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Folicy Lherniges and the borld Foord bconamy

Thie paper explores - ceening paradox in the world food
cconomy — —  the simultancous presence of large grain surpluses

1n some countries and léerge numbers of hungry and malnourished

preople in otheres. By 198646, the EC and the U.8. governments held
about ZOO million toms of cereals that could not be sold; at the
came time perhaps 400 umillion people were unable to buy enough

food to avert hunger. Why do these conditions co-exist? This
paper argues that domestic agricultural policies provide the
principal explanation for this result.

In a number of developed countries, price levels ;nd
-~esearch and development investments have been highly supportive
r agricultural producers. These policies were responsible for

nistorically unprecedented rates of production growth and large
surpluses. A subsequent plethora of policies (including food aid,
conversion to alternative end-products, and acreage controls) to
reduce these surpluses, have met with only limited success. In
contrast, policies in many developing countries have been
oriented towards low prices (for both consumers and producers)
and have largely ignored investment in agricultural development.
Ironically, low price policies have had only a limited impact on
the hungry, as many of the hungry are without income and thus
lack access to foad markets. Dieregard for the development of
the local agricultural economy has hampered growth in employment

and wage rates for unekilled labor, further aggravating the

problem of hunger.



The next section of the paper revicws 1lie performance af the

world food economy aver the lact 1w decades and dacumente the
dispar ste performance of produclion amorng countries. it the sames
time, increaesed trade hag c¢llowed o considerable growth 1n

average consumption levels i1n almost #11 countries. Yet large
numnbere of hungry people remain. Section three provides some
simple economic analyses of agriculatural policies that help
explain both disparate production performance among countries
and the inability of developing country policies to alleviate
hunger. The final section considers future policy changes that
can resolve these problems of surplus and shortage. Instead of
increasing transfers of food between areas of surplus and those
with shortages, solutions will involve production-reducing
policies in developed countries--replacing price policies with
direct income subsidies--and agricultural production-increasing
policies in developing countries that allow for increased income

and employment opportunities.

THE WORLD FOOD ECONOMY, 1965 - 1984

Table 1 provides data on per capita production and
availability of cereals, taken at five~year intervals over the
period 19465 - 1984. The-cereal crops - - primarily wheat, maize
and rice - - represent the staple foods for most of the world’'s
population. But hicstorical data for cereals do not tell the
whole story of staple food crop performance. Roots and tubers
arc an important second group. Urnfortunately, data for roots

and tuber production are of only limited reliability in most




TABLE 1. PRODUCTION AND DOMESTIC AVAILABILITY OF CEREALS, 1985-1394.

PRODUCTICN )
REGICN 1985 1970 1973 1980 1984 1 CHANSE
kilograas/capita
DEVELOPED MARKET ECONQMIES 38 382 819 713 754 13
NORTH ANERICA 979 {080 1132 1371 1346 i)
NESTERN EURQPE 139 387 409 434 339 3
CEVELOPED CENTRALLY PLANNED ECONOMIES 330 bbb 703 562 a3 13
DEVELGPING MARKET ECONGMIES 200 1 209 218 218 9
AFRICA 134 13t 143 124 104 -3
LATIN AMERICA 238 245 254 233 273 15
NEAR EAST 233 264 217 268 232 -3
FAR EAST 194 210 205 224 237 2
DEVELOPING CENTRALLY PLANNED ECONOMIES 234 238 285 287 345 %
WORLD 320 3 344 338 378 18
WORLD PRODUCTION, aillion setric tons 3285 3697 4070 4437 4784 45
DONESTIC AVAILABILITY
REGION 1965 1970 1975 1980 1984 1 CHANGE
kilograss/capita :
DEVELOPED NARKET ECONOMIES 185 332 338 73 612 2
NORTH AMERICA 701 862 764 859 873 2
WESTERN EUROPE 417 448 473 481 530 27
DEVELOPED CENTRALLY PLANNED ECONOMIES b1 567 767 79 782 2
DEVELOPING MARKET ECONOMIES 207 219 225 244 245 19
AFRICA 164 183 167 160 144 -12
LATIN AMERICA 216 233 234 274 284 3
NEAR EAST 27 300 333 356 378 33
FAR EAST 205 219 216 232 43 18
DEVELOPING CENTRALLY PLANNED ECONOMIES 262 24 272 304 337 38
WORLD 319 333 344 358 378 18
ourcas: Food and Agriculturs Crganization, Production Yearbock ind Trade 2ar3ook, various 1ssues,
Eicapt for 1934, data represent thrae-year averages, centered arsund the indicated year,

