per year in the EEC to a high of
4.39 percent in the Middle East. Income, including both level and distribu
tion, will be a particularly important factor to monitor because consumer
purchasing power varies greatly among countries.

The study considered that long-term supplywill depend on such factors
as productivity, yields, new lands brought into cultivation, and relative real
factor and product prices. Productive capacity is projected to increase at ap
proximately trend rates but also is affected by changes in real product prices.
Real product prices were used to balance demand and supply and to link
the behavioral relationships that tie together the grains, oilseeds, and live
stock subsectors.

These analyses can only partially account for the many unexpected
changes in the institutional, political, and economic environment and the
domestic and trade policies that countries employ to manage their domestic
agriculture and trade. Changes in exchange rates, trade subsidies, foreign
debts of importing countries, trade protectionism, and food security issues
are treated implicitly in assumptions of economic growth and implied
protection.

The major finding ofthe study, using the base assumptions, is that world
supplies will be sufficient to satisfy the large projected increase in world de
mand caused by the large growth in population and the improved per capita
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consumption levels at reasonably stable real prices to the year 2000. From
1980 to 2000, world cereal supply-demand balance is projected to grow at
an annual average of about 2 percent. For livestock, the projected annual
growth rate is about 1.7 percent.

The projections for the major country groupings indicate several signif
icant trends in economic relationships and in future macroeconomic and
trade policy. The developed countries will become an even more important
source of cereals supply for the developing countries and the CPEs by the
end of the century. The prospect of continually stronger world economic
growth combined with a fairly liberal trading environment for cereals
would significantly boost world prices of both cereals and livestock prod
ucts. This would dampen developing country consumption ofcereals while
increasing their domestic production. At the other extreme, a lower growth
in income levels in many countries and increased protectionist policies de
signed to achieve greater self-sufficiency would depress real world prices.

According to these projections, the developed countries will increase
the supply of cereals by 5 to 10 percent more than domestic demand. This
would mean heavy accumulation of stocks, increased exports, and/or de
pressed prices. Agrowth in CPE demand for cereals of 15 or more percent
during the 1980s and 1990s will not be balanced by increased domestic pro
duction. Thus, increased imports would be necessary to balance supply and
demand at stable prices. For the developing countries, the demand for
cereals will outpace domestic supply, thus requiring an increase in imports
ofmore than 40 million metric tons bythe end ofthe 1980s and an additional
35 million metric tons by the end of the 1990s. By the year 2000, these coun
tries would have increased imports to 130 million metric tons per year, com
pared to less than 60 million metric tons in 1980.

For livestock, the developed countries will show a steady increase in
supply and demand with net exports increasing slightly. The increase could
amount to as much as 15 percent in each decade but will probably amount
to less in the 1990s. The per capita animal product consumption in the CPEs
will still be less than one-half that of the developed countries, but growth in
supply and demand is expected to increase 15 percent annually by the year
2000. The developing countries will equal and could surpass the per capita
consumption of the CPEs, with little need for increased imports.

In general, the world supply-demand projections imply compound
growth rates between 1980 and 2000. of the following percentages: red
meats, 1.4; poultry products, 2.4; wheat, 1.9; rice, 2.2; coarse grains, 1.8;
oilseeds, 2.8; oilseed products, 2.8; dairy products, 2.0; cotton, 15; and sugar,
2.3.

In the world wheat market, the United States and other developed coun
try producers remain major exporters to Asia, North Africa, and the Middle
East. Although U.S. exports of wheat will increase by the year 2000, the U.S.
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market shareprobably will decline.
Most of the increase in the demand for rice will occur in Asia, but the

region will remain nearly self-sufficient. Increased rice imports are ex
pected in Mrica and the Middle East. However, the United States will face
strong competition from other exporting countries, most notably Thailand.
Projections for coarse grain exports suggest that the United States will con
tinue as the dominant exporter. World trade in coarse grains by the year
2000 is expected to surpass the 1980 level by 100 percent.

Oilseeds and oilseed product markets will be dominated by the United
States. In fact, projections are that the United States will increase its share of
the market while Latin America will lose ground. Although the world market
supply and demand growth is strong worldwide, developed countries will .
continue to be major importers.

Strong demand increases for cotton are projected in areas of the world
with rapid population growth rates, primarily Asia and Latin America. The
United States is considered the major exporter and will increase its share
from about one-half to three-quarters ofworld cotton exports.

Projections in Perspective

These baseline projections are derived from a set of estimated and/or as
sumed relationships that explain the behavioral response of agricultural
supply, demand, and trade. The functional relationships employed in mak
ing the projections are based upon observed behavior during a historical
base period, 1960-1981. Different sets of assumptions and functional re
lationships estimated during different periods of time would yield different
.absolute estimates, but directional changes should be similar to those pre-
sented above.

The principal exogenous variables-population and income growth
are developed as extrapolations of trends between 1960 and 1981. However,
it is clear from the trends in agricultural production and trade discussed
earlier in this chapter that this period encompassed three different kinds of
behavior. The late 1960s and early 1970s were years of relative stability in
world agricultural prices with a relatively low and stable level of trade. The
last half of the 1970s and into early 1980 was a period of explosive growth in
agricultural trade accompanied by increasing variability in prices and quan
tities traded. Since 1980, there has been a reversal of these trends; world
trade volumes and values have declined and prices have gotten lower.

A comparison of the prevailing economic and policy environment of
the last halfofthe 1970s and the first halfof the 1980s will help to explain the
very different behavior ofworld agriculture during these two periods. Such
a comparison also suggests some of the external factors that are likely to
determine the performance of agriculture through the end of t!"tis century.
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The 1970s, especially the latter half of the decade, were characterized by rel
atively rapid rates of economic growth worldwide. Most countries experi
enced high rates of inflation--even the United States experienced double
digit inflation. International reserves grew rapidly; given the actions of the
Organization of Petroleum Exporting Countries (OPEC), these reserves
were markedly redistributed from petroleum importing to petroleum ex
porting countries. The recycling ofOPEC earnings made international credit
'readily available at low or negative real interest. Primary commodity prices
in world markets were relatively high, and developing country export earn
ings were strong.

The combination of rapidly growing population, rising per capita in
comes, policies that subsidized consumption and often taxed production,
strong export earnings, and available and cheap credit in the 1970s quickly
increased the'~illingnessand ability ofdeveloping countries, especially the
middle-income'peveloping countries, to increase their dependence on im
ported agricultural products. The Soviet Union decided to improve the diet
of its people, even if this meant importing food. This decision, combined
with a series of relatively poor crops, made the Soviet Union a large net im
porter ofboth food and feed grains. China also engaged in more active trade
relations with the rest of the world. All these global factors contributed to
the rapid growth in world demand for agricultural products.

The United States participated more than proportionally in the growing
market for two reasons. First, the United States allowed the dollar to float in
world exchange markets. This resulted in a significant decline in the value
of the dollar, thereby making U.S. agricultural commodities relatively more
attractive to foreign purchasers. Second, the United States expanded produc
tion rapidly by bringing previously idled resources back into production.
Thus, U.S. exports grew even more rapidly than did world exports.

The first half of the 1980s has seen an almost complete reversal of the
1970s economic environment. The world underwent a rather serious reces
sion from which many countries still have not fully recovered. Credit became
expensive with high real interest rates, and a number of low-·and middle
income developing countries have serious debt service problems. Lower
growth rates and lower export earnings in the developed countries signifi-,
candy reduced their import demand. China's rapid growth in agricultural
production coupled with foreign exchange problems also reduced its im
port dependence.

These factors have contributed to a slowing in the growth rate ofworld
demand for agricultural imports. In addition, just as the depreciation of the
dollar. in the 1970s accentuated the effect on the United States of rapid
growth in world demand for agricultural imports, the rising value of the dol
lar in the 1980s has accentuated the decline in world demand for U.S. agricul
tural exports and the increase in U.S. imports.
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Whether the rest of the century will be more like the latter half of the
1970s or the first half of the 1980s will depend on the same economic deter
minants that differentiated these two historical periods. With a return to
more rapid economic growth and resumed growth in world demand for the
principal exports of the developing countries, their debt service problems
will be reduced, and even higher rates ofeconomic growth will be possible.
Given continued rapid rates of population growth in the Third World and
the relatively high income elasticities at prevailing income levels, higher
rates ofeconomic growth in developing countries and increased foreign ex
change earnings would in all likelihood again result in increasing demand
for imported food and feed grains. These two preconditions are dependent
on sufficient economic growth in the developed economies tO,stimulate de
mand for developing country exports and on policies in the developed
countries that allow them to open their markets to ThirdWorld exports. Cur
rent low levels of economic growth, however, make it very difficult for de
veloping countries to overcome their serious debt service problems. The
longer these low growth rates persist and the longer debt service require
ments seriously constrain developing country investment, the more serious
the long-term impact on future economic development is likely to be-and
the longer it will be before developing countries again become an impor
tant source ofgrowth in the demand for agricultural imports.

, Although it may not be obvious that exchange rates are an important
factor in determining the overall level ofworld demand for agricultural im
ports, they are a significant factor in determining trade patterns. The de
mand for u.s. agricultural exports will depend on whether the dollar con
tinues to decline relative to other currencies and especially on whether it
declines relative to currencies ofcountries that are competitors and custom
ers for u.s. agricultural exports.

This chapter has not treated policy in any explicit way, but it is important
to recognize that the domestic and trade policy environment will be as im
portant as the economic environment in shaping the future ofworld agricul
ture and agricultural trade. Future agricultural trade will depend greatly on
the success ofthe next round ofthe General Agreements on Tariffs andTrade
(GATT) negotiations in relaxing policy constraints on trade, especially in
dealing with domestic agricultural policies that both distort market signals
and create barriers to trade.
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Barbara Insel

The authors of "Global Trends in Agricultural Production and Trade" are to
be commended for a valiant, often successful effort to explain what has hap
pened .globally to agricultural trade since 1960 and to identify some
signposts for the future. They make some very important points and give us
some useful data. They also raise some major issues that deserve more
exploration.

The first part of the chapter describes the trade patterns in evidence
since 1960. The picture presented of the agricultural trade sector at the start
of the 1970s and the complex interactions that produced the boom in that
decade is a helpful one. The chapter is less effective in explaining the rever
sal ofthis pattern in the 1980s, although the authors seem to be aware ofthis
weakness.

However, there are factual errors in the text and some generalizations
that don't hold up under closer scrutiny. The contrasts between developed
and developing, centrally planned and market economies become awkward
when we realize that several of the developing countries don't fit their cate
gory (that divergence is exactly what makes them interesting) and that the
principal change among developed countries was the emergence ofthe EEC
as a new exporter. The relative importance of two long-term developed
country exporters, Canada and Australia, actually declined in the period
under examination. The authors' reluctance to name countries starts sound
ing like nonspeak. Similarly, by reducing their analysis to tables ofgeneral
ized data and by extrapolating from such statistics, the authors sometimes
miss the point. They tend to conclude that countries "chose" a result that
was actually-and more often-the consequence ofmistakes and oversight.

The authors also include a summary ofa large grain market forecasting
study whose projections are based on observable behavior during the base
period 1960-1981. Thus, the forecasts don't account for the most interesting
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variables and scenarios or deal with the major changes that occurred during
the 1980s. Although it may be interesting to see what might happen if the
past repeated itself in simplified form, investing a great deal of intellectual
effort in this direction is probably oflimited benefit. I think the writers agree
with this judgment.

The authors conclude that "world supplies will be sufficient to satisfy
the large projected increase in world demand." Somehow, I do not think
many of us had doubts about supply growth-although it might be a useful
surprise to those who once again seem determined to rediscover Malthus. I
in fact fear that the forecast underestimates supply growth by underestimat
ing the pace and impact of technological change in the agricultural sector.

I am genuinely curious about the basis upon which a "large projected
increase in world demand caused by the large growth in population and the
improved per capita consumption levels at reasonably stable prices by the
year 2000" was made. The last boom, as the authors note, was fueled not
only by rapid internal growth and growing exports but by the availability of
cheap foreign exchange in the form of bank credits at negative interest rates
and rapid worldwide inflation, neither of which appear likely to become a
factor in at least the near future, although such things do tend to be cyclical.

But then, as the authors note, a forecast is just a function of one's as
sumptions. However, the institutional, political, and technological changes
that are excluded from the forecast have been critical in the past and will
continue to determine the future. Much as I understand the difficulty of in
cluding such factors in a quantitative study, the value of the resulting forecast
may be questioned. But I don't think anything is gained by trading assump
tions and scenarios about the future-in that respect I am most sympathetic
with the authors. It is far more interesting to think about what has changed
and what is most likely to change. Understanding those changes and their
roots is crucial to where the future might take us.

Major Issues

The foregoing critique notwithstanding, the authors make some valuable
observations that enrich our understanding of the market and that deserve
further comment. The chapter also recounts much of the conventional wis
dom of recent agricultural policy debates. Asecond look at these issues also
might help elucidate what is going on around us.

Growing Dependence
White, Overton, and Mathia clearly demonstrate the growing disparity be
tween the haves and the havenots. I usually am tempted to say that rich coun-
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tries have surpluses, poor countries have deficits. Yet to make it a rich coun
try versus poor country, developed country versus developing couQtry i~sue

is really misleading. The exceptions to these categories prove that the de
veloping countries that have succeeded in expanding production faster than
population are among the poorest in the world. The ability to turn around
agricultural performance, assuming the basic physical resources are avail
able-and we often forget they are in a great number of countries-is al..;
most entirely a function of public policies. (We used to say infrastructure
investment as well, but perhaps the Chinese finally have proven that man
agement and organization can more than make up for scarce capital, at least
for a while.)

We all know what kind of policies are needed to ensure agricultural ex
pansion. Thus, for a country with any agricultural potential to increase its
agricultural dependence at this moment in history means that its govern
ment w1llfully has chosen to follow the wrong policies, and it is stunning to
look at a broad picture of willful impoverishment. We also need to remem
ber that the countries that have made this choi~e con~titute some of the
major u.s. markets. The food-exp.orting countries are the prime beneficia
ries of the inappropriate domestic agricultural policies of the food importers.

The Thin Market
The authors have done a major service in showing how thin agricultural
trading markets really are. Only a very small fraction of agricultural produc
tion actually moves into international trade, and the amount traded is also
only a small fraction of total global consumption. However, at the same time,
trade increasingly is concentrated among just a few major players. For most
major commodities there are hardly more than four or five major exporters.
Although there are a large number of individual importing countries for
whom imports may constitute a major share of total food supplies, a rela
tively small number. of importers dominates. the market. Basically, a few
countries have such large populations and production volumes that very
small changes in their production or consumption have enormous impact
on the international market.

Thus, during the course of a decade the market can be rocked by even
relatively small changes in Soviet output or consumption or by output in
creases in a small number of large countries, such as France, Britain, China,
India, or Brazil. To think of these changes happening in the same few years
is to begin appreciating the massive structural changes that have occurred
since 1960. The thinness of the market, along with the strong impact of pol
icy on agricultural performance, makes all the players very vulnerable to
each others' policy and politiCS, something we do not often invest enough of
our efforts in understanding. Yet, relatively little of this is noted by the authors.
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Policy, Politics, andEconomic Behavior
The authors note that there have been occasions, even in the United States,
when policy-determined domestic price signals did not reflect what was
going on in the wider world market. They note that producers tend to re
spond to domestic prices, whatever may be happening in world markets. I
appreciate seeing this explicitly stated-population-based market forecasts
often fail to acknowledge the influence of these factors on supply and de
mand. We know U.S. policy is a function of domestic politics and economic
relationships. However, our analysis too often seems to think all the other
countries should be responding rationally to market economics, and we ex
hibit a well-practiced indignation when they do not.

Somehow I have lost my ability to understand why U.S. subsidies are
inherently more moral or efficient than anyone else's. They are just different.
Moralistic thinking about political and cultural solutions may inhibit a full
appreciation of what is actually going on in different environments and
cloud vision and effective policymaking. It should be clear to everyone that
agricultural policy everywhere is about domestic politics.

RapidDeterioration ofu.s. Agriculture
The chapter's picture ofthe rapid deterioration ofU.S. agriculture is persua
sive. This sector entered the 1970s in superb shape and then proceeded to
fall apart. The explanation provided for the decline is less effective: reces
sion, high interest rates, debt service problems, reduced exports, reduced
import dependency in China, the high dollar, and high U.S. prices. The
weight of the authors' argument is placed on cyclical macroeconomic
phenomena. That anything more fundamental or lasting also may be emerg
ing is not considered. But then, as the chapter notes, one would not expect
to find such factors included in an extrapolation ofthe past. Loyally, no men
tion is made of the role of U.S. policy in this debacle, beyond a quiet ref
erence to the fact that U.S. prices did not decline with world market signals
at the start of the 1980s. Actions such as passing a farm credit bill that au
thorized lending at 97 percent of land value are quietly excluded from the
discussion.

This brings us to the second set of issues and some ofthe weaknesses of
the chapter, which in a way reflect problems with which conventional
analysis has not dealt very well.

The u.s. Price Umbrella
I agree that recent high U.S. prices made life a lot easier for all U.S. com
petitors. However, to conclude that the only reason those competitors are
in the market is because of recent high U.S. prices and that merely lowering
those prices will simply cut out those competitors is false. It does a disser
vice to the analysis and reflects a lack ofappreciation ofboth the politics and
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the. production economics of those competitors. Let us take two examples
of our competitors' situations.

The EEe's Common Agricultural Policy (CAP) is more than two decades
old and dates from a period of relatively low u.s. prices. It is, as most of us
would agree, essentially an internal political creation and a political com
promise among EEC members (to oversimplify, high price levels to satisfy
its German constituents and a controlled system to satisfy the French). The
guarantee of high stable prices, strong protection, and, in most cases, sub
sidized, generously available investment credit led inevitably to surpluses
that had to be exported. The EEC quickly came to think ofgrain exports as,
to mix metaphors, a sort offoreign exchange cash caVY. The EEC discovered,
as did everyone else, that it is cheaper to export than to keep stocks, even
with export subsidies, and that those exports fit very well with various
foreign policy priorities as well. That France and England would someday
become exporters should not have surprised us. It is interesting to look at
the production cost functions of some of the larger and more sophisticated
French and English producers. We discover that although CAP prices may be
needed to protect the' tiny German part-time farmer and the surviving
French peasants, many of the larger European producers could export at
world market prices with very little change in their production techniques.
What the u.s. price umbrella did do-and only in recent years--was to help
the Europeans avoid the social costs of their policies and the social change
that must come with agricultural modernization. That was indeed a very
generous gesture.

Let's take another case, that of Brazil. The opening for Brazil's soya ex
ports was indeed created by u.s. policies, but by the soya embargo, not high
prices. Brazilians actually produce at farmgate prices that are less than u.s.
farmers'. The United States is just lucky that Brazil has such an expensive,
unreliable execution system, no grading system and unpredictable trade
policies, or that countrywould have taken even more of the market from the
United States.

The countries that are most dependent on high U.S. prices-Australia
and Canada-are hardly mentioned. Both have allowed production to be
come so inefficient that they will have major problems competing with the
ne\y' lower U.S. prices. The EEC, conversely, can pay the financial cost sooner
than it can the political cost (among farm voters) of ceasing to export. But
for the larger grain producers in Britain and France who are responsible for
the bulk of the exported crop, there is considerable room for improved effi
ciency and technology that would allow them to compete even if the EEC
did not protect them and even if they at last were forced to improve the qual
ity of their grain. U.S. policymakers underestimate the pace of productivity
improvements and modernization among the modern producers in the EEC
and, for that matter, in Brazil and Argentina, and do so at their own peril.
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The Storage Issue
The authors repeat the commonly held assertion that other countries
"chose" to let the United States pay the costs of storage for them. Although
there is some validity to this argument, we need to put it in perspective. The
planet is littered with storage facilities constructed during the last few dec
ades by governments and government-sponsored cooperatives in the Third
World and parts ofEurope. Many of these facilities stand empty, closed, or in
~isrepair,monuments to the confused but dedicated "storage development"
policies of many U.S. competitors and customers. We should be careful not
to confuse the failure of these policies with an intent to tax the United States.
(I don't mean to suggest that many ofthe policymakers would not have been
happy to do so, but they seldom perceived that having the United States store
their food supplies was actually in their interest.)

Governments have proven to be inefficient stockholders, and they still
are unable to understand why the private sector doesn't assume this respon
sibility. Yet, at the same time, usually in the name of interseasonal "price
stabilization" (what foolishness has been wrought in the name of those two
terrible words), governments also have created policies under which only a
completely imprudent investor....:.......or a government-financed cooperative
would undertake the risk of holding stocks. Moreover, in much of the Third
World, governments seemed to think the purpose of holding stocks was to
have something to dump on domestic markets whenever there was a danger
that domestic prices might actually reflect demand.

For a variety of highly rational reasons those policies never quite
worked as they were intended.. The United States was one of the few coun
tries, along perhaps with Canada and Australia, that allowed a domestic pric
ing flexibility that rewarded stockholding risk. One has to be careful not to
take for policy what is often the result of incompetence.

On the other side of the issue, it is impossible to be a major exporter
without largecarryover stocks, and even the EEC is beginning to realize this.
The United States has an obligation to hold stock proportional to its share of
the trading market if iUs to be considered reliable. Such is the cost ofdoing
business. The EEC is becoming the second largest stockholder as its export
ing role grows. China also is beginning to build large stocks.

Elasticity a/Demandand Supply
The authors certainlyare correct in arguing for a significant price elasticity .
in both supply and demand. However, one cannot produce as evidence of
price elasticity of demand the fact that importers facing a cross section of
prices on one day for the same fungible commodity in an auction market
will choose the lowest bid. Moreover, on the supply side,we must acknowl
edge the complexity of the calculation. The farmer is maximizing profits and
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guessing about future political decisions. Ifa farmer thinks productivity will
increase more than prices will decline, or that the price declin.e will not be
sustained, he or she still will make money by expanding output. In France,
where productivity has been growing by more than 20 percent, only a price
decline in excess of 20 percent will begin to have any income effect. If the
farmer still makes more money by expanding rather than by reducing pro
duction, he or she will still go on producing. Less profit is better than none
at all. So, as has been said for a very long time, the price decline has to be
very large and sustained to have a supply impact. As long as there are many
countries with very rapidly growing productivity and a potential for· still
further. technological breakthroughs, the price elasticity of supply will be a
very delicate issue.

In developing countries in particular food demand is certainly very
price elastic. But the ability to convert that demand into increased imports is
quite another issue, which the authors don't really face, or rather they ex
plain it away by assuming a growth in export markets.

Sources ofDemand
The authors state that demand and, possibly, supply are sensitive to popula
tion growth. Would it be impudent to suggest that access to foreign ex
change may prove to be more important in the demand equation than popu
lation or even income growth, unless we want to exchange exports for
naira? Access to foreign exchange means increased hard currency exports
or expanded cheap credit. As there is not much of the latter around for the
foreseeable future, the model depends on a worldwide trade boom far
greater than. that of the 1970s, as it will lack the stimulus of either cheap
credit or high inflation.

The authors further comment that "migration of rural people to [urban
areas] increased the market dependency of [developing countries],"
thereby negatively affecting production and creating a net increase in de
mand. We are tripping over some gross generalizations here. Except for the
Ghanas of the world, where. aggressive antifarm policies quickly emptied
the farms, such migration often accompanies agricultural modernization
and expanded local production. One can cite innumerable examples, a fact
that leaves me wondering what kind ofdata the authors were using.

1radeMonopoly
As one who has spent a great deal of time in developing countries hearing
trading companies described as "monopolistic exploiters" by ideologues, I
get more than a little uncomfortable reading about how grain exports are
dominated by a few monopolists. Not only do we have more companies trad
ing grain than selling cars or coffee, but I have seen the alternative, and it is
definitely worse.
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The more important·point that should have been emphasized is how
much trade is now dominated by governments, in which politics, long-term
agreements (LTAs), and tender offers are more important than are service
and efficiency. The United States as the high-quality, high-service exporter is
at a disadvantage in that trade. We know that political, credit-based trade usu
ally ignores actual price. In sum, this trend is not really in the US. interest,
although even as we speak, the trend is changing slowly. Many developing
countries do not have the resources to continue controlling grain procure
ment, and privatization is increasing. The wheat trade, however, which is al
ways the most political, continues to be dominated bygovernment and politics.

Exporting Variability
The authors restate another familiar argument-that Soviet production is
subject to high variability at least for physical reasons and that by increasing
Soviet dependence on U.S. imports the USSR has exported its variability to
the US. market. I can't help but find this reasoning curiously backward, al
though familiar. Let me rephrase it-the Soviets have proven unable to man
age their own variability, and this weakness has created a market for US. ex
ports. If the United States is unable to manage this variability and to reflect
that cost in US. margins, then the United States is proving itself less compe
tent than it should be. It is a cost of making those sales. One should not ex
pect to profit from a sales opportunity and then criticize its cause.

The Corn Market
White, Overton, and Mathia suggest that the United States will probably con
tinue to lose market share in wheat, which is quite likely. But at the same
time, they see the United States continuing its dominance of the feedgrain
market. The authors note that while world wheat production burgeoned,
corn output grew much more slowly. They seem to conclude that there is
little capacity in the world for expanding such output. Oh, the folly of ex
trapolation! They should have talked to the hybrid seed companies. Very few
countries even use hybrid corn seed. The potential for expansion of corn
output is enormous, partieularly in East Asia and Latin America. The US.
hold on the world feedgrain market is tenuous at best. The slow growth of
competition in the past is not an indicator ofsecurity but of risk and untapped
opportunity.

Technology
We all know that there now exists the potential for significant technological
developments that may dramatically change and shift both demand and sup
ply curves and undermine extrapolations from the past. Much ofthat change
will be in reducing the feedgrain requirements of livestock and increasing
the yields and viability ofwheat production still further. I also would wager
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that both demand and ease of testing and marketing regulation would lead
to commercialization of those products first in Europe, then in the more
advanced developing countries, and much later in the United States. This
would have severe implications for the competitive position ofV.S. exports.
The writers, however, just barely acknowledge these potentially critical fac
tors. Surely they deserve more attention.

Specific Issues

There are a few specific country references in the analysis that should be
addressed. The authors note that the Brazilians recently have employed
policies that favor the export of soymeal. What they do not explain is that
Brazil exports soymeal instead ofbeans because the government subsidized
the construction of an enormous crushing industry and now has to keep it
in business, which is done by reserving for this industry a m<:1jor share of
domestic bean production. This reserve also subsidizes domestic soybean
oil consumption, which is politically very attractive. Both policies are pro
hibitively expensive, and Brazil would profit from exporting the beans.

The authors suggest that EEC imports from the United States fell be
cause of the recession, but the impact of both the levy policy and of feed
grain substitution policies is not mentioned. The substitution of surplus
feedwheat plus proteins such as corn gluten feed for corn as a feedgrain in
the EEC is a powerful trend and should not be treated merely as a cyclical
phenomenon. Although I realize this is an unpopular position in U.S. ag
ricultural circles, we also should be prepared to see this trend spread to
Spain and Portugal, thereby reducing U.S. feedgrain exports to these coun
tries.

Conclusion

We need to understand the world as a complex environment and agriculture
as a changing, highly competitive, political, technologically driven industry.
This volume's first chapter does not succeed at that task. To accept the au
thors' caveats at face value, it was never their intent to present or examine
such a complex picture. However, the authors discuss the prospects for U.S.
global trade by excluding most ofthe factors that are likely to influence such
trade and by including factors whose influence probably will be thwarted
an analytical framework apparently forced by the exigencies ofthe authors'
model.
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Sub-Saharan Africa as a region has been characterized by severe food and
economic crises since the mid-1970s. Food and agricultural production per
capita has declined, export-oriented agricultural production has floun
dered, and real per capita Gross National Product (GNP) has decreased, thus
threatening not only the longer-term growth prospects of the region, but
the immediate survival of its economies and people. Yet the picture is not
uniform. Differences in development strategies sometimes have made a sig
nificant difference in economic performance, even within the admittedly
difficult economic niches available to exporters of primary products.

Our purpose in this chapter is to elaborate some ofthese differences by
examining two countries-Kenya and Tanzania-that share important
similarities, such as political stability, geographic proximity, population size,
and status as primary exporters, but that, because ofdifferences in economic
strategy and development policies, also illuminate the impact of policy on
economic performance. Both countries also have suffered considerably
from external economic shocks such as the precipitous increases in the
price of petroleum, rising interest rates that exacerbate debt, arid a general
tendency toward declining terms oftrade for countries dependent upon the
export ofprimary agricultural commodities.

In time it has become clear that the differing policy frameworks ofthese
countries have equipped them very differently to deal with the effects of
international economic forces. Previous analyses of selected developing
countries have concluded that countries with relatively open economic sys-

. terns, although more exposed to international economic shocks, also are
better able to cope with them. Our comparison of Kenya-a more open
economy-with Tanzania-a more closed economy-lends support to this
thesis.

The economic differences between Kenya and Tanzania are striking.

PREVIOUS PAGE BLANK 53
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During the decade following independence, Kenya's agricultural Gross
Domestic Product (GDP) grew at a rate of more than 45 percent a year. It
has slowed somewhat since the early 1970s but has continued to average
better than 3 percent a year, even during a decade of severe economic
shocks and generally declining prices for primary agricultural commodities.
The remarkable feature of Kenya's contemporary agricultural performance
is .that it has been able to sustain positive growth despite powerful con
straints, such as a limited area of arable land, a series of serious droughts,
and an international environment that is demonstrably adverse to the eco
nomic prospects of countries dependent upon the export of agricultural
products.

Tanzania has not performed nearly as well. Although observers fre
quently describe Tanzania as undergoing an economic "crisis," that term is
perhaps inappropriate, for it conveys an impression that the country's situa
tion is of a short-term nature. Tanzania's current economic predicament,
however, is the culmination of nearly two decades of worsening economic
performance. Despite the hopes of those who believe in the necessity of an
immediate economic turnaround lest disaster occur, there is little hope for
economic recovery unless the government abandons the economic policies
and strategies that have produced the current state of affairs.

Thus, these countries are launched on entirely different economic
trajectories. Kenya's economy has been consistently stronger than that of
Tanzania. Its real per capita GDP was significantly higher than the Tanzanian
GDP at independence and has increased significantly during most of the last
two decades. Although drought and global recession have caused some fluc
tuation in per capita GDP since 1980, Kenya's per capita income today is sub
stantially higher than it was in the 1960s. Tanzania, on the other hand, has
experienced more anemic economic growth with intermittent periods of
sharp economic decline.

The differences in GDP growth are only partially accounted for by ag
ricultural growth. They also reflect considerable differences in the perform
ance of the nonagricultural sector. Agriculture has historically comprised a
smaller share of GDP in Kenya than in Tanzania. In 1965, for example, ag
riculture accounted for 32 percent of Kenya's GDP compared with 42 per
cent of Tanzania's. Because of the robust growth of its agricultural sector,
Kenya has been able to allot Significant economic resources for the expan
sion of the nonagricultural sectors of its economy. As a result, despite--or
perhaps because of-strong agricultural performance, agriculture's share of
total GDP has declined, falling to 27 percent in 1984. In Tanzania, the poor
performance of the agricultural sector has placed a fundamental constraint
on the allocation of resources elsewhere in the economy. As a result, weaker
growth in nonagricultural sectors meant that there was. an increase in ag
riculture's share of GDP to 44 percent in 1984, even though agricultural per-
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formance was relatively poor.
One of the most important benefits of recent agricultural growth in

Kenya is the extent to which it has been able to achieve improvements in
rural welfare. Here, too, the contrast between the two countries is signifi
cant. Although both countries had approximately equal levels of real per
capita agricultural GDP in 1980,Tanzania's level had fallen to only 90 percent
ofKenya's by 1984. Given the stronger performance ofKenyan export crops,
per capita agricultural income has continued to grow more rapidly in Kenya
than in Tanzania. In addition, Kenya's policy of "passing through" a larger
proportion of increases in world prices to farmers has enabled farmers to
gain substantially more from export crops than has been the case in Tan
zania,where export crops have been more heavily taxed and/or where inef
ficiency and high operating margins in the marketing system often have
meant less income for producers.

The different agricultural performances of these two countries also is
reflected in their widely contrasting capacity to manage and service their
external debt. Both countries have substantially increased their outstanding
external debt in recent years, primarily in response to the financial crises of
the 1970s and early 1980s. The pattern of growth in public debt was fairly
similar, and by the end of 1984 both countries had roughly comparable debt
levels-Kenya, $3.8 billion;Tanzania, $3.3 billion. The structure oftheir debt
burdens is slightly different. Approximately 15 percent ofKenya's debt is pri
vate, compared with only about 2.3 percent of Tanzania's. As a result, Tan
zania's debt burden as a whole has been contracted on slightly easier terms
than has Kenya's. But this difference is not so gre.at as to affect the magnitude
of the annual debt burden in any substantial way.

The critical difference between the two countries is that Kenya has been
able to service its debt burden in a timely manner. Its arrears on interna
tional debt at the end of 1984 were negligible, and its ex ante debt service
ratio (debt owed as apercentage ofexport earnings), although high (approx
imately 325 percent), was well within the country's financial capacity. In
deed, -thanks partly to its high foreign exchange earnings during· the 1984
tea boom, Kenya was repaying some of its international debt before the date
of maturity and enjoyed an ex post debt service ratio (debt payments as a
percentage of export earnings) of about 37 percent. Tanzania, on the other
hand, has been badly deficient in servicing its external debt. Its ex ante debt
service ratio at the end of 1984 was close to 60 percent, but it was able to
make payments on only about one-half the amount owed, which resulted in
an expost debt service ratio of about 35 percent. As a result of its inability to
make prompt payments, Tanzania was in arrears on about 10 percent of its
total international debt.

Despite a lower level ofdebt service, Tanzania has been experiencing a
severe foreign exchange crisis. Its foreign exchange earnings have been in-
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sufficient to allow the country to undertake the imports necessary for its in
dustrial sector, which currently operates at only about 10 to 15 percent of
installed capacity. Indeed, Tanzania has recently been compelled to curtail
its imports even ofvital necessities such as fuel.

Development Strategies and the Role ofAgriculture

Kenya and Tanzania can be usefully compared because of the strikingly dif
ferent development strategies they have pursued since independence. 1

Such a comparison is further facilitated by the fact that in each country there
has been great continuity ofpolicy since the mid-1960s. Neither country has
altered the broad politicalJideological. underpinnings' of its development
strategy since the early years of the postindependence period. Kenya's de
velopment strategy features a mixed economy with substantial private sec
tor involvement in both economic and agricultural development. In the ag
ricultural sector, this has translated into a strong commitment to private
ownership of land, which provides freedom for market-based land transac
tions, and a heavy emphasis on transforming the basis of land ownership
from traditional, communal patterns to individual holdings with title deeds.

Tanzania has focused on creating a socialist economy, one in which the
operation ofmarket forces has been constrained or eliminated in an attempt
to limit or reverse inequalities in assets and income. Indeed, the country's
developmental institutions were set up principally to administer growth in
such a way as to minimize socioeconomic disparities. Following the 1967
Arusha Declaration, major economic assets were nationalized, including all
land and key industries such as banking, insurance, and transportation. In
the agricultural sector, the commitment to a socialist development strategy
resulted in the creation of collective ujamaa villages in which production
was to be conducted along collectivist lines. Private farming has been sys
tematically discouraged, and private farms sometimes have been
nationalized in order to create communal or parastatal farming operations.
Private transactions in land, like many other private economic transactions,
are officially forbidden.

Tanzania's stated development objectives have put much weight on
overcoming poverty and fostering equality.2 During the 1960s and 1970s,
there was considerable investment in programs to improve living standards
and human potential, including expanded access to basic education, clean
water, and both curative and preventive health care. The emphasis on foster
ing social equality has been associated with an all-pervasive pattern of state
interventions intended to limit, and in most cases eliminate, private eco
nomic endeavors and/or accumulation. These interventions include the re
duction ofsalary differentials through public sector practice and legislation,
the use of price controls, centrally financed investment to combat regional
inequality, and measures to reduce private economic activity.
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Agriculture and the Industrial Sector

After independence, both Kenya and Tanzania, like many other newly inde
pendent African countries, adopted industrial strategies based on the princi
ple of import substitution. Such strategies generally have disadvantaged ag
riculture by creating an antiexport bias and worsening domestic terms of
trade. However, the two countries differed substantially in the manner in
which they implemented import substitution. There were at least two criti
cally important differences: the degree and duration of the antiexport bias
and the role of the state in planning and undertaking production and invest
ment.

As early as the mid-1970s, Kenyan officials began to acknowledge that
trade and industrial policy overemphasized import substitution, and they
began corrective measures.3 With the Local Manufactures (Export Compen
sation) Act of 1974, the Kenyan government began a series of measures to
reduce the import-substitution bias in favor of local industrial production.
These included the introduction of a sales tax (to generate government rev
enue without encouraging additional production, which higher tariffs
would do); tariff reform (designed to narrow the spread of tariff rates and
th~reby reduce levels of effective protection); and introduction of export
subsidies. At the same time, an emphasis was placed on promoting agricul
tural exports, generally through favorable pricing policies, infrastructure
development, and effective marketing. Kenya consistently reenforced these
measures in subsequent years. In 1980, for example, the government in
creased the level of export subsidies and broadened their scope to include
a number of manufactured goods as well as agricultural commodities.
Perhaps most importantly, Kenya initiated a policy of flexible exchange rate
devaluations, which was a more general and far more powerful way of pro
moting exports.

Kenya's success in promoting agricultural exports has been basic to its
ability to continue an industrial program based partially on import substitu
tion. Earnings from tea, coffee, and other agricultural products have enabled
Kenya to continue developing industries that are oriented toward the pro~

duction ofconsumer goods for domestic consumption.
Tanzania reaffirmed its commitment to import substitution in 1975 by

introducing a new program called the Basic Industry Strategy.4 The purpose
of this strategy was· to extend import substitution beyond the consumer
goods sector and to begin the domestic production ofmore essential capital
goods, such as agricultural implements and construction materials. The pro
gram's underlying assumption was that Tanzania's severe foreign exchange
shortage ruled out the importation of even these economically vital inputs.
Tanzanian planners had come to believe that the very survival of such key
sectors as agriculture, construction, and transportation depended upon the
development of an internal capaCity to provide for their equipment and
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other needs. The difficulty confronting the Basic Industry Strategy, however,
was precisely the same as that confronting the consumer goods industries
based on import substitution-namely; that the launching ofnew industries,
however foreign exchange-conserving their products might be inthe long
run, requires heavy initial inputs offoreign exchange and investment capital.

To besuccessful, then, the Basic Industry Strategy would have had to be
accompanied by an agricultural strategy that generated sufficierit foreign ex
change earnings to finance the capital requirements of the new industries.
Indeed, the Basic Industry Strategy was given a temporary economic boost
by the commodities (especially beverages) boom of 1976 and 1977. That
boom was brief, however, and only concealed the fact thatTanzania's agricul
tural policy during this period was not designed to provide for long-term
increases in export earnings. Rather, as its principal reaction to the food
crisis of 1973-1974, the Tanzanian government had committed itself to the
goal of food self-sufficiency, a decision that manifested itself in increased
producer price levels for food staples relative to exportable agricultural
commodities. The goal of this policy, like the goal ofthe Basic Industry Strat
egy, was to conserve foreign exchange by boosting domestic production of
essential goods that previously had been imported. But by raising the prices
offood staples out of proportion to those for export crops, the government
of Tanzania was setting the stage for a widespread tendency to favor food
crops over export crop development and, thus, for a sharyJ reduction in ex
port earnings.

The most destructive effect ofTanzanian import substitution, however,
was its tendency to starve the agricultural sector ofvital capital inputs. Dur
ing the second half of the 1970s, there was a major shift away from agricul
ture in the country's total capital investment. By 1981/82, agriculture and live
stock received only about 11.5 percent of capital resource allocations while
industry received nearly 30 percent.5 Expressed in real terms,this meant that
while capital allocations to all sectors including industry increased by 33 per
cent, those to agriculture dropped by about 50 percent. Under these condi
tions, it is not surprising that Tanzania's agricultural economy has shown
little growth. Indeed, given the impact of capital starvation in addition to
other adverse policies, the only surprise is that this sector performed as well
as it did, a testimony perhaps to the willingness ofsmall landholders to con
tinue their efforts even under the most difficult circumstances.

Domestic Agricultural Policies

Kenya and Tanzania, like most countries in sub-Saharan Africa,. intervene
heavily in their .agricultural economies through government pricing
policies, the operation of parastatals, and the provision of agricultural in
puts. Tanzania also has intervened extensively to restructure agricultural
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production and marketing. Three policy areas are particularly important in
accounting for the differences in the two countries' past agricultural per
formance: land policy, pricing policy, and exchange rate policy.

LandPolicy
When Kenya gained its independence in late 1963, the administration of
President Jomo Kenyatta made land policy the center of its approach to the
rural sector. The fundamental cornerstone of this land policy was the prin
ciple that Africans should have full rights to acquire, possess, and cultivate
land on a private freehold basis. For only in this way couldMricans aspire to
the same degree of agricultural prosperity that Europeans had enjoyed dur
ing the era of British rule. Although this principle has frequently been
criticized as legitimizing large-scale land acquisition by members ofKenya's
political elite and thus gross inequities in landownership, it has contributed
enormously to the development of an Mrican smallholder farming commu
nity and to the implementation ofpolicies designed to ensure the economic
stability of this social class.

The Kenyan government's commitment to the principle ofprivate land
ownership as the basis of sustained agricultural growth has been so strong
that the basic operational premises ofits land policy have remained constant
since independence. These premises are, first, that there should be mini
mum changes in the highly productive agricultural economy developed dur
ing the colonial period by the European settler community. Second, that in
sofar as possible the basic structure of this sector should be maintained
while a gradual process of land transfer from European to Mrican farmers is
pursued. Third, that land transfers should be made on the basis of individu
ally owned farms, not collective holdings; that these transfers should, insofar
as possible, occur on a willing buyer-willing seller basis; and, that where
European farms were being subdivided, any newly created Mrican farms
should be large enough to produce marketable surpluses of export and
food crops. (Some European farms have been purchased by private Mrican
companies and by Mrican cooperatives formed for that purpose.) Fourth,
that a free market in land should be rigorously maintained so that efficient
and productive farmers could expand their holdings. and that government
programs, such as loans from the Agricultural Finance Corporation, should
encourage this process.

Tanzania's land policy since independence stands in sharp contrast to
Kenya's. The Tanzanian government's attempt to implement a nationwide
system of collectivized agriculture has been documented extensively. Be
tween 1969 and 1975, Tanzania attempted to transform the socioeconomic
basis of its entire rural economy. The purpose of this transformation was to
replace existing patterns of largely individualized household production
with a network of village communities in which land would be collectively
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held and production collectively organized. During this briefperiod of time
more than five thousand new villages were created or existing villages were
designated "socialist." Intensive efforts were undertaken to lay the basis for
collective agricultural practices. Before the collectivization program began,
less than 5 percent ofTanzanians lived in villages. By the end of 1975, more
than 60 percent of the rural population lived in settled village communities
that had embarked to varying degrees upon the implementation of collec
tive farming.

The socialist village program contributed to the poor performance of
Tanzania's agricultural sector. The process of implementation sometimes
interfered directly with agricultural production, as in cases where peasants
were forcibly moved between planting and harvesting seasons or during
one or the other of these periods of peak labor needs. In some cases peas
ants were moved to districts and regions thatwere so environmentally differ
ent from their traditional areas of residence as to be wholly unsuitable for
the crops they were accustomed to growing. Given that one of the key pur
poses of collecti~evillagization was to promote social equality, villagization
was sometimes accompanied by outright confiscation of the farmlands of
the country's larger-scale farmers. Inasmuch as this stratum of farmers had
accounted for a very large proportion of the country's marketed agricultural
surplus, the land seizures caused a severe reduction in the available food
supply. Although the Tanzanian government has eliminated its insistence on
collective production since 1975, it has never fully regained the confidence
or trust of its peasant population.

Pricing Policy

Export Crops Like most countries in sub-Saharan Africa, both Kenya
and Tanzania have strong government involvement in agricultural pricing,
and in both countries these pricing interventions are the subject of heated
dialogue with development assistance agencies such as the World Bank and
the U.S. Agency for International Development (AID), which advocate less
governmental control of the pricing and marketing of agricultural com
modities. As in the case ofland policy, however, the differences between the
two countries are important. Their widely contrasting approaches to ag
ricultural pricing policy help account for the wide variance in the economic
performance of their agricultural sectors. The differences between the two
are particularly striking with.regard to export crops, where Kenya's pricing
policies have escaped the pitfalls that characterize so much of the rest of
sub-Saharan Africa.

