AGRICULTURAL
TRADE:
ENTERING
A tsIEW ERA?

/

Food
and

Agriculture
Organization
of
the
United
Nations

A\i'\\\\\11\1111111

The expansion of agricultural trade has helped provide more and bet-

ter food, at lower prices, to increasing numbers of people.
Agricultural trade is also a generator of income and welfare for millions of people. For many countries it is a major source of the foreign
exchange that is necessary to finance imports and development. For
many others domestic food security is closely related to the country's
capacity to financ:e food imports.
This year's special chapter, Agricultural trade: entering a new era?
reviews trends in world agricultural trade over the last three decades
and examines the changes currently taking place in the international

agricultural trade environment. The issues discussed include the
impact of worldwide economic liberalization on agricultural markets;

.'

the systemic reforms under way in the former centrally planned economies and the likelihood of the People's Republic of China playing
an increasingly important role in international trade; tke impact of the
Uruguay Round of GATT negotiations on agricultural markets and on

the international regulations governing agricultural trade; and the
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move by many groups of countries towards regional trading arrangements. The special chapter also discusses the complex interfaces
between international trade, environmental protection and sustainability of production.
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Fc eword
As we get closer to a new nnillennium, I believe the time has come for a global
mobilization to address the biggest problems of today's world: hunger and food
insecurity. It is in this spirit that I took the initiative of convening a World Food
Summit for November 1996, which will gather in Rome heads of state and
government from all regions in the world.
Our expectations of this meeting are, first, to attract the world's attention to
the fact that, in spite of nnajor increases in global food production, hunger and
malnutrition are still massively present in our contennporary world. The day-today human suffering and devastation caused by this scourge are far greater in
scale than those caused by any war, epidemic or natural disaster, yet too few
people have any precise perception of the nature and nnagnitude of the problem.
Although ours is an "information age", food insecurity tends to attract media
coverage only when exceptional events bring to light some of its most drannatic
manifestations.
Second, the Summit will convey the fundamental nnessage that the deaths and
suffering associated with food insecurity are as unnecessary as they are
intolerable. The end of hunger and malnutrition, far from being a utopian or
poet's dreann, is within the reach of our modern society's technology, resources
and understanding of the underlyin:,_; pt oblems. Recent history offers outstanding
examples to show that even massive and extreme food insecurity problems can
be overcome.
Finally, understanding and awareness of this global problem must translate
into broad support of and commitment to effective policy action. The Summit
will provide an occasion for country representatives at the highest political level
to examine the various dimensions of world food security and adopt a nunnber
of basic principles and commitments, as well as a plan of action. I am confident
that the Sunnmit will meet the hopes and expectations of millions of people and
provide the impulse and inspiration for a major mobilization towards food
security for all.
FAO is making a special effort to provide the Summit with adequate
information and analytical support on the nnultiple conceptual, technical and
policy dimensions of the food problem. As a further contribution to the debate,
food security will be the thenne of a comprehensive review in the 1996 issue of
The State of Food and Agriculture.
The theme of food security is also prominent throughout this year's edition of
The State of Food and Agriculture. Within widely differing situations and
developments, the general picture emerging from this report is one of
encouraging progress in many areas that directly or indirectly benefit food and
agriculture. Indeed, the year 1994-95 has seen a strengthening of world
economic recovery after the slowdown of 1990 to 1993; further progress in
economic liberalization and reform in many countries; a recovery in
international commodity prices that has provided nnany agricultural exporting

economies with the foreign exchange earnings that will, it is hoped, enable
them to consolidate the basis for sustained growth. These welcome
developments in the global environment, together with a number of important
achievements in individual regions and countries, configure what will probably
be remembered as a period of opportunity and hope for many countries in the
developing world.
Yet, least of all can we afford complacency. Along with the new opportunities,
old problems and new risks emerge. The turbulence in financial markets of late
1994 was a reminder of the way market perceptions and economic situations
can change in the face of persisting economic imbalances. There is a global
economic recovei y under way but millions of people, mainly in African
countries that are less well integrated into the world economy, are yet to see its
benefits. While we must welcome important advances in macroeconomic and
sector policy reform, the poor are particularly vulnerable in the short and
medium term even to changes that are expected to benefit them in the long
term. The windfall gains from stronger commodity prices represent financial
relief and a developmental opportunity for agricultural exporters, but this period
cannot be expected to last for long and the windfalls must be seen in the context
of the previous protracted decline in real commodity prices and the deep
structural imbalances in agricultural markets. Agriculture has benefited from the
improved economic environment in many countries, yet 'Production
performances have remained inadequate in much of the developing world and
some countries, no less Wan 15 of which are in Africa, are currently facing
severe food shortages. Furthermore, the recent tightening in cereal markets and
the prospect of declining government stocks in the major exporting countries,
raise again the issue of the adequacy of such stocks in a global food security
context. These developments coincide perversely, and disquietingly, with a trend
towards reduced flows of food aid and external assistance to agriculture.
The problems in agricultural markets are the central theme of this year's
special chapter, Agricultural trade: towards a new era?, an issue that also has
major direct and indirect food security implications. This report points out that
agricultural trade has expanded consicierably in the past decades giving
consumers access to more, better and cheaper food, while also being an
important source of employment and foreign exchange. However, the gains from
agricultural trade,have been extremely uneven and markets remain plagued by
distortive intervention and protection.
These issues are discussed against the background of the major changes in the
economic, institutional and market environment for agricultural trade in the
recent past. It is suggested that a "new era" may be emerging with the
deregulation of the world economy, the increasing presence of the developing
countries in world markets, the major transformations in the former centrally
planned economies, the movement towards regional trade arrangements and
changes in the world trade markets and rules following the conclusion of the
Uruguay Round. Furthermore, this report addresses the complex and
controversial issue of how trade interacts with environmental protection and the
sustainability of production.

The trading order that will emerge from such an increasingly complex
interplay of factors and influences is difficult to foresee. We may expect that a
more liberal and integrated environment will boost trade, encourage efforts
towards competitiveness and generate welfare overall. However, the impact of
the Uruguay Round might turn out to be small in the short term and is likely to
have uneven effects across countries and specific markets. Current expectations
are for little change in the international prices of tropical products and
somewhat higher prices for temperate products, indicating an asyrnmetr c
distribution of opportunities, risks and losses in the various situations.
Furthermore, in spite of the general move towards more open and disciplined
trading regimes, protectionism in traditional and new forms is likely to continue
plaguing agricultural markets. Thus, food-deficit countries are likely to face
higher import costs and the poorest of them possibly greater food insecurity, at
least initially, while market access and competitiveness vvill remain difficult
problems for many developing countries, even those that are better endowed for
agricultural production and exports.
It is my hope that this report will contribute to greater awareness of not only
the new opportunities, but also the old and new prolDlems and uncertainties that
will have to be faced by the international community in the "new era" that is
unfolding.