C3arges in per capita stocks are included with doaes

tic consuaption to estiaate availability,

These nuabers are larje only far the developed aarket econoaies,



duveloping feuntries. Yields of thewe crops  ere dadfdicult o
morltor beconee production e prima vy dor home consumplilaon o
s:le thraough 1ll-monitored mar it et channels. The absence of
reliable roote and tuber data mealbee difficult evaluation of the
e Lent of huanger. Erocause roots anmd tubers a?e usually the
chrapeet souwrce of caslories, the poorest consumers rely
ecpecially heavily on this class of staples, even in countries
whiere cereals dominate total consumtion. In Indonesia, for
example, rice is the principal staple, with average c&nsumption
in excess of 140 kilograms (kg): but the poorest consumbers rely
almost exclusively on cassava (Timmer, Falcon and Fearson).

But even if the data gives a somewhat incomplete picture,
the aggregate performance of the world food economy has been
little short of remarkable. Over the 1965 - 1984 period, cereal
production increased by 45 percent, from Z.3 to 4.8 billion
metric tons. This growth exceeded population growth by a
substantial margin, and average per capita availabilities of
cereals increased by 18 percent, from 320 to 378 kgs. At an
aggregate level, the Malthusian hypothesis of relatively rapid
population growth has been resoundingly disproven by the

xperience of the last two decades. 0On average, people had
become substantially better-fed.

The global average conceals substantial variation in
production performance both among and within regions. The most
rapid rates of per capita production growth occurred in the
developed market economies (45 percent) and in the developing

centrally-planned economies, & category dominated by China (Z6




jrercont). The developing merket economies demonstirat e

rel o tavelv clow growth:y per capita production arew by onl, rone
Foercent . Hut this aversge «lso conceals substantial variation.
Froduction in the Far Eastern counlries (comprising nearly &0

percent of the population of the developing market econamies ,
increased by 22 percernt, from 194 to 237 kilograms. Latin
American couwntries also increased production at rates near the
world average. But the Near Eastern countries and sub-Saharan
Africa showed declines in production. Declines were barticularly
severe in the latter reion, falling by nearly one-third over the
time period. .
Changes in domestic availability are described in the right-
hand side of Table 1. The data are measured in unprocessed form,
and thus overstate somewhat actual intakes. In terms of weight,
only two thirds of paddy rice and about four-fifths of wheat can
be directly consumed. But the numbers remain uéeful to
demonstrate the substantial disparity between developed and
developing countries in levels of consumption and stocks.
Develéped country consumers use a substantial amqunt of grain
indirectly, through the feeding of grains to livestock. As a
result, per capita availabilities reached as high as 800
kilograms (in the developed CFE’'s). In the developing countries,
consumption levels are substantially lower. Consumers in the
Mear East and China eat about 350 kilograms of cereals; intakes
in the Far East and Letin America are around 240-280 kilogrames;

in Africa, consumption levels are only 145 kilograms. In part,

these results reflect regional differences in the prominence of

.



roote Aand Libere in the diet In many partes of tropicsal kptrics,
for eusaple, cereale sre donanaled by caszsava, yams and potatoec.
Fo! miwre 1mportant, the di<ferences reflect variatione in income
le vele, ac lower incomee of developing country consumere do not
allow comparable consumption levele, particularly of meat and
animal products.

Relative changes in cereal availabilities were more uniform
across country groupings than changes in production. Among the
developed economies, per capita cereal availabilities increased
between 25 and 28 percent over the two decades. Because stock
levels increased somewhat during this period, rates of increase
in consumption were several percentage points lower. Among the
developing country groups, changes in stocks were trivial, and
thus changes in availability reflect consumtion effects.
Availabilities increased most rapidly in Latin America, the Near
East and the developing CPE‘'s (China), growing between 31 and 26
percent. Only in Africa did per capita availability of cereals
decline; however, the extent of decline (12 percent) was
substantially less than the decline in production (32 percent).