Kenya's agrarian success has been shaped by an export pricing policy
that gives producers incentives to grow and market an increasing volume of
their crops. This is most conspicuously the case with respect to the country's
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principal agricultural exports, coffee and tea, whose marketed volumes
have grown steadily since the mid-1970s. Kenya's pricing policy for these
two crops differs fundamentally from that of virtually every other indepen
dent African country in that the government does not set producer prices
for these commodities. Rather, it allows their prices to be determined by
and vary with the world market price. Its export pricing policy for coffee
and tea has been referred to as a "throughput" system-that is, the world
market prices for these crops are passed on to the growers after a modest
percentage has been deducted to cover the operating costs of the parastatal
corporations that handle the' purchasing, transportation, and marketing of
these crops.6

Tanzania controls the price of its export crops and, like the vast majority
of African countries, sets prices well below world market levels.7 Until re
cently, the government also had taxed export crops as a means ofgenerating
revenue, thereby further lowering the net return to producers. The suppres
sion of export crop prices has been so great that it largely accounts for the
drop in export volumes of key commodities. Between 1969nO and 1980/81,
the real producer price of coffee dropped by 45 percent and tea by 49 per
cent. Other export crops also suffered badly from offidal underpricing. Dur
ing this period, for example, the real producer price of cashew nuts fell by
27 percent.8 This sort of price suppression has resulted in a disastrous drop
in the country's marketed production of major agricultural exports. By the
mid-1980s, coffee production was only about 90 percent of its previous peak;
tea production, despite heavy donor assistance, was about equal its previous
peak; cotton production was less than 70 percent of its former level; and the
production of cashew nuts, which in the mid-1970s had briefly emerged as
the country's largest foreign exchange earner, was less than one-fourth its
peak.

Food Crops Both Kenya and Tanzania have sought self-sufficiency in
basic food grains-that is, they have sought to minimize imports of maize,
wheat, and rice without setting prices so high that they might generate
surpluses that would need to be exported. There are sharp differences in
food pricing policies in the two countries, however. In Kenya, cereal pricing
has been the focus of extensive public debate, and the government has de
veloped a pricing policy that provides adequate incentives for the country's
maize producers (see Figure 2.1). At least part of the reason for the debate
has been the influence Kenya's large- and medium-sized farmers have
wielded as a pressure group. Indeed, because large numbers ofKenya's civil
servants and political leaders own agricultural land and engage in the culti
vation ofmaize as well as export crops, the country's political establishment
is responding to its own self-interest in formulating an overall pricing strat
egy that offers attractive prices for all the country's agricultural commodi-
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Figure 2.1 Corn Produc~r Prices in Kenya and Tanzania, 1966-1985
(with world price comparison) .
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ties. Because the political elite has a direct stake in the economicwell-being
of the countryside, Kenya is a major exception to the tendencies toward
urban bias that are so all-pervasive an influence on the pricing policies of
othercountries throughout sub-Saharan Africa..

Tanzania is closer to the African norm. Until the mid-1970s, pricing pol
icy for agricultural commodities was not viewed as the basic means for
stimulating economic growth in the rural sector, but, rather, as a part of the
country's effort to build a socialist political and economic system. Indeed,
the country's commitment to socialism imparted a decidedly antiagricul
tural bias to its pricing policy. As an additional component of Tanzania's
socialist strategy, political leaders and civil servants were not permitted to
have secondary sources of income and, thus, could not invest in agricultural
land. As a result, Tanzania's political elite did not have a direct stake in the
economic well-being of the countrySide. The antifarmer bias inherent in the
country's socialist philosophy has been further reenforced by the urban life
style and political base of the governing political elite.

To achieve a balance between domestic supply and demand, Kenyans
have chosen to set maize prices at or slightly below import parity. The as- .
sumptions underlying this pricing strategy are fairly straightforward. If the
official price were above import parity, it could be expected to encourage
maize imports, either legally or. illegally, and the result would be a maize
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glut. If the maize price were set substantially below import parity-that is,
closer to export parity-it would result in a price level so close to or so far
below the cost of production that maize producers would either shift to
other crops or withhold their crop from the market. The result of pricing
maize at close to export parity would be a serious shortfall in domestic pro
duction, the inevitable growth of a massive informal market in maize, and an
increased need for imports. The Kenyans have had considerable success in
setting official producer prices at import parity, and this policy has yielded a
strong record of national food self-sufficiency.

Tanzania's annual production of marketed food crops has been ad
versely affected by pricing policies that have lowered the real return to the
agricultural producer. De Wilde's figures show that the real producer price
levels of Tanzania's three major food crops-maize, wheat, and rice-fell
measurably between the mid-1970s and 1980.9 During the latter half of the
1970s, the Tanzanian government did attempt to implement a strategy of
food self-sufficiency by offering farmers dramatic increases in the nominal
price of foodgrains, including maize. As a result, marketed production of
maize did increase during this period and reached a peak of about 225,000
tons in 1978n9. Since that time, however, the continuing trend offalling real
prices has had a powerful effect; by the mid-1980s, marketed maize produc
tion fell to approximately 70,000 tons or only about 30 percent of its recent
peak level.

Exchange Rate Policy
Tanzania and Kenya have had strikingly different exchange rate regimes in
recent years. Beginning in 1981, Kenya took measures to devalue -its cur
rency and has sought to keep the official exchange rate for the Kenyan shil
ling close to the market-determined rate. Tanzania, on the other hand, has
been reluctant to undertake systematic currency devaluation. As a result,
high rates of inflation have steadily widened the. gap between the official
exchange rate and the real market value of the Tanzanian shilling (Figure
2.2).10

An overvalued currency is, in effect, a hidden form of taxation on the
agricultural producer and, as such, has as much ofa disincentive effect as do
low commodity prices. Overvaluation directly affects the producers of ex
port crops because the farmgate price levels for these commodities are, to a
large extent, a function of the ratio at which the international price is con
verted into units of local currency. It has indirect but equally consequential
effects on the producers of locally marketed food staples because govern
ments that involve themselves in the determination ofprices for agricultural
commodities cannot allow the ratios between export crop prices and food
staples to vary randomly. Low real prices for exportable commodities have
to be sustained partially by low real prices for food staples lest there be an
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Figure 2.2 Kenyan and Tanzanian Exchange Rates, 1966-1984
(official and black market)
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incentive to shift between the two.
Tanzania's export farmers, like others throughout Africa, are paid for

their crops in their national currency, and the prices they receive are calcu
lated, as elsewhere, on the basis of the official exchange rate. The precipi
tous decline in Tanzania's production of exportable commodities is a direct
function ofthe diminishing real purchasing power ofthe currency the coun
try's farmers are receiving in payment for their crops. Overvaluation also
has had a negative impact on the marketed production levels of local food
staples. This is partially a consequence of the need to maintain some sort of
ratio between export and food crop prices; but it also results from the fact
that currency overvaluation has cheapened the cost of food imports, thus
making them more attractive than locally produced foods, especially in the
large cities. Overvaluation also may have affected Tanzania's ability to pro
vide locally produced food grains by lowering producer prices in compari
son to nearby countries and, thereby, encouraging an illegal, but highly luc
rative, cross-border trade in maize. ll

It would be a gross oversimplification to suggest that devaluation alone
would stimuhlte a recovery in Tanzania's agricultural productivity. For the
real prices received by Tanzanian farmers are affected by a variety of factors
including direct governmental controls, the level of taxation, the operating
margins of the agricultural parastatals, and the amount of subsidy provided
for agricultural inputs. Exchange rate policy is thus only one ofa number of
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policies that determine whether or not there is sufficient incentive for farm
ers to produce a marketable agricultural surplus. When overvaluation exceeds
500 percent, however, its effects are considerable. By discouraging exports
and encouraging imports ofgrains that could be locally produced, overvalu
ation has contributed directly to Tanzania's foreign exchange crisis and,
thereby, to the country's overall economic malaise. It would be unrealistic
to think that an economic recovery could begin without a major devaluation.

Patterns ofIntemational Agricultural Trade

Both Kenya and Tanzania import substantial quantities of food grains (Fig
ures 2.3 and 2.4). But their import patterns differ substantially. Tanzania's
imports ofmaize, wheat, and rice are ofa long-term nature and reflect ongo
ing structural deficits that arise from inappropriate agricultural policies.
Kenya's heaviest grain imports are of maize, and these are generally of a
short-term nature and arise out of climatic emergencies such as the 1984
drought. Both countries have come to rely heavily on food aid.

Kenya's maize imports have almost invariably coincided with periods
of adverse weather. But it has been suggested that these imports also may
have roots in policy. Robert Bates, for example, has argued that there is a
policy-induced maize cycle triggered by the fact that import parity pricing
tends to generate periodic surpluses.12 When this occurs, the government
must respond by lowering the maize price in order to reduce inventories
and avoid the need for exports. If the timing of the lowered price should
happen to coincide with a period ofpoor climate, the result would be a seri
ous shgrtfall. Thus, for example, the Kenyan government set a particularly

Figure 2.3 Kenyan Total Grain Imports, 1966-1985
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Figure 2.4 Tanzanian Total Grain Imports, 1966-1985
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low price for maize for the 1979 harvest as a means of coping with large
carryover stocks from the 1977 and 1978 harvests. That a year of serious
drought would begin in late 1979 could not have been anticipated, but the
combination of poor climate and low prices resulted in a need for substan
tial imports in 1980/81, only two years after the country had been forced to
export its surplus.

Kenya was also a heavy maize importer in 1984/85, following the ex
traordinarily severe drought ofearly 1984, one that, according to most obser
vers, may well have beenthe worst in the region in this century. Total maize
production dropped by about 40 percent from an anticipated 2.2 million
tons, which necessitated imports ofapproximately 600,000 tons to compen
sate for the shortfall in the domestically marketed surplus. Kenya's 1984/85
imports ended early in 1985 as soon as the country's rainfall pattern re
turned to normal. Indeed, the recovery of Kenya's maize sector was so
strong that in the early months of 1986, the government had to reexport
some of its imported maize in order to provide storage for the large domes
tic crop. Importantly, Kenya's maize imports during the crisis for the most
part were obtained on the basis of direct commercial transactions rather
than as food aid. Kenya's ability to afford heavy maize imports was made pos
sible by the country's success as an exporter of tea and coffee and ability to
take advantage of favorable world prices for beverages.

Kenya's wheat imports show a different pattern (Figure 2.5). These in
creased from negligible levels in 1970 to 300,000 tons in 1985 and exceeded
domestic production. Until the mid-1970s, imports were exclusively com
mercial, and they remained predominantly commercial throughout the rest
of the ,decade. During the 1980s, however, Kenya has imported heavily
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(sometimes exclusively) on commercial terms. The United States, the Euro
pean Economic Community (EEC), and Australia all provided wheat food
aid; the United States was the major donor. Although high levels of imports
in 1985 reflect to some extent the shortfall in maize production, Kenya's
steadily rising wheat imports indicate a structural import requirement. Re
cent field analyses by AID and the U.S. Department of Agriculture (USDA)
suggest a consumption shift to wheat; especially in urban areas.

Tanzania has had consistently high levels of grain imports since the
early 1970s. Despite this pattern, many observers in the international donor
community believe thatTanzania, given normal weather, produces sufficient
grain to feed its entire population, an assertion that, if true, only reenforces
the inappropriateness of the country's exchange rate, pricing, and market
ing policies. Among many ofTanzania's donors, there is a strong suspicion
that grain imports are necessitated by the fact that some ofTanzania's annual
grain,production finds its way across the country's borders to Malawi, Zam
bia, Zaire, and, occasionally, Kenya.

Differences in real producer prices betweenTanzania and its neighbors
tend to support this analysis. Tanzania's principal maize-growing areas, such
as Arusha-Moshi in the north-central part of the country and the vast plains
area ofthe southern highlands along Lake Tanganyika, are physically located
in border regions directly adjacent to countries that have harder currencies,
better supplies of consumer goods, and higher real producer prices. Be
cause of infrastructural deterioration, southwestern Tanzanina is virtually
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Figure 2.5 Kenyan Wheat Imports, 1966-1985
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cut off from the country's principal maize markets in Dar es Salaam and
Tanga. It is impossible to determine exactly the amount ofTanzanian grain
traded informally across its borders, but because Tanzania's grain
producing regions have the capacity to proQuce large surpluses, the view
thatTanzania's annual production is, in fact, equal to its annual consumption
is highly persuasive.

Tanzania's maize imports were comparatively small until 1974, when
there was a sharp increase due to a serious food crisis (see Figure 2.6). Food
imports declined during the period 1976-1978 due to strenuous efforts to
increase the producer price for maize. But by the end of the 1970s, it was
clear that Tanzania had developed a structural import gap resulting from the
government's growing inability to procure adequate supplies from local
producers. Food aid provided the bulk of Tanzanian imports until 1984
1985 but has since dropped' sharply, thereby forcing the government to rely
upon commercial imports.13 There are several factors responsible for the fall
in food assistance to Tanzania. Food aid requirements for countries else
where in sub-Saharan Africa escalated in 1983/84 and peaked in 1984185 in
response to the drought across much ofthe continent and dire emergencies
in Ethiopia, Sudan, Mozambique, and Kenya. In this context, Tanzania's
needs had a relatively lower priority. Some donors had become disil
lusioned with the country's policies and, as a result, responded more slowly
to Tanzania's food aid requests.

Tanzania has had a structural import requirement for wheat since 1975.
Although the country's import levels are less than one-third those of Kenya,
they are nearly equal to domestic production levels. Food aid, mostly from

Figure 2.6 Tanzanian Corn Imports, 19~198S
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the United States, has provided the majority ofTanzania's wheat imports. Tan
zania also has a structural import requirement for rice, with imports double
those of Kenya and equal to nearly 25 percent of domestic production in
1984. Since 1984, the bulk of Tanzania's rice imports have come through
food aid provided principally byJapan and the United States.

Conclusion: Policy Implications

This comparison of Kenya and Tanzania suggests a number of conclusions,
some well defined and some not. The most striking difference between the
two countries is their trade performance and the links between economic
growth and trade strategies. Despite the very real limitations imposed by
primary commodity markets and the prevalence of international economic
shocks,Kenya's export-oriented strategy overwhelmingly outperformed
Tanzania's more extreme import-substitution strategy. Because the two
countries participated in similar agricultural commodity markets, -it is dif
ficult to associate these differential results with differences in their interna
tional exportenvironments. Kenya's gains resulted far more from its domes
tic policies than from a more favorable natural endowment and, in this case,
demonstrate quite conclusively the long-term payoff from a continued sup
port of a sound, adequately maintained institutional and infrastructural
base. Effective production incentives, adequate marketing infrastructure,
and the ability to take advantage of short-lived increases in commodity
prices contributed substantially to Kenya's growth.

Having said this, it is important to recognize the serious constraints on
export-led growth facing low-income countries dependent upon the export
of primary agricultural commodities. Kenya's performance, although im
pressive when measured against the rest ofsub-SaharanAfrica, is not impres
sive by global standards. Diversification provides a measure of protection
against commodity market variability but does not escape the growth limita
tions inherent in many tropical agricultur.al markets. The fact that Kenya did
better than expected in 1984 and 1985, for example, has more to do with
short-term forces (the ban on Indian tea exports in 1984; drought in Brazil
in late 1985), than on the nature ofthe markets themselves. Kenya's ability to
move qUickly to exploit short-lived opportunities represents a skillful im
plementation of trade strategy, not a generalizable feature of the strategy
itself.

Kenya's export-oriented agricultural strategy by and large has not come
at the expense of domestic food production. In Tanzania, on the other hand,
attempts to increase food self-sufficiency Involved a clear tradeoff between
cash crops and food crops (which in part was a result ofpolicy and the perva~

sive poor performance of state institutions). The question now is whether
Kenya can continue to pursue food self-sufficiency and an aggressive export-
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oriented agriculture during the next decade. Barring a major technological
breakthrough, production increases will depend on narrowing the yield gap
between smallholders and larger farms and estates. Achieving this, in turn,
will require sustained investment in the agricultural sector, especially in ex
tension and research. Current constraints on inflows ofcapital make funding
for such activities ~more problematic, although this may improve if interest
rates continue to moderate in a noninflationary environment.

Despite very significant differences in agricultural policies and per
formance, Kenya and Tanzania's food and cerealimport patterns did not dif
fer dramatically. Increases in imports in both countries came from food aid,
although substantially less so in the case of maize in Kenya. Given the varia
bility of production and the region's repeated food emergencies, this trend
can be explained in part by the international response to food emergencies.
Underlying the international response, however, is the tendency toward
chronic food aid that characterizes many countries in sub-Saharan Africa. In
most instances, this tendency reflects stagnant or declining per capita food
production (as in Kenya}and a limited ability to finance additional food im
ports without further sacrificing development prospects. Rather consider
able economic recovery, in m~ny instances based in turn on improvements
in the agricultural sector itSelf, will be needed to finance increased food im
ports. If income and foreign exchange earnings were to rise substantially,
diversification away from cereal- and starch-dominated diets almost cer
tainly would lead to increased food imports. Yet, both countries are still far
from "graduating" into this stage of development.

Despite significant policy differences, "food security" in both Kenya and
Tanzania depends heavily upon international trade. Production variability
figures significantly in both countries' trade patterns and is more significant
than economic factors in explaining grain trade patterns since the mid
1960s. In both cases, however, the longer time frame obscures the dramatic
increase in import levels in recent years. More research of the kind in Chap
ter 7 of this book on the role of food aid, its relationship to agricultural pol
icy, and its impact on commercial imports is needed.
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chapter three

Agricultural Developlllent and
Trade in Latin America:
Prospects for Reforlll

Alberto Valdes

The first part of this chapter presents an overview of the trends in consump
tion, production, and trade of food and nonfood agricultural products in
Latin America since 1960. I discuss the dynamics of agricultural growth and
analyze diverse problems in a food security strategy for the region.

This is followed by an attempt to characterize the two principal policy
instruments governments use for agriculture: government expenditures
and incentives policies. These two sets of policies are used extensively to
influence agricultural performance, and they represent the "revealed" de
velopment strategies toward agriculture. I also present a quantitative de
scription of the level and impact ofgovernment expenditure policies on ag
ricultural growth in nine Latin American countries from 1950 to 1980.

The last part of the chapter examines agricultural production incentive
policies for selected South American countries from 1960 to 1983. I end my
discussion with an examination of the long-run effects of incentives on the
performance of agriculture in Argentina and Chile since 1960.

Food Consumption in Latin America, 1960-1980

Developments in Food Consumption andNutrition
Food consumption in Latin America since 1960 has grown at an annual rate
of 2.8 percent, about the same rate as population growth.1 During the same
period, total animal feed use ofgrain grew at close to 5.4 percent a year due
to the rapid increase in the consumption of meat and dairy products. Total
livestock production during the 1970s rose 3.6 percent annually, a rate
higher than that of food consumption as a whole. .

It is risky to specifywhat aggregated figures such as these imply in terms
of welfare and nutrition; I identify only general trends here. Some analysts

PREVIOUS PAGE BLANK 73



74 Agricultural Development and Trade

maintain that the nutritional state of the lowest income groups in Latin
America has worsened.2 Many support that view with estimates of the extent
of malnutrition arrived at after comparing caloric requirements and supply
at certain points in time.3 This is a critical subject on which there is substan
tial disagreement.

Avery briefoverview suggests the following-at an aggregate level, the
average caloric intake in Latin America has risen moderately since 1960. Be
tween 1961-1965 and 1979-1981, it increased from 2,432 to 2,591 calories
per capita a day; calories originating from animal sources increased from
403 to 455 calories per capita a day. The rate of protein intake in the region
has been quite stable, and the average protein supply per capita has been
greater than the minimum recommended level in each of the countries in
the region.4 The regional average (around 65 grams a day) is close to the
world average, although considerably less than the average for developed
nations.5

These averages do not necessarily indicate that the lowest income
groups have maintained their portion of total consumption. One might de
duce that the numberof people with nutritional problems has increased to
the extent that the present income distribution is less balanced than before.
Nevertheless, available information on shifts in income distribution does
not definitively answer whether income distribution is in fact less balanced
than before. Instead (and as an illustration), it is useful to cite results ofthree
recent studies that rigorously examine some indicators of nutrition.

Mohan, Wagner, and Garcia estimated the extent of malnutrition in two
Colombian cities for 1973 and 1978 and concluded that in 1978 the ratio of
population with a food intake below the required level in Colombia had de
clined since 1973.6 Miguel Urrutia examined the evolution offamily income
and expenditures of the lowest income groups in the Cali region of Colom
bia in 1970, 1974, 1976, and 1980.7 He found that the family income of these
groups increased substantially in real terms between 1970 and 1980 and that
the budget share spent on food declined from 79, percent in 1970 to 51 per
cent in 1980. At the same time, Urrutia found that real wages of the lowest
income groups in Cali (farm workers and noncontract female workers) rose
more rapidly than the national income per capita in the 1970s. Finally; a
study by Castaneda in Chile found a constant and dramatic decline in that
country's infant mortality rate between 1955 and 1983.8 Mortality for chil
dren less than one year old dropped from 116.5 per 1,000 live births in 1955
to 21.0 per 1,000 in 1983, in spite of the increase in urban unemployment
between 1975/76 and 1982/83.

It is difficult to reconcile these findings in Colombia and Chile with the
opinion that the nutritional state of the lowest income groups in these coun
tries has worsened. Measuring the deficit in caloric supply in middle
income countries at a certain point in time· can be misleading. Recent
analyses are critical of the estimates of the nutrition gap based on aggregate
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caloric supply and reguirements.9 Indeed, it seems that we can learn more
about nutrition by examining trends in food consumption, family expendi
ture, and other, indirect indicators.

The fact that malnutrition seems to be diminishing in Latin America
does not mean it has disappeared. Malriutrition does exist, and to a large
extent its existence is contingent on the purchasing power of the poorest
families. Agricultural development can contribute directly to solving mal
nutrition in rural areas by raising the family incomes of small farmers and
rural wage earners. Agricultural growth also plays a significant albeit declin
ing role in overall economic growth, which in the long-run is the principal
solution to poverty in Latin America.

Changes in Food Consumption Patterns
In addition to the changes in total calorie and protein consumption in Latin
America that were pointed out above, there has been a significant modifica
tion in the composition of the region's diet. Indeed, Latin America is gradu
ally developing the diet patterns ofmore developed nations. There has been
an increase in wheat and rice consumption per capita, but direct human
consumption of maize and other indigenous cereals typical of the tradi
tional regional diet has gone down significantly. (Cereals as a whole con
tinue to account for approximately 40 percent of total calories.) In addition,
the consumption per capita of vegetable oils has greatly accelerated. Vege
table and fruit consumption also has risen. Furthermore, the consumption
per capita of roots and tubers (cassava, potatoes) and dry legumes (beans),
typical staples of the traditional Latin American diet, has decreased substan
tially. Finally, there has been an increase in per capita consumption ofmeats
(especially poultry), eggs, and dairy products.

The fact that diet has recently diversified to include a more ample vari
ety of staples containing more protein and vitamins confirms the view that
the measurement of caloric intake exclusively is not appropriate in assess
ing the trends in food consumption and nutrition in Latin America. Reasons
for these changes in the diet ofthe average Latin American are various. They
include rural-urban migration, income growth, the growing participation of
women in formal labor markets, and relative price changes resulting from
technological change arid price policies.

The pronounced rural-urban migration in most Latin American coun
tries has indeed brought about substantial changes in dietary habits. lO Ur
banization favors the consumption of more storable processed foods, such
as wheat derivatives, rice, and vegetables, which take less time to prepare;
urbanization disfavors the consumption of typical foods like cassava,
potatoes, guinoa (forAndean countries), and dry legumes. Also, the growing
participation ofwomen in formal labor markets suggests that food prepara
tionJime at the household level is very important in determining consumption.
Although the deeply rural population continues to follow more traditional
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habits, these urban consumption patterns are spreading slowly to outlying
ruralareas as the number ofwage earners who must buy a large portion of
their food increases.

Income growth also has played a large role in changing consumption
patterns in Latin America. It is to be expected that as per capita income rises,
the consumption of foods with high income elasticity of demand will in
crease. Because most of the demand comes from middle- and higher
income groups, the supply of products they demand will expand. Con
versely, low-income elasticity products will diminish in relative importance,
especially among middle- and high-income groups.

The modification of relative prices as a result of technological changes
and price policies also has affected consumption. An example of the impact
of technological change is the large increase in the consumption of poultry
in many Latin American countries. It has been suggested that this could be a
consequence of the fall in poultry prices due to the adoption of modern
cost-saving, marketing-improvmg technology. Another example is rice. In
Colombia and other countries the spread of modern rice varieties led to a
substantial increase in rice production and, given export restrictions, re
duced its relative price to consumers.

With regard to price policy, one of the permanent concerns of Latin
American governments is keeping food prices stable and, when necessary,
lo~ Because of the importance ofcertain staples in the consumer basket (as
reflected in the Consumer Price Index, or CPI), especially in middle- and
low-income urban areas, controlling food prices is often a convenient way
to regulate wages and inflation. The variety of mechanisms used to control
food prices include direct price controls, differential tariffs, export quotas
and taxes, and exchange rate policy. The dominant group ofcommodities in
the CPI in several Latin American countries is meats and meat derivatives,
followed by cereals and cereal derivatives. In individual products, wheat and
wheat derivatives fluctuate between 3.2 and 7 percent of the total CPI, with
rice and maize lower. Beef ranges from 3.2 percent'(Peru) to 15 percent
(Paraguay),.and accounts for about 6 percent of the CPI in other countries..
Milk ranks after wheat and beef, but beans, cassava, and pork have less
weight. High-share CPI items are attractive targets for price controls in urban
areas; price controls thus reinforce high-share item consumption as well as
the prevailing consumption pattern.

Food and Agricultural Production, 1960-1980

Food Production
Between 1961 and the middle ofthe 1970s, food production in LatinAmerica
grew at an annual rate of 3.2 percent, 0.5 percent faster than population
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growth in the region. This was the fastest food production growth rate in the
developing world. During the same period Asia's food production growth
rate was 2.6 percent, North Africa and the Middle East's were 2.5 percent,
and sub-Saharan Africa's was only 1.5 percent. Among Latin American sub
regions, the Mexican, Central American, and Caribbean subregion had the
highest growth rates in food production, followed closely by tropical South
America. The southern cone ofthe continent had the lowest growth rate, but
in all three subregions, food production rose at a faster pace than did popu
lation.

The situation changed in the second half of the 1970s. During this
period food production in the Third World as a whole accelerated, while in
Latin America it diminished sharply from an average of4.2 percent annually
for 1961-1970 to only 1.7 percent for 1971-1980. This was true for all three
subregions. (To a large extent this decline could have resulted from the fall
in the real exchange rate during the last decade after the massive flow of
foreign credit to the region, a hypothesis I develop later.)

The main reason for the increase in Latin American food production
during the 1960s and 1970s was the expansion in cultivated area. During the
1960s, cultivated area expanded at an annual rate of2.7 percent, while yields
increased 1.5 percent. In the 1970s, the increase in cultivated area di
minished to 0.6 percent a year, and the rise in yields went down slightly to
around 1 percent a year. The contribution ofexpanded cultivated land to the
rise in food production decreased from 65 percent in the 1960s to 37 per
cent in the 1970s. The relative contribution ofexpanded farm area and yield
increases varies with each subregion. Mexico, Central America, and the
Caribbean maintained high rates of yield increases (more than 2 percent),
and yield increases for the southern cone rose from 0.9 percent in the 1960s
to 2 percent in the 1970s. Yield increases in tropical and subtropical South
America decreased from 0.8 percent in the 1960s to 0 in the 1970s; the expan
sion ofcultivated land diminished drastically from 3.7 percent to 1.8 percent
annually. In sum, temperate and subtropical zones in Latin America have in
creased their yield per hectare, while tropical Latin America has not.

It is no surprise then that the growth of farm output in Latin America
varied greatly during the 1970s. Four countries (Brazil, Colombia,
Guatemala, and Paraguay) had annual farm growth rates greater than 4 per
cent. Five others, on the· other hand (Haiti, Honduras, Panama, Peru, and
Uruguay), had growth rates lower than 2 percent. On average, the gross
value of agricultural production per capita in Latin America went up 0.8 per
cent annually during this period.

It is useful to point out the· disparity in the growth rates of different
groups of farm products. During the 1970s, production growth was greatest
in livestock products, poultry, hogs, eggs, and milk, followed by oilseeds
(particularly soybeans), vegetables, and fruits. ll The growth rates ofcereals,12
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beverages, dry legumes, and beefwere lower. Athird group ofproducts (in
cluding roots, tubers, and vegetable fibers, but not cotton) had a negative
growth rate. This disparity in growth rates is closely related to the diverse
growth ofexport markets and, ofcourse, ofdomestic demand. For example,
domestic demand and exports of soybeans rose markedly during this
period; Fruits, citrus, and apple production also expanded rapidly, but
bananas did not.

In some countries (Brazil,Argentina, Paraguay), the expansion in farm
land was largely in the area planted to soybeans. Land devoted to cereals
(not less than 50 percent of total cultivated land) expanded at a much lower
rate (0.7 percent). Other crops that showed higher than average rates ofland
expansion were sugar cane, vegetables, and tobacco. It is also important to
note that there were negative growth rates in yields for cassava, dry legumes,
and vegetable fibers.

Crop production (food and industrial crops) continued to rise as a re
sult of the expansion of cultivated land. Nevertheless, the relative contribu
tion ofyield to this increase went up in the 1970s. In the 1960s, one-third of
crop production growth was a result of yield increases, compared to two
fifths in the 1970s.13

Livestock production rose at a faster pace than crop production (around
3.3 percent annually), and the production ofpoultry and eggs was the most
dynamic. Beef production had the slowest growth rate (2.1 percent annu
ally), lower than the population growth rate. The low relative price of beef
has made the intensive use of advanced inputs less profitable than in the
United States and Europe. In Latin America it has been. more profitable to
raise cattle production by expanding pasture area than by increasing the car
rying capacity per hectare.14

Area Expansion Versus Yield Increases
The increase in productivity in Latin America can be associated with more
extensive use of fertilizers and pesticides, and increased planting of new
crop varieties. In contrast, machinery tends to substitute for labor and pro
motes expanded cultivation. The region increased its use of both tractors
and fertilizers during the 1950s and 1960s but not in the late 1970s. (Al
though there is no hard data to support this thesis, the cutback in the use of
fertilizers and tractors during this period might be explained by the increase
in the relative price ofoil derivatives, especially after 1973 and again in 1979.
Some countries-Brazil andVenezuela--did establish subsidies to compen
sate for the rise in costs. In addition, during the late 1970s and early 1980s
the real exchange rate aggravated the squeeze in profitability in agricultural
production in several Latin American countries.)

Although on the surface, LatinAmerica appears to have an elastic supply
of land but a less elastic supply of labor, this perception is oversimplified.
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With few exceptions, Latin American countries have increased the productiv
ity of land as well as labor. For example; the use of fertilizers and pesticides
before the late 1970s rose more rapidly than did the use of machinery (this
would seem not to have happened if land was in surplus).

Some observers believe that this inconsistency may be more apparent
than real and that the simultaneous increase in area and productivity is prob
ably due to the heterogeneous nature of Latin American agriculture. IS The
current costs of expanding cultivated lands in most tropical countries of the
region is high and not as profitable as raising the productivity of the land
already in use. The uneven distribution offarmlands is another problem, for
the small farmer can only raise production by means of raising yields per
hectare. In contrast, larger farms that have greater area and that hire labor
invest more in machinery to substitute for labor, which suggests a dualism
in land and labor markets.

Land expansion, mechanization, labor substitution, and, in general, the
decisions affecting the relative use of productive factors in agriculture are
not really independent of established economic policies and institutional
factors. Some policies unintentionallyhave favored overvaluation, and min
imum wage legislation has brought about implicit subsidies for the use of
machinery and a rise in the price of labor. What is the final impact of eco
nomicpolicies on the input mix? Do they favor more intensive use oflabor
or of land? These are questions that bear further investigation. At any rate,
production elasticities of land and labor vary greatly from one country to
another. I6 This strengthens the hypothesis that it might be inappropriate to
generalize on the best ways to expand production.

Finally, it should be noted that the composition ofdomestic and foreign
demand will affect the (derived) demand for purchased inputs, land, and
labor. It is possible that there is a surplus of land that is potentially advanta
geous for the production of crops with very limited domestic and foreign
demand. This is the case, for example, for cassava. But this is an area for
which there is no hard evidence.

Food Security

Stabilization of food supplies (especially cereals in urban areas) is a basic
food security concern in Latin America. This concern derives, in part, from
the risk associated with dependence on foreign supplies to cover part of
domestic consumption. Experience shows that this risk has not· proved
problematic in wheat, but the situation is different for rice and white maize,
which have "thin" international markets, are dependent on only a few
suppliers, and are subject to delay and interruption in shipment.

The second cause for concern is the short-term instability of interna
tional prices. These do not offer a reliable base for planning imports or for
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establishing a long-term policy for domestic production. Fluctuations in the
world price of cereals increased drastically during the 1970s in comparison
with the 1960s-much more than. could be explained by the modest in
crease in the variability ofworld production.

The third reason Latin American countries worry about supply is finan
cial insecurity-that is, the capacity of each country to finance growing and
fluctuating food imports in the face of an unstable supply of foreign ex
change. To what extent could the current economic crisis in Latin America
seriously limit its capacity to finance food imports in the near future? The
ratio of the dollar value offood imports to total export revenues from goods
and services is a reasonable measure of the pressure food imports exert on
the balance ofpayments.

Estimates of the average food import/export revenue ratio in six Latin
American countries were computed for various periods between 1965 and
1981. These estimates were made for two alternative definitions of food. In
the first definition, food includes cereals only. The second definition offood
is much broader and includes vegetable oils, dairy products, fruits, vegeta
bles, and sugar, which are all significant imports. If the restricted definition
is used, the average ratio in these countries is relatively low and rises to a
maximum of 10 percent in Brazil and Peru in exceptionally unfavorable
years. Estimates for Asian and Mrican countries indicate that, at least in cere
als, foreign exchange constraints are more serious in other regions, where
several countries average import/export revenue ratios ofmore than 10 per
cent.17

Using the wider definition of food, including noncereals, the food im
port bill goes up significantly. Chile and Peru.were the countries with the
steepest food import bills, with average ratios of 11 and 12 percent respec
tively. Even so, these figures are much lower than comparable estimates for
Mrican and Asian countries, several of which had averages greater than 45
percent. As for long-term tendencies, there are no clear indications that fi
nancial pressure intensified before 1980/81. Nevertheless, these estimates
should be reassessed to take into account the foreign debt situation and cur
rent restrictions on the supply of foreign exchange.

Another point to consider is that for a few countries, imported food ac
counts for a high proportion of total domestic food supply. This is some
times considered risky. Calculations for Peru illustrate how much that coun
try depends on imports to satisfy domestic consumption ofcertain staples.I8

Since 1960, Peru's imports ofedible oils and cereals (maize, wheat, and rice)
have increased dramatically and now account for more than 80 percent of
domestic consumption!

Export Potential and Import Demand
Agricultural exports still account for more than 50 percent of total foreign
exchange revenues (exports ofgoods and services) in Argentina, Brazil, Co-
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lombia, Costa Rica, El Salvador, Guatemala, and the Dominican Republic.
This ratio varies between 25 and 48 percent in Ecuador, Mexico, and Peru. 19

Thus, changing conditions in world markets and in domestic supply and de
mand of exportable agricultural products have macroeconomic repercus
sions in these countries and make price policy management much more
complex.

From 1972 to 1979, the most dynamic Latin American farm exports were
vegetable oils, fats, processed foods, and alcoholic beverages (wine). At the
other end of the spectrum, exports of sugar, furs, hides, rubber, oil, processed
fats, livestock, meat, textile fibers, and animal oils and fats decreased in abso
lute value. More than 70 percent of all Latin American farm exports are sold
to industrialized countries, and only 7 to 9 percent are exported to other
nations of the region.

The agricultural export potential of Latin America is good. World mar
kets for oilseeds, vegetable oils, poultry, meat, tobacco, beverages, fruits,
and vegetables are among the most dynamic, and it would be profitable to
stimulate their export. Given that Latin America's share in world exports in
these commodities is small (except for coffee), the continent can maintain
its share in the most dynamic international markets without affecting world
prices.

As for imports, approximately 70 percent of total agricultural and live
stock imports in Latin America come from industrialized nations, .and
another 26 to 28 percent come from the region itself. This last share has not
varied in a long time. The region as a whole is largely self-sufficient in coffee,
tea, sugar, fruits, vegetables, fibers, and meats.20 Cereals have been dominant
in total regional imports; wheat ranks first, then maize and cereal prepara
tions. Other significant food imports to or through the region are, in order
of diminishing importance, fruits and vegetables, dairy products, and vege
table oils. There was a marked increase in oilseeds and vegetable oil imports
between 1962 and 1979.

Government Policies as a Determinant ofAgricultural Growth

Governments act principally through expenditures and related incentives
policies to affect agriculture. Victor Elias examined government expendi
tures for Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Mexico,
Peru, and Venezuela for the period 1950 to 1978.21 All expenditures directed
toward the rural sector were considered, including research and extension,
irrigation, marketing, transportation, education, health, administration, and
some transfer payments. In addition, various levels ofgovernment spending
were included--eentral and state governments and decentralized govern
ment agencies-although the state government and decentralized agency
figures are less complete.
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Figure 3.1 shows that government expenditures climbed steadily in real
terms for all countries except Argentina, which maintained a low but stable
growth rate. There was an upward surge in the trend for many countries
around 1964. When the averages for the nine countries are taken together,
the aggregate average rate of growth per year is 8 percent in real terms.
These graphs, however, show the· wide variation from Argentina's almost
stable 2.5 percentgrowth rate to Bolivia's startling rise in government spend
ing of 18.7 percent. In 1970 the nine countries together spent a total of $6.3
billion in 1980 dollars. This is about 15 percent ofwhat the u.s. government
spends annually on agriculture (transfer payments included).

How significant are government expenditures on agriculture in these
Latin American economies? By examining the degree ofvariation in agricul
tural expenditures from year to year we can tell how much they are subject
to changes in government policies. By comparing such expenditures with
the value added of agriculture, we can tell the extent to which fluctuations
in expenditures influence agricultural output. Finally, by comparing them
with Gross Domestic Product (GDP) we can judge how strongly govern
ments in each country emphasize agriculture.

As shown in Table 3.1, the 5 percent average share ofgovernment expen
ditures on agriculture in the total government budgets of the major Latin
American economies is a much smaller share than that of the education,
health, or transport and communications sectors. This ratio also varies to a
greater extent from country to country than do other expenditures. How
ever, this ratio also varies widely in other countries, such as the United
States, possibly because of transfer payments.

Table 3.2 shows government expenditures on agriculture relative to total
government expenditure (GNG), to value added ofagriculture (GNA), and
to gross domestic product (GA/Y) from 1950 to 1978 for nine Latin American
countries. The variability in the ratio of government expenditures on ag
riculture to the GDP from year to year appears to be explained largely by
fluctuatiohs in the share of government expenditures on agriculture in the
total government budget. This could indicate that government expenditure
policies are extremely active in Latin America.

To complement his aggregate analysis, Elias also examined variations in
the major components of government expenditures. on agriculture-re
search and extension, irrigation, education, and health. Although the per
centage of total government expenditures on agriculture by each country in
each categoryvaries greatly, education and irrigation appear to receive more
funds than the others.

The effects of government expenditure policies on agriculture in the
same nine countries ofLatin America were examined in a more recent study
by Elias.22 He found that the contribution ofgovernment expenditure to ag
riculture (GEA) was high in countries where GEA per hectare was high. On
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Figure 3.1 Indexes of Government Expenditures In Latin America, 1950-1978
(In real terms)
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Although real government spending varied widely between countries and from time to time.
the trend is upward for all except Argentina. which is stable. To fmd expenditures in real
tenns. figures in current prices are deflated to 1960 dollars by the Gross Domestic Price
index and. for the most recent years. by the wholesale price index.

Source: V. Elias. Government Expenditures on Agriculture in Latin America. Research
Report no. 23 (Washington. D.C.: IFPRI. May 1981).
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Table 3.1 Shares of Various Components of Central Government Expenditures, 1950, 1960, 1975 (in percentage) ~

Agriculture Education Health Transport and Othe~ ~
Country 1950 1960 1975 1950 1960 1975 1950 1960 1975 1950 1960 1975 .go

6.0 b 16.6 b
~

Argentina 2.9 25 15 10.4 10.9 15.7b 5.3 5.8 14.5 23.9 ~
Bolivia n.a.c 4.2 23.3 b n.a. n.a. 16.4b n.a. n.a. 7.4 b n.a. n.a. 85 b l::l

Brazil 4.6 3.9 1.1 n.a. 6.8 6.2 b 4.0 1.6b n.a. 21.6 16.4 b ;::s
n.a. l::l.

Chile 3.3 4.0 5.5b n.a. 12.1 12.6 n.a. 10.2 8.1 n.a. 17.6 145 ~
Colombia 4.9 4.5 5.6 5.6 n.a. 19.8 4.6 n.a. 9.3 46.5 n.a. 32.7 b

~Costa Rica n.a. 1.8 2.9 n.a. n.a. 220 n.a. n.a. 21 n.a. n.a. 16.7
Mexico 16.6 4.5 10.1 6.4 9.5 15.7 3.1 24 3.8 10.8 8.0 15.1
Pern 5.9 2.6 8.5 n.a. n.a. 21.4 n.a. n.a. 5.3 n.a. n.a. 43
Venezuela 5.5 7.0 8.6 5.9 7.5 21.3 b 6.3 6.7 13.3 34.3 23.3 213

Source: Victor Elias, Government Expenditwes on Agriculture in Latin America, Research Report no. 23 (Washington, D.C.: IFPRI, May 1981).

aIncludes transport, communications, and public works.
bRefers to 1970.
<Not available.



Table 3.2 Arithmetic Means, Standard Deviations, and Coefficients of Variation
of the Ratios GAlG, GAIA, and GAIY, 1950-1978a (in percentage)

Ratios Argentina Bolivia Brazil Chile Colombia Costa Rica Mexico Peru Venezuela

GNG
Mean 2.82 18.80 2.96 3.82 8.33 234 8.03 6.26 6.58
Standard deviation 0.63 7.70 1.53 1.61 3.89 0.60 2.79 2.32 1.41
Coefficient of variation 0.22 0.41 0.52 0.42 0.47 026 0.35 0.37 0.21

GNA
Mean 3.58 10.44 3.07 11.74 14.33 1.79 9.48 6.68 24.00
Standard deviation 0.74 6.91 0.56 7.14 4.95 0.69 6.73 4.31 12.56
Coefficient of variation 0.21 0.66 0.18 0.61 0.35 039 0.71 0.64 0.52

GAIY
Mean 0.57 1.97 0.70 0.98 3.90 038 1.12 1.07 1.53
Standard deviation 0.15 1.10 0.16 0.46 1.14 0.12 0.51 0.53 0.60
Coefficient of variation 0.25 0.56 0.23 0.47 0.29 032 0.46 0.50 0.39

Source: Victor Elias. Government Expenditures on Agriculture in Latin America. Research Report no. 23 (Washington. D.C.: IFPRL May 1981).

a GAJG = share of government expenditures on agriculture in total government expendinnes;
GNA = share of government expenditures on agriculture in the value added of agriculture;
GAIY = share of government expenditures on agriculture in the Gross Domestic Product.
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the average, GEA contributed almost 8 percent ofthe growth of total agricul
tural output. This is comparable to the contribution of modern inputs. The
rest is explained both by the growth of traditional inputs and by the residual.
In countries where the rate ofgrowth ofagricultural output was lower, GENs
contribution was smaller.. The contribution of GEA to agricultural growth
was found to be higher as the share of the irrigation or the research and
extension components of GEA increased.

The components ofGEA also were associated with the growth ofprivate
inputs. Positive correlations were found between research and extension ex
penditures and the use offertilizers and between land reform expenditures
and the use of irrigation. Asmall negative association was found between
education and health expenditures and the use oflabor. Also, the contention
that public investment crowds out private investment seemed to be true
only when public investment accelerated rapidly.

Approximately 60 percent of the growth of agricultural output is
explained by the growth of traditional inputs-land, labor, and capital.
These inputs increased at an average annual rate ofslightly more than 2 per
cent. In most countries, the amount of agricultural land increased, on aver
age, about 2 percent annually. The number of people in the agricultural
labor force increased about 1 percent annually, and the amount ofcapital
agricultural equipment, farm construction, apd land improvements
increased about 1 percent annually.

In three of the four countries with the .lowest rates of farm output
growth (Argentina, Bolivia, and Peru) the contribution of capital to growth
was the largest. In contrast, in the countries with the highest rates ofgrowth
(Brazil, Costa Rica, and Venezuela) the 40 percent of that growth un
explained by traditional factors of production made the largest contribu
tion. This 40 percent residual can be accounted for, in part, by the growth of
GEA and by the growth ofsuch private modern inputs as tractors, fertilizers,
and irrigation. Modern inputs and GEA each accounted for almost 20 per
c~nt of the growth of the residual in the nine countries, This added between
0.1 and 0.7 percent to annual growth rates. On the whole, modern inputs
grew faster than capital, but their contributions to growth were small be
cause, according to the elasticities estimated from production functions, out
put increases only a fraction of any increase in modern inputs in Latin
America. Modern inputs contributed the most to agricultural growth in
Brazil, Colombia, and Costa Rica. The size of the residual was positively as
sociated with the rate of growth of capital. Because the residual includes
most technological changes, this implies a positive relationship between
capital accumulation and technological change.