Jacciues Diouf
DIRECTOR-GENERAL
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Explanatory note
The following symbols are used in the
tables:
none or negligible
= not available
1 99 3/94 = a crop, marketing or fiscal
year running from one
calendar year to the next

1992-94 = average for three calendar
years

Figures in sta istical tables may not add up
because of rounding. Annual changes and
rates of change have been calculated from
unrounded figures. Unless otherwise
indicated, the metric system is used
The dollar sign ($) refers to US dollars.

"Billion" is equal to 1 000 million.

Production index numbers
FAO index numbers have 1979-81 as the
base period. The production data refer to
primary commodities (e.g. sugar cane and
sugar beet instead of sugar) and national
average producer prices are used as weights.
The indices for food products exclude
tobacco, coffee, tea, inedible oilseeds,
animal and vegetable fibres and rubber.
They are based on production data
presented on a calendar-year basis.'

Trade index numbers
The indices of trade in agricultural products
also are based on 1979-81. They include all
the commodities and countries shovvn in the
FAO Trade Yearbook. Indices of total food
products include those edible products
generally classified as "food".
All indices represent changes in current
values of exports (f.o.b.) and imports (c.i..),
all expressed in US dollars. When countries
report imports valued at f.o.b. (free on
board), these are adjusted to approximate
c.i.f. (cost, insurance, freight) values. This
ethod of estimation shows a discrepancy
whenever the trend of insurance and freight
diverges from that of the commodity unit
values.
Volumes and un t value indices represent
the changes in the price-weighted sum of
quantities and of the quantity-weighted unit
values of products traded between
countries. The vveights are, respectively, the
price and quantity averages of 1979-81,
which is the base reference period used for
all the index number series currently
computed by FAO. The Laspeyres formula is

' For full details, see FAO Production Yearbook 1993.

used in the construction of the index
numbers.2

Regional coverage
Developing countries include sub-Saharan
Africa, Latin America and the Caribbean, the
Near East and North Africa' and Asia and
the Pacific.4
Developed countries include: the
industrial countries and economies in
transition .5

Country and city designations used in this
publication are those current during the
period in which the data were prepared.

2 For full details, see FAO Trade Yearbook 1993.

3 The Near East and North Africa includes:

Afghanistan, Algeria, Bahrain Cyprus, Egypt,
Islamic Republic of Iran, Iraq, Jordan, Kuwait,
ebanon, Libyan Arab Jamahiriya, Morocco, Oman,
Qatar, Kingdom of Saudi Arabia, the Sudan, Syrian
Arab Republic, Tunisia, Turkey, United Arab
Emirates and Yemen.
4 Asia and the Pacific also includes the former Asian

centrally planned economies: Cambodia, China,
Democratic People's Republic of Korea, Mongolia
and Viet Narn.
5 The 'industrial countries" include: Australia,
Austria, Belgium, Canada, Denmark, Finland,
France, Germany, Greece, Iceland, Ireland, Italy,
Japan, Luxembourg, the Netherlands, New Zealand,
Norway, Portugal, Spain, Sweden, Switzerland,
United Kingdom and United States. The "economies
in transition" include: Albania, Bosnia and
Herzegovina, Bulgaria, Croatia, Czech Republic, the
former Yugoslav Republic of Macedonia, Hungary,
Poland, Romania, Slovakia, Slovenia, Yugoslavia,
SFR and the former Soviet republics.
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1. CEO AND LIVESTOCK PRODUCTION IN 1994
Globally, 1994 was yet another lacklustre year for food and agricultura
production, as world crop and livestock output increased by only
percent hav ng stagnated the previous year
Crop and livestock production in the developed countries expanded
marginally by an estimated 0.3 percent, following a 3.8 percent contraction
in 1993. In the developing countries as a group, production is estimated to
have increased by 2 8 percent, slightly above the expansion rate o
preceding year.

The single most important factor contributing to the global increase in
agricultural production in 1994 vvas the spectacular recovery in production
in the United States, following the sharply reduced 1993 harvests. Close to
ideal growing conditions led to unusually high yields for major crops. This,
together with the highest ever livestock production, led to an expansion in
agricultural production of no less than 16 percent.
In Cential and Eastern Europe and the former USSR, agricultural
production contracted by as much as 16 percent in 1994 following several
years of decline. Most of the contraction occurred in the area of the former
USSR. In Central and Eastern Europe, agricultural production declined by
an estimated 7 percent, mainly as a result of drought-reduced crops in
Poland which more than offset expansions in other major producers such as
Hungary and Romania.

Among the other developed country regions, production declined
substantially in Australia and more moderately in the EC.
The 2.8 percent increase in developing country crop and livestock
production implied a 0.9 percent increase in per caput terms. This is a
meagie gain compared with average annual production increases of 3.3
percent during the 1980s and of 3.2 percent from 1990 to 1993.
Furthei mole, perfoimances varied significantly among the developing
country regions with only Latin America and the Caribbean and the Far East
recording increases above the rate of population growth.

The strong production growth achieved by Latin America and the
Caribbean represented a recovery from the severe setback of 1993, which
itself followed several years of mediocre performance. The expansion in
1994 is largely accounted for by significant increases in Argentina and
Brazil, while only a modest Increase is estimated for Mexico and a
contraction for Colombia.
In the Far East, production growth decelerated in 1994 although it
remarned well above the rate of population growth. The People's Republic
of China maintained robust agricultural growth, but unfavourable weather
held back agricultural output and the rate of expansion fell below the
average of the preceding five years. India experienced a relatively
favoui able agricultural year with production growth accelerating after a
somewhat sluggish 1993.

At 1.9 percent, the increase in clop and livestock production in the Near
East and North Afi Ica is an improvement over the performance of 1993, but
still Implies a further decline in per caput production. The growth in
production in the region is largely attributable to an estimated 35 percent
increase in Morocco, where production recovered after two years of
sharply drought-reduced levels. In Egypt, production in 1994 is estimated to
have declined by 2-3 percent, following five years of sustained increases in
per caput production. The 1 percent decline estimated for Turkey marks the
fourth consecutive year of declining per caput production
Sub-Saharan Africa experienced yet another poor agricultural year, as
crop and livestock production increased by only an estimated 2 percent.
Thus, after a temporary halt in 1993, the region returned to the path of
declining per caput agricultural production which commenced in the early
1970s. Among the larger producing countries, relatively positive
performances weie recorded by Nigeria, which has seen continuous gains
in per caput production levels since 1988, and Kenya, although its 7.5
percent increase represented only a partial recovery from the devastations
caused by drought in both 1992 and 1993. A decline in production is
estimated for Zaire and only a marginal increase is expected in the United
Republic of Tanzania
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2. FOOD SHORTAGES AND EA. ).GENCIES
Africa, where 15 countries currently require exceptional and/or
emergency food assistance, remains the continent most seriously
affected by food shortages.
A massive cereal deficit for 1995/96 is forecast for southern Africa
reflecting drought-reduced harvests in many countries. Rains in
Botswana, Lesotho, Namibia, South Africa, parts of Swaziland,
Zambia and Zimbabwe have been poor and national crops will be
well below average. Southern parts of Malawi and Mozambique
have also been affected by drought. The subregion's import
requirements are set to rise dramatically in 1995/96 and local
emergency inteiventions will be necessary for drought victims.
Angola will remain heavily dependent on relief assistance in
1995/96, in spite of some improven-ients in the security cond. ions
and a matginal inciease in 1995 production.
In spite of some good harvests, large-scale emergency assistance