Differences between regional consumption and production
levels are made possible by changes in inter-regional trade. The
more moderate growth of consumption relative to production in the
developed market economies reflects the substantial growth in per
capita exports frém that country group. In most of the remaining
country groups, consumption increased more rapidly than
production. These groups increased net cereal imports. In

Africa, cereal consumption declined less markedly than

v




produciion, again signifying & increase 1n frer capita impor! e.
finty Ahe developing CFE e showed Litlle change 1n per capii -
Lirade,

Tatrle 2 presents data on the abeolute levels of cerecal
exporte and imports during the 1965 - 1984 period. World trade
more tharn doubled, incressing from about 105 to 235 million
metric tons (mt). On the export side, almost all of the growth
in trade was accounted for by the developed market economies.
Exports from the U.S. and Canada increased by 70 million mt 3
exports from Western European countries grew by more than 35 mt;
other developed countries (primarily Australia) increased enports
by 10 million mt. Import growth was more widely dispersed. The

Jviet Union and Eastern Europe increased imports by 3% million
t; importe of the Near Eastern developing countries grew by 30
million mt. Next in magnitude are the African and Latin American

regions, each with about 1S5 million mt. Imports by the
developing CPE‘s and the Far Eastern market economies grew by
about 9 and S million mt, respectively. Trade became
increasingly important during the last twoc decades as a means of
increasing levels of cereal consuﬁption, and represents perhaps
the most tangible linkage among the various membere of the world
food economy. Because the developed countries account for the
vast majority of cereal exports, whereas the developing countries
are the most prominent importing countries, some observers cee
cereal trade as a prime example of the dependency phenomenon. By

"controlling" accese to & large and increasing share of staple

food supplies, develogped country governments and their brethren,



TwBLE 2. WORLD CEREAL TRADE, 1905-1984.
REGIGi
UEVELGPED MAReET ECOWOMIES

KuRTH #HERICA

wESTERN EURDPE

DEVELDFED CENTRMLLY PLANNED ECONOHIES

LEVELCPinG HrReeT ECONIMIES
HERICA
LuTIN AHERICH
hEAR EAST
FAR EnsT

[=2]

DEVELGFING CENTRALLY PLAlNED ECONOHIES

1963

0.4
$0.5
1.8

5.8
19.7
0.8
12.2
i.1
3.6

1.5

107.3

1970

79.8
30. 1
18.9

10.3
18.2
0.8
11.7
0.9
4

t.1

109.3

EXPORTS
1976
{nillion ametric tons)
134.4
93.8
26.4

1.2
20.6
0.3
13.7
0.7
6.0

2.2

181.2

1980

184.7
130.2
35.7

6.1
2.7
0.3
15.0
1.5
8.8

1.7

210.2

1984

195.1
130.5
40.7

5.1
32.6
0.3
18.2
1.4
12.7

2.2

234.9

1965

90.7
0.9
38.3

16.1
30.8
3.2
6.9
3.0
5.5

1.0

104.46

1970

7.9
0.9
40.7

10.7
32.8
4.2
8.1
6.4
13.9

6.4

107.8

INPORTS
1974
{aillion metric tons)
73.4
f.1
49.9

30.4
al.1

8.0
13.8
1.0
18.0

9.0

163.9

1980

13.9
1.4
45.9

96.4
17.8
22.4
35.5
20.2

15.9

233.8°

Sources: Food and Agriculture Organization, Trade Vearbook, various issues.

Except for 1564, data represent three-year averages, centered around the indicated year.
Ezporte do ot e.actly equal 1eports, because of reporting errors, cross-country
differences 1n accounting years, and end-of-year in-transit shipaents.



the muliinational corporationcs, are precumed able to coerce
deeloping country governmente 1nto perticular political and
cCoonanlc pailcy choices (Lappe amd Colline).

1f the developed countries have such power, they have dorne a
remarhably poor job of exploiting it. Frices on the world grain
markete have gone downward almost continuously, particularly in
recent years. To compare price quotations from different time
periods, price data must be adjusted for inflation. This
adjustment accounts for changes in the prices of all other goods
and, hence, the ability of the purchaser to pay for the
commodity. The choice of price index is somewhat arbitrary, but
all indices suggest declines in the ‘real’ prices of cereals.

Use of the index of developing country manufactured export
prices, for example, yields real prices for 1985 that are only 60
percent of their average value a decade earlier. Indeed, even
the nominal prices of the major grains were lower in 1985/86 than
in 1975/76. Egport prices for Thai 100% rice decliéed from *£293
to $226/mt; U.S. No. 1 Hard Winter Wheat prices fell from £151 to
¥128/mt; prices for U.S. No. 2 yellow corn went down from $116 to
¥105/mt.