All these components are of course a part of expenditure policy. An
analysis of GEA should include estimates of expenditures on price policies
as well, but the information needed for suc~ estimates (transfer payments,
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including food subsidies) is not available. However, estimates of credit sub
sidies made for Argentina, Brazil, Chile, Colombia, Mexico, and Venezuela
show the subsidies to have been highlyvariable, perhaps because the size of
the subsidies depends mainly on the real rate of interest. This in turn de
pends on the difference between the nominal rate of interest and the actual
rate of inflation, which was itself variable in Latin America.

Agricultural Trade and Macroeconomic P<:llicies

Agricultural growth interacts very closely with developments in other sec
tors of the economy, particularly with trade and macroeconomic policies.
Intervention in agricultural markets is widespread in Latin America. Direct
price intervention policies include agricultural trade restrictions (import
tariffs, export subsidies or taxes, import or export licensing) and price sup
port and price fixing in input and output markets.

There are other policies involving the macroeconomic management of
the economy that affect nominal exchange rates, government spending,
wages, international capital flows, and industrial protection that have special
significance for agriculture in Latin America, in part because the agricultural
sector is a highly tradable one. The consequences of these policies can reih
force or neutralize policies directed solely at agriculture. In several Latin
American countries import-substitution-based industrial growth pursued
through tariffs and other import restrictions appear to have had a strong bias
against agriculture, which has resulted in a structure of incentivesthat could
have had deleterious effects on long-term agricultural production. In small;
open economies, including most ofLatin America, it could well happen that
trade and macroeconomic policies may have a stronger and even opposite
effect on agricultural. prices than policies designed specifically to benefit
agriculture.

The real exchange rate, defined as the ratio of the price of tradables to
nontradables (or home goods, as they are called), plays a central role in the
profitability ofagricultural tradables-both import competing (such as cere
als) and exportables. Indeed, it is mostly through the real exchange rate that
macroeconomic manageinent of the economy affects agriculture. The dis
tinction between home goods and services and tradables becomes crucial
where the prices of tradables .are exogenously determined by foreign
prices, nominal exchange rates, and trade policy. In contrast, the prices of
home goods will clear domestically and could be influenced indirectly by
macroeconomic and trade policies.

The tradable component in agriculture is larger than it is in other sec
tors of the Latin American economy. Tradables represent more than two
thirds of the agricultural sector in Argentina, Colombia, and Chile. In con
trast, the nonagricultural sectors in most countries are characterized by a
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much larger proportion of nontradables. In Colombia it is estimated that
more than 50 percent of nonagricultural production is derived from non
tradables such as commerce, public services, transportation, construction,
housing, and banking.23

Sustained overall sectoral growth involves resource flows between sec
tors, such as labor and capital that adjust to the relative opportunities be
tween those tlows. Thus, in analyzing the long-run effects of incentives on
prqduction, we must have an economywide view of returns to these factors.
The real exchange rate approach is applied because it is relevant in studying
such sectoral movements resulting from trade and macroeconomic policies.
Unfortunately, although some realize that the macroeconomic setting is im
portant to agricultural performance, so far macroeconomics has remained
outside the scope ofan appropriate strategyfor agricultural development in
Latin America.

Since the late 1970s and early 1980s, Latin American countries have
faced complex issues ofadjustment and growth. Their economic difficulties
have been attributed to both the international economic environment and
domestic economic policies. Although international economic conditions
-such as lower export prices for several products and higher real interest
rates in the early 1980s-are crucial to understanding the current economic
setting, I have thus far chosen to emphasize economic policies. The domes
tic policy environment has simply not been adequate for stimulating agricul
tural growth in Latin America.

Current external and macroeconomic conditions should not be ig
nored-they may offer an opportunity to revitalize the agricultural sector in
Latin America. Export diversification and expansion may constitute the prin
cipal structural change that many cQuntries in the region need to make. The .
success of such change could depend on agricultural growth. One thing is
certain----correct real exchange rate alignment is crucial for taking advan
tage of the growth opportunities offered by international trade for agricul
ture in Latin America.

Measuring the Agricultural Terms of1rade
For an analysis at the sectoral level, it is useful to compare the effects ofwhat
can be called "direct price" intervention, which results from explicit agricul
tural price policies including trade policies, relative to the effect of "indi
rect" or economywide policies affecting the sector's relative prices. The re
sults of a comparison of the level of price intervention on representative
products in three countries-Argentina, Chile, and Colombia-are pre
sented in Figures 3.2, 3.3, and 3.4.

In'Argentina between 1960 and 1984, both agricultural and economy
wide policies have taxed the production ofwheat and beef(Figure 3.2)' This
could have been anticipated given the existence ofan explicit export tax on



Latin America 89

Figure 3.2 Argentina: Direct and Indirect Interventions In Wheat
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Argentina: Direct and Indirect Interventions In Beef
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agricultural exports (the highest ofwhich was applied during years of high
world prices, such as 1974n5). Direct price interventions reduced the
domestic price between 12 and 42 percent for wheat and between 11 and 35
percent for beef. Economywide (indirect) interventions added substantially
to the total taxation of the production of these goods. For example, during
the period 1981-1984, the effect ofeconomywide price interventions added
29.2 and 39.5 percent to the total tax on wheat and beef respectively over
and above the direct (sectoral) taxation of 17.3 and 13.8 percent. On the
other hand, a subsidy occurs with respect to domestic consumers in Argen-
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Figure 3.3 Chile: Direct and Indirect Interventions In Wheat
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Chile: Direct and Indirect Interventions In Milk
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Colombia: Direct and Indirect Interventions in WheatFigure 3.4
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tina. As a result of direct taxation to exports, and aside from other possible
price interventions applied at actual levels, prices to domestic consumers
during 1960-1984 were subsidized between 12 and 42 percent for wheat
and 11 and 35 percent for beef. Fiscal revenue objectives and a cheap food
policy for urban consumers were undoubtedly very strong forces behind
the taxation of agricultural exports.

The situation in Chile (Figure 3.3) indicates a relatively stronger effect
of economywide policies on incentives to farmers. Wheat growers received
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slightly positive nominal protection (except during 1971-1975, a period
coinciding with two years of high world prices), and dairy farmers received
a very substantial level of nominal protection during the entire period.
Economywide intervention substantially reduced the net level ofprotection
of milk production (with a net effect of taxation in 1971-1975) but nonethe
less left that sector with levels of protection of around 25.3 to 93.0 percent
through the period 1960-1980. For wheat, on the other hand, the slightly
positive direct protection is overwhelmed by substantial indirect taxation,
resulting in an overall taxation for the period 1960-1975. Positive protection
of 20.8 percent prevailed in 1976-1980.

In Colombia, coffee producers were taxed consistently throughout the
1960-1983 period. However, there is a real question as to how much of this
export tax was applied to improve coffee prices as part of an international
commodity agreement between large coffee exporters. Wheat and cotton in
Colombia (Figure 3.4) present the opposite case-that of an import
competing product and an exportable, respectively; with substantial nomi
nal protection for wheat production (except 1971-1975) and lower protec
tion (positive) for cotton. Adjustment for economywide interventions sub
stantially reduces real protection for wheat and cotton production. In fact,
there was negative (total) protection for wheat and cotton between 1971 and
1980 and negative protection for cotton,·except during 1966-1970.

As can be observed for all three countries, the effect on agriculture's
relative prices attributable to economywide policies in most cases has been
equal to or greater than the effect of sector-specific (direct) price policies.
This measured economywide effect represents in essence the impact of the
real exchange rate on the region's trade, fiscal,and monetary policies.

Agricultures Output Response
Much of the Latin American literature on development strategies during the
1940-1970 period assumed that agriculture was destined for a static role
technologic.ally; industry; on the other hand, was supposed to be dynamic.
This reasoning implied that although individual crop output responds to
price movements, the aggregate supply of agricultural products from the
sector as a whole was quite unresponsive to incentives--the so-called
(aggregate) supply inelasticity of agriculture in Latin America. If that really
were the case, then the social cost of viewing agriculture as a tax base for
economic development would be low. Agricultural taxation here meant not
land or income taxes, but an implicit tax affecting agricultural terms oftrade
vis-a-vis the rest of the economy.

This assumption is highly questionable. Ifwe examine the conventional
arguments for the subsidization of infant industries, we can establish easily
that these same arguments areas relevant for agriculture as they are for in
dustry because technological change can and has occurred as much, if not
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more, in agriculture as in industry. One expects the aggregate supply re
sponse to price movements to be lower than that of individual crop output
because the cost ofswitching resources between sectors, required for aggre
gate supply response, is higher than it is for switching resources between
crops. But the usual prescription that has discriminated in favor of industry
on the grounds of agriculture's static technology and low price responsive
ness is a bad one.24

Recent work on aggregate agricultural supply response in Latin
America-which measures supply response through amuch fuller specifica
tion of rural-urban linkages in the labor and capital markets-is beginning
to challenge the pessimistic view of the supply response of the agricultural
sector. Some of the best technical work on this question has been done at
the International Food Policy Research Institute (IFPRI) by Cavallo and
Mundlak on Argentina,25 and Coeymans and Mundlak on Chile.26

In their analysis ofArgentina during the 1950-1971 period, Cavallo and
Mundlak simulated two alternative policies-one, which liberalized trade,
eliminated the tax on agricultural exports and the tariff on nonagricultural
imports. Results indicated that the elimination of the export tax would have
led to a substantial expansion of agricultural output. However, the resulting
decline in real exchange rates diluted the effect of the tax reduction on ag
ricultural growth. This, together with the elimination of tariffs on imports,
resulted in a decrease in the per capita output of the nonagriculture sector
that was more than the corresponding per capita increase in the agricultural
sector.

The alternative was to keep the real exchange rate from falling in re
sponse to liberalized trade. In the simulation, the combination ofliberalized
trade and managed real exchange rates produced impressive increases in
both agricultural and nonagricultural per capita output. But trade liberaliza
tion caused the price offood to increase more than nominal nonagricultural
wages. (This suggests that it might be useful to examine the use offood sub
sidies to compensate wage earners for the improved economic environ
ment for agriculture.)

Afollow-up study by Cavallo for Argentina showed that agricultural out
put response to permanent changes in relative prices converged gradually
to an elasticity close tol.o-that is, a 10 percent increase in relative agricul
tural prices generates a 10 percent increase in aggregate output. Cavallo ob
served a high elasticity for capital with respect to price. Trade liberalization
scenarios for Argentina show an impres~ive increase in capital utilization in
agriculture. Despite a relatively low response of labor to prices and with an
elasticity of cultivated land with respect to prices of 0.4, this high response
of capital and significant response ofland results in a strong overall agricul
tural output response to relative prices in Argentina.

In the Chilean study, the economy was divided into five sectors linked
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by an input-output matrix for the period 1962-1982. Coeymans and Mundlak
showed that a permanent increase of 10 percent in agricultural (relative to
nonagricultural) prices generates an increase in output of20 percent, imply
ing an implicit long-run elasticity of about 2.0.27

These values are not consistent with the unresponsiveness of agricul
tural output to prices presumed by the structuralist view of inflation and
growth in the 1950s and 1960s in·South America. These results suggest that
the cost to agricultural as well as overall growth can be substantial. Indeed,
the benefits might not have justified the costs.
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chapter four

Chinese Agricultural
Developlllent Strategy
Since 1979

Charles Y. Liu

Agriculture always has served as the mainstay of the Chinese economy. But
with a large population, limited cultivable land, frequent drought and flood
ing, backward technology, and little attention to agricultural development
by its former ruling classes, China always has had difficulty feeding and
clothing its people.

With 80 percent of the populati.on still classified as rural, the same pat
tern continued after the founding ofthe People's Republic ofChina (PRC) in
1949 and culminated during the Cultural Revolution (1966-1976). It was not
until after Mao's death in 1976 and the advent of a new leadership in 1978
that a pragmatic, planned development strategy was attempted. The results
are reflected in China's current, much heralded agricultural success, an
achievement that can be described as spectacular, both in comparison with
the past and with the performance ofother developing countries.

What strategies and policies led to China's recent success? Can they be
adopted by other developing countries? In order to answer these questions
the presentation here intends the following:

1. To delineate the five groups offactors that an economy mustmanage
successfully in order to achieve notable, sustained growth in agricul
ture; draw the basic parameters for various stages of agricultural de
velopment; and explain how these relate to the foregoing factors as
well as to this general framework.

2. To illustrate the political and economic strategies used by China to
. achieve advances in agriculture after 1978, particularly those
strategies included in the Sixth Five-Year Plan (FYP) period of 1981
1985.

3. To explain the proposed strategies in the Seventh Five-Year Plan
(1986-1990) as well as the issues raised in China's Year 2000 Study
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and based on these make a tentative assessment about the likely per
formance in 1986-1990.

4. To assess briefly the adoptability of the "China model" in other de
veloping countries.

Agricultural Development

In any economy, primitive or advanced, decisionmakers in the public and
private sectors, inorder to strive for maximum aggregate economic welfare
within given constraints, must seek answers to six fundamental questions.
They are for whom to produce, what to produce, how much to produce,
where to produce, when to produce, and what method to use in production.

Factors in AgriculturalDevelopment
There are a number of factors that must be considered when making such
decisions. For discussion purposes, these can be arranged into five groups.
The first group of factors involves cultural, social, political, and institutional
conditions within the nation and rehitions between that nation and others.
The general macroeconomic environment comprises the second group of
factors, ?,hich include the systems and policies of aggregate economic fac
tors and the various kinds and degrees of direct or indirect participation in
economic activities by the public sector as well as population growth, ecol
ogy, and so on.' Sectoral linkages form the third group of factors. They in
clude the basic manufacturing industries supplying necessary materials and
inputs for farm production, such as energy, petrochemicals, and steel, as
well as service industries involved in transportation, finance, and the like.
The fourth group offactors consists ofthose agribusinesses that support the
flow offarm products from farmgate to consumer. This group encompasses
an entire range of marketing functions such as storage, processing, whole
saling, transfer, distribution, retailing, information, and public and private
agricultural research. The fifth group comprises factors related to agricul
tural production, such as natural endowments, the structure of the rural
economy, the level of agricultural technology and farm management, and
specific agricultural policies. These factors most directly affect the quantity
and quality of farm goods produced.

Stages ofAgricultural Development
Policymakers also must consider the relative importance of these factors in
the context of the particular stage of a country's agricultural development.
Generally, if it is at a primitive stage of development, the agricultural econ
omy will strive only for local self-sufficiency. In this case, answers to the six
fundamental questions are rather simple, a,s producers and consumers are
usually one and the same. They live at a very basic subsistence level and do
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not produce much, if any, surplus. Their objective only is to maximize food
production, not revenue, profits, or aggregate economic welfare.

At this stage the agricultural economy onlywill utilize local resources as
inputs. There will be relatively few steps between production and consump
tion. Product flow will be short, and the product itself will incur very few
form changes before consumption. Agribusiness infrastructure will be very
limited as there will be little need for complicated pricing and large-scale
storage, processing, distribution, or marketing. More importantly, produc
tion will have very limited, if any, linkages with other products and other
sectors of the economy.

As an agricultural economy shifts to more advanced stages, economic
activity will be influenced by and will itself influence an increasing number
of factors. Developing linkages and interdependencies will reach an op
timum state in which every economic activity receives support from and in
turn supports other activities, either directly or indirectly. At this stage, the
nature and process of addressing our six fundamental questions become
vastly more complicated.

The successful management ofand support among the entire spectrum
ofpolitical and economic factors listed previously are preconditions for suc
cessful agricultural development. When the agricultural economy advances,
factors in the second through fourth groups join the first to lend support as
needed. In an advanced agricultural economy, these factors usually are
taken for granted. But they are lacking in primitive agricultural economies,
and without these factors the fifth grou~the basic factors of agricultural
production--cannot be utilized fully for sustained growth.

Political Refonn as a Devel,opment Strategy

In light of these basic factors and stages in agricultural development, where
and how does the Chinese experience fit in? In order to answer these ques
tions, the focus must be on the first group offactors and on the political and
institutional reforms that have occurred in China since 1979.

Generally, the extent to which economics is allowed to playa role in any
country's economic development depends entirely on the degree of domi
nance held by politics. The post-1978 leadership in China recognized the
need to downplay political considerations in economic planning, such as
those that characterized the Cultural Revolution. The Third Plenary Session
of the Eleventh Central Committee of the Communist party of China (CPC)
met in December 1978 to reconfirm the goals of the four modernizations,
which stressed the development of agriculture, industry, national defense,
and science and technology. These first were announced in 1976.1

To demonstrate their determination and sincere belief that change
would not be fleeting, party leaders issued a document inJune 1981 at the
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Sixth Plenary Session of the Eleventh Central Committee of the CPC titled
"Resolution on Some Historical Issues Regarding the Party Since the Found
ing of the People's Republic."2 This was a bold document in which past mis
takes made by the party, especially during the Cultural Revolution, were ad
mitted openly, and in that and subsequent documents, the future course of
the nation and party was charted. As a result, these basic changes in the polit
ical arena were made:

• The party reasserted its control of the government and the military
apparatus, thereby replacing Revolutionary Committees usually
headed by military personnel.

• The government bureaucracy was resurrected to implement party
policies.

• Leftists in the party hierarchy who opposed reforms were purged.
• The government established an open door policy to theWest, thereby

relinquishing the past isolationist policy of literal self-reliance.
• A decentralization of administrative authority occurred-provincial

level officials participated in foreign trade without the total involve
ment of the central government in Peking; increased interprovincial
trade and economic cooperation was conducted without central di
rectives; and the provinces had more freedom to make economic
planning decisions funded by local sources.

• Most ofall, Mao's basic ideological dogma ofperpetual class struggle,
which caused endless turmoil in the past, was renounced.

The party also revamped the party and government personnel system,
retired aged cadres to advisory roles, and promoted younger, more edu
cated personnel to key positions.3 By 1984, this had been accomplished not
only at the central level but all the way down to the county level.

Agricultural Reform as a Development Strategy

The reforms of the post-1978 period had a tremendous impact on China's
agricultural economy. This is readily reflected in the changes in China's
gross value of agricultural output (GVAO), agricultural. production, per
capita farm income, and per capita consumption offarm products from 1978
to 1984 (see Table 4.1). In this period, the GVAO increased 52 percent, and
per capita rural income rose by 166 percent. Within the GVAO, livestock in
creased by 71 percent and crops by 45 percent. Of the crops, wheat in
creased 63 percent; cotton, 180 percent; and oilseeds, 127 percent.

An important reason for much higher per capita rural income in China
is the slowing rate of population growth. Unlike the period from 1949 to
1978, when population growth was high and unchecked and agricultural
production growth slmv, total population in 1978-1984 increased only 7.5



Chinese Strategies Since 1979 101

Table 4.1 PRe: Progress in Agricultural Sedor, 1978-1984

1978 1984 Percentage Increase

Populationa (million) 962.6 1.034.75 7.5

Agricultural Output Value (percent)
Total output 100 152 52
Crops 100 145 45
Livestock 100 171 71
Forestry 100 160 60
Fishery 100 150 50
Sidelines 100 195 95

Commodity Outputa (million tons) .
Total grain 304.8 407.3 33.6

Wheat 53.8 87.7 62.9
Rice 136.9 178.1 30.1
Com 56.0 723 29.3

Cotton 2.2 6.1 180.6
Oilseeds 5.2 11.9 127.1
Meat 8.6 15.4 79.8

Per Capita Income (yuan)
Urban 614.0 974.0 58.6
Rurala 133.6 355.3 165.9

Per Capita Consumption (kilograms)
Grains 200.00 250.00 25.0
Edible oil 1.60 4.70 193.8
Pork 7.70 13.00 68.8
Beef and lamb 0.75 1.25 66.7
Pouhry 0.44 1.35 206.8
Eggs 2.00 3.90 95.0
Fishery 3.50 4.35 24.3

Sources: Agricultural StatistiCs o/the People's Republic o/China. 1949-82. Statistical
Bulletin 714 (Washington. D.C.: ERS. USDA. October 1984); China: Outlook and Situa
tion Report (Washington. D.C.: ERS. USDA. July 1985). RS-85-5; China: A Statistical
Survey in 1985 (State Statistical Bureau. 1985).

a "SSB 1985 Communique." People's Daily. March 1. 1986.2; population. 1.046.4 million;
total grains. 379.0 million tons (mt); cotton. 4.2 mt; oilseeds. 15.78 mt; meat. 17.61 mt;
.per capita roral income. 397.6 yuan.

percent. The results, with agricultural production increasing rapidly, were
reflected in higher per capita rural incomes and more farm products avail
able for consumption.

Chinese agricultural production has progressed so rapidly that many of
the original targets set in the Sixth Five-Year Plan (1981-85) for agriculture
were surpassed in 1984 (for example, GVAO by 36 percent).4 According to
the official statistics for 1985, although grain output was about 5 percent less
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than the record year of1984, other indicato'rs, such as GVAO, per capita rural
income, and output ofalmost all other farm products, reached a new record
again. Presently, all indications point to another bumper year for 1986.5

In addition to the post-1978 political reforms, the CPC put forth a
number ofgeneral and agriculturally specific policies designed to improve
Chinese agriculture by being more pragmatic and less ideologica1.6 These
policies included

• a reintroduction of profit incentives;
• an emphasis on science and technology and deemphasis on ideologi

cal purity;
• an emphasis on attracting foreign capital and technology to rapidly

accelerate economic growth and to narrow the technological gap;
• a focus on economic efficiency in resource allocation and usage;
• a more balanced attention to the agriculture sector instead ofa single

focus on heavy industry expansion;
• an emphasis on overall, balanced agricultural development instead

ofan emphasis on grains alone;
• the encouragement of specialization in regional agriculture and pro

duction and more interregional linkage and regionally balanced
GVAO;and

• the decentralization ofdecisionmaking in farming.

In essence, these policies rejected the development model copied from the
Soviet Union in the early 1950s and radically modified by Mao.7 Three spe
cific programs were implemented. All of them drastically veered away from
or totally reversed Maoist policies.

Production Responsibility System
The first of these programs was the agricultural production responsibility
system.s Under this system, the basic production unit was shifted from the
production team of the commune to the individual household. Commune
owned farmland was assigned to the household for as long as fifteen years.
A contract was· negotiated between the production team and household
specifying each party's obligations. Once sales were delivered and required
payments made, the household was free to dispose of the remaining output
as it saw fit. Under this system, the household incurred gains commensurate
with its success, an incentive that. released the previously absent initiative
and energy of the peasants. Ofcourse, this new relationship also transferred
the risk to the household, which must suffer losses if the farm is misman
aged. Despite the presence of risk, the program was met with such en
thusiasm that by the end of 1983, conversion to this system was nearly 100
percent.

Further modification of the responsibility system allowed households
to specialize and concentrate, for example, on raising hogs without having
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to worry about producing grain. By the end of 1984, 26 million, or 14 per
cent, of China's 188 million rural households were registered as specialized
households.9

To further enhance this program, communes were reorganized to con
centrate on economic functions and to relinquish their administrative
responsibility to newly reinstituted township governments. The commune
system, which had played such an influential role in rural life since its estab
lishment in 1958, in essence was dismantled.10

Price Incentives
The second program comprised the use of price adjustments to regulate
production levels. In early 1979, government quota and above quota prices
in the procurement of twenty-two basic agricultural products were in
creased by an average of 24 percent.ll These and subsequent increases in
the procurement price of cotton and soybeans have given producers added
incentives and have contributed greatly to China's transformation from an
imponer to a net exporter of many farm products. Indeed, the cotton and
tobacco programs were so successful that restricted procurement quotas
and reduced procurement prices had to be imposed in order to induce pro
ducers to SWitch to other crops.

In 1985, the thirty-five-year-old quota system came to an end.12 Although
the government continues to plan and dictate procurement needs, Chinese
farmers are expected to depend on contracts and the market to determine
what and how much crops to produce. This is a marked, profound shift from
the mandatory government directives of the past.

The Opening ofthe Private Sector
The third program, which was a logical extension of the first two, expanded
the role of the private sector in some economic activities, such as transpona
tion and marketing, that were previously largely or wholly performed by
the government. Rural and urban free markets, where the rural households
market their farm surplus and sideline products-specialized crops and/or
handicrafts-expanded from zero in the Cultural Revolution years to 33,300
in 1978 and to 56,500 in 1984,13 The government monopoly in shipping and
selling farm products across county boundaries also was eased.14 In addi
tion, rural surplus labor now was allowed to leave the village and move to
towns and cities in order to establish or to be employed in small business.
As a result, about 60 million people had migrated by mid-1985.15

Foreign Trade as a Development Strategy

As a pan of the open-door policy, the new leadership pushed hard to use
foreign trade as part of its development strategy. To generate foreign re
serves for purchases of foreign equipment and technology, emphasis was
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placed on exporting agricultural products and light industry goods such as
textiles and handicrafts. In 1985, the volume of two-way foreign trade
reached $59.2 billion, an increase of189 percent from $205 billion in 1978.16

China always maintained a basic foreign trade policy ofself-reliance in
strategic products including food. But during 1978-1984, in order to pro
mote agricultural growth and better living standards for both its rural and
urban populations, the government temporarily put aside this long-standing
policy and adopted a two-tier import policy for agricultural products.17 Not
only were long-term grain purchase agreements renewed with traditional
suppliers such as Canada and Australia, but agreements were signed with
new suppliers, such as Argentina, the European Economic Community, and
the United States, to purchase an unprecedented amount ofgrains, oilseeds,
and edible oils, which resulted in a record deficit trade balance for the PRe.

The large grain 'imports primarilywere used to increase the food supply
of the large, populated, coastal urban areas from Shanghai to Peking. The
new grain imports enabled the rural population tokeep more grain; the pol
icy's purpose was to encourage growth in agriculture, thus reversing the pol
icy of using peasants as grain suppliers to urban people and as support for
the industrial sector.18

In addition, this policy also allowed the government to guarantee grain
rations to producers of economic crops so that all suitable and more fertile
land in economic crop areas would be planted with these crops and not be
diverted for grain production. The success of this strategy is reflected in the
huge increases in economic crop output since 1978, particularly in cotton
and tobacco.

The Current Status ofChina's Agricultural Development

Where have China's post-1978 advances in agriculture brought the sector?
During the years before 1978, unchecked population growth, political up
heaval, and general economic and agricultural mismanagement greatly
handicapped agriculture. The sector was primitive and largely isolated from
the influence ofWestern modernization and technology; agriculture unde~

utilized a huge pool of industrious people. Post-1978 policies radically
changed all this. There is no question that the progress made after 1978 was
the direct result of policy reform that allowed peasant households to utilize
vastly greater, improved farm inputs. But ifsignificant changes had not been
made in the ideological and institutional structures that serve as the very
foundation of policy, these reforms and resulting advances would not have
been at all possible. Indeed, these larger fundamental changes created the
environment in which Chinese peasants could make giant strides. There
fore, of the previously elaborated five groups of factors in agricultural de
velopment, only the first and fifth can clai~ most of the credit for the ad-
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vances made in agriculture after 1978; the second through fourth groups
lent limited or no assistance.

For thousands ofyears, traditional Chinese concepts associated agricul
ture with activities that went no further than the farmgate. When agricultural
reform was initiated, the aim was simply to maximize production, and
Chinese peasants were not given many resources. It is true that farm struc
tures were reorganized, more fertilizer was supplied, and government sub
sidies in support offarm income were raised. But investment in agriculture
from the central government's annual budget was not increased signifi
cantly.19 Basically, farmers were expected to fend for themselves and in
crease production by using only local resources and initiatives.

Chinese policymakers were quite surprised by the degree ofsuccess in
agricultural production. They were even more surprised by what happened
to demand. After being denied for so long, consumers reacted to production
increases with an insatiable appetite for more, higher quality farm products.
The government, which was in charge ofhandling the flow offarm products
from farmgate to consumption, was totally unprepared to take care of the
rush. These activities involve what was regarded previously as the fourth
group offactors: storage, processing, distribution, wholesaling, and retailing
of farm products. At the same time, the government also was unable to im
prove and provide the required support from the second and third groups
of factors: the macroeconomic environment and the other sectors of the
economy.

China's agricultural economy cannot remain in the primitive stage of
pre-1978. It now is poised to enter the more modern stage ofeconomic de
velopment, and the boundary ofthe agriculture sector will no longer be con
fined just to farm production. That boundary will extend beyond the farm
gate all the way to consumption. Unfortunately at this moment, neither the
second, the third, nor the fourth group offactors can support adequately the
modern farm economy that China hopes to develop.

Looking Toward the Future

One hardly needs a crystal ball to predict that Chinese agriculture will make
advances from now to 1990. But it is difficult to predict how much and with
what speed progress will be made. This will depend, to a large degree, on
the pace and orientation of political and economic reforms, on the econo
my's ability to provide synchronized support for agriculture, and on ad
vances in agribusiness itself. Based on preliminary observation, China's ag
riculture will grow at a much slower rate in the 1986-1990 period.

Fortunately, one of the benefits of China's open-door policy has been
the increasing flow to the West of information and data on the agricultural
sector, including detailed policy discussions. Information about the Seventh
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Table 4.2 PRC: 1984 Agricultural Output and 1990 and 2000 Targets (million metric tons)

Year 1990 Year 2000
Pen:entage over 1984 Percentage over 1984

1984 Target Total Annual Target Total Annual

GVAOa (million yuan) 337.7 491.5 45.5 6.5 1,010.0 199.1 7.1

Total Grains 407.3 450.0 10.5 1.4 520-535 27.7-31.4 1.5-1.7
Cottonb 6.1 4.3 -30.3 -5.0 5.1-5.3 (16.1-13.7) (1.3-1.1)
Oilseeds 11.9 18.3 53.4 6.3 21.3-21.8 79.7-83.9 3.7-3.9
Meat 15.4 228 48.1 5.8 27.8-30.0 80.5-94.8 3.~3

Poultry/eggs 4.3 8.8 104.7 10.8 10.2-16.0 137.2-272.1 5.5-8.6
Aquatic Products 6.2 11.0 77.4 3.6
Per capita rural

income (yuan) 355.3 550.0 54.8 6.4 700.0 97.0 4.3

105.5

15.6-18.9
20.0-24.7
16.7-19.5
21.9-31.6
15.9-81.8

4.6

1.5-1.7
1.8-2.2
1.6-1.8
2.0-2.8
1.5~.2

Sources: ChiM: A Statistical Survey in 1985 (State Statistical Bureau, 1985); ChiMAgriculturaJ Yearbook 1985 (Agria.l1tutal Publishers, 1985);
People's Daily, Janwuy 9, 1986, 1; &ollOmic Daily, November 9, 1985, 3; ChiM: Outlook and Situation Report (Washingtoo, D.C.: ERS, USDA,
July 1986), RS-86-8.

aGross Value of Agricultural Output (GVAO) is in constant prices and includes village-run industries.
bFigures in parentheses are negative numbers.
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Five-Year Plan and the Year 2000 Study allows Western observers to gain un
precedented insights into the course China has set for its agriculture.

Issues in the Seventh Five-}Bar Plan
In light of the success experienced in 1979-1984, particularly in 1982-1984,
the Chinese leadership unveiled the Seventh Five-Year Plan for 1986-1990
with a confident outlook that was absent in the Sixth Five-Year Plan. At the
Twelfth CPC National Congress in September 1985 and the Fourth Plenary
Session of the Sixth National People's Congress in March 1986, the proposal
presented by Premier Zhao Ziyang on the Seventh Five-Year Plan was
adopted.20 It sets the guidelines for China's economic .development for
1986-1990 and beyond. The essence of the plan is to reconfirm and
strengthen recent agricultural policies, such as ensuring a stable grain sup
ply and increased grain production; systematically improving and diversify
ing crops, livestock, forestry, fishery, and village and township enterprises;
and further loosening the rural structure, farm prices, and private enter
prises. The only quantitative target set for agriculture in the proposal is a 4
percent growth rate for GVAO (6 percent if village enterprises are in
cluded-see Table 4.2).

Vice PremierTianJiyun, in a speech to the National Conference on Rural
Works, further discussed issues critical to Chinese agriculture in 1986
1990.21 He pointed out that the economy faces serious problems that, if not
addressed, will negate the progress made in 1981-1985 and greatly reduce
the likelihood of reaching the targets set for 1990. He proposed policies to
combat corruption among party and government officials; to further reform
the price and wage systems and macroeconomic and microeconomic struc
tures; and to address the widening gap between high- and low-income
groups.

Speaking specifically on agriculture, Tian indicated that the government
will seek to

• emphasize grain production while encouraging diversified agricul
tural development;

• further decentralize interprovincial grain transfers;
• gradually reduce government procurement of agricultural products

and improve the procurement contract system;
• support strongly the development and expansion of rural industry in

small cities and townships;
• strengthen f~rmland management; and
• grant more authority to township government in administering its

revenue and expenditure so that more capital and resources gener
atedin other sectors of the township economy can be channeled to
agriculture.
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Issues in lear2000 Study
The Chinese government also commissioned a study that sought,to outline
China's economic issues in the century's remaining years. Agriculture is one
of the study's twelve topics. 22 In published excerpts, the study envisions the
agricultural scenario in the year 2000. The GVAO and per capita rural in
come will reach the level presented in Table 4.2; food grains, which are
roughly 60 percent of total grains, will consist mainly ofwheat and rice, and
coarse grains will be used as feedstuff; the proportion ofcrops in GVAO will
decrease as subsectors of livestock, forestry, aquatic products, and sideline
enterprises experience greater growth rates. The proportion of sown areas
for grains, economic crops and other crops will be 74, 15, and 11 percent
respectively.

In addressing policy, the study stresses that the development of the ag
ricultural sector must be balanced and synchronized with other sectors of
the economy. The production, consumption, and distribution of farm prod
ucts should be well coordinated at the aggregate level. Special attention
should be directed to the conflict between population growth and ever de
creasing farmland and to proper land management, conservation, and de
velopment. Sources of capital for investment in agriculture should be
broadened vastly, and efficiency in the use of capital should be increased.
Finally, a greater emphasis should be placed on promoting scientific re
search and on training agricultural scientists.

Problems for Agricultural Perfonnance in 1986-1990

It is clear that China's policymakers have recognized the development prob
lems in 1986-1990 and have sought to address them. Given that Chinese ag
riculture emerged successfully from the primitive development stage and is
about to enter a more advanced one, it will depend increasingly on the first
through the fourth groups of factors-the performance of the political and
social environment, the macroeconomic economy, the nonfarm sectors of
the economy, and agribusiness-to lend the necessary and adequate sup
port. However, the key question still remains. How much effective support
will these factors prOVide? All indications point to a monumental, difficult
road ahead.

Problems in the Political and SocialArena
It almost goes without saying that in order for the enunciated policies to
succeed, the basic political and economic philosophy that has prevailed
since 1978 must continue and must serve as the foundation offuture policies
and programs. In addition, political and social reforms at all levels must con
tinue.23

Although the leadership has shown determination to do so, serious



Chinese Strategies Since 1979 109

problems still remain, including whether the present reformist policy will
continue after the death of Deng Xiaoping. Currently, the most urgent prob
lem is to eradicate widespread corruption in the party and government; all
high party and government leaders at the National Conference for Party and
Government Cadres spoke to this issue. However, recent reports from China
indicate that the party has encountered serious difficulties in its effort to
slow the tide of corruption.

Problems in Macroeconomics
China no doubt will continue to manage its economy with central planning,
but it also will continue to rely increasingly on the market to determine sup
ply and demand. But when dealing with macroeconomic issues, such as
population, the balance between central planning and the market, the own
ership of economic means, growth of the private sector, taxation and price
systems, pollution, and so on, the problems are complicated and their im
pact on agriculture far-reaching.

A pressing question is how to reform the current practice in order to
establish a price system that can

• reflect the true values of inputs, products, and services;
• convey messages on economic 'needs;
• regulate market imbalance;
• address imbalance among regions;
• resolve policy contradictions among different constituencies;
• lessen the impact ofvariable income distribution yet not impede eco

nomic incentives;
• stimulate economic growth and retard economic inefficiency; and
• at the same time be consistent with political and social ideology and

goals.

The current system clearly does not fit the bill, and modifying the system
only when problems arise is obviously an inadequate approach.

There is also a more fundamental question-how freely will publicly or
privately owned inputs and products, including labor, be allowed to move
within the economy?Within the context of the current system ofownership,
how freely can an economic entity, public or private, exit the economywhen
unable to survive the competition? Likewise, how freely can a new entity
enter the economy when that sector of the economy needs to grow?

Recent policy allowing rural excess labor to move to neighboring small
cities and towns marks the beginning of labor market mobility. A legislative
proposal on bankruptcy under consideration by the National People's Con
gress also is a step in the right direction.24

However, an overwhelming proportion of Chinese labor is employed
by the government. Almost all resources are under state and collective own-
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ership, and all manufacturing and service enterprises are owned and oper
ated by the government, except for a few family businesses. As there is no
quick cure for the lack of incentive and efficiency in publicly owned and
operated entities and their tendency to depend perpetually on government
funding, these problems will continue to adversely affect agricultural sector
performance in the immediate future.

Problems ofSupportfrom Other Industries
The same basic problems that plague the general economy also have stifled
the industrial sector and its ability to support agricultural production. Trans
portation and energy are two notable problems in this regard. Currently, re
form of the sector has begun, and a preliminary industrywide census survey
recently has been completed. Given the sector's immense size and complex
ity, it will be a long time before it can claim the same victory as agriculture.
More and more reports from China reflect grave concerns about the stagna
tion of industrial reform. This lack ofprogress in reform eventuallywill limit
badly needed support to agriculture and agribusiness.

Problems Between the Farmgate and Consumption
Before 1978, the government apparatus monopolized the handling of farm
products between farmgate and consumption. As a result of the antiquity of
that apparatus, it was unprepared to carry out its task in the post-1978 period
of effectively handling rising farm production and growing consumer de
mand. The most severe problems are in storage, processing, and the lack of
timely and accurate market information.

For example, the state-owned Chinese flour milling industry in the re
cent past only produced about 25 million tons of mainly "standard" grade
flour, with a milling rate of 75 percent. Milling equipment in these plants
was made mostly in the 1950s from designs of the 1930s and 1940s. The sys
tem aimed only to supplyflour f~r an urban population ofabout 200 million.
It was working at full capacity and could not be geared for more production.

Before 1979, China's 1 billion rural people had to fend for themselves.
After that year urban residents began to demand. more and higher-grade
flour, which the existing facilities were not capable of producing. In the
meantime, rural people, who sometimes made more money than their city
cousins, were no longer content to grind their own flour; they, too, wanted
higher-quality flour. It is not hard to imagine the problem that arose.25

Policymakers in China have ambitious plans for the food-processing
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sector during the 1986-1990 period. These include huge investments and
large tax incentives.26 But the problems the sector faces cannot be readily
solved in just five years. Because of foreign trade mismanagement and a re
ported $15 billion trade deficit in 1985, the government slowed down pay
ments for already signed contracts and virtually ceased purchasing equip
ment, except equipment that could generate future exports. In the longer
run, growing dissatisfaction among foreign businesses with China's bureau
cracy also will erode flows offoreign capital and technology that are needed
badly in China's push to modernize.

Problems in AgriculturalProduction
Agricultural production in China will continue to face many old problems
and many more new ones. First, there is the age-old problem of limited fer
tile farm land, frequent drought and flooding, and depletion. <?f ground
water. The utilization of existing cultivable land already is highly intensive
with the multiple crop index (sown to cultivable acreage) hovering around
1.5. Prospects for opening up new frontiers in agriculture are slim at best.
Chronic loss of farmland to other uses has been and will continue to be a
serious problem. Total cultivable area for crops was reduced 13 million hec
tares in 1957-1984 and 5.9 million in 1978-c-1984. Unfortunately, the lost areas
usually were more fertile, better developed farmland because they were lo
cated in more populated, industrialized regions where the needs for land
acquisition were and are most acute. The Law ofLand Use recently passed by
the National People's Congress is a step in the right direction but hardly is
sufficientto solve the problem.

Given the continued emphasis on grain production, serious difficulty
will arise if continued rapid agricultural production has to come from crop
yields; yields per sown hectare for most of the crops are already at or are
greater than the world average. The law ofdiminishing returns suggests that
to increase yields further would require much larger infusions of farm in
puts and capital, which are both in severe shortage. Although there is room
to raise yields for corn and soybeans (they are about 60 percent of the u.s.
average), doing so would require extensive research for new varieties and
local adaptation.

Pressure from the demand side to change the composition ofgrain pro
duction is also a problem. As per capita income rises, demand for finer
grains and more animal products also will increase. Eventually, demand for
wheat and feedgrains will surpass that for other grains, including rice. The
problem is the limitation of regional cropping patterns~ Wheat competes
with other crops in the north-mostly with corn and soybeans-for limited
farmland areas, as winter wheat is not harvested until]une. Meanwhile, land
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in the south is most suitable for rice throughout the year and would be too
wet for winter wheat. The same is true for corn, but to a lesser degree.

These problems are serious, but the biggest hurdle for Chinese agricul
ture is the lack of support from those in the first through fourth groups of
factors that together determine China's future agricultural development
the political environment, macroeconomy, nonfarm industrial sectors, and
agribusiness. Without the support of these groups, eventually there will be
an insufficient market for production, and producers will lose the incentive
to grow:

The Chinese Experience as a Model for ThirdWorld
Development

Given the tremendous strides that Chinese agriculture has made in recent
-years, can the Chinese approach, or ones similar to it, be adopted success
fully by other developing nations? Unfortunately, the answer is no and for
obvious reasons. Economic development models cannot function without
the support and synchronization ofall segments ofa nation's cultural, social,
political, and economic resources. Indeed, the thesis here has been that only
when favorable conditions exist in and among all supporting factors can last
ing advances in agriculture be achieved.

SinceWorldWar II, there has been notable economic success made pos-~

. sible by massive US. aid in Western Europe,Japan, Taiwan, and South Korea.
However, stable and long-term eca"nomic advances built on assistance from
abroad are the exception rather than the rule. Despite massive US. eco
nomic aid to the developing world as well as aid from other donor nations
and international organizations, the path to economic development is lit
tered with skeletons.

-The post-World War II philosophy for Third World development held
that the road to successful development was the US. path to industrializa
tion. That philosophy then shifted radically to emphasize the importance of
native cultural and social values in development. Both philosophies failed
for good reasons. The former approach ignored the fact that despite the pre
sence ofcapital, advanced equipment, and technology, local economies still
lacked the necessary supports that were taken for granted in the United
States-namely, the physical and intellectual infrastructure that serves as the
foundation for industry. The latter approach failed because native cultural
and social values often caused or perpetuated economic backwardness.

This is also precisely why the next phase of Chinese agricultural de~

velopment is going to be far more difficult and slower than the. previous
one. Those supports from the first and fifth groups of factors that served
China well in its post-1978 phase no longer will be sufficient if the second
through fourth group of factors lag far behind and are not able to lend
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proper assistance. Whether applied to China or to any other developing
country in which there are intricately intertwined econpmic problems, the
situation is c1earcut-any single problem cannot be solved in isolation.

Conclusion

The performance of Chinese agriculture since 1978 is impressive by any
measure. There is little doubt that its success is a result, in large part, of re
forms made in the country's political and social environment and concomit
ant advances in peasant production. Now China's agriculturalsector is at a
threshold; it is emerging from a primitive.stage of economic development
into one that requires the active, effective participation of a more modern,
complex economic structure. Until that structure is developed, it will be dif
ficult to project long-term opportunities for Chinese agriculture.
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chapter five

Econolllic Policy and
Agricultural Developlllent
in the Philippines:
AnatolllY of Stagnation

Ramon L. Clarete
James A. :Roumasset

There is little doubt that the recent political upheaval in the Philippines was
induced, in part, by economic failure. Was the country's poor economic per
formance the result of idiosyncratic episodes and singular greed, or are
there some general lessons to be learned? In particular, the Philippine ag
ricultural sector has failed to propel economic development despite the fact
that the country is relatively rich in agricultural resources. In what ways have
agricultural development strategies in the Philippines contributed to eco
nomic stagnation?

Agricultural Development in Asia

Asian countries have the best economic performance record in the develop
ing world. Since 1960, East and Southeast Asian economies have had annual
average growth rates of about 7.5 percent, a performance unmatched by any
other region in the world in recent history.1 South Asia likewise has grown
rapidly. Between 1960 and 1983, its annual growth rate averaged 4.5 per
cent, which is slightly above the world average growth rate of3.9 percent for
the same period.2 Despite their rapid growth, Asian countries generally con
tinue to have low levels of Gross National Products (GNPs) per capita. South
Asia (Bangladesh, Burma, India, Nepal, Pakistan, and Sri Lanka) has the
poorest average income within Asia, ranging between $130 and $380 in 1984
(Table 5.1). Southeast Asia (Indonesia, Malaysia, Philippines, Thailand, and
Singapore) is relatively better off, with an average income between $540 and
$7,260. Hong Kong, South Korea, and Taiwan, which together with Singa
pore comprise the newly industrialized countries (NICs), have the highest
per capita incomes in Asia.