will be needed in eastern Africa throughout 1995. Food production
in Buiundi and Rwanda has failed to recover fully, although there
have been some good rains for the 1995 first season crops and
incieased distribution of farm inputs. In Rwanda, following
favourable weather conditions and timely provisions of agricultural
inputs, the 1995 second season harvest increased substantially from
the pievious year, but remained well below average as a result of
reduced plantings. In Burundi, the harvest outcome is likely to be
compromised by renewed outbreaks of hostilities and a tense
security situation in many areas. Large numbers of internally
displaced and vulnerable persons in both countries continue to
require emergency food assistance. Civil strife in the southern Sudan
continues to hamper relief activities, while the departure of the
United Nations Operation in Somalia (UNOSOM) from Somalia
raises the likelihood of renewed food problems being caused by a
detei iorated secui ity situation. Localized droughts in Ethiopia and
Uganda have necessitated emergency food interventions. Food
disti ibution will still be required in 1995 to cover the needs of the
most vulnerable people in Eritrea.

Overall the food supply situation is satisfactory in western and
central Africa, reflecting above-average to record harvests in most
counti ies However, food production and distribution in Liberia and
Sierra Leone continue to be hampered by civil strife. Desert locusts
may also develop in northwestern Africa from infestations at present
in Mauritania. In central Africa, the food supply position remains
tight in the urban areas of Zaire as a result of economic instability,
high inflation and a tense political situation.
Elsewhere the continuing factional fighting in Afghanistan has
caused further displacement of people who, together with destitutes
and returnees, will continue to be in need of international food aid
in the months ahead In Iraq, the food and nutritional situation
remains grave, mainly as a result of the difficulties encountered by
the government in financing imports. A recent UN Consolidated
Interagency Humanitarian Programme for 1995-96 stresses that the
countly's needs are enormous and cannot be met solely through
humanitarian assistance programmes.

In Cambodia, large numbers of vulnerable people are at risk of
starvation in the areas worst affected by drought and floods in 1994.
In Mongolia, after a poor 1994 harvest, the already tight food supply
situation is expected to aggravate further until the next harvest in
September. In Nepal, serious food supply difficulties are reported
from the areas hit by drought in 1994.

In Haiti; the food supply situation is improving, but economic
assistance is needed for the supply of coarse grain, bean seeds and
other farm inputs foi the planting of the second season crop.
In Bosnia and Herzegovina, in the embattled area of Bihac the
entire population is severely affected by shortages of food and relief
assistance is critically needed. In Sarajevo deliveries of food aid are
extremely difficult and food nnarket prices are too high for a large
part of the population.

In Armenia, the food supply situation and living conditions of the
urban population have eased somewhat during the past year but
remain difficult. In Azerbaijan and Georgia, foreign exchange
constraints and disruption to trade as a result of the conflict in
Chechenya have limited food imports.
In Moldova, the tight grain supply situation caused by last year's
poor harvest has eased, but vulnerable groups are still in need of
food assistance.

In Tajdastan, the grain supply situation is extremely tight; domestic
grain production is small and lack of foreign exchange or barterable
goods severely constrains imports. In Kyrgyzstan, budgetary constraints
will necessitate substantial quantities of food aid.
o
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3. CURRENT CEREAL SUPPLY, UTILIZATION AND STOCKS
World cereal production in 1994 is estimated to be over 1 953 million
tonnes, 3 percent higher than the reduced harvest of 1993 and above the
aveiage of the last five years. Most of this increase, however, reflects a
strong recovery in coarse grain production, especially in the United States.
Rice output also rebounded strongly in 1994 whereas wheat production fell
significantly, mainly as a result of reduced production in the developed
countries, especially Australia and the Commonwealth of Independent
States (CIS)

Global ceieal stocks for crop years ending in 1995 are forecast to
decline, for the second consecutive year, to 311 million tonnes. At this
level, total cei eal stocks would be only 17 percent of trend utilization; i.e.
at the lower end of the range the FAO Secretariat considers the minimum
necessary to safeguard world food security. The largest decline is expected
for wheat, especially wheat inventories held by major exporters. Rice
stocks are also forecast to contract, although mainly in the developing
countries, as global production growth fails to keep pace with consumption
requirements. By contrast, coarse grain carryovers are anticipated to
recover from their low opening levels, as a result of higher production in
the United States
Early production prospects for 1995 point to some recovery in wheat, but
to a reduction in coarse grain production. Wheat output is currently
forecast to increase by around 4 percent to 550 million tonnes, with most of
the increase conning from the developed countries, especially Australia and
the EC Total wheat output is also forecast to rise in the developing
countries, with most of the increase expected to come from Asia. In Africa,
on the other hand, wheat production is forecast to be smaller this year,
mainly because of the drought in Morocco. Early prospects for world coarse
grain production in 1995 point to a 5 percent fall to around 840 million
tonnes. Most of the decline is expected in the developed countries
(especially the United States, the CIS and South Africa), while in the
developing countiies total coarse grain production is forecast to increase,
slightly exceeding last year's above-average crop.
The 1995/96 supply and demand situation, even if there is another good
paddy crop, implies that world cereal supplies will tighten further, so that
the stock to utilization ratio could fall even lower than the minimum safety
range Both wheat and coarse grain stocks are forecast to be drawn down
further, even though world utilization is expected to remain below trend
and laigely unchanged from 1994/95. The situation might prove even more
delicate as wheat carryovers are projected to fall to around 106 million
tonnes, the lowest volume since the beginning of the 1980s.
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EXTERNAL ASSISTANCE TO AGRICULTURE
Ovei recent years, external assistance to agriculture has tended to
decline both as a share of total official development assistance and in
absolute terms Measuied in constant 1990 prices, commitments to
agriculture declined from US$12 700 million in 1990 to $9 882 million
in 1993 (excluding commitments from the United States for 1993; these
commitments had been $506 million in 1992). The decline was far more
pronounced for multilateral than for bilateral assistance. Indeed,
multilateial assistance dropped in constant prices from $8 071 million in
1990 to an estimated $5 716 million in 1993, mainly as the result of close
to a halving of commitments from the International Development
Association (IDA), the soft-lending branch of the World Bank, and a
reduction by almost two-thirds in commi ments from the regional
development banks

Prelimmary data for 1994 point to a further decline in multilateral
coMmitments, to $5 716 million in 1990 prices, mainly accounted for by
lower commitments from the regional development banks. World Bank
commitments are expected to increase slightly, thanks to a partial recovery
in IDA commitments from the sharp reduction of the previous year.
The declining trend in external assistance to agriculture is a major source
of concein, occui ring at a time when many low-income agriculturedependent countries are facing increasing difficulties in exploiting the
potential of their apiculture as a support of overall development, poverty
reduction and food security.
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5. FOOD AID FLOWS IN 1994/95
Shipments of food aid in cereals during 1994/95 (July/June) are estimated
to be 9 8 million tonnes This is 20 percent below the previous year's level
of 12.6 million tonnes and 35 percent below the 1992/93 level of 15.1
million tonnes, mainly because of the reduced level of donor budgetary
allocations One early indication that this trend may continue is that, under
the new Food Aid Convention that was expected to come into effect on 30
June 1995, the total minimum cereal aid commitment has been drastically
reduced from 7.5 to 5.4 million tonnes.