By 1986, cereals had become more affordable to developing.
countries than at any time in the twentieth century. Prices of
the major exports of the low-income food-deficit countries were
higher in nominal (if not real) terms in 1985 as caompared to
1975, except for sugar. Further, foreign exchange availabilities
were of no particular importence to the magnitude of imports by

developing countries. Cereal imports utilized less than 15



fur oot of the volue of suporite over the pasl decade in almost
Codeveloping counilries {excepl {or RBangladesh, where {he s1cure

= T percent); on avereage, the <hare of cereal imporis 1n e.porid
earnings i only O percent (Monke and Abdel-~-Salam).

I¥ the dependency argument {foundere in terms of prices, what
of the possibility that grain would be unavailable to a
particular country because of an embargo by the developed
countries? Duwring a one or two month period in 1974, for
example, rice exports were simply unavailable for sale at any
price to any importer. But such an event has never occurred in
the wheat or corn markets, as each is roughly ten times the si:ze
of the rice market (100 million mt versus 10 million mt). The
large size of the grain market, the ease of transshipment and the
large number of producers (hence, potential exporters) makes
cereal products among the least attractive comodities for an
embargo. The futility of such an effort was evidenced most
recently by the U.S. attempt against the U.S.5.R. in 1980. Even
though the U.S.S8.R. is the world’'s largest cereal importer, and
purchésed principally from the U.S., the U.S. embargo resulted in
a decline in imports of at most 2 or 3 million mt out of intended
imports of 35 million mt. Alternative suppliers and
transshipments overwhelmed the U.S. effort (Paarlberg).

The implausibility of limiting access of a country to world
grain marlets does not deny that exporters try to use the cereal
mar ket as a tool of political persuasion. Food aid, like any

other type of economic essiestance, can be used by donors and



recipsents Lo roandor o Lhe power ot existing regimes or to allow
comeetic eqariculiure 1 the recrpient (ountry to be overlooked.

Fut no evidence ie svallable tou allow the conclsuion that
political end econonilc cornditions in recipient countries would be
ctherwise, were food s1d unaveileble. ERecause world cereal
prices are low end iapoarte require only a trivial share of
foreign exchange evailabilities, foaod aid reflects economic
convenience rather than economic necessity on the part of
recipient country governments. Like all consumers, aicommodity
with a zero or near-zero economic price is preferred to that same
commodity bearing a market-determined price.

Table T presents recent data on the supply and disposition
of food aid. In general, the evidence is consistent with the
view that food aid availability is inversely related to
commercial market demand (compare 1975/76 to 1985/86), and that
prominent recipients are often important political allies of
donor countries. Egypt, for example, is by far the largest
recipient of food, mostly from the U.S. Supplies to Viet-Nam,
again largely provided by the U.S., declined from S00 to less
‘than 45 thousand mt between 1978/79 and 1981/82. At the same
tihe, the numbers paint a picture that is not entirely black.
Needy countries, such as Ethiopia, Mozambique and Sudan,; have
received substantial amounts of food aid. Currently, about 85
percent of all food aid is directed toward low—-income (less than

¥B0OO per capita) food-deficit countries.

Intra-Country Distribution end Nutritional Status




TABLE 3. FOOD AID SHIPMENTS, 1975-1983.

TOTAL

SELECTED DGNCRS
Canada

EEC

U.s.

SELECTED RECIPIENTS

Low-incose, faod-deficit couatries
Bangladesh

Vietnas

Eqypt

Ethiopia

Mozaabique

Sudan

£l Salvadar

Karea
Pakistan

1975476 1980781 1984/39
(thousand setric tans)

5847 8942 12643

{034 800 943

928 1291 2504

4273 5212 7538

6824 10590

1M 1500

150 U

1863 1951

228 849

133 Jhb

194 812

9 194

478 0

m 1

Sources Faod and Agriculture Organization, Foad Outlook: Statistical Supplesent, February, 1987,




Althouuh average per capita intale of cereals imor paced
subotentially in almosl «l] developing counl ies outeicde of eub-
Daharen Africa, much less 1< bnown about rhaenges in the 1ntra-
country distribution of steple foods and the impact of producticn
growth on hunger. Even aggregeste estimates af the present
magnitude of malnutrition, much lecs changes over time, remain
well beyond the grasp af nutritionists, demographers and
economists. While the environment of malnutrition ie now better
characterized than two decades ago, aggregate data on these
characteristics are either unavailable or ludicrously inaccurate
in almost all developing countries.