Agriculture is a relatively large sector in Asian economies. In South Asia,
agriculture's value added ranges from 24 to 56 percent of Gross Domestic
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Table 5.1 Some Economic Indicators of Asian Countries, 1984

Gross
Area National

(thousands Product Gross Domestic Product
Population of square Per Capita Distribution (%)

Country (million) kilometers) (dollar) Agricu1mre Industry Sexvices

South Asia
Bangladesh 98.1 144 130 48 12 39
Bunna 36.1 677 180 48 13 39
India 749.2 3,288 260 35 27 38
Nepal 16.1 141 160 56 12 32
Pakistan 92.4 804 380 24 29 47
Sri Lanka 15.9 66 360 28 26 46

Southeast Asia
Indonesia 158.9 1,919 540 26 40 34
Malaysia 15.3 330 1,980 21 35 44
Philippines 53.4 300 660 25 34 41
Thailand 50.0 514 860 20 28 52
Singapore 2.5 1 7,260 1 39 60

East Asia
Hong Kong 5.4 1 6,330 1 22 78
Korea, Republic of 40.1 98 2,110 14 40 47
Taiwan 18.8 36 3,060 7 42 51

Sources: World Bank, World Development Report 1986 (New York: Oxford University
Press, 1986); Asian Development Bank, Key Indicators ofDeveloping Member Countries
ofADB 16 (Manila, 1985).

Product (GDP). The figure for poorer countries such as Bangladesh is closer
to 50 percent. Southeast and East Asia are also fairly agricultural, with the
sector contributing about 25 percent of GDP. On the other hand, the small
city-states of Singapore and Hong Kong have agricultural sectors that con
tribute only about 1 percent of GDP.

The growth structure ofAsian economies between 1960 and 1984 shows
that growth rates peaked for most of Asia in the 1970s (Table 5.2)' South
Asian growth rates, however, were lower, ranging from 2.5 to 4.7 percent
annually during that period-a sluggish performance compared to that of
Southeast and East Asian countries. No'¥, South Asia appears to be gaining
the momentum for growth, while East and Southeast Asia both seem to be
slowing down. Interestingly, the largest drop in growth rates occurred in the
Philippines. There, the growth rate fell from 6.3 percent in the 1970s to 1.8
percent in the early 1980s.

Industrial growth rates have outpaced growth rates of GDP in Asian
countries, with only few exceptions. This implies that a structural transfor
mation has been underway, with progressively lower shares of income and
employment being generated from the agricultural sector. This was espe-



Table 5.2 Average Annual Real Growth Rates of Asian Countries, 1960-1984 (in percentage)

Gross Domestic Product Agriculture IndustIy
COWltIy 1960-1970 1970-1980 1980-1984 1960-1970 1970-1980 1980-1984 1960-1970 1970-1980 1980-1984

South Asia
Bangladesh 3.7 3.9 3.2 2.7 2.2 3.0 8.0 9.5 2.9
Bunna 2.6 4.6 6.1 4.1 4.3 7.5 a 3.1 5.2 8.0
India 3.4 3.6 5.1 1.9 d 1.9 3.7 b 5.4 4.5 3.9 b

Nepal 2.5 2.5 3.2 0.5 3.1 4.2c 3.4c

Pakistan 6.7 4.7 6.7 4.9 2.3 2.6 10.0 5.2 5.2
Sri Lanka 4.6 4.1 5.1 3.0 2.8 4.5 a 6.6 4.0 5.3

Southeast Asia
Indonesia 3.9 7.6 5.8 2.7 3.8 4.3 a 5.2 11.1 6.8 b

Malaysia 6.5 7.8 6.7 5.1 3.4 9.7 7.8
Philippines 5.1 6.3 1.8 4.3 4.9 2.1 6.0 8.7 0.1
Thailand 8.4 7.2 5.6 5.6 4.7 3.4 11.9· 10.0 5.4
Singapore 8.8 8.5 8.7 5.0 1.8 -1.3 a 12.5 8.8 9.2

East Asia
Hong Kong 10.0 9.3 7.6 -0.9 -0.1 7.8 4.0 a
Korea, Republic of 8.6 9.5 5.3 4.4 3.2 3.3 a 17.2 15.4 16.8
Taiwan 9.3 9.8 6.3 1.6 0.4 16.4 12.3 17.9

Sources: Asian Development Bank, Key Indicators ofDeveloping Member Countries ofADB 16 (Manila, 1985); James, W. E., Naya, S., and Myers,
G., "Comparative Studies of Asian Economic Development" (Honolulu: East-West Center,1986), mimeo; Mark, S., and Morrison, C., Macroeconomic
Perfonnance of Developing Countries in the Asia-Pacific Region (Honolulu: East-West Center, 1985), World Bank, World Developmenl Report 1982
(New York.: Oxford University Press, 1982).

a1980-1983 only.
b1980-1982 only.
CJncludes services.
dNo data available. ..........

-....J
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cially true in the 1970s despite the high cost of energy-related inputs in that
period. It is interesting tonote that Philippine industrial growth in the 1980s
is a clear exception to the trend toward industrialization in Asia. Philippine
industry grew at the rate ofonly 0.1 percent in the early 1980s-a very disap
pointing performance relative to the region as a whole and a sharp contrast
to the country's 8.7 percent industrial growth rate in the 1970s.

Agricultural growth inAsia also has been impressive. In the 1960s, South
Asian countries, with the exception of India, had quite high agricultural
growth rates. Although somewhat diminished· in the 1970s, agricultural
growth in South Asia recovered in the early 1980s. Agricultural growth rates
in Southeast Asia also have been high. Hong Kong and Singapore, which
have fairly insignificant agricultural sectors, were exceptions, as was Taiwan,
which experienced rapid industrialization. Although an NIC, South Korea
has had high agricultural growth rates, partly as a result ofdomestic policies
that protect Korean agricultural producers. The most interesting exception
to the overall picture of vigorous agricultural growth in Asia is, again, the
Philippines. Philippine agriculture grew only 2.1 percent from 1980 to 1984,
which was a sharp drop from the 4.9 percent growth rate it achieved in the
1970s.

Asia's superior economic performance seems correlated with impres
sive gains in overall agricultural development in the region. The region as a
whole moved toward greater self-sufficiency in food despite high popula
tion growth rates. In addition, production ofagricultural exports increased,
particularly in Southeast Asia.

Cereal production increased tremendously in South and SoutheastAsia,
and grain imports to the region fell. Annual rice production expanded from
140 million to 190 million tons between the early 1970s and the early 1980s,
resulting in a substantial rice surplus. Wheat production in South Asia grew
by nearly 110 percent between 1973 and 1984. During the 1970s, maize pro
duction increased by 30 percent. With rapid gains in cereal production, the
Philippines achieved self-sufficiency in rice by the late 1970s, and Indonesia,
a large rice importer, did likewise in 1984. Under normal weather condi
tions, India, formerly a larger grain. importer, now produces surpluses of
rice and wheat. Exporting countries, especially Thailand and Burma, also
achieved rapid growth in grain production. Rice imports into South and
Southeast Asia fell from almost 9 million tons in 1973-1975 to less than 1
million tons in 1981/82.

With the exception ofThailand, the growth in cereal production was as
sociated with the intensification of agricultural production, with growth of
agricultural employment substantially exceeding the expansion in culti
vated area. James, Naya, and Myers attribute the rapid growth in cereal pro
duction to three primary components of intensification: rapid adoption of
modern (land-saving) seed varieties, increased use of chemical fertilizer,
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and expanded -coverage of irrigation, in that order.3

Southeast Asia achievecl· impressive gains:in producing noncereal ex
port crops. Thailand increased its production of cassava, bananas, pineap
ples, and sugar, largely through area expansion. Indonesia expanded cassava
and coconut production and initiated government programs to develop the
palm oil sector. Malaysia had rapid productivity growth in rubber and palm
oil and also encouraged further area expansion in palm oil. From 1973 to
1982 in the Philippines, growth rates in the privately controlled pineapple,
banana, coffee, and cassava sectors grew at average rates of between 10 and
20 percent a year.

The rapid growth in incomes in Southeast Asia has brought with it a
rapid growth in consumption of meat and dairy products. This has led to
increased imports in both livestock products and feed. As the domestic pork
and poultry industries have grown behind the wall of tariff protection, the
importation offeed grains and mixed feeds also has increased.

As mentioned previously, although economic growth rates are gener
ally high in Asia, the Philippines stands out as a clear exception to the trend.
Philippine GDP grew at an average of4 percent from 1955 to 1980.4 The GDP
growth figures inTable 5.2 for 1980-1984 suggest that' the country has "dropped
out of the pack." The output of the industrial sectors declined, and the
growth rate of agricultural production was exceptionally lmv. From 1980 to
1984, the growth rate slowed to an average of .9-1.6 percent.s Since 1984, the
growth rate has been negative. Moreover, the export to GNP ratio only grew
from 13 to 20 percent from 1955 to 1980, which pales in comparison to the
sixfold increase of the ratio in South Korea during the same period.

Agricultural performance in the Philippines since 1980 has been no bet
ter. The hard-earned self-suffiCiency in rice was lost in the 1980s when the
country again began to import rice. Production ofcoconut and sugar, two of
the country's leading cash crops, fell, resulting in a considerable loss of
foreign exchange and a substantial decline in farm incomes. Indonesia dis
placed the Philippines as the world's top coconut producer in 1984, and
Philippine sugar producers are discouraged by low world sugar prices due
to competition by sugar substitutes.

The Philippines' economic performance, the worst in the Association of
Southeast Asian Nations (ASEAN) and certainly one of the most disappoint
ing in Asia, is a direct result of the country's economic policies. These
policies promoted import substitutes at the expense of agriculture-based,
export-oriented sectors.

Poor agricultural policies accompanied this thrust, thereby further re
tarding agricultural growth. It does not appear, however, that the patterns
and level ofprotection alone accounted for the agricultural growth differen
tials between the Philippines and other Asian countries. Asian countries
have typically been "provisionist" with respect to staple foods, especially
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rice, by providing consumers with at least limited access to food at controlled
prices. Agricultural exports have had typically negative protection rates,
especially in comparison to nonagricultural products. Capital-intensive, ag
ricultural import substitutes such as pork and poultry have enjoyed positive
protection rates.

Because the patterns and level ofagricultural protection were not drasti
cally different in the Philippines and in other countries, it is useful to
examine the whole range of Philippine agricultural policies. To do so, it is
necessary to first describe the Philippine agricultural sector.

An Overview ofPhilippine Agriculture

The RuralHousehold Sector
The majority of Filipinos live in rural areas. In 1982, the rural population
was 31.5 million, about 62 percent ofthe total population. The proportion of
rural residents, however, has declined steadily. Rural residents accounted
for 73 percent of total population in 1948,70.2 percent in 1960,67.1 percent
in 1970,68.4 percent in 1975, and 62.7 percent in 1980. In absolute terms,
however, the rural population continued to grow at an average annual rate
of 1.5 percent between 1975 and 1980.

About 85 percent of the people employed in rural areas are engaged in
activities involving the production of crops, livestock, and poultry as well as
fishing and forestry. Off-farm occupations in the rural sector mostly involve
agricultural services such as transportation and retailing. In fact, about one
third the entire Philippine service sector is in rural areas.6 Mining and quar
rying as well as cottage and other small-scale industries in rural areas pro
vide alternative employment.

Family incomes are low and distributed unevenly in the Philippines.
This is especially true in rural areas. Table 5.3 shows income distribution in
both the Philippines as a whole and in the country's rural areas in 1975. The
average income of rural families was P 4,745 ($655), roughly 65 percent of
the mean family income for the entire country. Close to 40 percent of the
4,764 rural households received incomes no greater than P 3,000 ($414). To
gether, these families accounted for only 16 percent ofthe total rural income
of P 23 billion ($3 billion). Almost 90 percent of rural families had incomes
below P 8,000 ($1,104) and shared about one-halfthe total rural income. The
corresponding statistics for the country as a whole show a slightly less un
even income distribution.

Food, housing, clothing, fuel, and water are the major commodities
purchased by rural households. In 1975, these goods accounted for roughly
75 percent of total rural family expenditures. Expenditures on" food were
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Table 53 Distribution of Families and Income by Income Cla~ for
Philippines and Rural Areas, 1975

Income Class Philippinesa Rural Areasb

(in pesos) (percentage) (percentage)

1-3,000 32.3 38.3
(11.2)c (16.1)

3,001-5,000 30.6 31.1
(20.3) (25.6)

5,001-8,000 20.4 18.9
(21.6) (24.5)

8,001-10,000 5.9 5.0
(9.1) (9.3)

10,001-15,000 5.9 4.0
(12.1) (10.0)

15,000+ 4.9 2.7
(25.7) (14.5)

Source: National Census and Statistics Office, Philippine Statistical Yearbook 1984
(Quezon City: NEDA-APO Production Unit, 1984).

a Total number of Philippine families in 1975 was 6,859 households; total income in
1975 was 50.9 billion pesos.

b Total number of roral families in 1975 was 4,764 households; total rural income was
22.6 billion pesos. .

c Percentage of total (Philippines or roral areas) is described by upper-level numbers,
and percentage of total income (philippines or roral areas) is descnbed by lower
level numbers.

especially large, comprising 56 percent of the rural family budget. This
underscores the importance offood policies to rural households.

Agricultural Sectors
Crop production is the dominant activity in Philippine agriculture. Of the
total gross value added (GVA) in agriculture ih 1982, about 58 percent origi
nated from the crop sector (Table 5.4). Fisheries was the second largest sec
tor and contributed about 20 percent of agricultural output. Livestock and
poultry together contributed about 14 percent, and forestry accounted for
the remaining 8 percent. Asimilardistribution ofvalue added across agricul
tural sectors occurred in most previous years.

The major agricultural crops are palay (rough rice), corn, coconut,
sugar cane, and bananas. The output of palay was 27 percent of total crop
production in 1982 (Table 5.5). Coconut, the second largest crop, contri
buted 13 percent of total crop output. Corn and sugar cane each contributed
about 10 percent to total output. Other crops, including mangos, pineapple,
rootcrops, citrus, vegetables, coffee, cacao, beans, peas, peanuts, tobacco,
abaca, ramie, rubber, and maguey, accounted for 37 percent of the 'country's
crop production. In terms of land use, the palay, corn, and coconut subsec-



122 Agricultural Development and Trade

Table 5.4 Value Added in Agriculture by Sector, 1970.;.1982
(in percentage)

Commodity 1970 1975 1980 1982

Total Agriculturea 100.0 100.0 100.0 100.0
Crops 54.7 62.4 58.9 58.3
Livestock/poultry 15.1 11.6 12.1 13.7
Fishery 15.8 17.0 18.1 20.1
Forestry 13.9 8.8 10.9 7.9

Source: Bautista, L., and Duremdes, E., "An Overview of Strnetural Change in the
Philippines, 1950-82," in National Economic Development Authority, Towards a
Balanced Agro-/ndustrial Development: A NEDA Workshop on Development Planning
(Manila, 1984).

aTotals are approximate.

tors each utilized about 27 percent of the total area harvested in 1983, or
about 11.7 million hectares (Table 5.6). Sugar cane and bananas accounted
for 6 percent, while all other crops utilized 11.3 percent of the total area
harvested.

The Role ofAgriculture
A significant part of the country's totalGDP comes from agriculture. As
shown in Table 5.1, in 1984, agricultural value added was 25 percent of GDP.

Table 5.5 Agricultural Production, 1982 (in thousand metric tons)

Commodity

Total Crops
Food Crops

Palay
Com
Others

Commercial Crops
Coconut
Sugar
Others

Livestocka

Pouluy8
Fishery
ForestIyb

Amount

29,712
22,264

8,108
3,290

10,866
7,448
3,785
3,403

260
12,346
58,121

1,829
4,514

Percent

100.0
74.9
27.3
11.1
365
25.1
12.7
11.4
1.0

100.0
100.0
100.0
100.0

Source: Bautista, L., and Duremdes, E., "An Overview of Strnetural Change in the
Philippines, 1950-82," in National Economic Development Authority, Towards a
Balanced Agro-/ndustrial Development: A NEDA Workshop on Development. Planning
(Manila, 1984).

aIn thousand heads.
brn thousand cubic meters.
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Table 5.6 Agricultural Area Harvested by Crops, 1983
(in thous~nd hectares)

Crops Area Percent

Total Area 11,656 100.0
Palay 3,240 27.8
Com 3,157 27.1
Banana 315 2.7
Coconut 3,209 27.5
Sugar cane 424 3.6
Other crops 1,311 n.3

Source: National Census and Statistics Office, Philippine Statistical Yearbook 1984
(Quezon City:NEDA-APO Production Unit, 1984).

However, agriculture's importance hasdec1ined steadily. Its value added fell
from 29 percent of GDP in 1970 to 26 percent in 1982 (Table 5.7} Agricul
ture's contribution was much higher before 1970.7

Agriculture is the largest source ofemployment in the Philippine econo
my. Between 1970 and 1982, an average ofabout 50 percent of the total labor
force was employed in agriculture. By comparison, the average employment
rate was only 31 percent in the service sector and 15 percent in the industrial
sector dUring the same period.

Philippine exports comprise primary agricultural products and agricul
turally based processed commodities. Since 1950, the country's ten princi
pal exports have been copra, sugar, bananas, lumber, dessicated coconut,
coconut oil, canned pineapples, gold, unmanufactured abaca, and copper
concentrates. Agricultural exports accounted for more than 60 percent of
total exports in the 1970s (Table 5.8} In 1982, the share of agricultural ex-

Table 5.7 Gross Domestic Product and Employment by Sector,
1970-1982 (in percentage)

Sector 1970 1975 1980 1982

Agriculture 28.9 26.6 25.6 25.6
(46.0) a (49.8) (49.7) (49.1)

Industry 29.5 33.2 36.1 26.1
(16.0) (15.0) (14.3) (14.5)

Services 41.6 40.2 38.3 38.3
(32.7) (30.5) (30.7) (31.2)

Gross Domestic Product 100.0 100.0 100.0 100.0
Labor force (100.0) (100.0) (100.0) (100.0)

Source: Bautista, L., and Duremdes, E., "An Overview of Structural Change in the
Philippines, 1950-82," in National Economic Development Authority, Towards a
Balanced Agro-Industrial Development.' A NEDA Workshop on Development Planning
(Manila, 1984).

aGross Domestic Product distribution is described by upper-level numbers and employ
ment distribution by lower-level numbers. Remaining percentage of labor force is in
other, undefined sectors.
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Table 5.8 Agricultural Exports and Imports, 1950-1982
(F.O.B. value In million U.S. dollars)

Exports Imports
Year Amount (percent) Amount (percent)

1970 708.2 62.0 99.7 8.6
1975 1,546.5 67.4 280.2 8.1
1980 2,442.4 42.2 363.2 4.7
1982 1,922.9 38.3 506.0 6.6

Sources: Bautista, L., and Duremdes, E., "An Overview of Stroctural Change in the
Philippines, 195~82," in National Economic Development Authority, Towards a
Balanced Agro-Industrial Development: A NEDA Workshop on Development Planning
(Manila, 1984); National Census and Statistics Office, Philippine Statistical Yearbook
1984 (Quezon City: NEDA-APO Production Unit, 1984).

ports in the total dropped to about 38 percent (the share was 67 percent in
1957), due to the growth of manufactured exports.

Agriculture has generated substantial foreign exchange. Between 1970
and 1982, the foreign exchange value of Philippine agricultural exports aver
aged $1.6 billion, while only $0.3 billion was required by the sector to pur
chase its imported inputs. Thus, the average net foreign exchange generated
by the sector was $1.3 billion.

The sector is also a major source of capital in the Philippine economy.
De Leon has traced pOSitive capital flows out of agriculture to nonagricul
tural sectors beginning in the 1950s.8 This trend was interrupted only in the
1970s .when the government invested heavily in agriculture. The trade
surplus in agriculture always has been positive and grew at an average an
nual rate of 6.1 percent from 1955 to 1965 and at 3.8 percent from 1969 to
1978.

Trade and Industrial Policies Affecting Agriculture

The main thrust of postwar trade and industrial policies in the Philippines
has been the promotion of import-competing sectors at the expense of
agricultural-based, export-oriented industries. Trade policies protecting im
port substitutes include restrictions on imports and foreign exchange in the
1950s, tariffs since the 1960s, and export taxes during the 1970s. Incentives
granted to industrial investors since 1967 have supplemented the protection
afforded by trade policies to import substitutes. Although trade liberalizing
policies were put into effect in the 1960s and 1970s, they had limited success
in promoting exports. In 1962, tariffs replaced import quotas and neutral
ized the export-promotion effect of devaluing the peso. Export taxes·
blunted the liberaliZing impact of a floating exchange rate and export sub
sidies in 1970.
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Tariffs were imposed in 1957 for the purpose of raising revenue. The
prevailing system at that time of import and foreign exchange controls made
them redundant.9 But in 1962, the tariffs became binding, and the tariffstruc
ture preserved the bias in favor of import substitutes and against agricultur
ally based exportables. On average, the tariffrates ranged from 15 percent
on highly essential commodities to about 50 percent on nonessential con
sumer goods. lO This escalating tariff structure reinforced the bias in favor of
import substitutes. ll

The Investment Incentives Act of1967 likewise discriminated against ag
riculture by granting a package of fiscal incentives to preferred industries.
Initiated to accelerate Philippine industrialization, the Incentives Act al
lowed accelerated depreciation as well as deductions of organizational and
preoperating expenses from taxable income, granted tax credits on domes
tic capital equipment, and exempted beneficiaries from paying taxes on im
ported capital equipment. These incentives effectively subsidized the cost
ofusing capital and in effect attracted new firms to the capital-intensive 'man
ufacturing sector.

The Philippines devalued its currency and embarked upon a floating
exchange rate system in 1970, thus abandoning the fixed-exchange rate pol
icy of previous years. Under this regime, the peso was allowed to fluctuate
within a given range. Another policy reform, the Export Incentives Act of
1970, was initiated ·to encourage exports and offset the discrimination
against exports in the tariff system. The package of incentives included tax
credits for duties paid on imported materials as well as double deduction of
shipping costs and promotional expenses. In addition to these benefits, in
vestments in export industries also were entitled to the incentives offered
by the Investment Incentives Act of 1967. Nontraditional exports consisting
mainly of manufactured products such as clothing, textile and garments,
electric machinery and appliances, and cement and other nonmetallic min
eral products clearly benefited from the program.

Despite these reforms, existing policies remained and new laws were
decreed that continued import substitution and the discrimination of ag
riculturally based exportables. The extra income of agricultural producers
from the devaluation of the peso was taxed under the Stabilization Tax Law
of 1970. Enacted to cushion the inflationary impact of devaluing the peso
and to finance the fiscal deficit,12 this law explicitlytaxed exports for the first
time.

The Tariff Code of 1973 simplified the prevailing tariff schedule and in
corporated export taxes. Abasic tariff rate of 10 percent was imposed on all
imports for revenue purposes. Afive-level schedule of discriminatory rates
ranging up to a maximum of 100 percent was added to the 10 percent reve
nue rate to promote import-substituting industries. A basic rate of 4 percent
was levied on all exports. Additional rates ofup to 10 percent were required
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on top of4 percent to promote the domestic processing ofagricultural prod
ucts like copra.

Nontariff trade barriers also have been part of the protectionist trend.
The importation of nonessential and unclassified consumer goods now re
quires the approval of the central bank. Of about 3,500 goods in the tariff
schedule, 1,304 nonessential consumer imports are subject to some form of
import restriction. Afew intermediate goods that are mostly used as inputs
in producing exportables also require import licenses. Like tariffs, nontariff
barriers create wedges between world and domestic prices and thus sub
sidize domestic producers of import substitutes.

Major Agricultural Policies

Agricultural policies have complemented trade and industrial policies in re
tarding agricultural growth. Price controls, production taxes, and marketing
policies in agriculturally related industries have·been disincentives to ag
ricultural pr9ducers. Important agricultural industries such as rice, sugar,
and coconut have been subjected to price controls, production taxes, and
state trading. In addition to these interventions, the government also has
protected producers ofcrucial agricultural inputs by raising the prices farm
ers pay for them.

Rice
Despite the growing demand for rice due to a high population growth rate
(2.5 percent annually), the Philippines stopped importing rice and even be
came a marginal rice exporter in the second half of the 1970s. This good
production record was primarily the· result of the government's efforts,
through credit, input subsidies, and extension programs, to propagate the
use ofhigh-yield rice varieties from the International Rice Research Insti
tute. In addition to increasing yields in rice farming at the rate of5.2 percent
annually, these varieties, like the IR36 or IR50, tend to mature faster, resist
more disease, and tolerate more moisture. 13

Price subsidies also helped to increase rice production. The govern
ment has set floor producer prices that it defends with production subsidies.
The National Food Authority (NFA) was set up solely to handle the local rice
trade and enforce the price policy. Although it is a rice monopoly in prin
ciple, the NFA's limited budget allows it to cover only about 10 percent of
total rice output. Other rice traders buyand sell rice at the lower market price.

In addition to price subsidies, the government subsidizes the useofcritical
rice inputs, which complement the modern rice varieties. The government
has invested heavily in irrigation and has subsidized close to 90 percent of
the operating costs of installed irrigation systems. Until 1976, inorganic fer
tilizers had been available to rice producers at roughly one-half the world
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price. 14 To promote the use of high-yield rice varieties, the government
launched Masagana-99, a program subsidizing the credit used for purchas
ing fertilizers and pesticides required in planting high-yield rice varieties.15

Another of the government's goals is to provide rice locally at low con
sumer prices. With the current glut of rice in the world market, enforcing
the cheap rice policy is not really a problem.

It is interesting to find out how the government actually managed to
have price supports and ceilings on rice simultaneously through the years.
When the country was importing rice in the 1950s and 1960s, the ceiling on
consumer prices could not be enforced. Foreign exchange constraints led
to the rationing of rice on the local market. Domestic retail prices were
above world or ceiling prices depending upon the availability offoreign ex
change. However, official producer prices prevailed, and rice producers re
ceived subsidies. Where rationing was severe, rents also accrued to importers.

However, when the country became a rice exporter, the low retail price
policywas easy to implement. The export restriction, in this case, was caused
primarily by the NFA's monopoly of the rice export trade. With a limited
budget, the NFA could only handle a portion of the local rice surplus. The
rest was dumped into the local market, thus keeping local retail prices lower
than the world price. Hence, rice farmers, prevented from selling freely on
the world market, ended up subsidizing rice consumption.

Accordingly, domestic retail prices during importing years were above
ceiling or world prices, while actual producer prices in the current export
ing period are lower than floor or world prices.16 Thus, rice farmers who
received protection in earlier importing years are now penalized by the mar
keting policy. Furthermore, policies that protect producers of important ag
ricultural inputs also lower effective protection for rice farmers. The effec
tive protection in the Philippine rice industry is now negative.

Sugar
Sugar accounts for about 10 percent ofPhilippine merchandise exports and
represents about 5 percent of the world trade in sugar. The sugar industry
became important to the Philippine economy during the colonial period,
when the United States imported most of the country's sugar at above world
prices. This preferential agreement continued after Philippine indepen
dence through a bilateral quota agreement under which the United States
was required to purchase the Philippine sugar quota at premium prices. This
caused substantial resources to be invested in the industry. The benefits to
sugar producers increased further when the United States eliminated the
Cuban sugar quota and gave part of it to the Philippines in 1963.

The preferential trading agreement expired in 1974. Fortunately
enough for the country and particularly for sugar producers, world sugar
prices rose sharply in 1974, thereby cushioning the adjustment effects of the
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expiration. The Philippines has since started to diversify its sugar market by
trading with the centrally planned economies.

In 1974, the government supported sugar prices in order to encourage
production. This became an extremely costly program. Between 19n and
1979, the government borrowed $370 million abroad for subsidy purposes.
But during the same period, sugar exports amounted to only 67 percent of
the borrowed amount. 17

During that period, a sugar marketing board, the National SugarTrading
Company (NASUTRA), was created, and it effectively monopolized the sugar
trade. Locally, the agency paid sugar producers a composite price calculated
as a weighted average of world and domestic retail prices, with the world
price given the weight of 54 percent. The composite price was updated to
reflect changes in the world price.

Discrimination against the sugar industry began with the imposition of
an export tax in 1970 at the rate of 4 percent ad valorem. The tax was fol
lowed by an export ban in 1974, when sugar prices increased sharply in that
year. Although the ban benefited consumers, it meant lower sugar prices for
producers. The discrimination intensified with the monopolization ofsugar
trade by NASUTRA. In 1979, NASUTRA updated the composite sugar price by
only 50 percent of the increase in world prices that year in order to pay the
loans it borrowed to subsidize producers between 1977 and 1979.18

That move appeared to be part ofan industry-financed stabilization pro
gram in the sugar industry. Although it was well intentioned, the program
was both arbitrary and easily abused.

Coconut
Asimilar pattern of discrimination against agricultural producers occurred
in the coconut industry. The main difference in the coconut case was that
huge rents were involved, and their extraction was hidden behind ostensi
bly innocent development objectives. The government sought to increase
the productivity of coconut trees and encourage coconut farmers to move
into the other sectors of the industry (trading, milling, and banking) to im
prove the farmers' welfare.

As in the sugar case, discrimination against coconut farmers started in
1970 with taxes on exports. The rates were then 10 percent for copra and 8
percent for processed coconut products. When world coconut prices in
creased drastically in 1973, the government began to subsidize the domestic
consumption of cooking oil and collected the coconut levy from coconut
farmers to pay for the program. With revenue from the levy the government
moved to replant the country's coconut trees in 1975 with a hybrid variety,
amidst optimistic promises of a fivefold increase in yield. The development
and marketing of the coconut variety was monopolized by a quasipublic
corporation.
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In the same year, the government, on behalf of the coconut farmers,
purchased the United Coconut Planters Bank (UCPB), which became the
pivotal institution for vertically"integrating the industry. The UCPB bought
coconut oil mills and formed the United Coconut Oil Mills (UNICOM) in
1979. In that year, UNICOM controlled about 67 percent of the country's
copra-crushing capacity. The government allowed the formation of UNICOM
and fully supported it by prohibiting entry into the oil milling industry and
by granting exclusive right to UNICOM to export coconut products. The
monopolization of trading and milling in the industry appeared to lower
the prices received by coconut farmers. Based on available coconut price
data, producers received about 5 percent less than competitive prices in
1980 and 1981.19

Funding. for these initiatives came from a coconut levy, which taxed
coconut production at the rate of 20 percent ad valorem. Because coconut
oil is highly substitutable and constitutes less than 10 percent of the world
market offats and oils, including soybean and palm oil, the country is unable
to affect world coconut prices. Hence, the tax was borne primarily by
coconut producers. The average annual yield of the levy was about P 1 bil
lion. However, the coconut producers did not benefit significantly from
these programs. Many believe that the coconut programs merely transferred
income from coconut farmers to nonfarmers, the main beneficiary being
the controlling owner of the UCPB, the same person who owned the
coconut hybrid monopoly franchise.

Livestock
The livestock industry mainly produces hogs and poultry. Cattle tends to be
limited to extensive production where marginal grazing land has a low op
portunity cost in other uses. The output of hogs and poultry grew rapidly in
the 1970s due to improved technology and protectionist policies. Meat im
ports were taxed at the rate of 100 percent ad valorem and were subject to
licensing. In addition, the lower tariff rates on feeds increased the effective
protection accorded to the industry.

Promoting the livestock industry has been costly. Feed imports account
for 70 percent of the value added in the industry and cost more than the
meat imports that the country would have purchased under a liberalized
meat import policy.20 The government, in its concern, has promoted yellow
corn production with credit subsidies. Yellow corn accounts for about 60
percent of the t~tal cost of producing animals feeds. 21

Agricultural Inputs
Agricultural inputs generally have positive protection rates. The estimated
implicit tariff rates for important agricultural inputs are positive, except for
irrigation (Table 5.9). Imports of farm equipment had tariffs of 24 percent.
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Table 5.9 Implicit Tariffs on Agricultural Inputs, 1980-1981
(in percentage)

Inputs

Irrigation (NIA gravity)a
(NIA communal)

Irrigation pumpsb
Hand tractorsb

Four-wheeled tractorsb

Animal feeds (hog grower mash)C
(cattle feeds)
(layer mash)
(broiler mash)

Agricultural chemicalsd

Fertilizere

Tariff

-86
-92

30
33
10
7

17
20
23
23
10

Source: David, C., Economic Policies and Philippine Agriculture (Makati:
Philippine Institute for Development Studies, 1983).

aInc1udes subsidy due to low irrigation fee and low repayment rate.
bBased on tariff rate.
cBased on weighted average implicit tariff on feed ingredients.
dBased on tariff rate and advanced sales tax.
eBased on price comparison of urea, ammonium, sulphate, mixed fertilizer,
and phosphates from 1973-1981. .

Animal feeds likewise had tariffs between 7 and 23 percent. The tariff rates
on agricultural chemicals and fertilizers were 23 and 10 percent respec
tive~y. The government also has subsidized 60 to 90 percent of the cost of
irrigation.22

There may be different explanations for the tendency of input prices to
be above world prices. The most obvious explanation is that the govern
ment promoted local production of most inputs by imposing import tariffs.
In the case of inorganic fertilizers, however, domestic prices were higher
than world prices in order to subsidize the Fertilizer and PesticideAuthority,
a government agency monopolizing and regulating the fertilizer and pes
ticide trade. In 1974, the agency taxed fertilizer users to recoup some of the
losses it incurred while speculating about world fertilizer prices; in that
year, the agency doubled fertilizer imports, incorrectly anticipating that fer
tilizer prices would rise in the next few years.23

Whatever the underlying motivation for high input prices, Philippine
agricultural policies seem to reveal a pattern of reverse "tariff escalation."
Inputs have positive protection rates while outputs have lower or negative
protection f,ates. Typically, in manufacturing, outputs have higher positive
rates ofprotection than inputs, which increases the effective protection rate.
In the case ofagriculture, effective penalty on agricultural production is rein
forced by the deescalating pattern of agricultural trade policies.
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A History ofDevelopment Policy in the Philippines

It is useful to present a briefhistory ofdevelopment policy in the Philippines
since the 1950s. The first phase ofdevelopment policy was the promotion of
local import-substituting industries. Trade policies were mainly used to
carry out this industrial plan. Emerging from postwar recovery as a newly
independent nation in the early 1950s, the Philippines remained economi
cally dependent on the United States. Imports greatly exceeded exports and
caused a balance-of-payments crisis. The government responded by impos
ing restrictive import and exchange rate controls, which conferred a high
rate ofeffective protection to import substitutes.

These protectionist policies did not succeed totally in correcting the
balance-of-payments deficit, however; in the early 1960s the peso was de
valued to approximately P 4 to $1, and nontariff import barriers were dis
mantled and replaced by import tariffs. This succeeded in generating some
government revenue, but the protectionist bias remained.

Import-substituting manufacturing grew rapidly in the 1950s, but by the
late 1950s industrial growth had started to slow down. Although tariffs sub
sidized import substitution, they simultaneously penalized other sectors,
especially exports. Moreover, the structure ofprotection especially favored the
finishing stage of import substitution and discouraged backward integration.

The Technocratic Reformation
In the late 1960s and early 1970s, a number ofselective incentives associated
with a cadre ofwell-trained technocrats who occupied high level positions
in the Marcos government were put into place to broaden the growth of .
manufacturing. These included investment incentives (1967), the devalua
tion of the currency, a floating exchange rate policy, and export incentives
(1970).

The Marcos administration also invested substantially in a program to
attain self-sufficiency in rice production through irrigation, fertilizer, sub
sidies, and diffusion of high-yield rice varieties. In addition, land reform,
which was already in effect in the late 1960s, was accelerated after martial
law was declared in September 1972.

Agricultural exports, however, continued to face the discrimination im
posed by the protection of import-substituting industries and the incentives
given to selected manufacturing and nontraditional exports. In addition, di
rect export taxes were imposed under the Stabilization Tax Law of1970. This
law was originally enacted to capture some of the windfall gain to agricul
tural exporters as a result of devaluation and to finance the partial absorp
tion of windfall losses to consumers. Once in place, however, the export
taxes proved difficult to roll back.
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Crony Capitalism: The Last Decade
The last decade of the Marcos regime was marked by the growth of rent
seeking activities whereby real resources (labor, entrepreneurship, etc.)
were allocated unproductively to set up and appropriate rents. The highest
amount of resources wasted in such activities tends to equal the rents that
are sought. The mechanisms of rent seeking in general have not been well
documented, but several categories of rent seeking have been widely dis
cussed. These are associated with the rents from subsidized credit, tariffand
nontariff barriers, public enterprises, and noncompetitive public expendi
tures. Generalized rent seeking (also known as directly unproductive profit
seeking, or DUp, activities) in the case of tariff and nontariff barriers is the
subject of an extensive literature in the field of international trade.24 It is
worthwhile mentioning a few patterns of rent seeking in the Philippines.

The coconut industry illustrates the use of both price distortions and
government spending to extract rents. Not only did the government impose
a large production levy (and at times an export tax), but severe external and
internal trade controls allowed the government to set producer prices
below their (already distorted) competitive levels.

The activities of the uePB and the UNIeOM illustrate a process ofverti
cal integration of rent-seeking activities, with price distortions and govern
ment spending playing complementary roles in the "efficient" production
of rents.25 uePB was financed by a portion of the revenue from the produc
tion levy: The bank in turn helped to finance UNIeOM and therebyfacilitated
control of the processing industry (forward integration). UePB funds also
controlled the seedling industry (backward integration) by mandating that
farmers obtain seedlings from only one source. The monopoly producer of
seedlings in turn was subsidized through funds from the coconut levy:

The rice sector illustra'tes a somewhat different pattern of rent seeking.
In this case, the government (through the National Food Authority) simply
declared itself a monopoly in the international trade in rice and set prices
for both outputs and inputs. Despite large government expenditures on fer
tilizer and credit subsidies, marketing and storage, and price support schemes,
rice farmers ended up with a slightly negative effective rate ofprotection. In
other words, rice farmers would have been better off under free-market
conditions. In the Philippine case, government expenditures (including
subsidized" loans from international donors) provide a rough measure of
economic waste, both from production inefficiencies and rent seeking. One
can only guess at the amount of money earmarked for the construction of
warehouses and other marketing facilities that went to the construction of
the wrong facilities in the wrong place just as one can only imagine the
amounts that have been illegally channelled into private hands. What we do
know is that expenditures explicitly designed to improve the terms of trade
to rice farmers did not have that effect.
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Irrigation has been subsidized heavily and the coverage of irrigation
substantially expanded. The government bears roughly 60 percent of irriga
tion costs at nominal rates and roughly 90 percent based on actual collection
rates.26 Irrigation coverage was increased about 80 percent between 1958/59
and 1967/68 but only by 13 percent between 1967/68 and 1976m. Nonethe
less, irrigation expenditures during the latter period were larger, even after
inflation.27 Although some of these expenditures are justified by higher con
struction costs and increased spending on rehabilitation, the striking fall in
the crude performance indicator is at least suggestive ofan increase in rent
seeking.28 Engineering designs sometimes appeared motivated by a desire
to increase spending, and construction itselfwas sometimes substantially di
vergent from specifications. As a result, the irrigated areas are far less than
those originally targeted, operating efficiency is low, and depreciation is
rapid-this despite the reputation of the National Irrigation Administration
as one of the more efficient government agencies.

These examples suggest extremely poor management of public expen
ditures in which costs were large and benefits were often· negligible. The
mismanagement was not confined to agriculture but representative of gov
ernment spending generally. Perhaps the most dramatic example was the
expenditure ofmore than $2 billion since 1976 on a nuclear electric generat
ing facility in Bataan, slightly north of Manila, which has yet to produce a
single kilowatt and perhaps never will.

Negative Agricultural Protection: Some Distinctive Features

Agricultural development in the Philippines has been impeded by trade and
industrial policies that promoted nonagricultural, import-substituting in
dustries. Accordingly, key agricultural industries stagnated. Resources were
pulled out of agriculture and put into. manufacturing. At the same time, ex
port-oriented agriculture suffered from the overvaluation of the currencY

.resulting from import substitution. Based on the 1974 input-output data,
negative effective protection rates were computed for copra ( - 6 percenO,
coconut oil ( - 5 percent), dessicated coconut ( -12 percent), and lumber
( -10 percent).29

This negative protection was compounded by distortionary agricultural
policies. Table 5.10 summarizes the worsening discrimination against ag
riculture by price distortions and policies that limit competition. For exam
ple, copra had a - 24 percent effective protection rate, reflecting export
taxes and production levies. With UNICOM, the rate became - 29 percent.
In addition, the negative effective penalty against agriculture is made even
worse by the deescalation of tariffs. Inputs have higher tariffs than outputs,
and in many cases, outputs have negative nominal rates of protection,
thereby compounding the effective agricultural penalty. This is the reverse
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Table 5.10 Effective Protection Rates of Selected Agricultural
Products (in percentage)

Products

Rice
Rainfed
Irrigated

Copra

Coconut oil
Dessicated coconut

Sugar
Cotton
Logs
Lumber
Plywood and veneer

Reference Year

1979
1979
1979

1973-1979
1980-1981
1973-1979
1980-1981
1973-1979
1980-1981
1974-1980
1975-1981
1979-1980

1974
1974

Rate

-0.4
-4.7

3.6
-24.0
-29.0
-2.0
42.0
-4.3
18.4

-23.0 a
-12.0
-46.0 a

16.0
5.0

Source: David, C., Economic Policies and PhiJippinl! Agriculture (Makati:
Philippine Institute for Development Studies, 1983).

aNominal protection rate.

of what happens in manufacturing industries, where inputs tend to have
lower tariffs than outputs and thus reinforce effective protection.

There is one additional feature of Philippine agricultural policies that
may help explain why the country has done so poorly. Studies show that
most of these policies are not unique to the Philippines. Similar tariff and
nontariff protectionist structures. have been documented in other develop
ing countries in Asia.30 Negative agricultural protection is also a phenome
non in the other large ASEAN countries.31 One important difference about
Philippine agricultural policies is that the monopolization of major agricul..
tural industries by only a few corrupt individuals facilitated the extraction of
agricultural surplus that ultimately found its way out of the country or was
wasted in unproductive rent-seeking activities. In any case, such rents can
be treated as deadweight losses. Perhaps more importantly, Philippine
policies inhibited the private investment that was needed to continue im
provements in agricultural productivity. Although in the 1970s Philippine ag
riculture proved to be one important sector where the country has a com
parative advantage, the sector's performance finally faltered in the 1980s,
thereby contributing to recession and stagnation.

Recent Reforms

In 1981, the Philippine government decided to unilaterally liberalize its
trade policies during a five-year period by lowering tariff rates in four phases
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and gradually dismantling the restrictive import licensing system. However,
the implemel!tation of these reforms was interrupted by the severe balance
of-payments crisis in 1983 and 1984. The government was unable to meet
maturing external debt obligations and at the same time finance the coun
try's average imports, and it moved to ration the limited supply of foreign
exchange. Direct controls on the foreign exchange market then frustrated
the import liberalization program.

The tariff reform program was undertaken in four phases. The first
phase covered all commodities with tariff rates of at least 50 percent. The
plan was to lower the rates to 50 percent by 1985. The second phase in
cluded the food processing, textile and garment, leather and footwear, and
pulp and paper sectors. Ten sectors were affected by the third phase: ce
ment, iron and steel, automotive, wood and wood products, bicycles, glass
and ceramics, furniture, domestic appliances, machineries and capital
equipment, and electrical goods. All three phases were initiated onJanuary
1, 1981. For the second and third phases, the majority of these commodities
received a cut of their respective tariff rates. Some of those commodities
that previously had low tariff rates were given high rates as long as the 50
percent peak rate was maintained. This was meant to raise revenue and
lower the dispersion of tariff rates. Finally, the fourth phase of tariff reform
was launched in August 1981 for all the other imports.

The major accomplishments of the tariff reform program were the low
ering of the average tariff rate from 43 percent to 28 percent by 1985, the
reduction of the dispersal of tariff rate levels from a standard deviation of32
to 15 during the postreform period, and the limitation of the bias against
agriculture and agriculturally based exportables. Before the reform, the rel
ative effective protection rate between manufacturing and agriculture was
30 against agriculture; after the reform, the ratio fell to 26. In terms oftraded
goods, the relative effective protection rate was 55 against exportables, most
ofwhich come from the agricultural sector. The ratio declined to 40 with the
new tariff rates. These numbers indicate that where tariffs were binding, the
reform program succeeded in reducing the bias against the agricultural sec
tor induced by tariff policies.32

The import liberalization program also was undertaken in gradual
phases in order to facilitate the structural adjustment process. In 1981, about
262 nonessential or unclassified consumer items were liberalized; 610 items
were liberalized in 1982 and 48 items in 1983. According to plan, another 36
items would have been liberalized by 1984 and 201 in 1985. However, the
foreign exchange crisis in 1983 prevented the implementation of this plan.
The new Philippine government is now debating whether to complete the
dismantling of import controls.