Although the composition of low-income food-deficit countries (LIFDCs)
has changed to include 12 new countries of Central and Eastern Europe and
the foimei USSR, sub-Saharan Africa still continues to be the major
recipient of food aid in cereals and accounts for more than 40 percent of
total shipments to LIFDCs.
In addition to cereal commodities, donors are providing ever-increasing
quantities of non-cereal commodities, comprising mainly vegetable oil,
pulses, dairy products, meat and fish and other high-value commodities. In
1993, 1.9 million tonnes of these commodities were shipped and, in 1994,
1.6 million tonnes.
As of March 1995 pledges to the 1995 International Emergency Food
Reserve (IEFR) amounted to 280 288 tonnes of food commodities. For 1994,
IEFR pledges amounted to 1 185 733 tonnes of food commodities, of which
927 639 tonnes were cereals and 258 094 tonnes other foodstuffs.

In addition to IEFR contributions, by the first quarter of 1995 a total of
260 196 tonnes of cereal and non cereal commodities had been pledged
under the subset of World Food Programme (VVFP) regular resources to
meet the iequirements of protracted refugee operations (PROs). The level of
pledges to PROs in 1994 amounted to 691 976 tonnes of cereals and
89 142 tonnes of other commodities.
As of March 1995 total pledges by 30 donors to WFP's regular resources
for the biennium 1995-96 stood at US$288.8 million, representing 19
percent of the pledging target of $1.5 billion. Of the total amount pledged,
$181.7 million was in the form of commodities and $107.1 million in the
form of cash. In the previous biennium, 1993-94, pledges by 61 donors
reached $988 million, representing nearly 66 percent of the pledging target
of $1.5 billion. Of the total amount pledged $641.4 million were in the
form of commodities and $346.6 million in the form of cash.

Exhibit 5
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6. INTERNATIONAL AG.. CULTURAL PRICES
Confiiming the tightening wheat market situation, wheat export prices
have risen considerably in 1994-95. Maize export prices also strengthened
during the first months of 1995, mainly reflecting adverse weather
conditions foi planting in North America. International rice prices were
relatively weak in the second half of 1994 but recovered in early 1995
because of the laige increase in import demand from Bangladesh, China
and Indonesia. Among the different types of rice, the prices of lower
qualities rose the most, boosted in part by the absence of China, which is
noimally a regular supplier of such rice, in the international market and by
[educed supplies from Pakistan and Viet Nam.
Prices of ads and fats had risen to record levels by the end of 1994 as a
result of tightness of supplies. They remained high through March 1995 but,
under the influence of abundant crop supplies and a substantial
replenishment of woi Id stocks, a downward movement started in April 1995
and could continue until the end of the season. The supply of oficakes and
otimeals fat exceeded demand and their prices decreased sharply after
October 1994. The FAO index ot international market prices for these
pioducts during the October 1994 to May 1995 period was 7 percent below
the 1990-94 five-yeal average.

Tighter world sugar supplies in 1994, which were at their lowest level in
six years, caused sugar prices (International Sugar Organization [ISO] daily
pi ice) to use sharply during the year The price reached its five-year high
during the first quarter of 1995. Pi ices subsequently weakened as a result of
improved production in a nurnber of key countries and forecasts of
substantially larger crops in 1995/96.
In 1994 pi ices in the vvorld coffee market were volatile as a result of tight
supplies, frost damage in Brazil and speculation activity. Prices rose sharply
in Septembei 1994, leaching more than three times the average level of
1993, and then fell to about US$3 000 per tonne by the end of the year
Prices iemained around $3 200 to $3 500 per tonne during the first four
months of 1 995 reflecting stable market conditions.

After significant increases in 1994, in the first four months of 1995 cocoa
prices remained at their highest level for five years. The high prices
reflected a tight market situation resulting from world consumption
exceeding production over the 1992/93 to 1994/95 period. However,
following indications late in the season that the 1994/95 supply deficit was
less than anticipated as a result of higher production from the Côte d'Ivoire
and Ghana, prices declined in May 1995.
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0 World tea prices declined further in 1994 from the depressed level of
1993, and this trend continued for the first four months of 1995. The
prolonged situation of depressed prices reflected an imbalance of the world
tea market with the growth of export supplies surpassing that of import
demand.

e World cotton prices reached record high levels in early 1995. In the
face of strengthened demand, coupled with production shortfalls in many
countries, stocks were drawn down markedly in 1994 and into 1995. As a
consequence, prices in April 1995 were pushed to around 20 percent above
those prevailing at the beginning of the year and 35 percent above those of
April 1994.

7. FISHERIES: CATCH DISPOSITION AND TRADE
In 1993 the world catch and culture of fish and shellfish reached about
101 4 million tonnes, fi om 98.8 million tonnes in 1992. In recent years both
mai me and freshwater capture fisheries have slightly declined, while
aquaculture production has increased, reaching 15.9 million tonnes
(excluding plants) in 1993
Among major producers China and Peru expanded production
significantly in 1993, while decreases were recorded for Chile and the
Russian Federation.

The increases in marine catches have come, since 1983, primarily from
four shoaling pelagic species and Alaska pollack. Catches of cods, hakes
and haddocks have been in steady decline, with the exception of increased
haddock catches in the northeast Atlantic after 1991.

Many heavily fished stocks require urgent rehabilitation and action
towards this end will involve reductions in fishing effort. A number of states
have already addressed the problem of overcapacity in fishing fleets by
initiating the scrapping or decommissioning programmes. To rebuild stocks
effectively and to increase yields in the longer term reductions in fishing
effort will mean reductions in world landings in the short to medium term.
The steady increase in inland fisheries appeared to peak in 1990 at
approximately 6 5 million tonnes and subsequently stabilized at a slightly
lower level In 1992 Asia produced 54 percent of the world inland catch
and Africa contributed 25 percent. Nearly all inland resources show
symptoms of excessive exploitation.