In trying to define better the physical characteristics of

tnutrition, scientists largely agree on the nature of the

blem — - protein-calorie deficiencies that in most cases are
simultaneously resolved when an adequate intake of calories is
attained. But the concept of a minimum number of calories
necéssary to adequate nutrition has proven a chimera.
Nutritional research has shown growth and development is
influenced by environment, to some extent, people accomodate a
nutrition—-scarce environment by slowing down development and
minimizing growth. But obvious moral constraints limit the
ability of science to define the limits to this adaptive
capacity. As a result, nutriticnists concerned with estimation of
the magnitude of hunger have turned away from approaches based on
recommended daily zllowences. In their place come estimates
besed on percenteges of population aroupe deemed most at riek - -

such as pregnant and lecteting mothers and very youg children.



Althougl e+111 arbitrear v, Lieee new aessur es have caused
cuberantial reductione 1n ectimates ot the number of honagry, {rom
fa—ér percent of the population of developing world Lo 10-70
percent (Foleman). |

Econcmiets and other social scienticte have also been unable
to contribute very usefully to the estimation of numbers of
hungry. Micro-ecoriomic analyses of expenditure patterns in
various countries have been successful in establishing low income
as the common characteristic of hungry people in all Eountries.
As incomes increase from very low levels, the intake of calories,
proteins and almost all other nutrients increases. Food is not
the only commodity group whose consumption increases, but all
consumers place a high priority on the uses of incremental income
to purchase adequate nutrition.

But economists have been unable to estimate accurately
either the total income of the poor or the income distribution in
developing countries. Much of the income of the very poor is
earned ouside of the formal money economy. Some earn income as
very small-scale entrepreneurs, trading ana selling small
quantities of low—-priced items such as cigarettes or agéicultural
products. Most often, the poor participate in informal markets
for occasional day-labor; wage payments often include meals and
other non-monetary benefits as well as cash payment. But even if
daily earnings are well-known by outside observers, the second
key influence on income - - number of days of employment per
worker — — are almost never known. And it is the latter

magnitude that is most critical to estimating the extent of




Daily wayes are neser below subsictence levels; i1nustead,

Lunger .,
thoe number of deaye of employvnenl (o ovides Lhe critical
determinant of the i1ndividual "¢ capacity to sustain an adequate

level of nutrition. The "hungry season,"” commorn to so m&ny
impoverished agricultur sl regions, comes not when labor demand is
etrong, but before the harvest, when both labor demand and food
supplies are small.

Finally, estimates of the number of hungry are hampered
because neither social scientists nor nutritionists h%ve been
successful in identifying the individual ‘s access to food. For
the very poor, food suppliese usually come from both market and
non-market sources - - donations from relatives or neighbors or
through own-production are prominent complements to food obtained
by expenditure of a meager cash income. But the non-market
sources are largely unquantified, forcing analysts to guess at
their magnitude. Further, even where these non-market sources
are estimable or judged insignificant, little is known about the
distribution of food within the nutritionally marginal and sub-
marginal household. Who bears the burden of malnutrition within
the household? No one knows.

Lacking firm knowledge of both critical levels of nutrient
intakes and the number of people with insufficient income to
afford an "adequate" diet, analysts of the world food =ituation
are reduced to the use of casual observations rather than
analysis of numerical data to determine changes in the extent of
hunger. In a number of countries, opinion is nearly universal

that the i1ncidernce of hunger has fallen. China and Indonecia are



L

parbape the moet striking cuccess stories e Lhils respect, B
1in meet of tho developing world, LH& elory 18 not =0 clear.

fasual observation is condfounded by population growth, migrastion
from rural to wban areas, and the fact theat ell poor people - -
malnourished as well as adequetely nouriched - - are inlterested
in augmenting consumption levels beyond those allowed by present

income.

Food Folicy — — Explaining Shortages and Surpluses

Whatever the magnitude of hunger, none would dispute that
the hungry are too numerous, and that reductions in their number
would be desirable. Even gross overestimates of the extent of
hunger show that the amount of grain required to alleviate hunger
is relatively small. Reutlinger and Selowsky estimates of the
mid-1970's, for example, suggested that more than half of the
developed world was malnourished. But the grain needed to
alleviate this shortfall amounted to only about 30 million mt. At
the same time, the rapid production growth in the developed
market economies encouraged the accumulation of substantial
amounts of stocks. Over the last decade, world cereal stocks
have increased to about 400 million mt. Much of this total is
held by the U.S. and EC governments. During the 1976 - 1980
period, cereal stocks in these countries were about 90 million
mt. By 1986, holdings had grown to about 21% million mt. Almost
all of this increment was owned, directly or indirectly, by
government. How do surpluses arise, and why do they coexist with

shortages”? Some cimple economic analyses of food poelicy in




swrplue and shortage countrier goes o lung way towarde resolving

thie epperent paradox.