It is difficult to assess the impact of the trade policy reforms on agricul
ture. The system of foreign exchange controls was tightened, thereby blunt-
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ing the positive effects of import liberalization. Given the severitY of the
crisis, it is possible that the current tariff policies might have become redun
dant due to foreign exchange rationing. In agriculture, reforms were in
itiated in 1985 to privatize trading in key agricultural industries. Pressed by
multilateral donor agencies, the Marcos·government agreed to dismantle
the agricultural monopolies and to restore competition and freedom of
entry in the coconut, sugar, and grain industries. The tendency to concen
trate continues to linger in the coconut industry, but the new government
seems committed to preventing such a concentration.

Conclusion

Agricultural development strategies· in the Philippines can be portrayed as
comprising a number of elements. Indirect discrimination against agricul
ture was caused by tariff and nontariff barriers (import licensing, foreign
exchange controls, and discretionary regulations) that favored industrial
sectors. Programs alleged to offset the adverse terms-of-trade effects of im
port substitution, such as agricultural price supports, marketing facilities,
and input subsidies, created additional layers of distortion and oppor
tunities for rent seeking. Agriculture received negative effective protection.
Government control of marketing increased the degree of negative protec
tion. Supply shifters such as irrigation helped keep consumer prices low but
did little to enhance the rents received by more than a few privileged farmers.

Economic policy in the Philippines always has been protectionist and
rent seeking, and agricultural policy is a cohesive part of that strategy. There
can be little doubt that the country's inward-looking policy has played a
major role in its poor economic performance. The Philippines did face se
vere terms-of-trade shocks, but other countries, notablyThailand and Korea,
have faced an even worse erosion of their terms of trade and have continued
to grow at rapid rates. We agree, therefore, that "while international factors
have indeed contributed to the present position, primary responsibility
must be assigned to domestic factors."33

By comparison, the per capita GDP in Thailand has risen from roughly
one-half that in the Philippines in 1960 to slightly more than the Philippine
level today. Specific patterns in the sectoral growth of income also stand out.
In particular, both manufacturing and agricultural exports were leading sec
tors in Thailand while these same sectors were stagnating in the Philippines.
Although Thailand also had high tariff rates, nontariff barrier protection was
much lower.34 Thailand also had a relatively conservative monetary and fiscal
policy, and its policy projects were certainly less glamorous and managed
less corruptly than in the Philippines.35

One could argue that it was precisely the appearance ofrelative political
stability in the Philippines that allowed the Marcos regime to extract such
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fantastic rents. Marcos dominated the Philippines for twenty years with very
little political opposition. As Olson explains in his theory of the state and
economic growth, rent-seeking machinery is only dismantled under dra
matic political change. Under the Marcos regime, rent-seeking mechanisms
acquired a life and power of their own and could not be undermined by the
structural adjustment programs of the World Bank or other agencies. In
deed, it took nothing short ofa political revolution to undermine them. The
new go~ernmentin the Philippines thus brings with it new promise ofhope.

Postscript on Reciprocal Liberalization
Given the theme of this volume, it is tempting to make speculative recom
mendations for mutually beneficial reforms of agricultural policy in the
United States and in the ASEAN countries, including the Philippines. As a
matter of strategy, the most self-defeating approach to cooperation is to de
mand cooperation by the other party. If the United States were to announce
instead its intention to decrease the subsidies to rice and sugar producers,
both as part of its domestic policy for reducing the federal budget deficit
and as an instrument ofstimulating agricultural development, it might help
to change the psychology ofprotectionism and increase th"e probability that
ASEAN and other countries would liberalize their agricultural import
policies. The income effects of agricultural development would stimulate
the importation ofUS. products, especially wheat, livestock, and feedgrains.
Lowering import controls in these latter industries would further increase
US. exports.

The best way to break the negative psychology of protectionism is not
to demand reciprocal liberalization but to stress the rationality of US.
liberalization for US. interests, and let other countries learn by example.
The bottom line is that the United States cannot afford to continue running
huge deficits. Budget deficits cause balance-of-trade deficits and offset capi
tal account surpluses. Deficit spending, whether internally or externally fi
nanced, thus results in huge transfers of financial and real assets to foreign
ers. Acountry that sells its own capital stock can hardly promise sustainable
growth in levels of living to its citizens. US. farm policy continues to be one
of the most wasteful and least equitable aspects of the US. budget. If the
United States is considered to be liberaliZing its agricultural policy not to
exact reciprocal concessions by other countries but for its own good, this
may stimulate other countries to reconsider the high costs of their own dis
tortionary policies.
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Agricultural Developtnent
and Trade: Broadening the
Policy Horizon

George E. Rossmiller
M. Ann Tutwiler

It has become a cliche to say that trade and development are mutually rein
forcing and that U.S. agricultural trade policies can support or undermine
Third World economic development efforts. Yet, although there has been
an increasing awareness of this growing interdependence, it has not im
proved the ability ofu.s. policymakers to design an agricultural trade policy
that enhances both U.S. exports and Third World development.

To a large· extent, the complexity of the linkages between u.s. agricul
tural trade policy and the less-developed countries (LDCs) frustrates efforts
to craft an effective agricultural trade policy. But more importantly, agricul
tural trade policy is buffeted by other, larger forces that move the modern
economy. Exchange rates, interest rates, and debt payments have more to do
with the volume and value of u.s. agricultural trade than does domestic ag
ricultural or agricultural trade policy. The sheer size of international capital
flows in relation to agricultural trade tlows indicates the relative importance
of macroeconomic policies to agricultural trade. To illustrate: In 1982 the
value of the worldwide "agricultural trade was $189 billion, the value of total
trade about $2 trillion, and the value ofworld capital flows approached $40
trillion.

Thus, any effort to formulate an agricultural trade policy that enhances
development must take into account the relationships among the interna
tional financial system, the international trading system, and the macro- and
microeconomic policies of the United States and the LDCs. It is also impor
tant to understand how domestic policies that more directly affect agricul-

SUPR,0rt for preparation of this paper was in part provided by the Economic
Research Service of the U.S. Department of Agriculture. The authors would like to
thank Rachel Sarko for her advice and comments.
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ture in the United States as well as in the developing countries inhibit
development.

In this chapter, we explore these relationships and illustrate how the·
financial, trade, and agricultural sectors have acted on each other since the
mid-1960s, often to the detriment of development and trade. In particular,
we examine several policies in the developed and developing ~ountries that
have wreaked havoc with trade and development efforts in an interdepen
dent economy. In our vie"Y, agricultural policymakers and, more impor
tantly, farmers and farm-state politicians must take a broader view of the
international economy if agricultural trade is to grow and development ef
forts in the LDCs are to succeed.

A Model ofMacroeconomic and
International Linkages to Agricultural Trade

From World War II through 1972, U.S. agricultural exports increased steadily
and slowly at an annual rate of $400 million (in 1985 dollars). This relatively
dependable increase was fueled by population growth and per capita in
come gains in importing countries that pushed their demand for agricul
tural commodities above their ability to produce. During that period, less
than 10 percent of the world's agricultural commodities entered interna
tional trade channels, with a large portion of that trade flowing between the
United States and Western Europe.

In 1973, things changed. In that year alone US. agricultural exports
jumped by $5.7 billion (1985 dollars) and continued to increase by $2.1 bil
lion each year through 1981-five times the historical rate. Then, suddenly,
in 1982, agricultural exports dropped $4.7 billion and have been falling by ,
$1.6 billion a year since then. What made US. exports climb to such historic
heights and then plummet so sharply?

In 1973, policy changes in other countries sent shock waves through
US. agricultural export markets. The Soviet Union decided to buy grain on
international markets, thereby increasing US. exports by more than 8 mil
lion tons in one year. The Organization of Petroleum Exporting Countries
(OPEC) quadrupled the price of oil, which led to a tremendous increase in
international liquidity and an equally large transfer of income from one
group of countries to another. Also in that year the United States decided
that it would no longer be the world's macroeconomic thermostat and sus
pended convertibility of the dollar, with important repercussions for u.s.
agricultural exports. When the world moved from a fixed to a floating ex
change rate system, import prices began to fluctuate with the changing rela
tive prices of national monies. In 1982, the nature and strength of these and
other forces underwent a change that affected US. agriculture very differ
ently. How did all these forces interact to drive US. agricultural exports?
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More importantly, what structural links were created between US. agricul
tural exports and Third World development in the post-1973 period, and
how have these forces affected US. agricultural exports?

It is preferable, in any such discussion, to begin at the beginning. How
ever, in this case, trying to pinpoint the beginning is like unraveling the
Mobius infinity strip. But as we are primarily concerned with how us. policy
might be improved and as US. policy to a large extent defines the economic
rules of the game for the rest of the world, we will begin by examining US.
policy.

Macroeconomic Policies and International Finance in the 1970s

United States. In the early 1970s, US. policy accommodated the oil
price increase with an expansionary monetary policy and a relatively elastic
fiscal policy to lessen the potential recessionary impact of increased oil
prices on the domestic economy. The expansionary monetary policy in
creased the number of US. dollars in circulation, which led to loW; often
negative real interest rates during the 1970s and double digit inflation by the
end of the decade.

These low real interest rates, coupled with a dwindling confidence in
the US. economy, discouraged investors from holding US. dollars. The ex
cess supply and the slow demand for dollars kept the value of the dollar
down relative to other international currencies. This meant that relative to
the products of other countries, US. products were cheap.

Nowhere was this more true than with money itself. During the 1970s,
the real interest rate on loans made to foreign countries was often nega
tive-meaning foreigners in effect were being paid to borrow money de
nominated in US. dollars. Thus, an expansionary monetary policy coupled
with a relatively loose fiscal policy increased the supply of dollars without
increasing the demand for those dollars, and the policy mix moved to push
the value of the dollar down.

Not surprisingly, investors moved out of the dollar, and the United States
experienced a huge net capital outflow during the 1970s. In 1970, net capital
outflow from the United(States was a little more than $9 billion; by 1980, that
figure totaled $86 billion. Much of th~t money found its way to developing
countries that borrowed huge sums from US. banks.

Other Developed Countries. The other developed countries followed
strategies similar to the United States in response to the first oil shock. Like
the United States, they ran loose monetary policies and comfortable fiscal
policies. Like the United States, they experienced relatively high rates of
growth and high rates of inflation. From 1971 to 1975, Europe's economies
grew at an average rate of 3.1 percent; from 1976 to 1980, they grew 3.4 per-
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cent annually. japan's economygrewsomewhat faster at 4.6 percent annually
during the first half of the decade and 5 percent annually during the second
half. The policies pursued by other developed countries reinforced U.S.
policies and contributed to international liquidity, high levels of inflation,
and low real interest rates.

Developing Countries. Macroeconomic policies in the developing
countries also reinforced U.S. policies. Developing countries, particularly in
Latin America, often overvalued their currencies and at the same time pur
sued expansionary monetary policy, thus making it cheaper to borrow
money on the world markets than at home.

In Chile, for example, the exchange rate was overvalued in order to
maintain stable purchasing power in international markets. With Chilean in
flation substantially higher than international inflation, by the end of 1979
the interest rate on dollar-denominated borrowings in Chile fell to a nega
tive 27 percent, while the interest rate on peso-denominated loans was a
positive 22 percent. Such policies encouraged a net capital inflow into Chile
of mostly dollar-denominated loans of $3 billion in 1980 and almost $5 bil
lion in 1981.

These capital inflows tended to finance consumption and imports
rather than investment. In middle-income countries, which received most
of the petrodollar loans, public and private consumption rose 12.1 percent
annually from 1970 through 1981; imports rose by 9.2 percent, and gross
domestic investment rose by 7.5 percent.

Another group of developing countries in Asia followed different mac
roeconomic policies that also encouraged international borrowing. For
exafIlple, the so-called "Gang of Four" (Hong Kong, South Korea, Taiwan,
and Singapore) followed an export promotion strategy that combined an
undervalued exchange rate and substantial foreign borrowing which fi
nanced industrial sector expansion. Long-term capital flows into South
Korea increased from $430 million in 1970 to $3.6 billion in 1981, and short
term capital flows increased from $191 million to $1.1 billion in the same
period. In Singapore, direct investment rose from $93 million to $1.8 billion
between 1970 and 1981; long-term capital flows increased from $47 million
to $113 million; and short-term capital flows increased from $33 million to
$615 million in the same period.

From 1970 to 1981, Hong Kong, South Korea, and Singapore devoted a
larger percentage of their Gross Domestic Product (GDP) to investment
than did other developing or industrial market countries. These three coun
tries also imported far more (as a percentage of their GDP) than did other
developing or developed countries. With these investments and imports the
Gang of Four developed export-oriented industries. In Singapore, exports
rose from $1.5 billion in 1970 to $20.5 billion in 1981. In Korea, exports rose
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from $880 million to $20.9 billion in the same period. Similarly, Hong
Kong's exports grew from $1.11:>illion to $23.4 billion.

Athird group ofdeveloping countries discovered the power ofcoopera
tion in the early 1970s and banded together in a cartel to increase the price
of oil from $3 a barrel to $12 a barrel almost overnight. The OPEC
economies grew at an astounding 9 percent annual rate from 1971 to 1975
and 5 percent annually from 1976 to 1980.

Unlike other developing countries, OPEC nations had small popula
tions and could not absorb all their new wealth without risking substantial
domestic inflation, so they invested it with US. and European banks. Much
of that money eventually wound up in those bargain-basement loans to the
non-oil-producing developing countries.

During much of the 1970s, commercial bank lending to LDCs increased
at a rate ofabout 20 percent annually. In 1970, middle-income countries had
long-term capital inflows of $5.8 billion and short-term inflows totaling $1.9
billion. By 1981, long-term flows reached $61.2 billion, and short-term flows
amounted to $8.6 billion. The external debt of the twenty-one major LDC
borrowers totaled $500 billion.

The macroeconomic policies of developed and developing countries
in the 1970s impinged on the international financial system in a way never
before known in history. The expansionary policies followed by the United
States and other developed countries in response to the first oil shock led to
high inflation domestically, 10Vl, often negative real interest rates, and a weak
dollar internationally. At the same time, many developing countries fol
lowed exchange rate policies that made dollars even cheaper and that en
couraged consumers to buy foreign goods. Simultaneously, OPEC came
along to supply the world with additional liquidity in the form of petrodol
lar deposits in international banks.

This confluence of economic events made the world smaller than any
development in transportation or communications could have. The aban
donment of the Bretton Woods system offixed exchange rates coupled with
a massive increase in international liquidity meant that the health of the US.
economy and the strength of international demand for US. agricultural
products depended on macroeconomic policies in Europe, policy decisions
in Moscow, the price of oil, and exchange rate policies in Latin America.

If any link were to give way, the stage already would be set for collapse
of the international financial system. With developed and developing coun
tries alike expanding their economies rapidly, some with the aid of mis
aligned international exchange rates and many with the sea of liquidity pro
vided by petrodollars and easy monetary policies, runaway inflation and rising
real interest rates in industrial countries began to cause concern. In develop
ing countries, massive capital inflows encouraged by negative or low real
interest rates often financed consumption rather than capital formation, and
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developing country governments began making promises to poor popula
tions that they knew they could not keep. Under the weight of double digit
inflation in the developed countries and rapid economic growth financed
by unsustainable capital flows in the developing countries, the three-legged
stool of domestic, financial, and trade relations began to wobble.

The International7radz'ng System z'n the 1970s
Macroeconomic policies and performance as well as the international finan
cial system affected the international agricultural and industrial trading sys
tem through several channels.

Agricultural Trade. During the 1970s, strong growth in developed and
developing countries alike led· to a ninefold increase· in the value of
worldwide agricultural trade. The rise in international liquidity also fueled
import demand. This was particularly true in the developing countries. Al
though in some ~ases developing countries did invest in infrastructure and
productive endeavors, in many cases the borrowed funds were used to buy
food.

Much ofthis trade was captured by the United States, in part because the
. dollar exchange rate made u.s. products cheaper to foreign consumers.

(With large stocks and substantial idle land, the United States also could re:.
spond quickly to increasing export demand.) U.S. agricultural exports as a
percentage of world agricultural trade rose from 37 percent in 1970 to 54
percent in 1980. In dollar terms, U.S. agricultural exports increased from less
than $20 billion in 1972 to $44 billion in 1981. In 1972, exports to Latin
America,Asia (excludingJapan), and Africa accounted for more than 10 per
cent ofall U.S. exports. By 1981, exports to those countries accounted for 43
percent of all U.S. exports. The dollar values increased from $2.7 billion in
1972 to $18.9 billion in 1981.

Income growth in developing countries coupled with favorable ex
change rates vis-a-vis the dollar increased the demand for imported food as
well as other items. Total developing country agricultural imports increased
from $45 billion in 1972 to $165 billion in 1980.

Industrial 7rade. But trade in agricultural products is only half the
story. During the 1970s, the developing countries found good markets for
their products in the developed countries. Total exports from developing
countries increased from $65 billion in 1970 to $615 billion a decade later.
Strong growth and low unemployment in Europe, Japan, and the United
States meant that few industries tried to restrict WC imports. Furthermore,
the level of exports from LDCs was low enough in this decade that they did
not come up against trade restrictions and did not attract much attention
from competing industries in the developed countries.
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During this period, despite increasing exchange rate instability, world
trade flows grew substantially. Aided by healthy growth and the absence of
protectionist sentiment in the developed world, a number of trade agree
ments were consummated, including the important Tokyoround oftariff re
ductions. Concurrently, after having failed to persuade the developed world
to grant them concessionsfor joining the General Agreements on Trade and
Tariffs (GATT) process, developing countries pursued bilateral and regional
trade agreements and began shifting away from import substitution and to
ward export-promotion strategies.

Microeconomic Policies in the 1970s
Supporting these trade flows were microeconomic policies in the United
States and other developed countries that increased the supply of agricul
tural products and microeconomic policies in developing countries that in
creased the demand for imported agricultural commodities.

US. andEECAgriculturalPolicies. US. agricultural policy in the 1970s
made the United States extremely competitive in the world economy with
reasonable prices, large stocks ofagricultural commodities available for ex
port, and vast areas of idle land that could be brought quickly into produc
tion to meet increasing world demand. This allowed the United States to in
crease its market share dramatically in an increasing world market.

The European Economic Community (EEC) also pursued agricultural
policies that increased exportable surpluses. High internal support prices
encouraged production while high internal food prices kept a lid on con
sumption. To dispose ofsome ofthe resulting excess supply, the EEC offered
export subsidies equal to the difference between the high producer prices
and the lower world prices. During the 1970s, the EEC switched from being
a net importer to a net exporter of cereals, beef, and sugar, thereby increas
ing the supply and depressing the price of agricultural commodities on the
world market.

Developing Country Policies. On the demand side, a number of de
veloping countries used their borrowed funds to purchase groceries, but
increased food purchases were not the result only of a cheaper dollar and
additional funds. Quite a few developing countries· followed agricultural
policies that kept food prices low to· urban consumers. Low food prices
dampened incentives for subsistence farmers to increase their production
to sell to urban markets. With domestically produced lood supplies in
adequate and foreign food inexpensive, urban consumers in developing
countries ate US. wheat.

Strong demand for US. exports, which was fueled more by a cheap dol
lar, stimulative macroeconomic policies, and international liquidity than by
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increases in population growth and income-producing investment, encour
aged US. farmers to bring idle resources into production. The valueoffarm
marketings increased from $50.5 billion to $143 billion during the 1970s.
Investment in agriculture, encouraged by negative real interest rates, in
creased from $6.7 billion in 1970 to $17.9 billion in 1980. Land values soared,
and on the basis of that collateral, US. banks lent $128 billion to US. farmers
between 1970 and 1980. Net farm income doubled in the 1970s, rising from
$14.4 billion in 1970 to $32.3 billion in 1979.

Macroeconomic Policies and International Finance in the 1980s

United States. In 1979, OPEC served the world a second oil price in
crease. By this time, the United States was faced with double digit inflation.
It responded to the oil shock with a contractionary monetary policy de
signed to wring inflation out of the economy; this policy was accompanied
by an expansionary fiscal policy that saw the federal budget deficit move
from $345 billion in 1980 to $139 billion in 1985. Europe followed suit with
a tight monetary policy but also a tight fiscal policy.

As the supply ofdollars printed by the US. government declined and as
the demand for dollars by the government increased, interest rates rose.
High rates and the underlying strength ofthe US. economy attracted foreign
capital and thus increased the value of the dollar exchange rate vis-a-vis
international currencies. In 1975, for example, the French franc was worth
23 cents. By 1984, its value had fallen to 11 cents, making US. products twice
as expensive for the French. On a trade-weighted basis, the value of the dol
lar increased 44 percent between 1973 and its peak in the first quarter of
1985.

Other Developed Countries. Other developed countries were forced
to follow the US. lead and maintain high interest rates to attract investors.
Tight monetary policies led to money market rates of 16 percent in England
in 1980, 15 percent in France in 1980, and 12 percent in Germany in the same
year. These figures were several points higher than normal levels and were
historically high in real terms; still, the developed countries experienced
capital outflows. In 1981, capital outflows approached $6 billion from France
and $10 billion from the United Kingdom.

The increase in interest rates and restrictive monetary policies hurt the
developed economies and sent them into the deepest recession since the
1930s. In 1982, industrial production in the United States andWest Germany
was 5 percent less than 1980. In Canada it was 11 percent less than the 1980
level. Also in that year, unemployment reached 9 percent in the United
States, 11 percent in Canada, 8 percent in France, and almost 12 percent in
the United Kingdom.
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Developing Countries. The increase in worldwide interest rates and
dollar exchange rates in the early 1980s had severe repercussions for those
developing countries that had borrowed heavily in the 1970s. Because the
bulk of their debt payments were denominated in dollars, with the interest
rates pegged to the u.s. prime rate or the London interbank borrowing rates
(LIBOR), many saw their debt service payments skyrocket. Suddenly, a
number ofcountries were unable to repay the interest on their debts, much
less the principal.

To avoid default, these countries-Mexico, Brazil, Poland, Argentina, to
name a few-sat down with their international bankers to renegotiate their
debt payments. As part of the rescheduling process, the banks required the
debtor countries to adhere to austerity plans drawn up by the International
Monetary Fund (IMF). These often called for a set of restrictive mac
roeconomic policies that forced debtors to devalue their exchange rates, cut
their imports, and contract their fiscal and monetary policies. With bank
lending slowing· to a trickle, beginning in 1982, the debtor LDCs experi
enced a net outflow of capital. Yet, even with these repayment schedules,
LDC debt by the end of 1986 is expected to stand at $1 trillion.

The internfltional finance leg of the three-legged stool was bending
under the pressure of higher real interest rates and a soaring dollar. Debt
that was denominated in dollars suddenly became very expensive, and the
developing countries were forced to increase dramatically their exports and
drastically decrease their imports, moves that affected the other two legs of
the stool: domestic economies at home and abroad and trade flows.

The International1rading System in the 1980s

US. Agricultural and Industrial Trade. The international trading sys
tem felt the impact of these policy changes after a lag. Although U.S. agricul
tural exports peaked in 1981, the rate of increase already was slowing. By
1985, U.S. agricultural exports were down $10 billion.

In part, demand for U.S. commodities fell because of the high dollar,
but the decline also was caused by falling per capita incomes in the develop
ing countries. Although LDC incomes (in terms ofGross National Product
GNP) had risen 6 percent annually during the 1970s, they increased by only
1.4 percent in 1981,0.9 percent in 1982, and 0.4 percent in 1983. IMF austerity
programs, which required sharp cuts in imports, also hurt demand for U.S.
food and industrial products.

At the same time as demand for U.S. products was declining, U.S. de
mand for foreign products was increasing. The overall balance of trade on
goods and services fell from a positive $8.9 billion in 1980 to a negative $95
billion at the end of 1984. By the end of 1985, the trade deficit topped $150
billion. The trade deficit was financed by a tremendous inflow of capital
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from overseas; in 1984 capital int10ws· from abroad exceeded u.s. invest
ment overseas by $95 billion. In early 1985, the United States became a net
debtor.

Developing Country Foreign Exchange Earnings. An equally impor
tant factor hampering U.S. exports was the decline in developing countries'
foreign exchange earnings. Hardest hit were countries exporting basic com
modities and raw materials, whose export earnings fell in the face of low
commodity prices caused by weak demand. Africa's export earnings rose
from $12.9 billion to $94 billion between 1970 and 1980. Since 1980, export
earnings have fallen to $62 billion. In Latin America, export earnings rose
from $15.9 billion in 1970 to $108.2 billion in 1981; after falling to $975 bil
lion in 1982 and 1983, export earnings in 1984 have recovered to their 1981
levels.

Two individual countries are illustrative of these trends. In 1980, ex
ports ofgoods and services from Argentina increased at an annual rate of 26
percent. Argentine exports fell 75 percent in 1981 and another 75 percent
in 1982. Chile's exports rose an average of 28 percent annually from 1976 to
1980, then fell 45 percent in 1981 and 1982. In Chile's case, the decline in
export earnings-induced by falling copper prices-was exacerbated by
the country's exchange rate policy. The Chilean peso is pegged to the U.S.
dollar, and as the dollar appreciated so did the peso. This reduced Chile's
competitiveness and Chile's ability to export copper to industrial countries.
What foreign exchange remained after these declines usually went to pay
interest on international debt, not to purchase U.S. wheat and corn.

There is evidence to suggest that without the U.S. trade deficit the de
veloping countries would be under more stress than they already are. Ac
cording to the Annual Report of the President, the U.S. balance of trade with
six high debt Latin American countries has fallen from a positive $4.4 billion
in 1981 to a negative $20.6 billion today. Our purchases from these countries
are helping to repay some of their debt to U.S. and European banks.

Microeconomic Policies in the 1980s

us. Agricultural Policies. The U.S. farm sector, like the LDCs, had
taken on debt in anticipation ofa strong future. Total agricultural debt in the
United States reached about $220 billion by 1985. With the fall in exports
and simultaneous rise in U.S. interest rates, the farm sector came under se
vere economic stress trying to r~pay those loans.

U.S. farm policy did not help matters. The policies that helped farmers
in the booming market of the 1970s hurt them in the sagging market of the
1980s. Based on expectations of double digit inflation that did not materialize,
loan rates supported prices at a lev~l far greater than the depressed world
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market was willing or able to pay. Farmers sold their crops to the u.s. govern
ment High loan rates, coupled with an expensive dollar, supported world
prices and encouraged foreign competitors to increase production.

As U.S. farmers saw the agricultural trade surplus fall from $26.6 billion
in 1981 to approximately $10 billion in 1985, they began demanding protec
tion from imports and from competition in third world markets. At the same
time, a budget-cautious government increasingly resorted to import quotas
to keep costs down and protect domestic policies. u.s. policymakers shifted
the burden of adjustment away from the domestic market and into the inter
national market.

Despite the rhetoric, the 1985 farm bill does not represent a fundamen
tal departure from this strategy, although it does retool some policies in an
effort to make u.s. products more competitive on world markets. The 1985
farm bill makes u.s. commodities, not u.s. farmers, more competitive. The
burden of adjustment still falls on the international market, as falling U.S.
loan rates bring down world prices. It also falls on the U.S. budget, as stable
target prices and falling loan rates increase deficiency payments to .farmers.

Since the Great Depression, U.S. farm policies have been determined
by domestic political and economic considerations, and the financial health
of farmers was dependent on these policies. But after 1973, u.s. farmers be~

came irrevocably dependent on the level of u.s. exports as welL As soon as
farmers in the United States expanded their acreage based on expectations
of increased exports, their financial health became tied up with the health of
the rest of the world economy, with exchange rates, interest rates, interna
tionalliquidity, and the level ofGDP in Argentina, Chile, and South Korea.

When world demand was strong, loan rates had no effect on world
prices, and agricultural price policy was irrelevant to the well-being of the
u.s. farmer. But when demand fell in the 1980s, the 1930s farm policies did
not perform well for u.s. agriculture because they supported u.s. commod
ity prices greater than the world market prices. These policies developed
with a domestic, or "closed economy," perspective and in many cases have
been counterproductive in the international environment.

EECAgn'culturalPolicies. Like the United States, the EEC did not alter
its policy path when conditions changed in the 1980s. Higher world prices,
coupled with an expensive dollar, raised world price levels and lowered the
cost of EEC export restitutions, and the EEC was able to increase its exports
without substantially increasing its costs. U.S. wheat exports declined 6.7
million metric tons between 1981 and 1985, while EEC exports ofwheat in
creased by almost one-half that.

Developing Countries, The debt crisis forced many LDCs to follow aus
terity plans that affected their ability to support microeconomic policies. In
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some cases, these cutbacks are having severe repercussions. Subsidies for
many necessities like gasoline, fertilizer, and electricity had to be reduced.
Foreign exchange shortages have cut into imports ofspare parts and replace
ments, thereby severely hurting productivity. In other cases, austerity has
forced many LDCs to become more export oriented and to exploit their
comparative advantage.

Although in the longer term these policies should put LDCs on a growth
track, the short-term costs can be quite high. In the long term these policies
also should increase LDC imports of food from the United States and other
countries, but in the short term LDC food imports will likely stagnate.

It should be clear from the preceding discussion that national economic
policy decisions have fundamental impacts on the international economy,
on other national actors, and on the agricultural sector. Yet because these
policies are determined according to the dictates of national economic and
political necessity, their international ramifications are seldom, if ever, con
sidered. National policies are made in a vacuum, even though their effects
may boomerang through the international economy and end up hurting the
very country that initiated them. Conversely, agricultural policy is deter
mined with little appreciation for exchange rates, capital flows, or debt re
schedulings.

In the second half of this chapter, we look at a number of policies---,
industrial, developmental, and agricultural-that are pursued by de
veloped and less-developed countries alike and that impair agricultural
trade and development.

Counterproductive Policies

There exists a whole range of industrial country trade restrictions that im
pede economic development in the LDCs and eventually impede U.S. ag
ricultural exports.

Import Restrictions

Textiles. One such restriction is the Multi-Fiber Arrangement (MFA),
which effectively restricts the quantity of textiles from LDCs that may be im
ported into developed countries. The MFA is a series ofbilateral agreements
between industrialized countries and textile-producing developing coun
tries that-allows developed countries to limit imports ofspecific textile prod
ucts when those imports threaten domestic production.

The MFA creates economic distortions in both importing and exporting
countries. Textile quotas permit the textile-importing country to commit
more resources, both labor and capital, to its textile industry than might
otherwise be warranted under a more liberalized trading regime. Textile
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quotas also raise the pric~ of clothing to consumers in importing countries
by restricting the supply of apparel available on the domestic market.

In exporting countries, textile quotas limit the size of the textile market
and force textile industries to operate at less than full capacity. They also en
courage countries such as China to invest in noneconomic raw materials
such as ramie in order to circumvent quota restrictions. Textile quotas also
decrease demand· for u.s. cotton exports-about one-quarter pound for
every pound of imported cotton fabric the United States prohibits. More im
portantly, quotas limit the capacity of textile-producing iDCs to earn foreign
exchange with which to buy U.S. agricultural commodities.

It should be noted that textile-producing countries are, by iDC stan
dards, relatively high-income countries that are just at the stage of develop
ment where they are rapidly increasing food (and especially protein) con
sumption and are trading actively with the United States. Recent legislative
efforts in the United States to tighten (in effect, kill) the Multi-Fiber Agree
ment will serve to constrain further the textile-producing nations' ability to
sell to and thus buy from the United States.

Steel. Another product that illustrates the relationship between trade
and development is steel, and here an anecdote is useful. In 1980, Brazil
began to modernize its steel industry, with encouragement and money from
developed countries. By 1984, Brazil had developed what is probably the
world's most modern, technologically advanced, efficient steel industry and
was ready to produce large quantities of steel for export. However, with
overcapacity in their own steel industries, the developed countri~s all
balked. In fact, the United States (among others) steadfastly refused any addi
tional imports of Brazilian steel and threatened to impose quotas unless
Brazil agreed to voluntary restraint agreements.

Once again, the developed countries cut off their noses to spite their
faces. Brazil is one of the largest Third World debtors. It is also an important
customer of the United States-in fact, its third largest wheat customer. In
1984, Brazil bought $26 billion worth of U.S. agricultural products. If Brazil
is to continue to be a good customer, Brazil must have markets in which to
sell steel and other products for which it is a low-cost producer.

US. and EECAgricultural Policies

Sugar Policies. Anumber of U.S. and EEC agricultural policies inhibit
LDC development, but the most prominent examples are those policies for
sugar. The story starts with the European Community's Common Agricul
tural Policy (CAP). The CAP established a producer price for sugar that pro
vided incentives for rapid expansion of sugar production within the Euro
pean Economic Community. By 1981, domestic sugar production, plus imports
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from the Mrican, Caribbean, and Pacific countries (which are guaranteed
preference under the Lome Conventions) created a huge surplus of sugar
within the EEC. In 1981, the EEC dumped 4 million metric tons of sugar on
the world market, thereby severely depressing the world market price.

In the meantime, the powerful sugar lobby in the United States was
pushing for a "sweet" sugar program. It obtained a guaranteed producer
price of 18 cents per pound, three to six times the world market prices. By
April 1982, the duty and fee system used to sustain the US. support price was
not sufficient to keep out cheap imported sugar without massive purchases
of domestic sugar by the Community Credit Corporation. The secretary of
agriculture, not wanting to make such purchases, asked the president to im
pose quotas on sugar imports.

In the first year of sugar import quotas, allowable imports were only
slightly less than those of a year earlier. Because the import fees were re
duced, countries with a right to export to the United States benefited from
high US. prices. However, the high US. domestic price of sugar created in
centives for rapid increases in the production ofsugar substitutes, especially
corn sweeteners, thereby threatening to increase the excess supply ofsugar
on the domestic market. In 1985, the sugar quota fell to 1.85 million tons,
and some observers believe that in the next two to three years the United
States will have to prohibit all sugar imports in order to maintain domestic
prices.

The effect of these quotas on world sugar prices is obvious. The US.
import price of sugar was 21.74 cents per pound in 1984; the EEC support
price was 16.04 cents per pound. The price of sugar in the Caribbean stood
at 5.2 cents per pound in 1984.

US. and EEC sugar policies also have exacerbated trade tensions regard
ing corn gluten feed, with important repercussions for developing coun
tries. Corn gluten feed is a by-product in the production ofcorn sweeteners
and presently commands a relatively high price in the EEC as a substitute for
corn and soybeans in the feed ration for livestock. Corn gluten feed is im
ported into the Community at "zero tariffbinding," meaning the Community
does not collect a tax on imports, creating an irritating situation for the EEC.

The EEC argues that much of the corn gluten feed winds up as dairy
feed rations, thus exacerbating the dairy surplus problem in the EEC. The
United States, on the other hand, argues that imposing quotas or tariffs on
corn gluten feed would set a precedent for eventually setting restrictions on
soybeans. Although in some ways the corn gluten feed issue is a "tempest in
a teacup," it easily could add fuel to the ongoing trade fire and result in in
creased trade restrictions and/or increased export subsidies.

The combined effect of the European and US. policies has been to de
press the price of sugar on the world market, to destabilize prices, and to
restrict export markets for LDC sugar. This has had a devastating impact on
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sugar-producing developing countries and has limited both their foreign ex
change earnings and their ability to import. Caribbean sugar prices have fal
len from 28.67 cents per pound in 1980 to 5.2 cents per pound in 1984. Over
all export earnings (which include other products as well as sugar) for
Caribbean sugar-producing nations have fallen by approximately 10 to 15
percent in the same period.

The United States and European sugar policies also distort comparative
advantage and force U.S. consumers to spend approximately $2.5 to $2.9 bll
lion more each year on sugar than they otherwise might spend. Of that, $1.6
to $1.8 billion is transferred to domestic sugar producers and $0.5 to $0.66
billion is transferred to countries holding import quotas. The rest, approxi
mately $500 million, is simply lost to the economic winds.

AgriculturalExport Subsidies. Subsidies also affect development. The
impact of the subsidy depends on the nature of the subsidy and on who is
doing the subsidizing. All countries subsidize agriculture to one degree or
another. In the broad sense of the term, a subsidy may be defined as any
government program that directly or indirectly lowers the market price of
an input or of a final product.

When wheat is subsidized, the price of bread to consumers does not
reflect the full cost.ofproducing wheat and is lower than it would otherwise
be. So, the quantity of bread demanded by consumers is greater than it
would otherwise be. The farmers, viewing the subsidy plus the price re
ceived as their return, commit more resources to wheat growing than they
would if there were no subsidy.

As wheat production increases under a subsidy, the price of bread falls,
thus making it difficult for other nonsubsidizing bakers to stay in the market.
That may seem all well and good for the subsidized wheat farmer until he
realizes that that out-of-business baker was an important customer.

Subsidies most often are justified on political and social grounds, such
as food security, economic development, income redistribution, rural settle
ment, or international market share gain. Aside from the infant industry ar
gument (which is valid for some developing countries), there is little eco
nomic justification for subsidies because they introduce so many economic
distortions, the most important ofwhich is the misallocation of resources to

production and the misguided incentives to overconsumption.
Of all forms of subsidy, export subsidies are probably the most directly

linked to economic development. Export restitutions by the European Eco
nomic Community and export credit programs, export payment-in-kind
programs, and other direct export enhancement schemes directly or indi
rectly depress the price of agricultural goods on international markets. To
the extent that these artificially depressed prices are reflected in the domestic
economies of LDCs, they signal LDC producers to allocate fewer resources
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to agriculture than would be appropriate, and they signal consumers to buy
their food on world markets instead offrom possibly more efficient domes
tic producers.

Sometimes the specific way in which an export subsidy is administered
can adversely affect development. For example, the US. GSM-I02 export credit
guarantee program encourages countries to take on debt in order to buy
food and has· probably contributed to the debt burden of many LDCs.
Mexico could save foreign exchange by purchasing grains from other, less
expensive suppliers. However, Mexico's foreign exchange shortages and
large debt service requirements have made grain imports under US. credit
guarantees attractive despite higher prices. Thus, GSM-I02 funds have pro
vided Mexico with short-term balance-of-payments support but in the
longer term have increased Mexico's overall debt burden.

The GSM-I02 and other credit programs also rob developing countries
of their export markets. For example, Argentina lost a wheat sale to Brazil, a
long-time customer, when the United States offered Brazil wheat on credit.
A recent evaluation of the GSM·J02 program completed by the Foreign Ag
ricultural Service (FAS) suggests that should the United States discontinue
the program in Chile, Argentina would be able to enhance its market share.
Credit programs have forced countries like Argentina, who can only sell for
cash, to seek export markets where the United States does not offer such
credit packages. The FAS study concludes that the GSM-I02 program has not
expanded the US. market but has helped the United States retain or expand
its market position in targeted countries.

The cost of these programs to developing countries has been to disrupt
traditional and efficient trade ties and force these countries to seek other
markets where they can sell for cash, at a discounted price, in order to com
pete with subsidized US. credit or credit guarantees. Thus, it appears that
these credit programs have not increased US. market share significantly;
rather, they have shifted trade flows around and moved prices lower, to the
detriment of developing countries.

The PL-480 program donations, although not a direct subsidy, can lower
food prices enough to depress producer incentives. The program has
humanitarian, foreign policy, and market development objectives, although
the primary and original objective was surplus disposal. Under PL-480 Title
I, the long-term concessional sales title, usual marketing requirements must
be certified (an assurance the recipient country will not be substituting PL
480 commodities for commodities that they would otherwise purchase com
mercially). Charges often are made that since it is difficult, if not impossible,
to target and isolate recipients of the program-the needywho cannot trans
late that need into effective demand in the marketplace-it increases market
supplies and thus depresses prices in the recipient country. To the extent
that this is true, it will provide disincentives to domestic producers in recip
ient countries andlead to underallocation of resources in agriculture.
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Under Title III, TitleI loans are forgiven when the local currencies gen
erated are used for development purposes, and under the newF90d for
Progress program commodities are donated when the recipient country
agrees to move to more market-oriented policies. If not carefully adminis
tered,· these programs may distort the market in the short term, but if the
development projects or market-oriented policies are carefully designed
and implemented, the longer-term effects should be positive for agricultural
development.

Finally, targeted export enhancement programs have heightened politi
cal tensions between the United States and the EEC and could lead to an
all-out trade war between these two economic elephants, thereby further
depressing world prices and further lowering export earnings of many de
veloping countries.

Macroeconomic Policies
As indicated earlier, the recent combination ofUS. macroeconomic policies
has been particularly painful for the LDCs and has contributed to the decline
in US. agricultural exports. The recent fall in the value ofthe dollar and inter
est rates should ease debt repayment problems as well as promote develop
ment and US. exports. The decline in the U.S. dollar might also help the ex
ports of those countries, such as South Korea, whose currencies are pegged
to the US. currency.

DevelopmentAssistance Policies and Support
The type of Third World development policies that should be pursued de
pends quite fundamentally on how the process of development occurs.
Since 1945 and the Marshall Plan, the US. understanding ofthe development
process has undergone several evolutions. At first, the United States as
sumed development meant technology and focused its efforts on bringing
the fruits of modern technology to a "primitive" world. We look back sadly
on the dinosaurs of development-the dams ready to produce electricity
for people who have no lightbulbs, the sophisticated research stations next
to fields of subsistence farmers, the international airports for countries with
one plane. We waited for development to "trickle down."

The second stage in the evolution of US. development philosophy saw
development in terms ofbottlenecks, and the United States sought to stimu
late certain sectors, be it energy, roads, or irrigation. Once again, the United
States left behind many useless monuments. In a third change, the United
States sought growth with equity and focused on basic human needs, partici
pation, and self-help strategies. Indeed, babies were now born who would
have died ten years earlier. The problem was that food production did not
keep pace with population growth, and those babies grew up under
nourished.
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Today there is increasing recognition that an important, indeed neces
sary, part of economic development is the development of agriculture. In
order for countries to progress, they must be able to draw resources out of
their agricultural sector and into the industrial sector. This will occur only
when farmers begin producing more food than they can eat themselves.
Once this happens, labor and resources will be released from agriculture
into the industrial sector, and surplus production in either sector can be
traded for products that cannot be produced domestically.

The agricultural sector provides an important market for the products
of the nonagricultural sectors, such as clothing, household goods, and farm
imple~ents. With the money earned by the nonagricultural sector, tailors,
merchants, and hardware store owners can buy more, better quality food
from farmers. So as resources become more productive, they create more
value added, thereby increasing per capita incomes. Eventually the in
creases in per capita incomes translate into improved diets.

This focus on agricultural development is changing the face ofdevelop
ment assistance. There is now a shift away from project lending and toward
policy-based lending. Development assistance is beginning to help develop
ing countries bring their economies through the transition from distorted
to more market-oriented policies that will provide farmers with appropriate
incentives to produce.

A key part of this development strategy is trade. There are two reasons
why trade is important. First, developing countries have too few resources
to waste on producinggoods in which they do not have a comparative advan
tage. It is preferable for them to specialize, to whatever extent possible, in
producing those goods each country can produce efficiently and trade with
other countries for those goods that cannot be produced efficiently on the
domestic level. For this to work, it is critical that the economies of develop
ing countries be open and follow market price signals and that these
economies operate with a liberal trading system. Second, once a population
shifts from a predominantly starch diet to a protein diet, few countries have
the agricultural capacity to fulfill the demand for the necessary feedgrains,
foodgrains, oilseeds, and other products required by a growing population
with increasing incomes. Eventually, higher-income LDCs must import food
from countries such as the United States.

Domestic commodity groups often charge the United States Agency for
International Development (AID) and the World Bank with helping LDCs
compete with the United States, and in the short term this is true in some
cases. For example, the United States helped Brazil develop its soybean sub
sector, which competes with u.s. soybean exports. But with the foreign ex
change earned from sales of soybeans, Brazil has become a significant trad
ing partner of the United States. In 1981, Brazil bought $843 million in U.S.
agricultural products and is its third largest wheat customer. South Korea,
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which has no comparative advantage in agriculture to exploit but does have
a comparative advantage in textiles, electronics, and small automobiles,
bought $2.1 billion in groceries from the United States in 1981. Increased
incomes in South Korea have translated into increased U.S. exports to that
country. Since the advent of the debt crisis and world recession, Brazilian
imports have fallen to $437 million and South Korean imports to $1.2 billion
in 1984.

It is in the interest of the United States and other industrialized coun
tries to do whatever they can to help IDCs improve their agricultural sectors,
including promoting freer trade and increased funding for development ef
forts. AID recognizes that developing countries must become agriculturally
self-reliant. This means that LDCs would develop their agricultural sectors
in those areas where they held a comparative advantage and import other
agricultural requirements with the foreign exchange generated by more effi
cient enterprises. But AID's wishes cannot be translated into tangible u.s.
policy when u.s. producers demand protection and are unwilling to allocate
money to fund development.

Unfortunately, political pressures in the United States make it difficult
for commodity groups, and hence members of Congress, to support
liberalized trade and increased funding for the IMF, the World Bank, and
AID. Unfortunately, the type of development that is needed is going to be
much more difficult, painstaking, and labor intensive than building dams in
the desert.