Aquaculture production from inland waters (9 million tonnes in 1992) is
higher than aquaculture production in marine waters (4.9 million tonnes in
1992) but rapid increases (recently of about 2 million tonnes annually) are
recorded for both The bulk of production is from developing states Asia is
by fat the main contributor with 84 percent of world aquaculture
production in 1992
Estimates of the disposition of world catch in 1993 indicate an increase
of 1.7 percent in fish used for human consumption to 72.4 million tonnes.
International trade in fishery products increased by 1.8 percent between
1993 and 1992, with the total value of exports exceeding US$41 billion.
The share of developing countries in world exports of fishery products
increased by 8 4 pei cent to $21 billion.

Developing country exports in 1993 represented 32.6 percent of their
total catch as compared with 55.6 percent for developed countries. In spite
of this, developing countries as a group recorded an increasingly positive
trade balance in fishery products, which reached $13.4 billion in 1993.

0 Thailand became the main fish exporter in the world, overtaking the
United States. Total Thai exports were $3.4 billion in 1993, an 11 percent
increase ovei 1992. Japan maintained its position as top importer; in 1993 it
imported some $14.2 billion, which accounted for 32 percent of world fish
imports in value tei ms.
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8. FORESTRY 6- C DUCTION AND TRADE
World roundwoodproduction expanded considerably in 1994 to reach
3 460 million m3. However, this was still below the peak level of 1990
because of continued depressed production in the countries of Central and
Eastern Europe and the former USSR. Output of industrial roundwood
recoveied notably in the Organisation for Economic Co-operation and
Developement (OECD) countries and continued to grow in the developing
countries. In 1994, world production of industrial roundwood was an
estimated 1 555 million rn3 6 percent below 1990 levels. Production of
fuelwoodcontinued to grow in the developing countries, where it
constitutes 80 percent of roundwood production, reflecting increased
demographic pressures and the continuing dependence of rural
communities on wood as a main source of energy.
North American roundwood markets had witnessed a price explosion in
1993 which was caused particularly by logging restrictions in the Pacific
Northwest of the United States. Prices returned to more normal levels as a
United States federal court, in mid-1994, temporarily lifted the logging ban
in the protected federal public forests of the Pacific Northwest. Tropical log
supply was affected by several environmental and sustainable management
iestrictions introduced by major Asian producers. These measures
continued to have an upward effect on prices of all tropical timber
products. Several consuming countries have started to substitute temperate
timber for tropical timber, thus favouring exports from temperate countries,
such as Chile and New Zealand, over exports from the large Asian market.
Pi oduction of wood pulp in 1994 recovered strongly as the demand of
the paper industry was stimulated by booming markets in the EC and North
America. Trade and prices of pulpwood and wood chips increased markedly
from the low levels of 1993.

Woi Id production of sawnwooc/recovered slightly in 1994 from the low
1993 levels with increases in North America, the EC and Scandinavian
countries Prices of coniferous sawnwood, although levelling off from the
peak reached in 1993, remained high. Countries in Central and Eastern
Europe and the former USSR, with the exception of the Baltic states,
continued to suffei from dramatic output drops. The Russian Federation
recorded a furthei fall in output of coniferous sawnwood that was estimated
at 9 million m3 or 35 percent below the already low 1993 level.
Production of tropical sawnwood in 1994 continued its slow growth, with
a higher share being utilized domestically within producing countries, thus
reflecting the trend towards increasing internal manufacture of further
processed pi oducts
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Woi Id production of wood-based panels grew a further 4 percent in
1994. Growth was more sustained in tropical developing countries where
plywood production has enjoyed a very fast growth in the last decade
thanks to the export-driven expansion of dynamic industries in Southeast
Asian countries such as Indonesia and Malaysia.

World production of paper anc/ paperboarc/grew by a further 5 percent in
1994, continuing a decade-long ascending trend of the industry. Significant
increases in output were recorded for the EC (8.5 percent), North America
(4.5 percent) and the countries of Southeast Asia, while production
continued to drop in the former USSR countries and in some Eastern
European countries. The demand for certain paper grades vvas so tight that
prices, after the severe declines of 1993, reached unprecedented levels.

World production of wood pulp recovered markedly in 1994 by 5
per cent, after five years of stagnation. This was mainly the result of the
tightness of waste paper supplies which led the price of waste paper to
increase fivefold in 1994. Environmental constraints in the developed
countries severely limited the expansion of the present wood pulp capacity.
As a result prices of wood pulp started to move up very sharply in the last
part of 1994, returning to the former record levels of 1990, while
international stocks of wood pulp diminished sharply.
The value of world trade in forest products, after the decline of 1993,
expanded in 1994 by an estimated 5 percent, reflecting the strong recovery
of pulp and paper export prices and a generalized increase in export
volumes. In addition, international export prices for logs, sawnwood and
wood-based panels remained high. The volume of world trade expanded for
all forest products with the exception of the log and tropical sawnwood
trades.
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H. Overall economic environment and agriculture

WORLD ECONOMIC ENVIRONMENT
The year 1994 and the first half of 1995 have seen a gradual
acceleration of world economic activity, with an increasing number
of countries improving their economic performance. According to
IMF, the growth in global output in 1994, at 3.7 percent, was the
highest so far for the decade and current forecasts point to a slight
acceleration of world economic growth to about 3.8 percent in
1995. The growth in the volume of world trade is also estimated to
have accelerated, from about 4 percent in 1993 to 9.4 percent in
1994, and is forecast to expand by a further 8 percent in 1995.'
In the industrialized economies, the revival in growth took place
in the context of low, although in some countries rising, inflation
and generally prudent fiscal and monetary policies. Fiscal
consolidation has remained high on these countries' policy
agendas and interest rates have tended to rise as concerns shifted
from economic recession to a possible resurgence of inflation. The
recovery now under way has resulted in some reduction in
unemployment rates, but these remain very high in some countries.
The transition economies in Central and Eastern Europe and the
former USSR showed contrasting performances. Poland, Hungary,
the Czech Republic and Slovakia where the institutional and
structural reforms are already well advanced all showed positive
growth rates in 1994 and, except for Hungary, are expected to
accelerate the rate of economic expansion further in 1995. The
economic recession also appears to have bottomed out in the Baltic
states. On the other hand, the Russian Federation and most states
in the former USSR faced further sizeable declines in economic
activity during 1994 and 1995 (see Regional review of Central and
Eastern Europe, p. 165).
Economic activity has remained dynamic overall in the
developing countries, with GDP growth exceeding 6 percent in
1994 and forecast to continue expanding at a slightly lower rate in
1995. The favourable economic outlook reflected a combination of

' IMF. 1995. World Economic Outlook, May 1995. Washington, DC.
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external and domestic developments. External factors included the
strengthening and spread of the recovery in the developed
economies boostmg trade and investment flows; the gains, albeit
slow and uneven, in trade liberalization, along with the
acceleration of regional mtegration (discussed in Part Ill, p. 199);
the strengthening of international market pi ices of several major
traded commodities; and large capital inflows vvhich, although
slowing in the wake of the Mexican crisis, appear to have resumed
as the confidence of financial markets is being restored.
Domestic factors that contributed to the improved economic
outlook for developing countries included further progress in
market-oriented econornic reform; successful stabilization in many
countries, shown by widespread and in some cases dramatic
reductions in inflation rates; and greater political anci social
stability in some countries and a eas formerly affected by civil strife
and armed confrontation.
Economic performances varied widely across the diffe ent
countries and regions, however, as did the relative importance of
the various domestic and external factors underlying thern (see
Regional review, developing country regions, p. 75).
As regards the economic outlook, Project LINK projections for
1996-98 point to annual growth rates of about 2.6 percent in the
Figure 2
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BOX 7