Foulicy and Surpluses - - The Developed Countries

The problem of surpluses 1= not new. Indeed,eiicept for a
brief pericd in the early- and mid- 1970°'s, cereal surpluses have
been a chronic problem. The only difference between the 1980°'s
and the 1260°'s lay in the magnitude of surpluses and the number
of countries producing Fhem. By the 1980°'s, the EC gﬁvernment
had joined the U.S5. as a prominent owner of stocks. The
emergence of record surpluses of cereals in the mid-1980°'s was
the consequence of two longstanding policies - - high,
governmentally-supported prices for cereals, and, largely as a
consequence, substantial public and private investment in
increasing the productivity of cereal producing areas.

In both the U.S. and the EC, yield increases rather than
area increases have provided the impetus for the increase in
surpluses. Total cereal area in the two regions has chanéed very
little, particularly in the past decade. Between 1975 and 198S,
area has remained almost conséant at about 109 million hectares.
Yield increases, however, have continually outpaced even the most
optimistic expectations of becth biolaogical scientists and
economists. Ry the mid-1970‘'s many experts thought cereal yields
in developed countries had neared & maximum. But between 1975
and 1985, U.S. average yielcsz incres=ed by twenty percent or more
in each of the major cetecories oY cereale - — rice (3.1 to 6.0

mt/ha), wheat (2.0 tc 2.5 mt-he) and coarse grains (4.7 to 6.0



. Im the EC, yield inures cc were oven more dramat o,
heect yaeldes wendl from 01 teoo 400 mbsha 3 coaree grain yields
e eacad from SO to 4.4 wlShis,

Ficnre 1 periaeé & eynthetic characterization of cereeal
policy in the U.8. and the EC countries during the peast two or
three decades. Figuree 1.1 end 1.2 illustrate the cereal markete
in terms of price and quantity measures. In each panel, the
curve D represents domestic demand; it slopes downward because,
as prices fall, consumers increase their intake (directly or
indirectly via meat consumption), or new uses become attractive.
Domestic supply in each case is represented by the curves
labelled S. They slope upward because farmers find production
increasingly profitable as output prices increase. Froducers
respond to higher prices by expanding area planted and with more
intensive use of inputs; both changes cause increases in output.

In Figure 1.1, the curves D and S are intended to
characterize the U.S. cereal market of the mid 1950°‘'s. At world
market prices, supply was larger than demand. As a result, the
U.S. entered the world market as an exporter, shipping out thé
quantity (@=z = @.). At this point, policy-makers enter the
scene. For various reasons, farmers were considered deserving of
higher incomes than they earned at prevailing world market
prices; the policy chosen to raise incomes involved increasing
domestic prices rather then direct income payments to farmers.
The government established & guaranteed domestic price of FP; the
price was higher thar wcrlc prices and encouraged a predictable

recponcse — — domestic supply increased and demand declined The
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Figure 1. Cereal Policy and the Accumulation of Subsidies



reegse of domestic cupply over domectic demand 1ncredszcd, trom

0z = {1y 1o Qs - Uw). Lid becavee  domoslic prices are above
vorld marbet prices, forergn cucltomere wer e ol 1ntereclied 1n Lhe
Lh 8. product.  Thue (s - Gy) acecrues to the U.5H. governmeni as o

"eurplus" stock.

The analyesis thue far concerne only the static effect of
domestic price policy. But dynamic effects result as well,
because higher prices increase the potential returns to new
investment that increase productive potential. These innovations
involve new inputs — — such as hybrid seeds, increased fertilizer
responsiveness, new pest control methods or new investments in
irrigation. All increase productive capacity, and the supply
curve shifts outward, to S, If the government continues to
guarantee a price PP, the stock surplus will increase, from
(Ba - @=) to (s - B@x). Not shown in the graph are the shifts in
the demand curve that occur as domestic population and per capita
income increase. In the U.S. cereal market, however, these
shifts have been much smaller than the supply shifts. The
consequence has been a tendency for surplus stock levels to
increase over time.