Developing Country Policies
The developed countries are not solely responsible for the poor progress of
LDCs. The LDCs· themselves must share some of the blame. As has been
pointed out, instead of investing the monies lent them by international bank
ers, many LDCs bought food, postponed needed adjustments to higher oil
prices, and put off until tomorrow what they wen~ unwilling to face today. It
is dear that money is not enough. In the past, many LDCs used borrowed
money to pursue policies that undermined development efforts. All the
money in the world will not buy prosperity ifLDC policies are not support
ive ofagricultural development.

Food Pricing Policies. Many developing countries have followed pric
ing policies that keep food prices low to urban consumers. But by depres
sing prices for agricultural goods, food pricing policies depress incentives
for farmers in rural areas to increase their production, invest in new technol
ogy, or invest additional hours in tilling the fields.

In many African countries, food prices to urban consumers are too low
to compensate the farmer (or market agent) enough to bring his (or more
often her) produce to market. Inadequate compensation not only limits the
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amount of domestically produced food available in urban centers, but also
diminishes the incentive to improve roads and railways or to invest in trucks
or railcars.

The short-run effect of these policies usually is to increase a country's
food imports. In the longer term, these policies tend to exacerbate income
distribution problems by lowering the incomes of farmers relative to their
urban cousins. Rapid rural to urban migration occurs and creates socio
economic and political problems for the national government. Usually there
are no jobs available for these uprooted farmers; instead of becoming pro
ductive farmers or workers, they become a drain on the national budget and
a picture ofhuman misery. In the end, these policies can reduce a country's
ability to either feed itself or pay for imported food.

What has happened in Zambia is a good example ofsuch deterioration.
There, the rural-urban terms of trade (in barter terms) deteriorated from a
base of 100 in 1965 to 35 in 1979. The rural producer had to market three
times as much in 1979 as in 1965 in order to purchase the same amount of
urban goods. Part of this shift is a result of subsidies, especially on maize
meal. The government purchases maize from farmers at a fixed, uniform
price, and the maize is resold to urban consumers at a subsidized price.
Since the early 1970s, the rate of rural-urban migration has increased,
thereby exerting pressure on employment in the formal and informal sec
tors and lowering incomes in the cities. Overall, Zambia's food imports have
risen since 1973.

Investment and Credit Policies. In an effort to spur investment many
developing countries subsidize interest rates. Usually these policies are
counterproductive. Subsidized interest rates hurt development in a number
ofways. Low rates underprice capital and encourage firms and farms to em
ploy capital instead of labor, thereby limiting the benefits of growth to the
owners of capital. Subsidized rates also discourage savers, thereby limiting
the capital available for investment in new technology, new businesses, and
improved infrastructure. Subsidies also encourage investment in oppor
tunities that may not be economically productive-that is, the investor does
not need to achieve high returns in order to repay his or her investment, so
the economy does not benefit from the most productive use of its resources.
Finally, subsidized rates encourage banks to ration their limited capital to
less risky (read "larger") farmers and businesses that are more likely to sub
stitute capital for labor. For example, in Ecuador the interest rate on com
mercial paper in 1976 was 8 percent less than the prevailing rate of inflation.
Low legal lending rates have rationed long-term credit and encouraged
banks to hold substantial reserves rather than lend out funds for the low
returns available in the market.
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Exchange Rate Policies. Exchange rate policies also can be counter
productive to development efforts. In the 1970s, many developing coun
tries, especially those in Latin America, followed import-substitution
strategies. Under this development strategy, LDCs set up high levels of pro
tection from imported goods in order to develop their own industries,
which would eventually produce goods domestically to substitute for im
ported goods. The primary result of this strategy was often an overvalued
exchange rate.

.For example, from 1978 through 1981, Mexico increased public expen
ditur~s and encouraged private expenditures to generate employment and
improve living standards. Although these policies succeeded in increasing
real per capita GNP by 25 percent, the dramatic growth in demand for goods
and services placed the economy under extraordinary inflationary pres
sures. Instead of cutting public expenditures (a politically difficult ac
complishment even in wealthy countries), Mexico overvalued the peso, thus
making imports cheaper. The overvalued exchange rate calmed inflationary
pressures because imports were less expensive and domestic companies
that competed with those imports were forced to match the import price.
The overvalued exchange rate also allowed the Mexican government to bor
row cheaply in international capital markets when oil revenues fell off and
the Mexican government could no longer finance its expenses domestically.

The exchange rate policy undermined the import-substitution policy,
distorted domestic production, and penalized industries that competed
with cheaper imports as well as exporting industries, like oil. Eventually,
many firms in these industries were forced out of business, which did per
manent damage to the Mexican economy.

Sometimes exchange rates inadvertently can undermine rural-urban
terms of trade. For example, when the price of oil rose in the 1970s, In
donesia experienced rapid inflation as oil dollars flowed into the economy.
Internally, each rupiah was· worth less than it had been a year earlier, but
externally, the rupiah's value against the dollar did not change. Thus, the real
value of the rupiah vis-a-vis the dollar appreciated by 50 percent due to rela
tive differences in the rates of inflation between the United States and In
donesia. Although policy itself had not set an overvalued exchange rate, the
high international exchange value ofthe rupiah reduced Indonesian agricul
tural competitiveness in world markets, thus hurting agricultural productiv
ity and incomes.

Summary and Conclusions

For a chapter meant to focus on U.S. agricultural trade policies and Third
World development, we have painted a broad canvas. But it is clear from the
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foregoing discussion that a narrow approach is outdated at best. Since 1973,
when capital flows surged and trade became increasingly dependent on the
international financial system, the world has become irrevocably inter
twined. Decisions made by one actor affect others, and policies im
plemented in one sector reverberate to other sectors. Consequently, agricul
tural policymakers who want to improve U.S. agricultural trade can no
longer be content with trying to influence target prices and loan rates or to
develop a new export enhancement program or revise the PL-480 program.
What sorts ofpolicies, then, should the agricultural community and agricul
tural policymakers promote?

1. The agricultural community should promote economic develop
ment efforts through' bilateral and multilateral institutions such as the
Agency for International Development and the World Bank. It is especially
important that aid be devoted to self-sustaining and productive projects that
increase the incomes of a broad segment of the population. Instead of op
posing increased funding for these institutions, the agricultural community
should lead the way for further support.

2. The agricultural community should recognize its stake in finding a
solution to the debt problem. Until the debt problem is resolved, some of
the wealthier developing countries that buy U.S. agricultural commodities
will be spending all their surplus foreign exchange on interest payments,
not imported food. Thus, it is in agriculture's interest to support efforts to
reduce the debt burden. This includes supporting increased allocations to
the International Monetary Fund.

3. The agricultural community should work for a more liberalized trad
ing system, not only in agricultural commodities but also in industrial prod
ucts, through the next round of the Multilateral Trade Negotiations and
through bilateral negotiations. It is clear that if LDCs do not have a market
for their products, they cannot buy U.S. farm or industrial products.

4. The agricultural community should support increased technical as
sistance in all areas ofdevelopment, especially in developing the capacity of
LDCs to perform policy analysis. It is important that the LDCs develop their
own institutional capacity to assess and direct their economic destinies.

5. The agricultural community should encourage policymakers to
work toward an amicable solution to the trade tensions between the United
States and the EEC. A trade war between the world's economic giants will
benefit no one. What is needed are quiet, high-level discussions between
decisionmakers in the United States and Europe, not inflammatory head
lines and rhetoric.

6. Similar quiet diplomatic efforts should be encouraged in the mul
tilateral arena as well. Although publicity and rhetoric are de rigueur in inter
national negotiations, they do not necessarily produce the desired results.

7. The agricultural communityshould learn patience. The international
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environment has improved since the early 1980s, but in the short run there
is little chance that macroeconomic forces will improve the export picture
for u.s. agriculture.

Declining oil prices and falling commodity prices, although benefiting
consumers, have severely damaged the economies of several of the larger
u.s. trading partners, thus making it unlikely that they will become larger
markets for us. agricultural products. The austerity programs imposed as a
precondition to debt rescheduling also promise to dampen LDC economic
growth and hence the demand for us. commodities. Although the fall in the
dollar may provide some boost to us. exports, it probably will not do so as
soon and as much as us. farmers would want. Increased demand for ex
ports usually lags behind a fall in the exchange rate by eighteen months or
more. Given that the currencies of some of the larger us. trading partners
in the developing world are pegged to the dollar, u.s. products have not be
come cheaper for them.

Finally, the debt picture has improved, but the international financial
system is not out of the woods yet. A number ofcountries will need to come
back to the IMF and their international creditors to reschedule. There are a
number ofother countries that are not in difficulty but are beginning to pile
up considerable international obligations.

The important indicators are moving in the right direction, but they are
not moving quickly. US. exports will recover but not rapidly and not to the
high levels of the 1970s. When 1986 and 1987 exports do not fulfill expecta
tions and when developing countries begin to develop and compete with
us. exports, some groups will find the present policies wanting and will
push for greater subsidies and protection. As tempting as it is to reach for
export enhancement programs and subsidies, the US. farm communityshould
refrain. Altering domestic farm policies will not change the us. agricultural
export picture. US. agriculture must wait for a healthy international environ
ment and then be able to compete in the world market. Export enhance
ment programs and subsidies, when coupled with the 1985 farm bill, cur
rently are buying the United States more hostility than customers and in the
longer term will only ensure smaller markets and poorer customers.
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D. GaleJohnson

It is all too rare in discussions on agricultural trade to hear u.s. policymakers
give balanced attention to U.S. import as well as export policies. Yet agricul
tural and trade policies affect both exports and imports. As is well known,
although generally ignored in policy discussions, in the long run the value
ofa nation's exports must be about the same as the value of its imports. Con
sequently, there should be some recognition that there is a relationship be
tween u.s. imports of agricultural products and u.s. exports offarm products.

Given that developing countries as a group are net exporters ofagricul
tural products, us. policies affecting imports of farm products have a par
ticular relevance. If the United States shuts out the exports of developing
countries for which they are low-cost producers, then it limits the potential
export demand for those products for which the United States is a low-cost
producer. It is as simple as that.

Fortunately, Rossmiller and Tutwiler do not neglect US. domestic farm
programs and their impact on US. imports. I found little in their analysis
with which I disagree. Consequently; my comments should be considered
supplementary to theirs. I amplify their comments concerning the 1985 farm
bill and its subsidization of U.S. exports. I also discuss some US. import
policies that adversely affect Third World countries.

The 1985 Farm Bill and Export Subsidies

-Rossmiller and Tutwiler succinctly describe the 1985 farm legislation and its
effects upon world trade. Clearly the newfound competitiveness ofUS. farm
products in export markets will be due to the U.S. Treasury; not because U.S.
farmers are now low-cost producers. Even so, with high target prices for
grains and cotton, there is no way of knowing if U.S. farmers are low-cost
producers.

The authors only hint at how the 1985 farm legislation will impinge
upon international markets for grains and cotton and, thus, upon the mar
kets for farm products from Third World countries. On April 15, 1986, the
United States took an action that deliberately reduced the export price of
rice by more than 20 percent. On that date farmers could redeem their 1985
rice price support loans at the world market price. They did not have to
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repay the amount of the original loan of $8.00 per hundred weight, nor did
they have to pay interest or carrying charges on the loan. The loans could be
redeemed by paying what the secretary of agriculture deemed was the
world market price for rice. On April 15, Arkansas number 2 milled rice was
priced at 16,5-18.0¢ per pound; by May 1, the price had fallen about 22 per
cent to 13.D-14.0¢. The forgiveness of a significant part of the price support
loan amounted to nothing more than an increase in the deficiency payment
on the 1985 rice support loans. Note that this adjustment applied to 1985
rice, rice that had been pledged as security for a nonrecourse loan from the
Commodity Credit Corporation (CCC).

For 1986 and each subsequent year through 1990 the loan repayment
rate for rice will be the higher ofworld market price or some fraction of the
basic loan rate, such as 50 percent for 1986 and 1987,60 percent in 1988, and
70 percent in 1989 and 1990. The basic loan rate for 1986 rice will be $7.20 for
rough rice. It is of more than passing interest that the forgiveness of part of the
price support loan will not be counted toward the maximum annual subsidy
payment to anyone person of $50,000. Thus, for all intents and purposes,
the 1985 bill eliminated the price support loan for rice, greatly increased the
deficiency payments, and negated most of the payment limitations.

The 1986 target price for rice is set at $11.90 per hundredweight. If the
price for the 1986 rice crop averages approximately what it was in May 1986,
the sum of the regular deficiency payment of $4.70 per hundredweight plus
the forgiveness of the price support loan may result in a total deficiency pay
ment of about $6.00 per hundredweight. Thus, for the 1986 rice crop the
farmer will receive as much in governmental subsidies as from the market.
This is what rice producers in the developing countries must compete
with-not with low-cost rice produced in the United States.

This magnificent bounty is provided for the benefit of less than eleven
thousand rice producers. If rice production is held to the low 1984 level of
about 100 million hundredweight-there has been and will be an acreage
diversion program-the cost of the two payments will come very close to
$600 million. Thus, the average cost per producer would be more than
$50,000. The largest four hundred rice producers will receive total defi
ciency payments plus loan forgiveness that will average in excess of
$100,000. As one can see, the $50,000 payment limitation is no longer of any
consequence.

u.s. price subsidies for rice have been strongly protested by the govern
ment ofThailand as disruptive, predatory, and distinctly unfriendly. Why has
the United States hit Thailand so hard? Is there any evidence that Thailand
has been subsidizing its exports of rice? Thailand has during the years fol
lowed a contrary policy-namely, that of taxing its rice exports-and thus
has helped to maintain world rice prices. What does the United States gain
by harming one of its strongest allies? It increases rice exports by about 1
million tons.
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On August 1,1986, a provision similar to that used for rice was applied
to cotton. The one difference is that the payments applied not to stocks
pledged as security for a CCC loan, but to all free stocks ofcotton held in the
United States on August 1, 1986. The owners of free stocks of cotton, which
means all stocks not held by CCC, received a payment per pound of such
stocks equal to the difference between the 1985/86 loan rate of 57.3¢ per
pound plus carrying charges and the world price as determined by the US.
Department of Agriculture (USDA). Thus, every individual or corporation
that owned any cotton located in the United States on August 1 received a
negotiable certificate, payable either in cash or in kind, equal to the quantity
of owned cotton multiplied by the subsidy rate. Given that the world price
of cotton is little more than one-half the US. loan rate plus carrying charges,
the aggregate payment was substantial. The reason for this scheme was to
induce redemption of the 1985/86 price support loans to create free stocks
in order to receive the subsidy. Obviously, the net effect will be a substantial
reduction in the market price of cotton.

In the case ofcotton, as is true for rice, the competing producers are not
found in the EEC but in developing countries. In other words, most foreign
producers ofcotton are substantially poorer than are US. producers. Yet the
United States has shown no reluctance in using the power of its treasury to
force US. products into world markets at low prices. Certainly, the pricing
policies for rice and cotton will make it more difficult for a number ofcoun
tries to import more US. agricultural products.

Cotton and rice are not the only farm crops that will have large subsidies
as a result of the 1985 farm bill. Although target prices for wheat and feed
grains were kept at the 1985 level for 1986 and 1987, the price supports were
reduced substantially when the secretary of agriculture used the discretion
given him to reduce the loan rates by 20 percent. Thus, the loan rate for
wheat in 1986 will be $2.40, down from $3.30; for corn the rate will be $1.92,
down from $2.55. The secretary has the discretionary authority to permit
farmers to repay their price support loans at less than the original value.
However, assume that the price support loan rates are maintained and that
market prices are at the loan rates. How will the deficiency payments com
pare to farm prices? Given these assumptions, the deficiency payment for
wheat will be 82.5 percent of the farm price, and the deficiency payment for
corn will be 58 percent of the farm price. Wheat producers will receive 45
percent of their cash receipts from subsidies and corn producers, 37 per
cent. This is hardly a market-oriented program. Competing grain producers
in the Third World will find the market prices they face significantly lower as
a result of US. policy changes and large subsidies.

There are those who argue that the US. target price and deficiency pay
ment systems are not nearly as disruptive of international markets as are the
export subsidies of the EEC. Two justifications are given for such a position.
One is that the low prices prevail for both domestic and export use, and thus
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domestic consumption is not discouraged as it is by high consumer prices
in the EEC. This is a valid statement, although how important it is in fact de
pends upon the price elasticity of demand in the domestic market. For
wheat the argument has little empirical validity. The price elasticity of de
mand for food use of wheat is very close to zero-the low domestic price
does not encourage increased food use. True, the elasticity of demand for
wheat as feed is relatively high, but that only shifts the excess production
encouraged by high target and support prices to the feedgrain market, a shift
that does the Thai corn producer no favor.

The second argument is that in order to obtain deficiency payments
farmers must participate in acreage diversion programs, and thus u.s. farm
production is restricted. When the difference between target prices and loan
rates or market prices was small, as was the case for corn during the late
1970s, it probably could be argued that the acreage diversion program at
least offset the output increasing effects of the target prices and price sup
ports. But when target prices are 50 percent or more than market prices, as
was the case for wheat during the period ofthe 1977 farm act and is now the
case, it requires some evidence to make the case that u.s. subsidies have a
different effect upon world market prices than do EEC export subsidies. Say
ing it doesn't make it so. It is time that u.s. policymakers undertook systema
tic analyses of the output effects of recent farm programs. Until we do so, I
do not see how we can seriously prepare for a new round ofGeneral Agree
ments on Trade and Tariffs (GATT) negotiations.

The 1985 Farm Bill and Imports

The authors mention U.S. sugar policy and its severe limits upon U.S. im
ports of sugar. The 1985 legislation represented no change from the 1981
sugar program. However, this is hardly good news because under the 1981
act U.S. sugar imports declined from 4 million metric tons in 1980 to 1.7 mil
lion metric tons in 1985. The U.S. sugar program clearly violates Article XI of
GATT, which requires that quantitative limitations on imports of farm prod
ucts should be used only when domestic production is being restricted or
controlled and imports are not reduced proportionately more than domes
tic production. True, the United States procured a waiver to this article in
1955, but why should this country expect others to abide by GATT rules on
such matters as export subsidies if it flouts the rules on import restraints?
The U.S. waiver does not make U.S. actions consistent with the liberal trade
policies that the United States espouses for the world. The U.S. sugar pro
gram is clearly inconsistent with the U.S. effort to increase exports ofagricul
tural products to Third World countries.

The authors do not mention the U.S. peanut program. The 1985 legisla
tion makes only a modest change in the 1981 program by authorizing an
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increase in the 1985 price support for quota peanuts if there were an in
crease in production costs between 1981 and 1985. The application of this
provision resulted in an increase in the price support for quota peanuts
from $559 per short ton in 1985 to $607 in 1986.

The quota applies to peanuts used domestically for direct consumption
as nuts or peanut butter. Excess peanuts are processed for oil and oilmeal.
In recent years imports of peanuts have been nil even though the price for
additional peanuts has been one-third or less than the quota price. The price
ofgreater-than-quota peanuts are an approximation ofworld market prices.
In other words, even though world market prices ofpeanuts have been less
than the support price of quota peanuts, the United States has refused to
import peanuts. It should be noted that the UnitedStates is the only indus
trial country that produces any significant amount of peanuts. The compet
ing producers are such countries as the Sudan, Zaire, Senegal, India, and
China.

Price Policy and Agricultural Adjustment

There is no inconsistency between the growth of U.S. agricultural exports
and Third World development, if u.s. exports are based upon comparative
advantage. There is a clear inconsistency, of course, when the United States
embarks upon policies that create excess productive capacity and then uses
the power of the treasury to find export outlets for the surplus production.
This "is the course on which the United States now finds itself, and it will
continue on that road during the remainder of the life of the 1985 farm bill.
Unless the legislation is amended to reduce the target prices from the levels
specified, U.S. farmers will not make the few resource adjustments required
to make U.S. agriculture competitive in world markets.

During the 1950s, the United States had substantial excess productive
capaCity in agriculture, just as it does today. The country first tried to adjust
to that fact by passing Public Law 480, which subsidized U.S. exports under
the guise of assisting developing nations to achieve further economic de
velopment. 1he United States now is subsidizing exports, although without
any hidden objective. The country simply means to dispose ofexcess stocks
and the continuing excess flow that it will produce each year for the next
few years. The United States attributes the necessity for such actions to the
policies that others follow (such as the EEC) or the need to regain markets
lost to efficient competitors. But these excuses don't help competing pro
ducers in the developing countries.

But starting in the late 1950s, the United States did more than subsidize
exports in order to handle excess productive capacity and low farm in
comes. During the next fifteen years, the incentives to produce farm prod
ucts were reduced and drastically so. From the early 1950s to 1968-1972, the
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price support for wheat was reduced (in·real terms) by more than 60 per
cent, the corn price support by nearly 60 percent, and cotton price support
by almost 60 percent. True, farmers received direct payments during the lat-:
ter period. "However, even if the direct payments were added to the loan
rates, the reductions in guaranteed returns were 40 to 50 percent.

But what signals has the government given to producers ofgrains, cot
ton, and soybeans since that time? In real terms, price supports have in
creased since 1968-1972 in the face of market prices that have been declin
ing. (The nominal price supports have been deflated by the Gross National
Product price deflator.) Ifwe compare the real price support levels for 1982
1985 (the period ofthe 1981 farm act) with the levels for 1968-1972, we find
that wheat price supports were increased by 20 percent, corn price supports
by 6 percent, and cotton price supports by 22 percent. Soybean price sup
ports declined by 5 percent.

Milk price supports declined by only 17 percent from the early 1950s to
1968-1972. However, the 1981 act brought real milk price supports back to
the level of 1950-1954--$4.80 per hundredweight in 1967 prices. It should
not be ,too much of a surprise that farmers find milk production relatively
attractive. .

The target price concept was introduced in the 1973 farm bill. How have
real target prices that apply to grains and cotton changed from 1974 to date?
In 1985, the target prices for wheat, cotton, corn, barley, and sorghum were
each higher than in 1974 after adjustment for inflation. In real target prices,
each was to increase after 1975, reach a peak in 1977 or 1978 (1979 in the
caseofcotton), and then decline somewhat. However, in real terms the 1984
target price for cotton was higher than in 1973. Thus, the pattern of target
prices hid from farmers that there was a problem ofexcess productive capac
ity. In fact, in the face of continued productivity improvement, the signal
given by the target prices has been to expand production. That is exactly
what has occurred, and no one should consider this outcome an unreasona
ble one-no one, that is, except U.S. taxpayers, consumers, and competing
producers.

Conclusion

Trade can be a powerful instrument for assisting economic development.
But trade, if manipulated by governments, may fail to play that role to the
degree that is both possible and desirable. Trade in agricultural products
now is being manipulated by almost all governments. Most developing
countries either tax agricultural exports directly or through overvalued ex
change rates. Most developed countries subsidize agricultural exports,
either by providing export subsidies or by encouraging excess output
through high returns, and severely limit the imports ofagricultural products
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that compete with high-cost domestic production.
The 1985 farm bill has made the United States a very bad actor in interna

tional trade in farm products. For the next five years the government will
pay enormous subsidies to US. farmers. When the legislation expires in
1990/91, there will have been very little change in excess productive capacity
in agriculture. The current legislation makes no significant contribution to
the adjustment in US. agricultural productive capacity that is required ifUS.
farmers are to receive adequate compensation for their resources through
the market. What the 1985 farm bill assures is that farmers will receive some
what inadequate returns, a significant part ofwhich come as subsidies from
the government. At the same time, the US. reliance on subsidies will con
tinue to cause disorganization and depressioh in world markets.



chapter seven

FoodAssistance: Ill1plications for
Developll1ent and Trade

Edward]. Clay

Food aid policy, from the inception of PL-480 in ~954, has been aJanus-faced
creature. One face reflects the complex humanitarian, developmental, and
political concerns that characterize all bilateral and internationally
mediated aid flows. ~The other face reflects agricultural trade policy. Food
aid has always been used to manage exportable agricultural surpluses and
to promote long-term agricultural trade development. There are interna
tionally negotiated rules on surplus disposal to ensure that food aid is man
aged as an orderly part ofagricultural trade. The FoodAid Convention (FAC),
part of the International Grains Agreement, establishes minimum annual
commitments. Arepresentative of USDA, not of the United States Agency for
International Development (AID) or the State Department, heads the U.S.
delegation in meetings to supervise the operation of these international ar
rangements. Other food aid donors have administrative practices that ac
cord a less-visible role to their agencies responsible for agriculture trade.
But the management ofexportable surpluses in relation to domestic agricul
tural policy, particularly as that management expresses itself in political ad
ministrative practices, separates food aid from other forms of developmen
tal and humanitarian assistance. 1

Given that complex interests and policy concerns influence all aid pol
icy practices, it must be asked to what extent food aid has been and can be
both a significant resource for development (and humanitarian assistance)
and an impo~tant instrument ofagricultural trade policy. The economic pol
icy model associated with Tinbergen suggests the need for a multiplicity of
instruments to manage multiple policy objectives. Can food aid be simul
taneouslyan active instrument of these different sets of policy concerns? An
alternative approach regards agricultural trade concerns as constraints
within which food aid policy could be formulated for developmental and
humanitarian goals in a frankly political context.

PREVIOUS PAGE BLANK 175
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The difference in approach can be illustrated by examples. In a review
of Swedish and some other donor policies it was suggested that agricultural
concerns act as constraints on the food aid program. Domestically available
commodities for export are expected to be programmed, and commodity
levels are determined in a classic bureaucratic policy process. However, the
formulation of policy, including country programming and choice of com
modities, is the concern of the Swedish International Development Agency
(SIDA) and the Foreign Ministry.2 Acontrasting model is provided by agricul
tural export agency practice, which regards food aid as one of a range of
possible export options that can be combined in a bilateral agricultural ex
port agreement. This implies that at the level ofthe individual food aid agree
ment trade policy objectives could override other concerns. Sri Lanka's food
aid relationship with donors, examined by this author in the early 1980s,
appeared to have some such elements.3 Likewise, a number of donor food
aid agreements with Egypt often are considered to have such a complexion.

This chapter is concerned primarily with the developmental and
humanitarian objectives offood aid. The trade promotion objectives offood
aid are considered important insofar as they indicate potential areas of ten
sion in policy practice. As much of the support for food aid (and probably
substantial, additional resource flows) results from support by agricultural
interests, it is appropriate to ask to what extent the record suggests food aid
has contributed simultaneously to trade policy goals.

Food Aid and the Recipient Economy

Trade Case Studies
There are few areas in the development literature more controversial than
the impact of food aid on the general, and in particular the agricultural,
economy of recipient countries. Food aid has had both proponents and de
tractors who have identified a range of potentially positive (incentive) and
negative (disincentive) effects on recipient economies. A taxonomy of the
potential effects most commonly identified in the literature provides some
indication of the complexity of the issues and the opportunity for confu
sion.4 For every positive effect identified as an illustrative case, it is possible
to provide a contrasting negative case and vice versa.

The direct disincentive effects that occur when food aid imports lower
prices for domestic food producers have received the most attention.s But
some observers, in turn, point to circumstances in which such effects are
absent, noting that, in any case, a counteracting effect encourages growth in
consumption of basic foodstuffs from lower prices.6 Potentially positive or
negative effects of food aid on income distribution and poverty also often
are identified.7
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Food aid may bring about long-term changes in consumer tastes, either
by creating a dependence on imports or, alternatively, by providing a market
that makes possible the expansion ofdomestic production of previously little
consumed commodities.8 The technological basis of import dependence is
also important.9 Capital- or labor-intensive technologies, with their positive
or negative employment effects, can be promoted.10 These potentially con
tradiCtory effects all concern prices and interventions in agricultural mar
kets by governments.

There are also budgetary, public expenditure implications of food aid,
which include the dangers ofbecoming fiscally dependent on the sale ofaid
commodities, although such sales also can relieve otherwise unsustainable
budgetary pressures on a government that has little scope for increasing
domestic taxation in the short mn.ll Reliance on concessionary food im
ports may have disincentive complacency effects by reducing the priority
accorded to agricultural policy. Alternatively, the direct use of food as wage
goods and of revenue from the sale of food imports can provide resources
for investment in agriculture.12 Many observers have stressed the mac
roeconomic growth and anti-inflationary possibilities of food transfers.13

Others see in such transfers the dangers of enabling governments to avoid
adjustment to overvalued exchange rates. They also see distortions in the
internal structure ofprices that in the long run inhibit growth.14

When confronted with such a range ofpossibilities and in reviewing fre
quently contradictory interpretations ofevidence from the same experiences,15
some observers, myself included, conclude that the debate is intrinsically
indeterminate. Judgments rest on the interpretation of unavoidably selective,
and often different evidence.·Food aid does offer positive opportunities for
development, but realization of these depends on the adoption ofconstruc
tive policies by recipients and donors and on effective implementation.16

.Surveys covering the period up to the late 1970s reflected both the
sense ofthe opportunity provided by food aid and the concomitant need for
appropriate policies.17 Subsequently, there has been a growing interest on
the part of researchers and policy analysts in the economic and, in particular,
the agricultural impact of food aid. There also have been two other impor
tant developments. First, since the early 1970s most recipients have received
aid from a number of sources, whereas in the earlier period, the bulk of
food aid was provided by the United States. Most members ofthe Western or
Organization for Economic Cooperation and Development (OECD) donor
community now have some interest in food aid. Second, there has been a
dramatic shift of flows from the newly industrialized countries (NICs) in
South America and Asia to a large number of smaller economies in sub
Saharan Mrica.

Two important analytic implications proceed from these developments.
Fi~st, it is difficult to isolate th~ role of PL-480 flows, and it is necessary from
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a developmental perspective to assess the impact of all food aid. As there is
at least informal partial coordination of PL-480 and other aid to individual
countries, this is simplified by actual policy practice. Second,the evaluation
record tells us little about many of the currently important countries. Faced
with the need for selectivity, I have chosen here only to examine recent writ
ings that have minimized confusion and clarified conflicting findings and to
search for any shift in the evidence on the actual effect of food aid emerging
from recent impact assessments.

Additionality orBalance-of-payments Support?
The apparent confusion regarding the economic impact of food aid indicates
that any discussion of these issues should begin with a careful restatement
of the macroeconomics of food aid. IS An intentionally simplified, analytic ex
position helps to identify the important relationships and interactions that
must be taken into account both in impact assessment and in prescriptive
policy analysis. This analytic exposition also provides the basis for a review
of the donor/export trade implications of food aid transactions.

AdditionalFood Imports. The potentially negative effect on domestic
production and the counteracting positive consumption effects of food aid
are illustrated most clearly in the introduction of food aid imports that are
wholly additional and without direct substitution effects on commercial im
ports or exports. The shift to the right in the supply curve (more food avail
able at any given price) has a depressive effect on domestic prices and pro
duction. However, such a reduction in prices also would have a partially or
wholly compensating positive effect on demand. This consumption or de
mand effect will be maximized where government intervenes to segment
the market and target food subsidies (or in the extreme case, provide food
free) to low-income households with the highest income elasticity of ~e

mand for basic foods. 19 The direct disincentive effect will be greatest where
government engages in open-market, unsubsidized sales.

Some of the potential, indirect effects of food aid in the pure additional,;.
ity case also should be noted. In general, the highest real income effect of
the transfer to final recipients, assuming decreasing marginal utility, will be
achieved by perfectly targeting freely distributed food to the poorest house
holds.20 Where the structure of asset holding and production results in
undernutrition ofchildren in poor households, the positive impact on human
capital formation through improved nutritional status will be maximized in
this special case.21 If there is underemployment of labor for technological or
structural reasons (such as the seasonality of agricultural operations or the
way control of land is distributed between small and large farms and estates),
then the use of food aid commodities to create additional employment
would have multiplier effects· on aggregate demand, including food con-
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sumption, and would allow investments that reduce the costs ofproduetion.22

Local currency proceeds from sales of food 'aid by governments (coun
terpart funds) generate revenue.23 This budgetary support is maximized at
market clearing prices, indicating a tradeoff between the potential, direct
consumption income transfer to beneficiary households and financial sup
port to the government,24 This support is fungible and available for any pur
pose, developmental or otherwise.25 It is possible simultaneously to lower
food prices to consumers, pay higher prices to producers, or reduce their
costs through input subsidies, agricultural investments, or intensified exten
sion services. The developmental impact depends on government policy.
Donor desire to obtain commitments and to monitor actual uses of reve
nues has led to the establishment of special accounts for sales proceeds.26

Balance-ajpayments Support. In the other boundary case ofan open
economy, where domestic prices are set by the world market, food aid
would substitute for commercial imports by providing balance-of-payments
support.27 The impact would depend on the use of the freed foreign ex
change, which in practice is a function of general development policy in
cluding the strategy for the agricultural sector. There can be no direct disin
centive effects through prices. Balance-of-payments support, on the one
hand, can have a potentially important, positive impact on a country's overall
development effort, and, on the other hand, can have complacency effects
on policy, particularly in avoiding adjustments in exchange rates and reduc
ing the financial and political pressures to invest in domestic food produc
tion capability.

The mythology of good neighborly agricultural trade policy, as en
shrined in the Food and Agriculture Organization's (FAO) Rules on Surplus
Disposal, is that food aid is not supposed to substitute for usual commercial
imports. Historically, much of the opposition to food aid being used
explicitly as balance-of-payments support and thereby militating against the
proper planning ofsuch aid has come from agricultural interests. The recent
U.S. Food SecurityAct contains only a minor concession on the formal opera
tion of the rules ofsurplus disposal, which require countries to maintain the
usual marketing requirement (UMR) provision of commercial imports as a
condition of food aid. The UMR is the responsibility of USDA, and in the
European Economic Community (EEC), of the Directorate General for Ag
riculture, rather than of food aid administrators. The EEC Council of Minis
ters also explicitly rejected the objective ofbalance-0 f-payments support put
forward in the EEC Commission discussion paper on food aid in 1983. Yet
the practical reality is that a large proportion of food aid imports is being
channelled into urban and formal sectors of national food systems in Africa,
and the underlying rationale is that this aid is intended to reduce the burden
of imports, thereby providing balance-of-payments support. Whether that is
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the real intent offood aid imports is a sensitive question in donor/exporter
agricultural circles. Such sensitivity inhibits research and explicit policy
analysis of the balance-of-payments issue.

A Widespread DonorAspiration: To Have Your Cake andEat It Too
An important implication of the one-to-one substitution case for policy
analysis is that there is no net budgetary gain to the recipient government,
whether foreign exchange savings are used to finance other, possibly non
food imports (an expansionary policy) or to reduce other foreign borrow
ing (a disinflationary alternative). Relatively simple analysis of the substitu
tion case therefore provides another criterion for discriminating between
logically consistent and inconsistent writing on the impact offood aid.

Even though the provision of balance-of-payments support and addi
tional budgetary resources are logically alternative, mutually exclusive con
sequences of food aid, in both impact assessment and policy prescription
the practice of considering these effects sequentially and independently re
mains widespread.28 The criterion given for assessing the impact offood aid
for balance-of-payments support is the performance of the whole econo
my.29 There is a further policy implication. Where food aid provides even
partial 'balance-of-payments supports, a donor who enters into a policy
dialogue about the uses of revenue from all local ·sales is seeking to influ
ence the allocation of the government's existing revenue.

Neither boundary case is typical,3° The opportunities for trade, legal or
otherwise, open up the possibilities for alternative outlets that dampen the
direct effects. First, entirely additional cereal imports may promote smug
gling ofdomestically produced food into neighboring economies, thus leav
ing foreign exchange in private hands. This issue is probably most signifi
cant in sub-S?haran Africa where traditional trade patterns do not conform
at all to postindependence political boundaries: Second, government inter
ventions in domestic· agricultural markets are pervasive with or without
food aid.31 These can increase the aggregate demand for food, dampen the
disincentive impact ofadditional imports, or, alternatively; intensify balance
of-payments. pressures where imports are the marginal source of supply.
Third, food aid can free foreign exchange or act as an additional means to
relax constraints on economic growth, which, in turn, increases demand for
food staples and other agricultural commodities, Alternatively; these re
sources may provide a cushion for "bad," nondevelopmental policies.
Fourth, the uncertainties of programming food aid have resulted in corre
lated movements in both commercial and concessional imports where risk
averse governments have sought to manage the food system with imports
(examples are Bangladesh and Kenya).

There are two distinct responses to the problems of assessing the food
aid record when confronted with these potential effects. Many analysts con-
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sider it necessary to model the food sector and intersectoral interactions for
mally with econometric techniques or at least consider effects within a con
ceptual framework that recognizes intersectoral interactions.3z However,
the greater part of the assessment literature, even for the recent past, con
sists of studies in which there is partial analysis ofeach separately identified
aspect of the food aid transaction. The advantage of this approach is that it
includes the effects of policy; commodities, and technology that rarely are
considered explicitly in sectoral modeling research.33

The Disincentive Question: Agricultural Sector Models
The overall impact offood aid is a priori indeterminate, but theory provides
a number of alternative hypotheses. This complex but real set of possibilities
implies that meaningful quantitative estimates of the impact of food aid can
be obtained only through multiequation models that can handle simultane
ously the direct and indirect supply and demand side effects on production
of the imported goods (wheat in wheat-growing economies for example),
close substitutes (maize or rice where food aid is received as wheat), and
alternative land use (including export crops). This consideration also pro
vides criteria for assessing attempts to estimate the overall macroeconomic
and narrower agricultural (disincentive) effects of food aid on recipient
economies. There are no formal procedures for testing models that are equiv
alent to those provided by statistical theory for scientific experimentation.
Rather, a model reflects judgments by the analysts based on a priori reason
ing drawing upon statistical exploration of the characteristics of the particu
lar economy and the particular forms of public intervention. The results of
modeling exercises may be interpreted as plausible quantitative values
where analysis otherwise provides only qualitative assessment. Some of the
desirable features of satisfactory models have been identified by writers
making a critical analysis of the earlier literature on the economic effects of
food aid, particularly for India and some previously important recipients of
cereals aid, in per capita and total terms.34 These cases provide evidence on
the impact ofPL-480 until the early 1970s.

India, 1954-1970. Much ofthe earlier modeling literature on the eco
nomic effects offood aid was formulated within a partial equilibrium of the
framework focusing on national supply and demand relationships for cere
als only. Within the restricted assumptions of these models the implied
cumulative effect on cereal production ranged from a 15 to 31 ton reduction
in domestic production, and the additional food grain consumption ranged
from 59 to 93 tons, for every 100 tons of food aid shipments within the ref
erence period of the models. This variation in results contributed to wider
confusion on the impact issues.35 Blandford and Plocki show the importance
of clear specification of the way in which government intervention through
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dual-price operations affects price determination and output. They also
demonstrate the sensitivity of results to analysts' choices, such as the sample
periods and specification, underlining the lack of robustness of such mod
els. The issue cannot be determined on a head count ofmodeling exercises,
therefore, but has to be decided in terms of the realism with which models
characterize the strategic interrelationships within the agricultural sector
and linkages· to the general economy.36 More recent studies for India and
other countries that were formerly or are currently large-scale recipients of
food aid indicate the ways in which earlier work has been superseded.

Colombia, Brazil, and Tunisia. These three countries are graduates
from large-scale food aid where controversy surrounds the impact of U.S.
PL-480 shipments. For Colombia, Goering originally argued that wheat food
aid in effect provided balance-of-payments support while counterpart funds
(budgetary support) contributed to investmentY Dudley and Sandilands
subsequently challenged these conclusions, finding a dramatic impact of
imports and low prices on domestic wheat production.38 Analyzing within a
restrictive partial equilibrium framework and focusing only on wheat, they
concluded there was a severe tradeoffbetween food imports, aid-supported
policies and low prices in terms of the negative effects on wheat production.
A subsequent reanalysis by Hall, still modeling only the agricultural sector
but disaggregating to consider other commodities, reached a contradictory
conclusion. The negative impact of wheat pricing policies was outweighed
by higher relative prices of rice. Hall also noted a finding generalized in
many more recent impact assessments-that the role of food aid was rela
tively restricted and was only a small proportion of total wheat imports.39 A
parallel study for Brazil by Hall showed how food aid resources were used
to help finance a dual-price system, which supported producers, subsidized
consumers, and resulted in both higher production and consumption.40

Tunisia also successfully operated a dual-price system involving imported
and domestically grown cereals as well as imported soybean oil and domes
tically produced olive oil. These policies were favored by the high-income
elasticity of demand for imported products.41 A pattern begins to emerge
from these country experiences offood aid imports used as part of a relatively
complex food pricing policy that involved, depending on local circumstances,
discrimination between commodities and two-tier pricing for consumers
and producers. In the long run, these countries ceased to be dependent on
large~scalefood aid, relative to the size of their food system.

Such agricultural sector models can be criticized as too restrictive in
treating government expenditure, nonagricultural production, and foreign
exchange as, in effect, exogenous, when these variables are likely to be influ
enced heavily by food aid resources and also to have significant effect on
agricultural sector productivity.42 The earlier Indian models, for example, ig-
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nored substitution possibilities in both production and consumption, as did
the earlier Dudley and Sandilands model for Colombia.43 Changes in the
composition ofagricultural output can have important implications for farm
incomes, trade (and therefore foreign exchange), and the price structure of
agricultural and nonagricultural commodities.

Intersectoral Linkages: Agricultural-nonagriculturallnteractions
Recent studies for Bangladesh, Egypt, and India illustrate the two ways in
which analysts have sought to transcend the restrictions ofworking within a
partial equilibrium framework when measuring impact on the agricultural
sector and on food consumption. The first approach, exemplified by Mel
10r44 on India and Nelson4s on Bangladesh, may be characterized as partial
analysis within a general equilibrium framework. Mellor explored the dif
ferential effects of food price changes in India on consumer incomes, pro
ducer incomes, the level of agricultural production, and employment up to
1970n1. He found that both real consumer and producer incomes in the
lowest two deciles diminished significantly with a rise in food prices. In a
parallel study, he also concluded that the accelerated rate of increase in em
ployment in the early 1960s was sustained by food imports. Contrary to the
assumptions of earlier studies, food aid probably provided significant balance
of-payments support and sustained growth byforestalling massive diversion
of foreign exchange from capital goods to food imports in poor crop years.

Nelson, adopting a broadly similar approach, undertook a reassessment
for Bangladesh that questioned the widespread view that food aid had had
adverse effects on domestic agriculture. 1be advantages of this informal ap
proach is that it permits analysis where the time period under study is too
short for satisfactory econometric modeling (in this case Bangladesh for a
period of less than a decade since independence and the end of large-scale
emergency relief). It also allows the analyst to consider structural and
technological constraints as well as difficult-to-quantify tensions in mac
roeconomic and agricultural sector policy. Nelson's cautious conclusion,
which might be generalizable to a number of other low-income countries
during periods of severe economic and food system disruption, is that it is
difficult to envisage a sustainable counterfactual scenario in which signifi
cantly lower levels offood aid would have resulted in more rapid, equitable
agricultural development.

Bangladesh and Egypt, the largest recipients of food aid through the
1970s, have displaced India as the most discussed cases. The divergence of
opinion on the overall economic impact of food aid on the economy, par
ticularly agriculture, indicates the limitations of the informal factor by factor
approach.46 First, the data, particularly regarding policy and implied counter
factual scenarios to historical levels of food aid, are susceptible to differ
ences of interpretation. Second, in a qualitative analysis, unless all the indi-
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cators are consistently positive or negative, the overall assessment becomes
a matter of judgment and disagreement,47

The alternative formal approach is to explore output and price behavior
in a general equilibrium model in which behavior in the agricultural and
other sectors of the economy is linked. The potential power of such an ap
proach is illustrated by Ahluwalia's relatively simple model of the Indian
economy, which explores output and price behavior in two sectors (agricul
tural and nonagricultural), thereby quantifying the broader economic impli
cations offood imports that only canbe handled qualitatively in an informal
approach.48 Simulations suggest that a relative decline in the price of food
grains (prima facie evidence of a disincentive effect) is compatible with an
overall marginally positive impact on agricultural output through the effects
of lower wage rates in the manufacturing sector and a shift away from food
grains to other crops. The simulation approach inevitably precludes empiri
cal verification but obliges the analyst to quantify relationships. A whole gen
eration ofmodels comparable to that ofAhluwalia is now being developed.49

rhese models offer the opportunity to explore the role offood imports (sup
ported by food aid)· in a wider macro context. This would be an advance
because the lesson from the literature on former recipients and countries,
such as Bangladesh, Egypt, and Sri Lanka,50 which continue to be significant
recipients, is that partial and sectoral analyses seem likely to sustain an in
conclusive debate. But, as Blandford and Plocki show in their careful review
of Indian sectoral models, the results of such econometric exercises are
likely to be sensitive to choices in model specification and data.51 The seri
ous questions that surround the reliability of food production as well as im
port and export data for many recipient countries (particularly sub-Saharan
Mrica) will continue to hamper all quantitative and qualitative analyses.