EXTERNAL DEBT SITUATION OF DEVELOPING COUNTRIES

External indebtedness continued to be a
major problem for many developing
countries in spite of improvements in
sonne crucial indicators of debt servicing
and net transfers, and progress in debt
restructuring and reduction.
The total developing country external
debt stock, which at the end of 1 993
reached US$1 812 billion, was estimated
to be $1 945 billion at the end of 1994, up
by 7 percent in nominal terms. The share
of developing country long-term debt held
by official creditors bilateral lenders and
multilateral institutions continued to
rise and was expected to account for 51
percent of total developing country longterm debt by the end of 1994, compared
with a share in 1982 of only 35 percent.
The increase in debt stock is explained
by: i) substantially higher total net flows
on debt, estimated at US$108 billion in
1994, mainly in countries that have not
rescheduled their debts and in some Latin
American countries that have overcome
the
their commercial debt problems;
cross-currency valuation effect calculated
on long-term debt and IMF credit
increased the debt stock by a projected
rescheduled interest will
$25 billion;
add another $20 billion. On the other
hand, officially supported debt and debt
service reduction operations, market buybacks and debt-equity swaps, as well as
debt forgiveness (especially in support of
the devaluation of the CFA franc) were
expected to reduce the debt stock by
almost $12 billion. Furthermore,
accumulated interest arrears were
expected to fall by over $8 billion as a

result of the conclusion of restructuring
arrangements.
External long-term debt to agriculture
(broadly defined), of which 91 percent is
owed to official bilateral and multilateral
creditors, reached almost US$75 billion in
1993.
The estimated total debt service
payments on all debts in 1994, at US$199
billion, represented an increase of 4

percent in nominal terms over 1993. The
total debt service to export ratio, which in
1993 rose to 18 percent, reversing the
downward trend of the previous few
years, was expected to improve in 1994
by declining to 17 percent. The debt to
GNP ratio, which has increased steadily
during the 1990s, was estimated to reach
almost 41 percent in 1994, the highest
level since 1987.
Net transfers on total debt (i.e.
disbursements minus total debt service
payments), which had been negative since
1983, implying an outflow of resources
from developing countries, turned
positive in 1992. This reversal
consolidated more recently as transfers to
developing countries of almost US$29
billion and $25 billion were estimated in
1993 and 1994 respectively. The situation
differed in the two more indebted regions,
however. For Latin America and the
Caribbean, after a positive net transfer on
debt of almost $5 billion in 1993, a
negative transfer of $10 billion was
estimated for 1994. By contrast, in 1994
sub-Saharan Africa was estimated to have
a positive net transfer, amounting to $2
billion, for the first time since 1980.

Aggregate net resource flows (which
include other forms of external financing
besides debt-related flows) to all
developing countries, after declining for
several years up to 1987, have increased
every year since, both in real and nominal
terms, reaching US$213 billion in 1993
and an estimated $227 billion in 1994. A
striking feature is the surge in private
flows, which in the 1990s have become
the most important component of
aggregate net long-term resource flows to
developing countries. These increased
from $159 billion in 1993 to an estimated
$193 billion in 1994. In 1993 private
flows, mainly portfolio equity investment,
foreign direct investment and debt-

creating flows, accounted for 75 percent
of the total net aggregate long-term
resource flows against 44 percent in 1990.
However, it is a small group of countries,
mainly middle-income East Asian and Latin
American, that have expanded their access
to private capital flows. In absolute terms
the People's Republic of China and Mexico
have been the largest beneficiaries.
Although almost 30 percent of net longterm private flows are debt-creating they
are not due to commercial banks as they
were in the 1970s, but are in the form of
bonds issued by a limited number of
countries that have gained the necessary
creditworthiness.

Source: World Bank. World Debt Tables

1994-95. Washington, DC.
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developed countries (accelerating in Japan and Europe and slowing
in the United States); 4.5 percent in the transition economies of
Europe, 3 percent in the CIS, where a return to positive growth is
expected from 1996, and 5.6 percent in the developing countries.
World economic growth is expected to be driven to a large extent
by dynamic trade. World merchandise exports are forecast to
expand by about 10 percent per year (7.5 percent at constant
prices) with the developing countries, including those of South and
East Asia, showing the fastest growth in both exports and imports.
Some improvement is expected in the developing countries' trade
balances, more markedly those of Latin America and the
Caribbean.
A less polarized regional pattern of economic performance is
expected to emerge in 1996-98, with the fastest growing economies
(South and East Asia and China) moderating their rate of expansion
and the low-growth ones (mainly in Africa) accelerating theirs.
Nevertheless, the gap between fast- and slow-growing economies is
expected to remain wide. Those economies better integrated into
the world economy should be better able to benefit frorn the
overall expansion of trade and financial flows. Conversely the
poorest countries, which also tend to be those less integrated and
less exposed to external competition, would benefit less from the
improved environment. Another factor influencing performance
differential across regions is likely to be the direction of their trade
links. In particular, Asia and Africa would benefit relatively more
from the rising economic dynamism of Japan and Europe, their
main tracImg counterparts, while the slower growth in the United
States would negatively affect Latin America and the Caribbean.
A factor of considerable importance for the economic prospects
of the developing countries will be the future course of commodity
prices The strengthening in prices of many agricultural
commodities in 1994 and 1995 has resulted in large windfall gains
to many developing countries. However, the longer-term outlook is
for a gradual weakening of these prices. Their surge was caused by
various factors of which only one the recovery in the
industrialized countries may be expected to continue exerting a
!Positive influence. The other factors that played a greater role in
the price surge, however, were transient in nature: production
shortfalls caused by bad weather coinciding with low levels of
stocks and supply adjustments to earlier poor market conditions.
The World Bank projections (incorporated as basic assumptions in
Project LINK forecasts) point to a 2.5 percent yearly decline in the
prices of agricultural commodities and a 5-6 percent yearly decline
in those of beverages between 1996 and 2004. Only timber is
expected to appreciate, by about 2 percent a year.