The description of European cereal policy (Figure 1.2) is
similar to that of the U.S., except that the EC was originally an
importer of cereals. At world market prices, EC demand exceeded
EC supply, leadiné to imports of (a - @=). Higher domestic
prices in this circumstance reduced imports to (G= — (a) by
encouraging domestic production and discouraging domestic

conesumption. BEut over time, the domestic supply curve continued
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to shift. By the =2arly 1980°3, th2 EC r~ad n=come a surplus
producer of cereaals reprosented 1n th2 Figur2 35 (Qs - 0=), the
d1 fference between domestic productisn 3nd zconsumnption at price
FP. Recause domestic prices =suceed wcrld narkast prices, this
amount accrues to the EC government as zurplus stacks.

Folicies to alleviate surplusss have b=2en far less
2ffective than the policies that zr=2at=2d “ham. Jver the past
three decades in the U.S., almost every imaginable option has
been tried, short of a return to market-determined pricing.
Acreage controls have been thwarted by the capacity to increase
yields; conversion to alternative products, such as sugar or
alcohol, have proven extremely expensive or capable of absorbing
only a fraction of the surplus; food aid has primarily displaced
commercial markét demand rather than led to a net inérease in
world trade. Only export subsidies have warked, with U.S. and EC
taxpayers financing the difference between high domestic prices
and lower world market prices. Because of the prominence of the

U.S. and the EC as exporters, such policies force down world

prices, further increasing the cost of export subsidy programs.

Folicies and Hunger - - The Developing Countries
Policy {n the developing countries has followed a
substantially different orientation. Eecause of the larger
nunber of countries invalved, genaralizakions about developing
couwtbtry food policy are maore hacardous than discussions of the
palicies in developed countries.  Buk 1n most cases, developing

country governments have beasn more prooccuplad wikh the wel fare
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increase the welfare level of poor people. In practice, the
policies have had remarkeably little impact on the hungry.

Figure 2 illustrates the mechanics of policies to lower
domestic market prices. In the Figure, domestic demand and
supply conditions are assumed such that imports occur when
domestic prices equal world market prices. (The alternative
assumption, of exﬁort surplus, could be made without affecting
the results). Domestic demand is #l,, supply is 8=, and imports
(@, - @2) make up the difference. Now policy-makers are
introduced into the market scenario. In this case, the concern
may be expressed in terms of prices (world prices are "too high")
or in terms of quantities (domestic consumption levels are less
than desired). As the diagram shows, one variable (FP) implies
the other (G=).

To reach the domestic consumer objective, the government can
choose among several policies. The first two are illustrated in
Figure 2.1. The government could set a producer price that is
consisetent with quantity CG=: thie policy involves buying the
commodity at price F® and then selling the commodity to consumers
at price FP, The price difference represents the net subsidy

coel per unit output. Totel coet of the program for the

govermment 1e (F¥ - FP. w Ba. Alternatively, the government
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Figure 2. Cereal Policy and Consumer Subsidies
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When developing countries have chosen among alternative
subsidy policies, import subsidies have almost alwayslbeen
favored (Monke and Salam). The diagram shows why — - import
subsidy programs place a much smaller burden on the government
budget than producer subsidies. In many developing countries,
budgetary implications are of overriding importance in choices
among policies.  With the import subsidy program, domestic
producers implicitly provide a part of the total subsidy bill,
because they receive a price for their output of PP instead of
P¥. Logistical factors represent a second attraction of import
subsidy programs. In most developing countries, imports involve
a small quantity relative to domestic production. These imports
can be handled through a few major ports; domestic production, on
the other hand, often entails substantial collection and
marketing costs becauses of its wide geographic dispersion.

But the simplest and cheapest way for governmente to lower
staple food prices is indirectly, via overvaluation of the
foreign exchange rate. In most developing countries, foreign
exchange rates f{units of domestic currency per unit of foreign

currency, such ee¢ the U.S. dollar) ere +ixed by government
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Although not diccuesed in previcous diagrams, world puices on
the domestic market are the product of the world commodity price,
quoted in some foreign currency such as the U.S. dollar, and the
foreign exchange rate. In Figure 2.%, initial prices and
quantities are presumed the same as in Figure 2.1 - - price FP,
equals F¥, consumption is @,, domestic production is @z, and
imports make up the difference (Bz - @,). In Figure 2.2 the
desired increase in consumption (to Bs) is achieved by creating
an overvalued exchange rate — - i.e., reducing the units of
domestic currency that are equivalent to one unit of foreign
currency. The effects of this policy are identical to the import
subsidy program of Figure 2.1, with one exception. The exchange
rate policy comes at no cost to the government budget. Instead,
the government merely ensures that sufficient foreign exchange is
made évailable to buy (Bs - 0a) of cereal imports. Because
purchases are made at the conirolled (overvalued) exchange rate,
Nno subsidy cost appears on the gévernment budget.