Some Current Recipients: A Provisional Stocktaking
The formal impact assessments ofcountries such as Brazil and India, which
have ceased to be important recipients ofcereals food aid in absolute or per
capita terms, provide one form ofevidence that is inconsistent with strongly
negative disincentive critiques of food aid. In the case of these two coun
tries, food aid has been a resource for growth, and relatively sophisticated
management ofagricultural systems has limited, ifnot eliminated, direct dis
incentive effects.52 But to what extent is it appropriate to generalize from the
experience of earlier decades to the low-income countries, particularly in
sub-Saharan Mrica, to which food aid now has been reallocated?53 There
have as yet been few systematic assessments of the impact of food aid for
many currently important recipient countries.54 But recent impact assess
ments for agency programs as well as independent research are beginning
to suggest some important issues. These studies consider the implications
of three important changes in food aid relationships since the early 1970s: a
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reduction in volumes of assistance, a reallocation between continents (to
Africa) and between countries(from India to Bangladesh within Asia), and
an increase in project and emergency uses at the expense of bilateral pro
gram assistance.

The impact assessment of PL-480 Title I concessional credits to five
countries-Bangladesh, Egypt, Jamaica, Peru, and Sri Lanka-indicates the
reduced significance of what historically has been the most important food
aid channel and the most researched in terms of economic impact,55 With
the possible exception of Bangladesh, the scale of food transfers has been
modest in relation to food imports and public food system operations for all
five countries. But in the low-income African countries, food aid has been
increasing in relation to food imports.56 This raises a question about the rele
vance of the historical experience. To what extent is the debate on disincen
tives and the macroeconomic growth implications offood aid out ofpropor
tion to the current scale of transfers to many recipient countries?

These evaluations, studies of the EEC program, and some other country
case studies reconfirm earlier findings that program food aid acts as a source
of balance-of-payments support,57 An expected corollary of this result is that
the exact magnitude ofany production disincentive effect that can be traced
directly to food aid has proved difficult to determine. Evaluators therefore
have emphasized the critical role of domestic food policy in their prescrip
tive conclusions.58 Food aid can provide a recipient government with food
resources to withstand pressure to alter food policies that imply disincen
tives to producers. This also may bring significant positive and widespread
nutritional and income benefits to consumers, as noted in the AID evalua
tion for Egypt,59 But by jmplication such policies only are sustainable while
food imports are concessional. Alternatively, a food aid agreement can con
tribute to an overall food import policy that provides appropriate incentives
to general policy reform, as in Jamaica,60 Mali,61 and possibly Bangladesh.62

There is growing interest in such models in staple food import-dependent
economies such as Madagascar, Mauritania, and Senegal.

Consumer Tastes andDietary Patterns
Changes in consumer preferences, particularly the acquisition of tastes for
imported foods to the disadvantage of locally produced commodities, have
been Widely identified as a potentially serious long-run disincentive effect
of food aid.63 The analysis of this issue has distinguished between observed
changes brought about by rising incomes, urbanization and socioeconomic
change and the effects of changes in relative prices.64 As rising food imports
are associated with economic growth, urbanization, and the expansion of
the secondary and tertiary sector throughout almost the whole developing
world, a separate effect of food aid has proved difficult to isolate.65 However,
in the short run, food aid has been observed in cross-section to be positively
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correlated with differences in levels of cereal imports,66 largely wheat and
rice, especially by low-income countries.67 To .the extent that these imports
are additional, there would be some opportunity for impact, depending on
importing country pricing and distribution policies or dietary patterns.

For example, food pricing policies have contributed to steadily increased
per capita consumption of imported wheat in Bangladesh, Indonesia, and
Sri Lanka, where little was consumed previously. Without differential pric
ing, wheat consumption would not have expanded at the expense of the
major staple, rice, as well as various coarse grains and tubers.68 In general,
overvalued exchange rates supported by food aid may favor increased con
sumption of imported commodities even where there is no explicit policy
ofsubsidizingconsumption.69

There is wider evidence that socioeconomic change, urbanization, and
rising energy costs have favored increased consumption of convenience
foods,7° Myriad factors contribute to the growth in consumption of pro
cessed foods using imported cereals. The accidents of colonial history and
trade explain the relative significance of different bread wheat, durum
wheat products, and rice types in particular countries.71 Food processing
technologies transferred from developed countries are specific to particular·
products and raw materials.72 The evidence from country case studies is con
sistent with the view of critics that the availability of surplus bread wheat,
rice, soybean oil, and dairy products on highly concessional terms has en
couraged imports and increased consumer acceptance of these specific
commodities.73 Market development, long an objective of food aid policy,
implies a higher level ofdemand than does the absence ofsuch measures.74

Some analysts suggest that the growth in imports offood is an inevitable
part of industrialization and tertiary sector and urban growth.75 According to
this vie~ local agriculture in the early phase ofdevelopment has a low over
all short-run elasticity of supply. The growth in effective demand for mar
keted staples and, with real income growth, demand for animal products,
edible oils, and so on therefore will outpace the capacity of local agriculture
to respond in the short run unless the intersectoral terms of trade rise to
levels that directly choke off the transformation process or induce political
and economic instability. What is at issue,therefore, is the extent to which
import, price, and investment policies for the food sector have increased
import dependence and reduced the positive intersectoral linkage effects
of a growing domestic food market. This is illustrated most clearly in the
controversy about appropriate patterns of investment in the food industry
and food sector infrastructure. Is the observed low elasticity of supply par
tially a consequence offailure to invest in infrastructure and the integration
of local markets?
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FoodMarketing, Storage, andProcessing
The growth of food imports, which are financed in part by food aid and
which create a set of food system linkages, has been identified in a number
ofrecent country studies as having far-reaching negative development impli
cations. The growth of large-scale, capital-intensive, centralized storage and
processing can lead-as in Bangladesh,76 Egypt,n and Indonesia78-to an ab
solute decline in food industry employment and to the redistribution of in
come from wage labor to capital and from rural to urban areas. These techni
cal changes concern domestically produced staples as well as imports. Once
made, the opportunity for profits on such investments linked to imported
supplies, as in the case ofwheat processing in Egypt and Sri Lanka, can shift
the balance ofprivate and public sector financial (but not necessarily social)
return toward continued reliance on imports.

An asymmetrical set of food system linkages frequently has been ob
served even in least-developed countries.· These linkages involve an effi
cient import secto~, large relative to total market supply, able to handle
a high inflow of commodities and stocks, which exists side by side with a
poorly articulated food marketing, storage, and processing system for
domestically produced food. This asymmetry has various negative develop
mental implications. Development is inhibited in peripheral regions. 79 The
poor·internal infrastructure contributes to the inelasticity of domestic mar
keted supply.80 Large-scale imports that stabilize consumer prices, especially
in urban areas, force adjustment effects of production instability onto
domestic producers and rural consumers (who are not integrated into na
tional markets) and intensify disincentive effects and rural food insecurity.81
Systems that are well geared to handle imports, and even the marketing and
processing ofdomestically produced food, typically do not readily allow ex
pOrts.82 This set of concerns about the longer-term implications of develop
ments in the food industry are stated succinctly by Dunlop and others in an
overview of the five country impact assessments of PL-480 Title I program
food aid-where food processing, storage, and distribution are uncoupled
gradually from the agricultural sector, the backward and forward linkages
critical to development fail to grow:83

Food Assistance and u.s. Agricultural Exports

There· is a long tradition of separating the policy discussion of aid as an in
strument of development (and its foreign policy and trade environment)
from questions of aid as an instrument of donor country. export policy.
Characteristically, the analysis of aid policies takes as given the scale, the
commodity composition, and the terms on which resources are available.
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Table 7.1 World and U.s. Trade and Aid in Cereals, 1983/84
(million tons)

Wheat! Ricel Coarse Grainsl Total
Products Products Products Cereals

Trade
World trade 103.3 125 92.5 208.3
U.S. exports 38.3 21 55.8 96.2

(%) (37%) (8%) (60%) (46%)

Food Aid
World Total 7.433 1.134 1.265 9.832

(% Total) (1%) (9%) (1.4%) (5%)
U.S. (PL-480) 4.375 0.223 0.792 5.390

(% Food Aid) (59%) (20%) (73%) (55%)

Sources: FAO (data): White et al. in this volume.

But in asking what margin of maneuverability exists for making food aid a
more effective developmental resource, it is critical to take account of the
evolving trade policy context. Food aid continues to represent a significant
resource transfer in kind to developing countries because of the existence
of large-scale exportable surpluses in the major donor countries (the United
States, Australia, Canada, and the EEC). In the context of this chapter, which
is also concernedwith the prospects for U.S. agricultural trade to developing
countries, four issues regarding food aid and trade policy are considered:
(l) the changing relationship between food aid and trade policy, a historical
perspective necessary because of the lag in perceptions among those out
side the small professional community of aid and trade analysts; (2) a brief
review of the significance of PL-480 food aid in the 1980s, including recent
legislative changes; (3) the potential tension between the developmental
and trade promotion objectives of food aid, particularly the import
substitution versus additionality and commodity composition issues (atten
tion is focused on food aid as conventionally defined by the GECD Develop
ment Assistance Committee, which in effect means transfers under Public
Law 480); and (4) the projection offood aid requirements.

The Changing Relationship ofPL-480 to us. Trade Policy
After a cursory glance at the trade and aid statistics (Table 7.1), it is legitimate
to ask why give much attention to food aid in a discussion of agricultural
trade policy. Food aid on a large scale began primarily as a surplus disposal
operation in the 1950s follOWing the Marshall Plan aid to postwar Europe.
From that time until the mid-1960s, PL-480 exports amounted to some 25
percent or more of all U.S. agricultural exports, and about two-thirds of all
U.S. wheat exports and nearly one-half of all U.S. rice exports were shipped



Table 72 Shipments of Food Aid in Cereals by Donor Countrya

Donors 1975n6 1976n7 1977n8 1978n9 1979/80 1980/81 1981/82 1982/83 1983/84 1984/85 1985/8~

Argentina 15 32 30 38 67 20 33 30 51 35
Australia 261 230 252 329 315 370 485 349 460 482 400
Austria 32 20 34 11 13 20
Canada 1.034 1.176 884 735 730 600 600 843 817 943 900
China 64 12 68 3 25 2 6 6 31 92
EEC 928 1,131 1,374 1.159 1,206 1,278 1,580 1,571 1.890 2,468 1,580
Finland 25 33 47 8 19 29 9 28 40 20 20
India 100 295 80 51 1 10 100
Indonesia 5 68
Japan 33 47 135 352 688 914 507 517 445 330 300
Norway 10 10 10 10 11 40 36 36 17 43 30
OPEC special fund 37 30 14
Saudi Arabia 10 26 10 31 32 14 29 71
Spain 14 22 25 27 31 20
Sweden 47 122 104 104 98 94 119 87 83 88 80
Switzerland 36 33 32 32 32 16 22 29 30 39 'l:I
TInkey 20 14 5 5 15 4 5 5
United States 4,273 6.063 5.992 6,238 5,339 5,212 5,341 5,375 5.655 7.536 7,200
WFP purchases 22 63 56 72 21 13 24 4 16 17 30
Othersc --lOO. 62 ----11Q --.!ill --ZZQ -lQ2: --1:l2~~ ---200 --2QQ

~
0

Total 6,846 9.017 9,216 9,501 8,887 8,943 9,140 9,194 9.831 12.524 10,910 ~

~
Source: Compiled by FAD from data provided by donors, the International Wheat Council, the World Food Program, and other international

~.

~
organizations. ;::l

~

aCalculated in thousand tons. grain equivalent, JulylJune. To express cereal food aid in grain equivalent, wheal. rice. and coarse grains are
counted on a one-to-one basis.
bEstimated on the basis of minimum commitments Wlder the Food Aid Convention 1980. budgetary allocations, and other sources. ......
ern addition, according to unofficial reports, the USSR provided emergency aid to Asian countries amoWlting to 200,000 tons in 1mns and 00

\0

1979180 each and 400,000 tons in 197sn9.
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Table 7.3 U.S. Food Aid Flows by Channel (In million dollar9% of total)

Bilateral Total as percentage of
Year Grant Loan Multilateral Total ODA from OECD Countries ODA from U.S.

1970 360 n.a. 1 n.a. n.a. n.a.
1971 373 430 2 805 10.7 25.9

(46.3) (53.4) (0.3) (100.0)
1972 360 494 124 978 10.6 24.7

(36.8) (50.5) (12.7) (100.0)
1973 251 313 54 618 6.8 23.3

(40.6) (50.7) (8.7) (100.0)
1974 238 400 90 728 6.3 19.8

(32.7) (55.0) (12.3) (100.0)
1975 375 800 91 1,266 9.1 30.4

(29.6) (63.2) (1.2) (100.0)
1976 565 600 45 1,210 8.7 27.8

(46.7) (49.6) (3.7) (100.0)
1977 432 700 78 1,210 7.7 25.8

(35.7) (57.9) (6.4) (100.0)
1978 406 637 75 1,118 5.6 19.7

(36.3) (57.0) (6.7) (100.0)
1979 480 745 77 1,302 5.7 27.8

(36.9) (57.2) (5.9) (100.0)
1980 471 687 149 1,307 4.8 18.3

(36.0) (52.6) (11.4) (100.0)
1981 430 693 139 1,262 4.9 21.8

(34.1) (54.9) (11.0) (100.0)
1982 387 628 119 1,134 3.8 12.8

(34.1) (55.4) (10.5) (100.0)
1983 557 656 137 1,350 4.5 15.5

(41.3) (48.6) (10.1) (100.0)
1984 651 733 158 1,542 4.9 16.4

(42.2) (47.5) (10.2) (100.0)

SOUTce: OEDC (data).

under PL-480. A decade later PL-480 exports represented only 5 percent of
total farm exports.84 In the early 1980s, PL-480 represented only 5 percent of
u.s. grain exports, 11 percent of wheat and rice, and a little more than 1.4
percent ofcoarse grains, the growth area in cereal trade of recent years. The
Mrican food crisis has resulted in a large but possibly temporary increase in
total aid flows (Table 7.2). Food aid also has steadily declined in significance
as a proportion ofdevelopment assistance since the early1970s (Table 7.3).

Other legislative and internationally agreed regulatory changes have
led a number of analysts to suggest that food aid is now more a resource of
humanitarian and developmental aid policy than a resource of foreign pol
icy.85 These changes are paralleled by the declining significance of the
United States as aprovider offood aid. Before 1970, the United States was in
effect the only significant provider offood aid. Following the establishment
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ofthe World Food Program (WFP), there was an informal understanding that
the United States would provide one-quarter of the resources to this pro
gram of wholly grant food aid, including shipping costs, for projects and
emergencies. Following the 1967 Food Aid Convention, a broad group of
donors also agreed to minimum contributions ofcereals food aid.86

In the decade following the World Food Conference of 1974,food aid
flows were quite stable at 9 million tons of cereals and 500,000 tons ofother
commodities. At the 1980 Food Aid Convention, minimum commitments
close to recent, expected programmed levels ofcereals were made by most
donors. The United States contributed more than one-half of all com
modities. Only the United States and]apan provided food aid on a conces
sional credi~ basis. All other donors provided aid on a grant basis, and some
included all associated costs, so that the overall U.S. contribution, when cal
culating commodity costs at national world market prices, was closer to 40
percent of the aid transfer.87

The implication of these changes is that officially designated aid under
PL-480 and other donor programs ceased to be a policy instrument for man
aging the changing export surplus situation for the most important com
modity groups, particularly wheat, maize, and oilseeds.88 Rather, from the
point of view of export trade managers in the USDA and other exporting
countries, official food aid is a relatively more predictable, intramarginal ele
ment in their market management strategy. A fuller understanding of this
role requires an examination of commodity determination. But prior to re
viewing this question it is important to ask why the role of food aid has
changed so significantly.

The changing role of food aid, not only for the United States but also for
other donors, probably lies in the multiplicity of food aid objectives and the
decreasing flexibility from a market management viewpoint that this aid
eventually produced. Food aid flows increasingly have become in
stitutionalized. The establishment of the World Food Program and other
smaller-scale multilateral programs has resulted in what are in effect politi
cally mandated commitments of resources to agency programs and the chan
nelling ofaid into project uses. The voluntary agency program under Title II
probably has undergone a similar institutionalization. There are powerful
developmental, programmatic, efficiency arguments for making forward
commitments on a multiannual basis; even where these are not formalized,
strong informal pressures exist to maintain annually programmed commit
ments in relation to past levels.

The 1975 Foreign Assistance Act was an important landmark in mandat
ing food aid; according to the act, the larger share ofsuch aid was to be used
for developmental purposes.89 Aminimum level of resources was to be com
mitted to the Title II Nongovernmental Organization (NGO) multilateral
and emergency program. In addition, a minimum share of Title I agricul-
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tural credits was to be programmed to the World Bank's International De
velopment Association (IDA)-defined low-income countries. The sub
sequent development of the Title III food-for-development legislation
further mandated the flow ofTitle I commodities.90 Program management
also was required to take account of "self-help" legislative requirements
and, subsequently, the Bellmon determination of avoidance of recipient
country agricultural disincentive effects.91

The cargo preference sections of the legislation and the associated Mer
chant Marine Act mandating a share ofgross tonnage for u.s. bottoms further
decreased the flexibility of food aid as an agricultural trade policy instru
ment. The implications of those provisions may be more serious in the
highly competitive dry cargo shipping markets of recent years.

Since the mid-1970s, side by side with the broad stability in PL-480
flows, there has been a significant increase in other purely agricultural,
"soft" credit measures to manage markets.92 More recently, Section 416 of
the Agricultural Act of 1949 has been employed at the margin in preference
to PL-480 for the use ofsurplus commodities in international programs. The
subsequent administrative issues raised by this add-on tactic are reflected in
the extensive legislative provisions of the 1985 Food Security Act (Section
1109 ofPL99-198) concerned with S416 donations.

The evolution of agricultural export policy and aid policy practice in
light of legislative and other regulatory action since the 1960s suggests an
important lesson for the legislature and for aid lobbyists. The original legis
lation reflected not easily reconcilable trade and foreign policy as well as
developmental objectives. The progressive introduction of regulatory con
straints intended to prevent a repetition ofVietnamWar-style foreign policy
abuse and damaging (to low-income countries) short-run, trade-motivated
behavior (1971-1974) has encouraged a multiplication of policy instru
ments. An important question for policy analysis is whether giving increased
priority to developmental and humanitarian goals within the official food
aid program (i.e., PL-480) is justified by the significantly lower level of food
surpluses moving through this channel. What are the developmental impli
cations of a larger share of subsidized exports flOWing through agricultural
channels? During the period in which world markets for temperate zone
commodities are overhung by surpluses, this question concerns the United
States as well as food aid policy more generally.

PL-480 and US. AgriculturalExports in the 1980s
The scope for short-run programming flexibility of food aid has been very
substantially reduced under the 1980 Food Aid Convention (Table 7.4).93
This convention is likely to be extended until the end of the decade, at least
at existing levels. The experience of the years since 1980 has shown that a
capacity also exists to increase commodity flows substantially beyond these
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Table 7.4 Total U.s. Cereals Food Aid and Contributions Through
the Food Aid Convention

FACMinimum Food Aid as %
Contribution Total Cereals of Minimum FAC

Year (000 tons) (000 tons) Contribution

1970nl 1890 9039 478
1971n2 1890 9220 488
1972{13 1890 6948 368
1973n4 1890 3186 168
1974n5 1890 4722 250
1975n6 1890 4273 226
1976n7 1890 6068 321
1977n8 1890 5992 317
1978n9 1890 6238 330
1979/80 1890 5339 283
1980/81 4470 5242 117
1981/82 4470 4791 107
1982/83 4470 5862 131
1983/84 4470 6453 144
1984/85 4470 6976 156

Sources: FAO. Food Aid in Figures; International Wheat Council.

"normal" levels in response to emergency conditions. Whether or not the
scale, direction, and timing of the response was strongly countercyclical
(thereby dampening the short-run effects of reduced production in sub
Saharan Mrica) is an issue for revieVl

The establishment of a food aid wheat reserve of 4 million tons by the
Carter administration represented another form of commitment to making
food aid a more stable element of foreign assistance and global food secu
rity. The reserve was created in a weakening market as stocks accumulated
in 1979 following the restriction on sales to the Soviet Union. The practical
significance of earmarking wheat to sustain commitments and to allow for
high levels of shipments in food crisis in weaker market conditions gener
ated some initial skepticism. But this move appears justified retrospectively
by the comparative ease with which the United States could expand
emergency food aid levels during the Mrican emergency (see Table 7.2).
This measure, which in many ways could have been a model for other
donors in establishing exporter-managed food security stocks, underscores
an important lesson. It is precisely in a weaker market that conditions favor
such forward-looking measures.

There have been no significant changes in the procedures and practices
for determining the commodity composition of either credit sale Title I or
the grantTitle II program. The programs continue to depend on USDAdeter
mination of "available" commodities. The practical consequence of these
procedures is apparent in the lack ofany significant trend prior to theMrican
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emergency in the pattern of cereals· and the buildup of milk powder aid.
There has been substantial short-term fluctuation in the level of individual
commodities "made available" and programmed under both grant and credit
programs (Tables 75 and 7.6).

Within the cereals group, the most significant fluctuations have been in
rice (Table 75). A more detailed breakdown of other cereals that distin
guishes types of wheat and coarse grains probably would reveal similar
short-term movements. These fluctuations indicate a possible tension be
tween short-run export market and surplus management objectives and
tighter and predictable medium-term programming in relation to develop
mental criteria. If allowance is made for a few large, more predictable coun
try programs, especially to Egypt, the year-to-year fluctuations imply that
many marginal countries and projects do not know with any certainty
whether they will get assistance and what commodities will be available. As
discussed earlier, this cannot foster constructive programming.

The cereals part of the program is also significant for particular produc
er, processor, and trader interests. For example, the proportion of agricul
tural exports in fiscal year (FY) 1981 accounted for by food aid ranged from
less than2 percent of coarse grains to 68 percent ofwheat flour and 76 per
cent ofbulgar wheat exports (Table 7.7).

Vegetable oils have remained the most important noncereal commodity
group. Shipment again has fluctuatedas availabilities have been determined
by changing internal market conditions and stock levels (see Table 7.6).
There apparently has been little investigation of the consequence of this

Table 7.5 Commodity Composition of U.s. Cereals Food Aid (000 tons)

Year Wheat Coarse Grains Rice Total Cereals

1970{71 6,566 1,550 923 9,039
1971{72 6,408 1,750 1,062 9,220
1972{13 4,071 1,828 1,050 6,948
1973{74 1,421 1,124 641 3,186
1974{75 3,473 501 747 4,722
1975{76 3,321 442 511 4,273
1976{77 4,737 486 845 6,068
1977{78 4,284 1,em 702 5,992
1978{79 4,806 950 481 6,238
1979/80 3,879 967 494 5,339
1980/81 3,402 1,382 429 5,212
1981/82 4,077 1,042 223 5,341
1982/83 4,121 594 492 5,375
1983/84 4,375 a 792b 488 5,655

Sources: FAO, Food Aid in Figures; International Wheat Council.

aIncIudes 209,000 tons of bulgar wheaL
brnc1udes 158,000 tons of cereal component of blended foods.
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Table 7.6 Commodity Composition of U.S. Noncereal Food Aid (tons)

Year Solid Milk Products Other Diliry Products a Butter Oil Vegetable Oil

1977 57,041 14,726 171,679
1978 74,443 17,541 229,955
1979 63,315 10,050 150,678
1980 63,634 26,320 234,350
1981 98,158 24,450 275,347
1982 111,676 15,095 2,460 299,722
1983 126,206 41,709 290,108
1984 163,341 33,133 64 270,593

Sources: FAO, Food AId in Figures; International Wheat Council.

aIncludes the dairy component of blended foods.

fluctuating supply for either credit sales or project use.94

After a sharp drop in levels of dairy products aid by the early 1970s, there
has again been a gradual buildup of supplies, especially of dried skimmed
milk, or DSM (see Table 7.6). This is one of the few apparent, sustained
movements in the commodity composition of the program. In FY 1981, ship
ments under PL-480 accounted for 90 percent of U.S. exports of DSM (see
Table 7.7). The use ofaid channels to dispose ofsurpluses subsequently has
been carried further by provision for donations under Section 416 of the
Agricultural Trade Act of 1949. Some processed products, such as soya
sorghum grits, that have export outlets and, indeed, are only marketed
through Title II have been among the most stable elements in the program.
Yet it is important to recall that the introduction of these blended products
resulted from the search for substitutes (in nutritional projects) for shrink
ing supplies of milk powder in the 1960s.

When the commodity composition of the program is considered in
cross-section, in FY 1981 for example, a clear relationship emerges between
channels and commodity types (Table 7.8). The credit sales under Title I are
heavily concentrated in widely traded wheat and coarse grains, although
these form a relatively small proportion of the market in commodities. For
wheat in particular, year-to-year movements are small in relation to total
quantities programmed for export. However, where food aid represents a
more important segment of the market, as in the case of rice or soybean oil,
then the relative scale ofannual fluctuations has been much larger. The pro
gram is much more sensitive to, and perhaps plays a more important role in,
market management.

The grant program Title II is disproportionately significant in compari
son with Title I for less widely traded commodities, such as DSM, bulgar
wheat, and blended foods, where the United States has had no significant
commercial export trade. Wheat flour and vegetable oils appear to be inter
mediate cases, important in both programs and relatively significant within
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Table 7.7 US. Commodity Composition or PL·480 and Multilateral Aid Programs,
FlsC:al Year 1981 (OOO tons) .

PL-480 AID PL-480 ' PL-480 + Aid
(Mutual . Percentage of Total

Commodity Title I Title IT Total Security) Agricultural ExP:Orts

Animals and Products 91.4 91.4 103.8 5.0 10.6
Inedible tallow 88.8 6.6
Poultry meats freshJfrozen 15.0 3.9
Nonfat dry milk 91.4 91.4 90.0 90.0

Grains and Produeu 3,663.4 1,473.6 5,137.0 448.0 4.4 4.8
Wheat 2,203.0 266.5 2,469.5 4.2 5.8 5.9
Wheat flour 664.8 217.5 882.3 68.1 68.1
Bulgar wheat 0.5 354.4 354.9 75.7 75.7
Rice 2420 104.6 346.6 10.9 10.9

Coarse grains and produetsll 5S3.1 325.2 878.3 443.8 1.3 1.9
Blended food products 185.1 185.1 90.9 90.9
Soya-sorghum grits 20.3 20.3 100.0 100.0
Oilseeds and Produeu 130.4 121.7 252.1 0.8 0.8

Soybean oil 126.7 121.4 248.1 33.6 33.6
Cottonseed oil 3.7 3.7 1.2 1.2

Pulses 8.0 8.0 15.5 1.0 27
Cotton 4.2 4.2 0.4 0.4
Tobacco 3.6 1.4
Other 0.6 b

So",:ce: USDA, Report ora Food For Peace (Washington, D.C.: USDA, 1981).

aIncludes maize, sorghum, and produeu.
bNegative commercial exports.

u.s. agricultural trade. There is a large international market for flour, but the
United States has faced severe competition, especially from the EEC, and
thus the relative share of food aid in total flour exports probably fluctuates
sharply from year to year. Flour and oil also have an important role in
emergency assistance and direct distribution projects so that large alloca
tions would be required for Title II. Broadly; where recipient countries are
contributing directly to commodity and associated costs of credit sales
under Title I, they show a revealed preference for widely traded com
modities. Where, as under Title II, commodities are made freely available,
then less widely traded commodities and, indeed, some commodities that
have found a niche only in the food aid program are much more significant.
This· discrepancy between the outcome of decisions reflecting the greater
influence of recipients and suppliers on commodity selection is suggestive
ofa tension between recipient/developmental and supplier/internal agricul
tural interests. From the donor viewpoint this raises questions about the cost
effectiveness of the aid transfer.95

Tensions Between Developmental andAgricultural1rade Concerns
In the first fifteen years ofPL-480, the United States in effect could act almost
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Table 7.8 U.s. Cereals Food Aid by Country, 1981/82

.As Percentage As Percentage
Quantity of Total Quantity of Total

Countly (000 t) Cereals Aid CountIy (000 t) Cereals Aid

Angola 14.4 19.3 Kampucllea 17.3 34.7
Bangladesh 453.6 45.1 Kenya 50.3 39.5
Barbados 0.2 100.0 Korea, Rep. of 160.3 37.3
Benin 2.4 28.9 Lesotho 28.3 82.7
Bhutan 1.1 100.0 Liberia 40.9 96.5
Bolivia 14.2 32.1 Madagascar 87.1 40.4
Botswana 6.3 96.9 Malawi 0.9 45.0
Brazil 1.0 33.3 Mali 5.9 8.9
Burundi 7.2 80.0 Mauritania 24.9 28.8
Cameroon 6.7 63.8 Mauritius 32.5 76.5
Cape Verde 25.3 47.0 Morocco 414.1 86.7
C.AR. 0.3 15.0 Mozambique 22.0 14.8
Chad 11.2 39.2 Nepal 9.8 42.2
Chile 8.3 45.4 Nicaragua 1.5 1.4
China 10.3 13.1 Niger 19.3 27.0
Comoros 2.0 25.3 Pakistan 131.6 37.9
Congo 0.1 25.0 Panama 3.1 100.0
Costa Rica 43.2 95.6 Paraguay 1.1 100.0
Djibouti 5.2 46.0 Pern 61.2 50.3
Dominican Rep. 57.1 100.0 Philippines 49.0 89.9
Ecuador 5.3 63.9 Poland 397.3 95.2
Egypt 1,695.4 86.7 Rwanda 6.2 49.2
ElSalvador 125.2 97.0 Sao Tome 0.1 3.2
Ethiopia 7.6 4.0 Senegal 31.8 38.5
Gambia 4.4 21.0 Seychelles 0.5 38.0
Gaza Strip 4.7 79.7 Sierra Leone 5.6 19.4
Ghana 31.1 72.2 Somalia 63.2 34.0
Guatemala 10.6 100.0 Sri Lanka 116.4 57.5
Guinea 17.3 44.8 Sudan 111.8 57.6
Guinea Bissau 6.6 21.8 Tanzania 39.9 13.0
Guyana 0.3 23.1 Togo 4.6 100.0
Haiti 84.4 93.9 Tunisia 66.0 68.8
Honduras 24.9 73.7 Turkey 0.3 100.0
India 310.0 91.8 Uganda 26.0 53.6
Indonesia 90.6 85.0 Upper Volta 44.6 55.1
Jamaica 71.5 86.4 Zaire 79.5 100.0
Jordan 5.2 7.2 Zambia 732 --1U

Total 5,393.3 58.4

Sources: FAO, Food Aid in Figures; International Wheat Council.

Note: Includes indirect U.S. contributions through multilateral programs and NGO
activities.
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as a discriminating monopolist operating on the demand for agricultural ex
port commodities, particularly wheat. In retrospect, there was some signifi
cant consistency of interest between the United States as an exporter and
developing countries with a growth potential. Overhanging surpluses with
little value were disposed. The extent to which imports were truly addi
tional, or involved substitution ofconcession for hard currency imports, is a
matter for speculation. The scarcity of hard currency probably implied that
a high proportion of such imports were additional, especially in the case of
the largest recipient, India,96 and at least to some extent in the case of the
now middle-income countries in East Asia and Latin America. Where food
aid provided balance-of-payments support, the transfers promoted the
growth process and indirectly promoted the market for imported cereals.
South Korea was such a case.97 The global distributional impact may have
been·higher prices to commercial importing countries. Since the. collapse
of that trade regime, food aid, it is argued, has come to playa different role.

Flows are more predictable overall, but in quantitative terms they are
smaller. The higher share of aid from non-U.S. sources implies a higher de
gree of concessionality; thus, assessing the changing value of the total re
source transfer is less clearcut. Official food aid has been reallocated toward
the least-developed countries in sub-Saharan Africa and to Bangladesh.
Egypt, not a least-developed country but the largest recipient, is the out
standing exception (see Table 7.8). The fragmentary evidence suggests that
most program food aid is only partially additional to commercial imports.98

A balance of unfavorable factors beyond the control of low-income coun-:
tries, particularly the world recession since 1979, have put all these coun
tries under severe economic stress. In these circumstances food aid flows
have represented an income transfer in kind. The considerable degree of
fungibility implies support for policies both good and bad. The chapters on
food strategies and agricultural policy reform in this volume reflect these
issues.99 Yet food aid remains an inherently second-best way of providing
such support. The long-standing justification for such aid always.has been
that at least part of the food aid is an additional resource transfer reflecting
the strength ofagricultural support. But clearly, the tension still remains be
tween developmental and agricultural intluences on food aid flows.

In an aggregate sense official food aid has become a more predictable
resource. There is an opportunity for a greater degree of predictability at a
country level through programmatic innovations, such as Title III, that of
fered multiyear commitments. There is greater concessionality, again exempli
fied by Title III, larger-scale emergency aid, and significant government-to
government aid under Section 206 ofTitle II toAfrica. Yet in contrast to other
aid, the complexities ofcontrols and commodity timing that reflect exporter
agricultural interests are more severe. The process of commodity selection,
which is strongly sensitive to short-run surplus disposal considerations, in-
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volves the acceptance of a potentially significant tradeoff between develop
mental and market management concerns. This issue is exemplified by the
rapid expansion of DSM exports through PL-480 and subsequently under
S416 as well. Since the early 1970s until 1985, the EEC has been the most
important source offood aid in dairy products, directly and through the WFP.
The record does not justify the United States becoming a significant supplier
of DSM as food aid.

Dairy FoodAid
World· markets .of dairy products are depressed by large, overhanging
surpluses. Most developed country producers are dumping into developing
country markets. Food aid has been used to facilitate the development of
local dairy production (this is called "project food aid"). The· best-known
example is Operation Flood in India, and there have been other projects in
Kenya andTanzania. More recently, the United States has supported a similar
"project" in Sri Lanka. Other aid resources have been used to support dairy
development through complementary capital investments and technical
cooperation.

With seasonally fluctuating local supply, dairy production in most tropi
cal and semitropical developing countries typically depends for at least a
proportion of its inputs on imported dairy products for reconstitution. Food
aid therefore can facilitate the development oflocal production byfinancing
the import of such inputs. Attention always has focused on the local genera
tion of revenue, called counterpart funds. These funds can be used for local
dairy development or for subsidizing local processing capacity. With mar
kets overhung by surpluses, the profitable reconstitution of commercially
acquired inputs may be difficult at import parity prices for full-cream milk
powder. What is at issue is not just the prices at which domestic producers
can be encouraged to supply milk, but also the operating costs of the local
dairy processing industry. Are local prices to final consumers set at a level
that ultimately allows the profitable expansion of local dairy production? In
present market circumstances tariffs or other restrictions may be required
on commercial inputs of products in a form readily salable to the final con
sumer. The real danger is that food aid will be used to subsidize both con
sumer and local processing capaCity by making possible sales of locally re
processed commodities at or less than input parity levels established by
dumping.

Dairy aid is meeting the balance-of-payments costs by providing more
materials to a local industry. Consumers are being subsidized. But are these
desirable beneficiary groups or middle- and upper-income urban house
holds? More importantly, is the aid being provided in a context in which a
local production capacity will develop that can be based on local milk pro
duction or efficiently can utilize commercially purchased imports in the fu-
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ture?· Evaluation of EEC-supported projects was pessimistic as to the de
velopmental value ofmost such programs (except Operation Flood).100With
dairy products, the scope for policy dialogue is far less than is the case of
cereals that have macroeconomic significance. The donor of course can
withdraw, but this is a difficult decision when larger levels of commodities
are being programmed.

The other common use of dairy aid is in supplemental nutrition pro
grams. This again is a highly controversial area. There are lactose intolerance
problems. The desirability of organizing nutritional programs around com
modities that are not widely consumed locally by poor, vulnerable groups
has been questioned. Except where these commodities are widely con
sumed among potential beneficiary groups or have a local market resale
value approximate to import parity prices, the use ofsuch commodities may
not be cost effective. Finally, these are more difficult commodities than
grains to store and distribute. The EEC, in part bowing to the considerable
weight of criticism, progressively has been reducing the scale of dairy aid.
An EEC Commission policy paper on food aid described DSM as a "difficult"
commodity and proposed a reduction in the levels at which it can be used
effectively.101 From a developmental point of view it would probably be
more cost effective for the EEC to dispose of these commodities in some
other way and substitute other, more appropriate commodities or nonfood
aid.102 What then is the developmental rationale for u.s. intervention on a
large scale?

The Additionality Issue
A long-standing concern of agricultural interests has been to safeguard the
sale through commercial sources ofall transfers less concessional ones. This
concern was reflected in the strict requirement that commodities provided
through NGOs or international programs under Title II would not be sold
on local markets. In circumstances where practically no other external re
source$ were provided to support local projects, this imposed a severe re
striction on project design and finance. The whole evaluative experience is
that project food aid, both food for work and nutritional programs, has been
constrained severely in its effectiveness by a lack of complementary re
sources, including finance for the local movement ofcommodities, payment
of staff, purchase of equipment, maintenance, and the like. Of course, any
local sale of commodities raises difficult management and accounting is
sues, which could be handled on a case-by-case basis. Blanket restrictions
reflect an overwhelming concern for agricultural trade interests that se
verely reduce the developmental possibilities of food aid as a resource. It is
encouraging that this has been recognized in recentyears, and there is more
willingness to allow) the monetization of a proportion of commodities to
meet local costs. A positive feature of the 1985 Food Security Act is the re-
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quirement that monetization must become a normal feature of voluntary
agency nonemergency projects (Section 1104).

However, PL-480 budgetary practice still falls short of the flexibility of
some other donors in terms of their capacity to program locally available
commodities into emergency or developmental action (local purchase) and
swap arrangements (exchange of imported for local food). Uttle attempt is
being made to utilize triangular actions (importing food from another de
veloping country). This issue of flexibility is highlighted by the recent ex
perience in sub-Saharan Mrica. As noted previously, local staples, such as
white maize and indigenous varieties of sorghum and millet, often are pre
ferable, particularly for rural projects and relief operations. Where projects
are funded on an annual basis, local purchase and swaps offer the opportu
nity to respond to fluctuating local food supplies. For example, the WFP is
currently purchasing grain in Burkina Faso-which has recently been in
serious food deficit-for local projects. Maize surpluses in Kenya, Malawi,
and Zimbabwe might be similarly utilized in-country (in the case ofKenya)
or to meet the food requirements of neighboring countries. The budgetary
framework and policy practices of PL-480 are in this respect apparently less
flexible than those ofother food aid donors such as Australia, Canada,Japan,
and most European countries. The multiplication of policy instruments to
manage agricultural markets has not reduced the tension between develop
mental and agricultural trade objectives in the budgetary and policy
framework of PL-480. Is this because other donors characteristically fund
food aid as part of their aid programs?

Future Requirementsfor FoodAid
Globally, the projection of recent trends indicates a continually rapid in
crease in the demand for imported cereals by developing countries.103 Such
projection exercises are fraught with difficulties. More recently, rates of
growth have declined, and many developing countries have experienced a
sharp fall in per capita national income levels. Consequently, income
related expansion in demand may be less than implied by projections re
flecting trends since the mid-1960s. The most recent movements in oil
prices and currency rates are a reminder that the international distribution
of growth in demand in the Third World may be different from that of the
past decade or so. Exercises in projections into the future are difficult, and
the estimation of food aid requirements is no exception. Nevertheless, in
the context of a volume looking at prospects for development and agricul
tural trade, these questions require consideration.

In reviewing projection exercises by FAG, the International Food Policy
Research Institute (IFPRI), WFP, and USDA, two general results were
noted.104 First, food aid requirements reflecting various assessments of ca
pacity to finance imports are typically in excess ofcurrent levels and are ex-
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panding. Second, estimates based on World Health Organization (WHO)/
FAO nutritional guidelines-which are a reminder of the urgent need to im
prove nutritional status in many countries beyond current abysmal levels
produce far higher requirements than projections reflecting· demand,
whether based on past trends or improved growth scenarios.

Some analysts are much more optimistic about the future. For example,
Bale and Duncan, using the dictum that "we know that the future will be
similar to the past because in the past the future has been similar to the past,"
argue that the trend has been for agricultural prices to decline and crop
yields to increase in developing countries and that there is no reason why
these trends should be suddenly reversed.105 . Indeed, if developing coun
tries have "pricing policies that remove the existing distortion under which
agricultural production labors," then the positive trend in food consump
tion they observe would be accelerated. In this optimistic, highly aggregated
vie"\v, no mention is made ofaid requirements, although the authors' implicit
view is that food aid would be temporary, which does not accord with the
various projection estimates on the need for greatly increased allocations in
the future.

Such highly aggregated assessments are not consistent with the results
of FAO's disaggregated exploration of greater-than-trend growth scenarios.106

Other analysts also stress that although short- to medium-run projections of
food production may not look too bad for many countries, longer-run pro
jections show the importance of continued attention to sustain supply in
creases. l07 It also has been suggested that optimistic assessments confuse the
micro and macro question. Some countries will succeed in being less de
pendent on food transfers, if not on food imports more generally, but many
others will fail to do so. This· is not readily apparent with aggregate figures,
but it means that in terms of actuarial risk increased concessional financing
for food imports probablywill be required and should be taken into account
in planning U.S. food aid policy. The onus is upon those who argue for main
taining or reducing levels of food aid to ensure that alternative financial
mechanisms exist to meet the unavoidable food import bill of low-income
countries. The notional actuarial risk provides a useful metaphor for the
problem.Just as insurance companies do not know exactly who will be mak
ing claims, they nevertheless can anticipate that the level of claims during
several years will be such that adequate resources must be set aside to meet
these as they arise. Some projections made in the early 1980s for food aid
requirements in sub-Saharan Africa in 1990 already have been exceeded in
the crisis period of 1984/85.

The record on the recipient and donor side indicates that there are not
only choices but constraints on what is institutionally and politically pos
sible in the foreseeable future. The requirements estimates should be inter
preted, therefore, as an upper limit to the amount of food aid that can be
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used effectively. Food aid is a resource with the potential for powerful posi
tive and negative impacts on recipient countries. To grasp the opportunity
to use food aid positively requires not just the political will to follow difficult
policies, but considerable planning and management sophistication in re
cipient countries. The evidence is that development will create significant
markets for agricultural exports. But there are risks, especiallywhen agricul
ture generally or particular agricultural sectors are under pressure. In these
situations the shortsighted assertion of narrow interests over developmen
tal and humanitarian concerns can undermine the credibility of an aid re
source that requires flexibility and sensitivity on the donor side.
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Commentary

Daniel E. Shaughnessy

International food aid exists because donors have more food than they re
quire for domestic consumption and commercial sale. Food aid is not moti
vated primarily by a burning desire to use food for economic development
purposes. Donor countries do favor the general use offood aid for humani
tarian purposes, but this desire may not be enough to sustain large, con
tinued flows of food aid given the cyclical nature of supply, the changing
needs for outright famine relief, and the on again, offagain, attendant fluctu
ations in public interest.

Further, it is no accident that food aid (certainly in the United States) is
an outgrowth ofdomestic farm and agricultural policies. Nor is it an accident
that the PL-480 legislation is part of the U.S. farm bill; and it is not surprising
that the financial control of PL-480 resides with the Commodity Credit Cor
poration (CCC). Although the Agencyfor International Development has au
thority for certain activities in the area offood aid, the ultimate responsibility
for reporting to and dealing with Congress on PL-480 appropriations resides
with the U.S. Department ofAgriculture. Consequently, U.S. domestic farm,
agricultural, and trade issues, together with related foreign policy concerns,
often overshadow the debate about the developmental or humanitarian im
pact of food aid.

For the most part then, the U.S. food aid program is an outgrowth of
domestic agricultural policies; this always has been the case in the thirty
plus year history of PL-480, and there is no indication that this situation will
change. Although there have been different emphases on PL-480 during the
years, which ranged from disposing surplus to meeting political, foreign
policy, or humanit.arian objectives, the fact remains that PL-480 exists be
cause domestic agricultural policies assure a large supplyoffood. Given this
underlying rationale for the existence of a food aid program, those inter
ested in the application offood aid for developmental and humanitarian pur-
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poses must remember the genesis ofpolitical and financial support that sus
tains the supply of commodities for food aid purposes.

It is in this context that I wish to comment on Clay's chapter. I would like
to note that I approach this effect as a "practitioner" of food aid. I do not
attempt to add analytically to what is already a very thorough, excellent
analysis. To begin, I would like briefly to reiterate some features of Clay's
paper that struck me as particularly appropriate for this discussion.

Case Studies
In the effort to determine to what extent food aid has been and can be a
significant resource for development and an important instrument of ag
ricultural trade policy, the record of specific examples and case studies can
lead to a variety of conclusions. Indeed, in his section entitled "Trade Case
Studies," Clay notes that the debate on these issues, based upon a review of
case studies, is "intrinsically indeterminate." That also has been my experi
ence. Reviewing case studies can lead to whatever conclusion one wished to
draw in the first place. Furthermore, it always is possible to find both favora
ble and unfavorable examples of food aid, such as those dealing with disin
centives or those that may have helped to provide a stable supply ofagricul
tural products at reasonable prices while other forms of development
began.