Agricultural outlook
Figure 4 summarizes Project LINK forecasts for overall and
agricultural output, exports and imports. Noteworthy features
include:

o Prospects for overall economic and agricultural growth appear
significantly brighter than were forecast last year. This is true for
the developing countries as a whole and, to varying degrees, all
individual regions.
oThe expected growth in agricultural output is forecast to be
significantly higher than the average of the 1980s. For the
developing countries as a whole, the average yearly growth in
agricultural GDP in 1994-98 is forecast at 5.7 percent,
compared with 3.7 percent during the 1980s. The comparable
figures for the two periods are 2.2 and 1.2 percent for subSaharan Africa; and 3.8 and 2.3 percent for Latin America and
the Caribbean. In Asia and the Pacific agricultural GDP should
expand at approximately the same pace as it did in the previous
decade, while in the Near East and North Africa region some
slowdown is expected.
o In general, agriculture is forecast to expand at a slower pace
than othei sectors this is as expected given the generally low
responsiveness of agricultural demand to changes in income.2
The contribution of agriculture to overall growth is expected to
vary, generally reflecting the relative importance of agriculture
in the different regions' economies.' Nevertheless, it is in Asia
and the Pacific, the region with the highest agricultural share of
output, that the greatest gap is expected between GDP and
agricultural GDP growth rates. Such expectations are in line
with past trends characterized by a rapid process of
industrialization in the region.
°In spite of its significantly lower dynamism compared with
other sectors, agricultural GDP growth in Asia and the Pacific is
still forecast to be the highest among the developing country
regions Again, this would be a continuation of past trends as

The income elasticity of demand for agricultural products in the developing
countries is typically of the order of 0.1 to 0.4, compared with 0.7 to 3.4 for
manufactured goods.
The share of agriculture in GDP is estimated at 18 percent in sub-Saharan
Africa; 24 percent in Asia and the Pacific (35 percent in China); 17 percent in
the Near East and North Africa; and 9.6 percent in Latin America and the
Caribbean.
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would be, on the opposite side, the lowest regional growth
rates forecast for sub-Saharan Africa. For Latin America and the
Caribbean the projected levels of agricultural GDP growth in
1995-98 would represent a vast improvement over the
mediocre performances of the 1980s and 1990s.
Forecasts for total and agricultural trade in the developing
country regions are summarized in Figure 5. The general picture is
one of a strong increase in total exports in 1994 and 1995,
spearheaded by booming agricultural exports; a sharp deceleration
in the growth of agricultural exports in the following years, but still
with a strong expansion of total exports; and a much lower
expansion of total and agricultural imports, enabling sizeable
improvements in trade balances. These general expectations are
examined in the following section focusing on those countries for
which agricultural trade matters most.

Outlook for developing country econornies highly dependent on
agricultural trade
This section examines the economic and agricultural prospects of
two groups of countries regularly monitored in The State of Food
and Agnculture. economies that are highly dependent on
agricultural exports (EHDAEs); and low-income food-deficit
countries (LIFDCs) that face particular problems in financing their
food imports (FDCs). The country composition of these groups is
shown in Tables 1A and 1B. The following section presents a
special analysis of the problems and issues facing FDCs.
Given its pronounced agricultural export orientation, the EHDAE
group is forecast to benefit greatly from the recent increase in
commodity prices Its agricultural export growth is expected to
accelerate from 4 percent in 1993 to 10 percent in 1994 and then
settle at around 6 percent per year for 1995-98. EHDAEs in Africa
are forecast to enjoy a more dramatic but short-lived commodity
price bonanza than those in Latin America and the Caribbean.
Agricultural export growth in the African countries in this group is
expected to bounce to over 20 percent in 1994 but then to slow
down to only 3-4 percent in 1995-96. This may be explained by
the more narrow agricultural export base of African countries and
by the strong weight of single commodities such as cocoa, for
which market prospects do not appear encouraging in the long
term

The strengthening of commodity prices should contribute to a
significant improvement in the terms of trade, purchasing power of
agricultural exports and trade balances of these countries.
Again, however, such improvements are forecast to be dramatic

Figure 5
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TABLE 1 A

Economies highly dependent on agricultural exports'
Sub-Sahai an Africa

Latin America
and the Cal ibbean

Asia and the Pacific

Côte d'Ivoire
Malawi
Zimbabwe
Mali

Argentina

Sri Lanka

Paraguay

Thailand

Honduras

Afghanistan

Cuba

Sudan

Uruguay

Viet Nam
Malaysia

Madagascar

Brazil

Burundi

Guatemala

Cameroon

Costa Rica

Ghana

Colombia

Liberia
Uganda

Saint Vincent and

Kenya

Ecuador

Ethiopia

Guyana

Rwanda

Belize

Swaziland

Dominica
Nicaragua

the Grenadines

Mauritius
Central African Republic El Salvador
Tanzania,
Dominican Republic
United Republic
Sao Tome and Principe
Chad

Burkina Faso
Somalia
Benin

Guinea-Bissau

Gambia
Countries tor which agricultural, fishery and fores ry exports were equivalent to 20 percent or
more ()I their total expor t earnings, or 20 percent or more of their total imports, in 1988-90.
'

but also short-lived. In African EHDAEs, after a long period of
almost uninterrupted deterioration, the barter terms of trade of
agricultural exports improved by an estimated 25 percent in 1994
and an improvement of a further 7 percent is forecast for 1995. This
would enable the purchasing capacity of agricultural exports to
increase by about 24 percent in 1994 and 3.3 percent in 1995.
However, these gains are forecast to be largely eroded in the
following years, as the deteriorating trend of agricultural terms of
trade is expected Lo resume in 1996. The forecast trends are similar,
though less pronounced, for EHDAEs in Latin America and the

TABLE 18

LIFDCs with the lowest capacity to finance food imports (FDCs) 2
Sub-Sahai an Afi ica

Latin America and
the Caribbean

Asia and the Pacific

Cape Verde

Haiti

Samoa

Egypt

Gambia

Nicaragua

Bangladesh

Yemen

Lesotho

Dominican
Republic

Cambodia

Sudan

Djibouti

Near East and

North Africa

Mozambique

Afghanistan
Nepal

Guinea-Bissau

Laos

Somalia

Sri Lanka

Comoros

Maldives

Sierra Leone

Ethiopia
Burkina Faso
Togo

Senegal

Benin

Rwanda

Mali
Mauritania
2 LIFDCs toi which foocl imports accounted for 25 percent or more of their total export earnings
in 1988-90

Caribbean. In particular, gains in purchasing capacity of
agricultural exports are forecast to be relatively small in 1994-95
but the successive deterioration is also expected to be more
gradual and moderate.
FDCs present the somewhat paradoxical feature of being both
food-import dependent and agricultural export-based economies.
Indeed, several countries belong to both the FDC and EHDAE
categories. The increase in commodity exports can be expected,
therefore, to have mixed effects for this group. On the one hand,
their rising food import costs are likely to become more of a
financial burden (even though the cereal price increases following
the GATT Uruguay Round and agricultural reform in major
exporting countries may be smaller than were suggested by early
estimates see Part III, p. 199). On the other hand, these countries
will also benefit from the increase in prices of several of their main
export products The net result of these opposing influences is
expected to be positive in the short term, as food import costs in
FDCs are forecast to rise at a slower pace than export earnings

from agriculture (approximately 7 percent and 1 8 percent per year,
respectively, in 1994-95). In the longer term (1996-2000), however,
the growth in food import costs is expected to rise to over 8 percent
per year, while that in agricultural export earnings is forecast to
decelerate sharply to less than 2 percent in 1996-97 and to
increase only moderately thereafter. The agricultural trade deficit is
forecast to narrow initially (from $US2.5 billion in 1993 to