Although food policies have created lower cereal prices in
many developing countries than would otherwise exist, their
impact on hunger hes been substantially diluted. Three sets of
tectore appear particularly important in understanding the
persistence with which governments follow cheap food policies and

their limited effect on the hungry. First, all consumers benefit



from low ceraal prioes. The pocy Lol —met-tonary, muddle :nd

U o neames coneumers benedal 1o o owe e Targer exlent thers th
humgry +rom subsidized ceresal prices, simply because they concume
me b Jargoer quantities of cereale. Indeed, 11 most countries the

diets of the poorecst ere donlnated not by cereals, but by
ctarchier roote and tubers that are available et a much lower
cozl per calorie than cereals. Unless cereal subsidies are
masseive (as, for example, in Egypt) cheap cereal policies have
the least effect om the most needy. EBut the non—hungfy form a
prominent lobby group for the continuation of subsidy policies.

Second, the binding constraint on the attainment of adequate
diete is income level. In this regard, the opportunity and
duration of employment opportunities appears crucial. However
low wage rates may be in developing countries, they are always
above starvation level (except where wages are calculated as an
implicit e post return to an uncertain output, such as 1n small-
farm agriculture). Hunger problems arise not when the poor are
working but when work opportunities do not exist, such as during
slack seasons of the agricultural year or periods of decline in
the industrial sectoé. Subsidized cereal prices make no
difference to individuais with zero or near-zero incomes.

Finally, subsidized cereal prices have failed to cure hunger
becauce of the implicit discrimination they bring against the
agricultural sector. Low prices discourage agricultural output
and employment, and affect the income of a substantial segment of
the peopulation that is almost always poor, if not hungry.

Hecautce prices are low, the dynemic changes related to



Aagricultural dnvestmend Aand thncovelsoan are 41s0 diseaue - ged 1.
Pow cerval prices, Phoe Ahe aoracud b al coctor 1y present ed
from playing a leading role in tih process of economic growht,
ﬁncmuFagjng neither the industries 1hatl benefit from the former ‘=
expenditure ac a consumer, nor Lhe industries that provide the
inpute purchased by the farmer as producer (Mellor and Johrnstorn).
In response to the failure of cereal price policies, many
countries have introduced alternative policies to combat hunger;
usually these programs represent some type of rationiﬁg in which
the commodity is given away to individuals requesting it. The
problems with these programs are cbvious. Universal entitlement
i€ a costly proposition requiring‘budget shares that are in the
nge of 25 - 35 percent of revenues; attempts to reduce costs by
scriminating among the needy and non-needy are difficult if not
impossible in economies without formal records of income; the
administrative and distribution costs of ration programs often
limit their use to urban areas whgre population densities are
high, while the rural hungry go unattended. BEut fpr all their
problems, ration systems have made some impact on the prevalence

of hunger (George).

Concluding Comments

If policies are the root cause of both surpluses and
ehortages in the countries where these phenomena occur, wherein
lies the cure? Elimination of all policy intervention pravides
no reasonable expectation of success. Nor are increaced

transfers from countries with surpluses to those with shortages
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Titely Lo enlve problcome. ot trancters doe oot enswr e lang borm
1he dime vor Lhe uneaployed in ode celapaing countries (alihongh Focad
fow Wor k" programs have succeeded on vccasiond. Mor cerm such
trensters be targeted umiquely et the hungry through mertet or
ration shop mechaniéms. FAlthough developed country curplusec are
lerger than the "calorie—gap" of the hungry, they are far cmaller
than the quantity needed to =atiate consumer demand in the
developing countries.

Instead, resolution of the problems of surplus and shortage
will depend on internal policy reform in each of the countries.
In developed countries, these changes mean displacemenf of price
subsidies that encourage production with income subsidies that
allow the farming lifestyle for as many families as society is
willing to support. For developing countries, the priority must
be on increasing employment opportunity. These changes need not
be dominated by agriculture or food production , but the current
employment distribution in most developing countries is so
heavily weighted in this diréction that agriculture must figure
prominently in an anti-hunger strategy. The path to solution is
well—-trodden; success stories are simply too numerous to ignore.
But how to motivate domestic policy—-makers to change? Therein

lies the Gordian knot confounding those concerned with world

hunger.
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