Targeted FoodAid
Clay notes that the highest real income effect resulting from the transfer of
resources to final recipients can be achieved most readily by targeting distrib
uted food directly to the poorest households. It has been my experience
that the only way to really assure the desired effects of food aid is through
targeted food aid activities. In the case of the United States this almost always
involves targeted project activities under PL-480's Title II program, either
through U.S. voluntary agencies or the World Food Program. In short, the
only way to be absolutely sure of achieving the desired effects is through
extremely close management and supervision, and this usually can be done
only in project food aid and on a relatively small-scale basis.

Changing Patterns ofFoodAid
There is a changing pattern in both food aid flows and in the nature of recipi
ents of food aid. As Clay accurately points out, the large food aid transfers to
Asia that characterized prior years are no longer the norm. Now the trend is
moving decidedly in the direction of both concessianal and project aid to
Africa. The nature of these food aid recipients, the conditions attached to
such aid, and the potential involvement of such countries in further agricul
tural trade activities all provide evidence of a changing scene that has m(\jor
implications for donors and recipients alike.



Commentary 215

AgriculturalMarketing
Clay notes that government interventions in domestic agricultural markets
are pervasive, with_or without food aid. This is certainly the case in both de
veloped and developing countries. Certainly, the experience in the United
States of attempts at government intervention into agricultural marketing
and farm programs is a mixed record at best. In the case ofdeveloping coun
tries, including those with aspirations of involvement in agricultural trade,
the potential involvement of government is almost a certainty. For donors,
having some influence on that involvement becomes a mqjor objective.

Effects ofFoodAid
On the continuing debate regarding disincentives and other effects (both
positive and negative) of food aid, Clay's statement that "the overall impact
of food aid is a priori indeterminate" needs no elaboration. Obviously, food
aid exists because resources are available. Just as obviously, what is done
with t1)ose resources depends very much on donor management, recipient
country policies, and actual implementation of programs and projects.
Clay's case study review demonstrates this very clearly.

A Question ofPerspective
Given the changing patterns of food aid, there is a real question about how
important the debate about market intervention and disincentives really is.
Clay correctly questions the extent to which the debate on disincentives and
the macroeconomic growth implications offood aid is out ofproportion to
the current scale of transfers. Is it worth engaging in extended debate about
the possible-effe.cts of a program whose levels may not be worth the effort?
This is particularly true concerning countries where food aid flows are
small, both in proportion to the donor program and in proportion to the
recipient country's overall agricultural situation.

Food Aid and the Transition to Exports

As a prelude to commenting on the relationships between agricultural trade
and food aid, I note here that I agree with Clay's assertion that "systems that
are well geared to handle imports, and even the marketing and processing
ofdomestically produced food, typically do not readily allow exports." Con
sequently, the transition from food aid participation to commercial trading
and marketing can be a difficult one for a country that has been a basic im
porter of agricultural products, even when that country's agricultural econ
omy is developing to the point where exports are possible.

It is in the section dealing with trade that Clay clearly articulates several
issues that are of particular importance. First, he correctly raises the ques
tion, Why give much attention to food aid in a discussion of agricultural
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trade policy? As he notes, there have been a number of legislative and reg
ulatory changes· that have led commentators and analysts to suggest that
food aid is now increasingly a resource for humanitarian, developmental,
and foreign policy activities. With declining flows of food aid from the
United States these changes have diminished perhaps the role offood aid in
agricultural trade policy.

Nevertheless, in the current context food aid can still be regarded as an
important component ofagricultural trade policy. Consider the following:

1. Although overall levels of PL-480 are no longer as high as they were
in the 1960s, PL-480 still represents a major avenue for agricultural
export and trade in certain commodities. Indeed, worldwide com
mercial market conditions for U.S. wheat flour, soybean oil, and rice
may make PL-480 or other government export programs "the only
game in town."

2. For the shipping industry, carrying food aid cargoes has become a
priority objective. In the liner trades, the World Food Program is the
largest single originator of liner parcel in the world. In the United
States, PL-480 and Section 416 cargoes are so attractive that they will
soon be subject to a 75 percent U.S. flag preference. In many cases,
PL-480 cargoes are the only realistic sources ofrevenue for large U.S.
bulk carriers.

3. For inland transportation interests such as railroads, P~)ft authorities,
and elevator operators, handling food aid is a much sought after ac
tivity. Labor wage concessions, reduced terminal rates, lower
stevedoring, reduced intermodal transport, and lower port costs all
are characteristic ofefforts employed to attract such business.

4. Provisions in the 1985 farm legislation demonstrate a clear intention
on the part of the US. Congress to use US. agricultural supplies to
enhance exports. PL-480 and Section 416 certainly playa role in any
such action.

Even with these strong domestic export interests in place, PL-480 con
tinues to be subject to other political initiatives. For example, in the summer
1985, PL-480 funding obligations were deliberately halted in order to "save"
money for expenditures associated with the Central American "contra" aid
package.

In view then of conflicting or competing food aid objectives, policies,
and practices, where does the subject of this volume-US. agriculture and
Third World development-fit in the context of the recipients of such aid?
For guidance, I return to a section in Clay's chapter in which he reviews PL
480 and agricultural exports in the 1980s. Here he notes that weak market
conditions brought about the establishment of the US. 4 million ton wheat
reserve. He goes on to say that "it is precisely in a weaker market that condi-
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tions favor such forward-looking measures."
I agree, and certainly we are now experiencing "weak market condi

tions." But can this situation help bring about the assurances that are needed
to reconcile donor export interests with recipient developmental concerns?
I think not, at least not in any conclusive manner.

Is it really possible to control the "assertion of narrow interests over
developmental and humanitarian concerns" in the administration of"an aid
resource that requires flexibility and sensitivity on the donor side?"



chapter eight

U.S. Agriculture and the
Developing World:
Partners or COITlpetitors?

Robert L. Paarlberg

Agricultural development in the developing countries is sometimes de
scribed as a menace to u.s. agriculture. According to this view, every addi
tional bushel of farm production in the Third World represents one less
bushel of farm sales potential for the United States. A recent surge of farm
production in poor countries, some believe, has been a major cause of the
recent slump in U.S. farm trade.

The chapters in this volume have challenged some of these common
assumptions. An even more direct challenge is made here. I review evidence
that indicates that additional farm production in developing countries has
not been an important contributor to the recent slump in U.S. farm trade.
With the proper policies in place, in fact, additional farm production in de
veloping countries actually can benefit U.S. farm trade. U.S. and Third World
farmers ought not to view one another only as competitors. Under properly
managed circumstances they often can operate as partners.

The Possibility ofPartnership

The possibility of a partnership between U.S. and Third World farmers rests
on the unique contribution farm production can make in poor countries to
broad-based income growth and hence to dietary improvements and en
larged food consumption demands. Among wealthy, developed countries,
to be sure, additional farm production may not make this contribution. In
regions where citizens already are wealthy and where diets already are
dch-such as the European Economic Community (EEC}--additional farm
production is not likely to add much to broad-based income growth or to
internal food consumption demands. Additional farm production in such
regions more likely will replace trade or enter export markets. U.S. farm
operators therefore have every reason to feel threatened by production sub-
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sidies in other rich, farming countries.
But an entirely different response to· added farm production occurs

among today's developing countries, where large numbers of poor people
with poor diets are dependent directly upon farming for income and em
ployment. In such countries, where most of the income gained from farm
growth will go directly into additional food consumption, the paradoxical
result of successful farm development can be larger farm import demands.

The process of rapid wealth creation cannot get underway in most poor
countries without farm development. Successful farm development helps
create a pool ofsavings. It stimulates effective consumption demands, and it
releases a competent labor force needed to launch efficient urban industrial
growth. Efficient industrial growth, in turn, pushes personal income still
higher and turns loose still larger food consumption demands. These de
mands usually include a taste for diets that are rich in higher quality food
grains and in animal products such as meat, milk, and eggs. Even for agricul
turally successful developing countries, some of the .agricultural inputs
needed to satisfy these· enriched dietary demands will be cheaper to pur
chase from abroad than to produce at home. Animal feedstuffs, in particular,
often will be imported in ever larger volume in response to income growth
originally turned loose in developing countries by farm sector prosperity.
U.S. agriculture, which is the world's most efficient producer and largest ex
port~r of high-quality foodgrains and animal feedstuffs, obviously is well
positioned to prosper from such larger import demands.

EvidenceofaP~ersbip

Can this sort of harmonious relationship between rapid farm development
in the ThirdWorld and U.S. farm trade actually come into existence? The evi
dence that itcan rests on the well-established fact that high-income develop.:
ing countries do import more farm products than low-income developing
countries. Note from Table 8.1 that the low-income developing countries
(where Gross National Product per capita is less than $400) took only 11.4
million tons,·or just 15 percent, of all free world developing country grain
imports in 1982, despite the fact that most of the developing world's mal
nourished citizens live in these low-income countries. The upper-middle
income developing countries, because of their much greater purchasing
power and despite their much smaller physical size, import almost three
times as much.

Moreover, although low-income country grain imports grew by only 40
percent (from a small base) during the decade shown in Table 8.1, upper
middle-income countries increased their purchases by 102 percent, from a
base one-halfagain as large. Imports ofcoarse grains increased among these
more prosperous developing countries by roughly 300 percent, thus indicat-



Table 8.1 Grain Imports by the Developing Countries (million tons)

Imports in 1972n3 (JulylJune) Imports in 1982/83 OulylJune) Increase 1972/73-1982/83
Counuy Groupinga Wheat Coarse Grains Rice Total Wheat Coarse Grains Rice Total Total Grains

Developing Countriesb

Low income 6.1 1.1 1.0 8.2 8.7 0.8 2.0 11.4 +40%
Lower-middle income 7.1 1.4 22 10.8 17.2 5.1 25 24.8 +130%
Upper-middle income 9.4 5.1 1.6 16.2 125 19.0 1.3 328 +102%
High-income oil exporters 0.7 0.2 0.4 1.3 1.7 26 0.8 5.2 +289%
Centrally planned LDCs ---.L1 l.l .Q.2 ---M .H..B. --.JJ. M 1M +121%

Total developing countries 30.4 8.9 5.4 44.9 54.9 30.8 7.0 92.8 +107%

Total world trade 67.6 57.8 8.0 133.4 96.1 86.4 11.8 194.3 +46%

Developing counuy share (%) 45 16 68 34 57 36 60 48

Source: International Wheat Council (data).

aOn the basis of 1982 income (GNP per capita) the groupings are as follows: low-income, less than $400; lower-middle income, $400-1,650;
upper-middle income, more than $1,650. The high-income oil exporters were greater than $6,000. Centrally planned developing countries have
not been included in these groupings and are shown separately.
bpigures include centrally planned developmg countries (China, Mongolia, Vietnam, North Korea, and OJba).
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ing that a significant increase in animal feeding, driven by dietary diversifIca
tion, was well underway. Among the low-income countries, coarse grain im
ports were not only low but actually in decline.

US. farm exporters, especially coarse grain exporters, therefore have
an unmistakable interest in promoting income growth in the developing
world. It is not the hunger of poor countries, or even their growing popula
tions, that makes them better customers for US. farm producers. It is the
purchasing power that comes from their growing wealth.

<. But what evidence is there that farm production contributes to this
broad-based income growth that stimulates farm imports in developing
countries? What evidence is there that farm production in developing coun
tries· and farm imports can increase simultaneously? Several recently com
pleted studies have reached precisely these conclusions.

The first of these was a study done in 1979 for the International Food
Policy Research Institute by Kenneth Bachman and Leonardo Paulino that
examined the trade consequences of rapid food production growth in six
teen developing countries; Bachman and Paulino found that although the
proportion ofdomestic food consumption satisfied by imports generally fell
in these countries, net imports ofstaple foods nonetheless increased, to the
presumed benefit ofUS. agriculture. The authors also found that annual net
staple food imports in these agriculturally successful developing countries
actually rose in volume by 133 percent between 1961-1965 and 1974-1976.1

In a second, more recent study byJohn Lee and Mathew Shane at the
US. Department of Agriculture, similar results were found in two specific
developing countries that are presumed by many US. agriculturalists to be
among their most threatening competitors-Malaysia and BraziL Lee and
Shane found that both countries, despite rapid agricultural development be
tween 1967 and 1983, increased farm imports along with farm exports. On a
wheat equivalent basis, Malaysia's imports of food, feedgrains, and oilseeds
(primarily US. soybeans) increased from 1 million tons to almost 2.4 million
tons during this period. Brazil showed a similar pattern. In spite of Brazil's
noteworthy Success in boosting farm production and farm exports, it be
came a significant agricultural importer ofgrains. Lee and Shane concluded
that "contrary to what seems to follow from common sense reasoning, eco
nomic development in the developing countries along comparative advan
tage lines is not competitive with [US.] export interests, but generally·com
plementary to it."2

A 1985 study by Earl Kellogg of the Consortium for International De
velopment in Arizona reached similar conclusions. This study examined per
capita changes in agricultural imports in· eighteen significant developing
countries (out of ninety-two) that exhibited the most rapid growth in per
capita food production during the period 1970-1980; the study compared
these changes to those in thirteen countries that exhibited the least rapid
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food production growth. The data revealed that this first category ofagricul
turally successful developing countries increased its dollar value of per
capita agricultural imports by 47 percent, compared to only a37 percent in
crease among the second group ofagriculturally unsuccessful countries. In
other words, food imports went up faster when poor country farmers were
doing well and making moneythan when theywere doing poorly and losing
money.

This same study also specifically compared the trade patterns of two ag
riculturally successful developing countries (Brazil and Korea) to those ofa
much less successful counterpart (Sierra Leone). It found that in the former
case the volume of US. farm sales to Brazil and to Korea increased by an
average of 8.7 percent and 6.7 percent per year respectively between 1970
and 1983; the volume ofUS. farm sales to Sierra Leone actually decreased at
a 2.5 percent annual rate. Kellogg concluded that "in the intermediate term
increases in agricultural production in developing countries do not have a
negative impact on aggregate US. agricultural exports to these countries."3

Another 1985 study by Richard Kodl at the University of Illinois
amplified Kellogg's findings. Using a regression analysis with time series
and cross-sectional data on seventy-seven developing countries, Kodl found
no significant negative correlation between per capita agricultural produc
tion in developing countries and their per capita imports of agricultural
products. In six of thirteen equations, in fact, he found a significant positive
correlation. Kodl's examination of Kellogg's same specific country cases
further confirmed the aggregate tendency for farm growth in poor countries
to stimulate food import growth.4

Further evidence to support this same conclusion also is found in a 1986
research note produced byJames P. Houck at the University of Minnesota.
Using a forty-four-nation sample and 1983 data, Houck found a relatively
close association between agricultural productivity, per capita Gross Domes
tic Product (GDP), and per capita cereal imports. He concluded that "the
burden of proof clearly rests with those who argue that agricultural assis
tance for low-income nations is usually a trade-stifling undertaking."5

These findings should not be taken to mean that in every individual case
rapid farm growth in developing countries will produce an immediate gain
for U.S. farm exports. We know that in some recent cases, for example India
and China, record farm production gains have been accompanied by a de
cline rather than an increase in farm imports. We also know that in some
other developing countries, for example Egypt, farm imports have grown
rapidly in part because local farm production has not. In some oil-exporting
developing countries-especially those that enjoyed windfall foreign ex
change earnings during the 1970s--a sudden growth of f~rm imports was
registered for reasons essentially unconnected to local farm production
trends.
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Even if these studies confirm that US. farmers and farmers in poor coun
tries· can'prosper side by side, the studies do not demonstrate specifically
that farm production gains in poor countries are the original cause of these
joint gains. In some instances, successful industrial development may have
come first, with agricultural production gains following rather than leading
the all important step of income growth and dietary diversification.6 If so, it
will be the growth of income but not necessarily the prior growth of farm
production that will bring gains to US. farm exporters.

In the complex world ofdevelopment, many different paths can lead to
the same outcome; the same path, when pursued by different countries in
different circumstances, sometimes can lead to divergent outcomes. Those
policymakers and development planners who want to find a path that consis
tently links developing country farm development to US. farm trade expan
sion therefore must be wary ofgeneralizations. There is plenty of evidence
to suggest that such linkages already have been widely formed. But it is es
sential to recognize the significant variety ofcases in which mutual gains for
US. farmers and Third World farmers have not been achieved; it also is es
sential to elaborate the reasons joint gains were not achieved, as a prelude
to adopting suitable policy correctives.

Where a Partnership Does Not Exist

In several of the individual country cases examined in this volume, a satisfy
ing link had not yetbeen formed between local farm development and US.
farm export expansion. These cases instruct us in the many things that can
prevent joint gains between US. and Third World country farm operators
from being fully realized.

We noti.ce immediately, in the case of China, that farm imports from the
United States have fallen during the most recent period of remarkable local
production gains (see Chapter 4). Since 1978, the value of farm production
in China has risen by 50 percent, a rise due in large measure to price and
incentive reforms. The result lately has been fewer Chinese purchases ofUS.
wheat and a total halt to Chinese purchases of US. corn. In fact, by 1985
China was exporting corn, thus displacing US. sales in a variety of third
country markets inc1uding]apan, South Korea, and the Soviet Union.

Farm production growth in China did lead, as expected, to rapid per
capita income gains, but these gains did not result in the expected increase
in demand for imported food and feedstuffs. This lack of increase was due,
in part, to the fact that most of these income gains were registered in rural
areas where local supplies were abundant and larger consumption de
mands were accommodated badly by the poorly integrated Chinese market
ing system and by the slow-moving Chinese bureaucracy. If Chinese de
velopment planners can improve these markets and relax these internal
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controls and constraints, a significant upgrading of the still poor Chinese
diet-to include more animal product consumption--could yet lead to
larger farm import demands.

A highly conservative attitude inside the Chinese government toward
the expenditure of foreign exchange, an attitude that was only temporarily
relaxed between 1978 and 1984, also is standing in the path oflarger Chinese
farm imports. In order to repair a sagging overall trade balance the Chinese
government has curtailed imports, including food imports, in recent years.
China's internal farm production gains have not always been the decisive
factor. For example, Chinese corn production fell by 13 percent in 1985; by
1986, noticeable feedgrain shortages had emerged in the southern part of
China, but corn exports nonetheless were continued, no doubt for reasons
linked to overall trade strategy. Until China becomes capable of earning
more foreign exchange with exports and more comfortable using imports
to boost consumption, it may not be joining the smaller states of East Asia as
a permanently rewarding market for u.s. feedgrain exports.

India often is mentioned alongside China as a developing country that
has recently stopped importing food because of internal farm production
gains and instead has begun exporting. In fact, India's recent emergence as
a small net exporter ofwheat is not so unusual. India was also a net exporter
of wheat in 1978--1980 and even for a brief time in 1972.7 India did import
large quantities of u.s. wheat in the 1960s, but in the form of food aid on
concessional rather than commercial terms. India is exporting wheat today
not because its internal food needs have all been met, but because low in
come within India restricts the purchasing power of the population. Be
cause of this lack of effective internal dem:md, even small, localized produc
tion gains can result in commercial surpluses and a need to export. If India's
several hundred million desperately poor, chronically undernourished citi
zens should ever gain the income needed to express their unsatisfied food
demands, India's current trade posture in international foodgrain markets
could be transformed qUickly.

US. farm exporters also have had reason to be disappointed with the
development of marketing opportunities in the Philippines because of the
failure ofsustained farm sector growth and rapid income growth to develop
in the first instance. As noted in Chapter 5 by Clarete and Roumasset, rapid
farm productivity gains elsewhere in Southeast Asia (a 35 percent increase
since the mid-1970s) have helped bring to those countries rapid income
growth and an equally rapid growth in consumption of meat and dairy prod
ucts. This growth has resulted in increased imports of both livestock and
feed products and increased business for US. farm exporters. But the Philip
pines "dropped out of the pack" of rapidly developing Association ofSouth
east Asian Nations (ASEAN) economies at least a decade ago, and so that

.country has not been able to offer US. agriculture comparable market op-
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portunities. This disappointing growth'performance is attributed largely to
an inward-looking, import-substitution development strategy and to the
rent-seeking policy stance (especially toward agriculture) embraced since
1949 by a succession ofincreasingly ineffective, sometimes corrupt, political
leaders.

Valdes explains that similar difficulties have been encountered in many
of the states ofLatin America (see Chapter 3). Official policies biased to pro
tect relatively inefficient urban industries and to serve politically powerful
organized urban consumer interests have retarded farm sector develop
ment in Latin America. Joint gains between u.s. and Latin farmers also have
been blocked because agriculture in Latin America has been oriented more
toward earning foreign exchange through exports and less toward produc
ing domestic empl9yment and income growth. From nations such as Argen
tina and Brazil, for example, u.s. farm operators often encounter stiff com
petition in international farm markets. The Latin farm sector also is less
likely to generate broad-based income and hence larger farm imports be
cause Latin American peasants are smaller in relative numbers than in Asia,
they are less secure in their access to land, and in most instances they lack
the political power to ensure that income from farming will be shared
widely. Also, the greater availability ofunderutilized land resources in Latin
America has encouraged a pattern of livestock production based more on
the expansion ofpasture area and less on the use of imported feedstuffs.

For all these reasons, rapid farm production gains in Latin America will
less often stimulate an immediate demand for larger farm imports. In
Mexico, for example, the extended period of rapid farm production gains
(especially in wheat and corn) that began during World War II and lasted
through the mid-1960s only lessened Mexico's need to import food.
Mexico's grain purchases from the United States were later revived during
the 1970s, but these purchases were not really made in response to income
or foreign exchange gains generated from farm production.· By the 1970s,
Mexico was earning foreign exchange from oil, and its farm sector (espe
cially its grain sector) was no longer experiencing rapid growth. In fact, the
restoration of swift farm sector growth, which briefly came thanks to good
weather and heavy production subsidies after 1980, only reduced Mexico's
need to import from the United States.s

In their chapter on Kenya and Tanzania, Christensen, Lofchie, and
Witucki provide another example of an unsatisfying linkage between farm
sector development in the Third World and farm export opportunities for
developed countries (see Chapter 2). Kenya and Tanzania have embraced
radically different development policies. Kenya has pursued a· less
regulated, more trade-dependent strategy that favors the production ofcash
crops for export; and Tanzania has promulgated a highly regulated, highly
insular strategy (which has done little, despite abundant land resources, to
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boost either domestic cash crop or food crop farm production). But neither
country has yet reached the level of income or has gained the international
purchasing power necessary to emerge as a significant, dependable com
mercial farm market for the United States. Kenya periodically imports maize,
but primarily in response to cycles ofdrought rather than in response to any
farm income-driven pattern of advanced dietary diversification. Some
foresee that Kenya might emerge as a more regular cereal importer in the
future, which probably results from the country's inability to keep up with
the basic food requirements of such a rapidly growing population. Tan
zania's food imports, most of which are arranged on a concessional basis,
already have this disappointing quality.

Thus, even the briefest review of individual country cases reveals that
not every developing country is on its way to farm sector prosperity and not
every agriculturally prosperous developing country automatically becomes
a better customer for US. farm exports. Opportunities may exist for Third
World country farmers and US. farm exporters to prosper side by side, but
in many instances and for many reasons those opportunities are going to
waste. What policy steps, then, might be taken by the United States to recover
some of these wasted opportunities?

Policies to Promote Partnership

Our prescriptive efforts might begin with a critical review of some recent
US. farm trade policies that have not been making a positive contribution
toward harmonious farm relations between the United States and the Third
World. Most of the trade interventions used by the United States either to
push surplus farm production into developing country markets or to keep
developing country farm production out of the US. market must fall into
this category.

Farm export credits, export credit guarantees, and export subsidies (in
cluding the $1 billion worth of payment-in-kind export subsidies that are
being offered now under the 1985 Export Enhancement Program) are an
expensive proposition for US. taxpayers. These interventions also can be
harmful to long-term development prospects in targeted developing coun
tries where farm prices may fall and where urban-biased governments may
be tempted to use their access to these subsidized food imports as an excuse
to postpone the adoption ofgrowth-producing and income-generating farm
development policies. If the politically vocal urban minority can be fed
through subsidized imports, then it remains politically justifiable for these
governments to continue ignoring the long-run farm development interests
of the rural majority.. Such a stance, however, is economically unjust and
further postpones the broad-based income growth so important· to long
term farm trade expansion.
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Fortunately, the restraint of lavish farm export subsidy policies need not
work any great hardship on u.s. agriculture because experience has shown
that u.s. subsidies only tend to be nullified by the offsetting subsidies of
other rich export competitors such as· the EEe. These competitors usually
can afford the budget cost ofstaying ahead in an export subsidy competition
with a smaller total volume of foreign sales to defend.9 Export credits and
export subsidies therefore do littlemore than cheapen the cost offarm trade
for importers and shift trade into less-efficient patterns. These interventions
do give the farm state politicians who clamor for these subsidies an opportu
nity to claiJll that they are "doing something" in response to a farm trade
crisis, but export credits and subsidies are neither a proven nor a cost
effective means ofexpanding u.s. exports. The unprecedented export gains
of the mid-1970s, we should remember, were accomplished despite a
momentary suspension of all u.s. farm export subsidies.

FoodAidPrograms
As Clay notes in Chapter 7 on the subject, some u.s. food aid programs also
have been poorly suited to building a partnership between u.s. agriculture
and farm development in the ThirdWorld. Food aid is not always harmful to
Third World farm development, as evidenced by the spectacular farm suc
cess of a number of former food aid recipients, such as South Korea and
Taiwan. In theory, the public distribution of additional program food assist
ance even could prOvide the opportunity for developing country govern
ments to offer higher farm prices to rural producers without raising prices
for consumers while directing added budget and foreign exchange savings
toward rural farm sector development. But program food aid (especially
when sold directly into local market channels) also can provide leeway for
recipient governments to do just the opposite-that is, to hold in place
policies heavily biased against farm production, the very policies that proba
bly made food aid necessary in the first place. Recipient country govern
ments that have decided to launch politically difficult internal farm policy
reforms can use program food aid to advantage, but so can governments
that are looking for ways to avoid or postpone reforms.

At the donor end, program food aid usually is given because it is a
means to dispose of surplus production. For this reason U.S. food aid tends
to increase when it is least needed, when international markets are satu
rated, and tends to be cut back when internationalfarm markets grow tight.
The individual country distribution of U.S. program food aid also makes
clear its frequently nondevelopmental motivation. Egypt-neither the
poorest nor the hungriest of all African countries, but an important U.S. dip
lomatic client-has recently received more than one-third of all PL-480 Title
I. assistance. Farm development within Egypt is one stated purpose of this
aid, but the Egyptian government prefers instead to use this free food to ser-
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vice the short-term needs ofconsumers while taking a "worry later" attitude
toward its own lagging farm sector.

u.s. food aid is more likely to serve the needs of p09r people in poor
countries either when given through carefully targeted feeding projects or
when made available as short-term emergenCy famine relief. In war-torn,
drought-stricken Mrica today (as in India in the mid-1960s, when large quan
tities of u.s. food aid helped the Indian government survive two bad mon
soons and carry through with important domestic farm policy reforms),
emergency food assistance programs that start and stop promptly can save
lives without disrupting long-term farm development. This urgent function
is by itselfan adequate reason for the United States to maintain and improve
its capacity to provide project food assistance and short-term famine relief.

u.s. Farm Import Policies
One U.S. farm trade practice that places an unambiguous burden on farm
development in the Third World is the exclusion ofefficiently produced de
veloping country farm products from the U.S. market. Developing country
sugar production, for example, is now admitted into the U.S. market under
an ever tightening schedule of quotas. As a result of a new "no cost" provi
sion (no cost to U.S. taxpayers) in the 1985 farm bill, this blatant device for
protecting the relatively inefficient but politically powerful U.S. domestic
sugar industry now will require that sugar imports from tropical countries
be reduced, beginning in 1986/87, by perhaps an additional 600,000 short
tons, or by roughly one-third. lO Such quantitative farm import restrictions
impose high costs on both U.S. consumers and on efficient farm producers
and farm exporters in the developing world.11

Developing Country Domestic Policies
It would be an error, however, to explain lagging farm development in de
veloping countries exclusively or even primarily by reference to U.S. farm
trade policy constraints. On the one hand, U.S. farm trade policies usually
have been much less protective and therefore much less damaging toward
developing country farm development than those of other industrial coun
tries, such as]apan or the EEe. On the other hand, the farm policyshortcom
ings ofall the industrial countries put together probably are doing less dam
age to developing country farm development today than are some of the
farm policies embraced by the developing countries themselves.

Particularly when dealing with developing country agriculture, there is
a limit to what can be done, either good or bad, from the outside. The food
and farm policies poor countries select for themselves often make the great:'
est difference, and until now most ofthose policies have not favored agricul
ture. If rapid farm development is ever to take place and to play its desired,
role in the stimulation ofbr<?ad-based income growth, then political leaders



232 Policy Prescriptions

and development planners within those developing countries will have to
embrace agricultural pricing policies, land tenure policies, tax policies, pub
lic investment policies, credit policies, and exchange rate policies that are
not so heavily biased against the interests of the majority of poor people liv
ing in the countryside.

Until developing countries abandon the practice of overtaxing their
own weak farm sectors in search of revenues to sustain inefficient, inequi
table urban consumption and inefficient industrial development patterns,
there will be a limit to what these countries can gain from any farm trade
policy changes initiated by the United States. These necessary internal policy
adjustments will run against the grain ofpolitical convenience and ideologi
cal preference in most developing countries, so the embrace of such
policies will be problematic from the start.

U.S. efforts to induce these changes from the outside will be more prob
lematic. Such efforts at times have been successful in the past, most 'con
spicuously in countries such as Taiwan and South Korea (after World War II
and during the 1950s) when both countries embraced a sweeping land re
form, invested in agriculture, eventually abandoned inward-looking, import
substitution development strategies, and devalued their currencies, all at
least partly in response to advice and assistance from the United States. As a
result, Taiwan and South Korea today are among the wealthiest developing
countries as well as the most agriculturally successful. Both are also the best
commercial customers in the developing world for U.S. farm exports.

But in other countries and under other conditions, U.S. officials may not
be in a position to play such a decisive role. Inducement worked in South
Korea and Taiwan because U.S. security interests were high enough to make
unprecedented levels of per capita assistance seem affordable and because
South Korea and Taiwanese security fears were also high enough to inspire
unusual deference toward the United States. Avariety of unique, unrelated
internal political circumstances within South Korea and Taiwan added still
more to the likelihood ofsuccess. In most developing countries today these
preconditions for successful outside inducement are not to be found, and
where they are absent, efforts at outside inducement can backfire.12

Efforts by the United States today to induce food policy changes within
developing countries through the manipulation of today's much less gener
ous development assistance programs are by no means certain ofproducing
the intended result. The efforts of the Reagan administration to induce
greater Third World reliance on the "private sector" are not only likely to be
enfeebled by unprecedented aid budget cutbacks; these privatizing efforts,
if they become singleminded, may not always be appropriate in any case.
Well-designed public sector interventions, we should remember, played a
key role in the original development success enjoyed by South Korea·and
Taiwan.13 Once again, there is the sad tendency for all bilateral economic aid
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programs to be captured, sooner or later, byadministrators who do not have
developmental purposes uppermost in mind. In 1986, roughly one-half the
entire U.S. foreign assistance budget went to just two not so poor countries,
Israel and Egypt, and most of the rest went to a handful of other favored
diplomatic clients and allies (Thrkey; Pakistan, EI Salvador, Greece, Spain,
Philippines, Portugal, and Honduras). The hypothetical contribution that
well-funded, well-constructed U.S. bilateral assistance policies might be
able to make toward the inducement of farm development in the Third
World probably is destined to remain largely hypothetical.

This politicization of development aid could be avoided if more assis
tance were channeled through neutral multilateral agencies, such as the
International Development Association (IDA) of the World Bank. Unfortu
nately; congressionaland administration support for multilateral development
lending recently has been weakening. Largely because ofcutbacks initiated
by the Reagan administration, worldwide IDA contributions have fallen
from $12 billion for IDA-6 (1981-1983) to only $9 billion for IDA-7 (1984
1986). Congressional misgivings about multilateral farm development lend
ing in particular now have led to a legislative proposal that would oblige the
U.S. government to withhold its support from all loans to poor countries
that might bring increased competition for U.S. farm operators without
thought to the income-generating potential of those loans.14

Beyond Farm Policy Change

Fortunately; narrowly defined farm policy changes are not the only means
available to improve agricultural trade relations between the United States
and the developing world. Agricultural trade does not only respond to the
changing levels of farm production, the changing levels of income that
might be driven by farm production, or the changing character offarm trade
interventions by rich and poor country governments. Agricultural trade pat
terns also are responsive to powerful economic forces from beyond the
farm sector. It is in this wider economic environment that a second category
of policy remedies must be examined.

Observers often have failed to appreciate the decisive impact of non
farm policy forces on international farm trade. When developing countries
suddenly began importing more food during the 1970s (the value of less
developed country; or LDC, farm imports nearly quadrupled between 1972
and 1980), most casual observers looked for a farm sector explanation. They
assumed the developing countries were experiencing a decade-long set
back in their own farm production. Asmall decline in developing country
per capita farm production was registered briefly in 1972, but the sudden
surge in imports was influenced more heavily by rapid income growth in
the Third World (6.2 percent real GNP growth among the developing coun-
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tries in 1972 that increased to 7.4 percent in 1973), plus a variety of changes
in the global lending environment brought on byabundant petrodollars and
a loose us. monetary policy (resulting at times in negative real interest
rates). As a result ofthese nonfarm sector changes, many middle-income de
veloping countries were able to borrow heavily during the 1970s to pur
chase a record volume of imported consumer goods, including food.

Setbacks in developing country farm production were not a primary
driving force behind this change. The United Nations Food and Agriculture
Organization (FAO) volume index ofagricultural production for all develop
ing market economies increased at a respectable 3.0 percent annual rate dur
ing the 1970s. In fact, although developing countries were importing more
farm products during this remarkable decade of increasing trade expansion,
they also were producing and exporting more. During the so-called "food
crisis" decade of the 1970s, the traditionally positive balance of developing
country farm trade actually strengthened (see Chapter 1).

When these developing countries suddenly stopped increasing their
purchases of imported farm products after 1981, some observers again tried
to draw the erroneous conclusion that a farm sector turnaround must have
brought about the change. It becamefashionable to talk about a sudden ex
plosion in developing country farm output. But the comparison by White
and his colleagues in this volume ofdeveloping country per capita farm pro
duction trends in the 1970s and in the 1980s indicates there was no such
turnaround. Judging from the FAO volume index ofagricultural production
for all the developing market economies, developing country farm produc
tion gains actually slowed a bit during the first half of the 1980s-gains in
creased at only a 2.9 percent annual rate compared to the 3.0 percent rate of
the 1970s.

The GlobalMacroeconomic Environment
The constraint on developing country farm imports in the 1980s was not the
result of sudden farming success in the Third World or of anything to do
with farm or farm trade policy. What changed was the conditionofthe larger
global economy and the macroeconomic environment in which farm trade
must function. When the cost ofOrganization ofPetroleum Exporting Coun
tries (OPEC) oil redoubled in 1979, thereby Simultaneously dampening
growth opportunities and driving up prices, the new leadership at the US.
Federal Reserve Board suddenly resolved to curb inflation with a more dis
ciplined US. monetary policy. In part because US. fiscal policy remained es
sentially undisciplined, this monetary approach was able to bring inflation
under control only at the price of deep world recession.

It was high interest rates and the world recession of 1981/82 that put an
end to US. farm export expansion in the developing world-not a surge in
developing country farm production. In fact,-these same depressing mac-
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roeconomic conditions also put an end to developing country farm export
expansion. Developing country farm exports actually fell faster than imports
in 1981 and 1982, thus producing a brief, unusual net farm trade deficit for
the Third World. Mrica's total export earnings include a large agricultural
component, and during the 1970s, earnings increased more than sevenfold,
but they suddenly fell by more than one-third during the first half of the
1980s.

Food import demand in the developing countries eventually fell even
more than did their exports after the final collapse of GNP growth rates.
Rossmiller and Tutwiler (Chapter 6) show that annual GNP growth among
the developing countries, which had averaged a strong 6 percent during the
1970s, fell to 1.4 percent in 1981, to 0.9 percent in 1982, and toa dismal 0.4
percent in 1983. GNP growth per capita was negative.

Even if GNP growth in the developing world had somehow been re
stored during this world recession, the sudden inability of the developing
countries to earn foreign exchange (in part because of newly protectionist
industrial country trade policies) would have reduced sharply their ability
to import farm products. Export earnings are even more decisive than in
come growth in determining the level ofdeveloping country farm imports.15

Given that the developing countries were unable to earn additional
foreign exchange through exports, unable to borrow additional foreign ex
change from abroad because of high interest rates, and obliged to use most
foreign exchange on hand to service past debts, they understandably re
duced their food and farm imports after ·1980. Because this newly adverse
global economic environment also brought with it high dollar exchange
rates and hence relatively uncompetitive U.S. farm export prices, this develop
ing country import reduction was felt most strongly by u.s. farm exporters.

Even with all of these difficulties, however, the developing countries
have continued to be good customers for u.s. farm exports in the 1980s.
Compared to others, in fact, they have actually become better customers.
The developing countries did reduce their purchases ofu.s. farm products
early in the 1980s, but less so than other foreign customers in the developed
world and among the centrally planned economies, as Table 8.2 indicates.

What these figures demonstrate is that the 1980s u.s. farm export crisis
would have been even worse if it were not for the relatively dependable u.s.
customers in the developing world. Furthermore, the future prospect is that
the developing world will continue to provide the only dependable source
of farm market expansion for u.s. exporters. Long-term trends indicate an
increasing developing country reliance on farm imports. Developing coun
tries imported about 15 percent of their total wheat and coarse grain con
sumption in the early 1960s, roughly 20 percent in the mid-1970s, and about
25 percent by the 1980s.16 Among industrial nations, such as those ofthe EEC,
long-term self-sufficiency trends have been in the opposite direction.
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Table 8.2 Developing Country Farm Imports (as percentage of
total U.s. farm exports)

Year

1980
1983

Food Grain

55
67

Coarse Grain

29
42

Oilseed

15
19

Cotton

42
44

SOUTce: White et aI., in this volume.

The argument I wish to make here is that U.S. producers and exporters
ought not to give up on farm market expansion in the developing world.
Developing country markets have fallen short ofexpectations lately, but not
because of any inevitable or irreversible long-term transformation of the
world's food or farm economy. The problem has been a sudden change in
the global macroeconomic environment, traceable largely to nonfarm pol
icy decisions, including some that have been taken in the United States.What
recently has been lost through a sudden change in the nonfarm policy envi
ronment can at least partially be regained, ifand when macroeconomic con
ditions rebound.

Reviving Mutually Profitable u.s. Farm Trade Relations with
Developing Countries

Unfortunately, it is not possible for the u.s. government by itself to reverse
all the macroeconomic circumstances and policy changes that originally
helped throw world farm trade into its continuing recession. Oil prices at
last have declined, which ought to give the Federal Reserve Board more flex
ibility to expand the money supply so as to bring down interest rates and
dollar exchange rates without immediately reigniting inflation. Falling inter
est rates in particular are a tonic, both to the heavily indebted developing
countries that purchase u.s. farm products and even more directly to the
heavily indebted u.s. farm operators who sell those products. Falling dollar
exchange rates in time will help u.s. producers recover part of their earlier
competitive position against rival exporters and thereby en~ure that when
farm trade expands u.s. producers again will enjoy a respectable share of
the profit.

However, the inflationary bias· in U.S. fiscal policy is still with us in the
form of federal budget deficits still projected into the $200 billion range.
Until some fiscal policy discipline is restored, there will be a limit to how
much u.s. monetary policy can prudently be relaxed.

Pending greater fiscal policy discipline in the United States, there are
still a number of important nonfarm policy steps that might be taken to help
revive mutually profitable farm trade relations with the developing world.
The first of these is to encourage a more growth-oriented pattern of debt
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rescheduling in the developing world, and the second is to avoid a lapse
into full-scale industrial trade protection at home.

Until late 1985, u.s. policies toward debt rescheduling in the developing
world were focused too heavily upon the supposed need to balance static
accounts. If developing countries balanced their budgets and their foreign
trade accounts--even if this meant zero growth and a termination of im
ports-they were deemed more worthy of new lending. The damage done
by this attitude to growth prospects within poor countries and also to growth
prospects for u.s. exporters was needlessly severe. Finally in the fall of1985,
at the annual meeting of the World Bank and the International Monetary
Fund (IMF), u.s. Treasury SecretaryJames Baker presented what he called a
Program for Sustained Growth that placed greater emphasis upon dynamic
growth initiatives in the developing world as a basis for asking the commer
cial banks and the multilateral banks to provide more funds for reschedul
ing. A more recent plan put forward by Senator Bill Bradley would stress
lower interest and principal payments on existing loans but also would re
quire added World Bank and development bank lending. Either plan will
mean difficult requests to Congress for more funds to support lending and
assistance to developing countries through multilateral channels.

.A second needed initiative, which is just as far beyond the traditional
realm of farm policy, is a reversal of the trend in Congress toward highly
protectionist industrial trade policies. In May 1986, by a vote of 295 to 115,
the House of Representatives passed trade legislation that would require, as
its central provision, an across-the-board reduction of imports from trading
partners that maintain "excessive" trade surpluses with the United States.
The countries that would be most damaged by this trade provision happen
to be among the best overseas customers for U.S. farm exports, including
the EEC, Japan, and Taiwan. Despite the problems the EEC causes for U.S.
farmers, it still takes more U.S. farm exports ($6.5 billion worth ofpurchases
yearly) than anyone else. Japan is second ($5.4 billion) and Taiwan seventh
($1.2 billion). The punitive provisions ofthis bill easily could provoke these
customers into a retaliation against U.S. farm exporters. This most recent
manufacturer trade policy threat to U.S. agriculture was opposed before the
House Ways and Means Committee by nearly a dozen organized agricultural
interest groups.17 Influential farm organizations and related agroindustries
now will have to work hard to block similar action in the Senate.

Conclusion

The work that comprises this volume suggests that there need not be a con
tradiction between the goal ofpromoting Third World farm development
and the goal of promoting U.S. farm trade expansion. With the proper
policies in place, these two goals can be successfully pursued side by side.
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These proper policies, which already have been discussed at greater length,
are listed in summary fashion in Figure 8.1.

The four sequential steps that logically link together developing coun
try farm production and US. farm exports are listed across the top of the
figure. Greater developing country farm production makes easier the stimu
lation of broad-based income growth and dietary enrichment. This, in turn,
facilitates the expansion ofdeveloping country farm imports and thus ofUS.
farm exports. The function of public policy should· be to support each of
these four steps simultaneously.

Note that the policies listed in column 1 in support of more farIIl pro
duction in developing countries imply some measure of official policy re
sponsibility. But the more difficult, more essential actions listed in column
1, such as farm market deregulation and much larger public investments in
the farm sector, can only be taken by policy officials in the developing world
itself. When we look to column 2, where the purpose is to promote broad
based income growth and dietary diversification in poor countries, the bur
den of necessary action shifts even more heavily onto the developing world.
Without some of the social and institutional changes within developing
countries that are listed here, there may be little in support of step 2 that
even the most positive U.S. policy initiative can accomplish from theoutside.

But as we move to columns 3 and 4, where international trade re
sponses are more at issue, the policy burden begins to shift more clearly
onto the United States, specifically onto those in the United States who make
the macroeconomic and other nonfarm policies that do so much to condi
tion the larger international farm trade environment. At these later steps in
the sequence, if the essential· US. nonfarm policy initiatives are missing,
there may be little that even the wisest developing country policies can do
to produce the final desired outcome.

Figure 8.1 has been designed to describe only the most desirable se
quences of events, those that link more farm production in developing
countries eventually to more US. farm exports. Several less-desirable se
quences can occur, however. For example, steps 3 and 4 can sometimes be
taken and US. farm exports to the developing world can sometimes grow,
even without the successful completion ofsteps 1 and 2. In those poor coun":,
tries where oil export revenues have led in the past to larger farm imports,
for example, only the second half of the sequence has been in operation.

Also, note that if any of the intermediate steps in this sequence were
missing, the final outcome could be reversed. Note that without step 2-that
is, without the successful promotion of broad-based income growth and
dietary enrichment-the impact of step 1 on steps 3 and 4 can be reversed.
More farm production in such cases can have the effect of reducing farm
imports from the United States instead of increasing these imports. Alterna
tively, in an unhealthy macroeconomic environment some developing coun-
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tries might fail to take step 3. They might feel .obliged to cut farm imports
and boost farm exports to help service foreign debts, and they might feel
forced to pursue step 2 by using their own resources rather than by depend
ing on expanded foreign trade. If so, step 4 may never be reached.

The sequence described in Figure 8.1 is therefore not the only one pos
sible. But I have argued here that it is the most attractive sequence and one
that will promote the desired partnership between the developing world
and the United States. It is the sequence that U.S. policy prescriptions should
be designed to encourage. The purpose of this chapter has been to outline
these policy prescriptions and to list the various actions that public officials
can take to promote a harmony of interests between U.S. and Third World
agriculture. This, ofcourse, is the easy part. Persuading responsible officials
in the United States and in the developing world to act on this list ofprescrip
tions will require much more effort.
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