$2 billion in 1994 and S1.8 billion in 1995), but widen again to
$3-3.5 billion in the following years. The overall trade deficit,
estimated at about $17 billion in 1994 (about the same as in 1993),
is forecast to increase slightly in 1995 and more markedly in the
following years.
A number of observations can be drawn from the above review.
Two general influences will largely determine the economic and
agricultural outlook of the developing countries; the first of these is
the expected continuing improvement in the global economic
environment, which the developing countries will both contribute
to and benefit from. The second influence is the strengthening of
international prices of several important export commodities. The
two influences are interrelated, to the extent that, on the one hand,
better economic conditions can be expected to sustain the demand
for and prices of agricultural commodities, while, on the other
hand, the windfall gains from improved commodity markets not
only provide a welcome boost to many stressed economies, but
also generate opportunities for consolidating stabilization and
reform, thus enabling countries to take better advantage of the
improved economic environment. The latter effect is, however,
conditional on a number of factors. There is a well-documented
tendency for long-strained governments and individuals to
consume, rather than capitalize on, sudden and large windfalls.
The risk of this happening is all the more pronounced if
complacent perceptions emerge on the nature and sustainability of
such windfalls.
In the worst of scenarios, the windfall gains would contribute
little to enhancing growth and welfare in the long term. In the short
tern they would create immediate financial management
difficulties and "Dutch disease" effects leading to excessive
currency appreciation and competitive losses. In other words, the
windfalls may create as many problems as they solve and may
mean, for the countries concerned, an eventual return to the status
quo ante.

However, sound and timely policy action can avert this negative
turn of events. Such action involves: first, a full awareness of the
nari ow base and transient nature of the commodity price bonanza;
second, that governments view the bonanza as a developmental,

rather than a short-term political opportunity; and third, that the
right choices are made among a wide range of policy options. For
instance, windfall gains can be used to invest in the most
productive sectors or to encourage a broad-based participation of
less favoured segments of the society. Governments may place
priority on reducing macroeconomic imbalances and debt or
decide that productive investment comes first. Financial resources
may be used on domestic assets, programmes or projects, or
invested in a diversified international portfolio as a means of
reducing iisks. The relative merit of the various options will depend
on country-specific needs and circumstances. It is important, in any
case, that due priority be given to the agricultural sector, bearing in
mind its food security and economic role in the countries
concerned and the disastrous sequels of past policies that neglected
or overtaxed the sector.
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FOOD IMPORTS AND EXPORT PERFORMANCE II
INCOME FOOD-DEFICIT COUNTRIES WITH TE- E LOWEST
CAPACITY TO FINANCE !i.'17-',ORTS

Introduction
Although agriculture generally dominates their economies, many
low-income developing countries have been net food importers for
a long time Furthermore, over the last two decades the food trade
balance has tended to deteriorate in many of them. Neither
production nor the financial resources to import have kept pace
with the growing demand for food. The ability to pay for food
imports depends critically on export earnings which in many cases
have been inadequate. These problems are particularly acute in the
countries reviewed in this section, i.e. in those low-income fooddeficit countries (LIFDCs) with the lowest capacity to finance food
imports (FDCs). This group includes 31 countries and is a subgroup
of the FAO-defined LIFDC group which currently comprises 88
countries.
The excessive food import dependence of many poor countries
has always been prominent in the development debate, but the
recent conclusion of the Uruguay Round of GATT negotiations has
drawn even greater attention to the issue. Trade liberalization is
expected to lead to higher prices for agricultural products in
international markets. In addition, several of these countries will
increasingly have to pay world market pi ices as export subsidies in
their favour are reduced. This may provide an opportunity for
increasmg agricultural output and rural employment in the
importing countries, as long as higher pi ices are allowed to each
the farmers. However, any longer-term benefits on the side of
domestic production, exports and import substitution opportunities
have to be weighed against the immediate problems of paying
more to cover food import needs and possibly of higher prices to
consumers
Many FDCs are large recipients of food aid and other emergency
relief arrangements They have also benefited from external
financial assistance and other forms of non-export-generated
inflows. However, a longer-term solution is required, bearing in
mind that the prospects for external assistance are not encouraging

and that food aid resources, already declining in recent years, may
decline further as a result of the decreases in food stocks that are
expected to follow the Uruguay Round agreement. This review
aims at providing quantitative inforrnation on some of the
determinants of the problem, which can be helpful references for
the design of appropriate policies for the long term.

The evolution and structure of food imports
The 31 FDCs considered in this review vvere selected from arnong
the 88 LIFDCs on the criterion that their food imports absorbed
one-quarter or more of their total export earnings during 1988-90.
Table 2 provides some basic information on FIDCs. Most
countries in this group are small in terms of population only ten
of them have more than 10 million inhabitants. However-, their
combined population rose fron-) 270 million in 1972 to 400 million
in 1991, implying generally high rates of population grovv h These
are also, by definition, low-income countries with per caput GNP
less than USS1 000 in 1991. For some of them (Mozambique,
Guinea-Bissau, Somalia, Sierra Leone, Ethiopia and Nepal) per
caput GNP was $200 or less.
The magnitude of the food-import financing problem varies
considerably among FDCs (Table 3). In 1989-91 the value of food
imports as a percentage of total export earnings varied from 24.2
percent (Maldives) to 493.5 percent (Cape Verde). Other countries
where total export earnings vvere insufficient to finance the food
import bill included: the Gambia (with a ratio of food irnports to
exports of 168 8 percent), Lesotho (173.7 percent), Guinea-Bissau
(109.9 percent) and Samoa (166.5 percent). In those countries it
would appear hard to explain how food imports, let alone less
essential imports, can be financed at all. Hovvever, explanations
generally relate to the availability of non-export sources of
financing, such as major net official transfers (that strongly
benefited Cape Verde and Guinea-Bissau but also many othe
FDCs); remittances from exPatriates (e .g. Lesotho migrant workers,
most of whom are in South Africa); earnings from tourism (such as
in Samoa, the Gambia and other FDCs); re-exports not accounted
for in official statistics (as in the Gambia); and a strong food aid
component of total food imports in many cases.
As well as these extreme situations, there are many other
countries that spend a very high percentage of their export earnings
on importing food. On average, the FDCs as a whole spend a little
more than 50 percent on food imports: 82.4 percent in the
countries of the Near East and North Africa; 47.7 in those of subSaharan Africa; and about 33 percent in the other tvvo regions.
Perhaps even more worrying is the rate at which these

TABLE 2

Population and current per caput GNP of FDCs
1972

1991

Population

Per caput
GNP

Population

Per caput
GNP

('000)

(US$)

('000)

(u.5$)

Cape Verde

273

150

380

750

Gambia

489

130

958

340

Lesotho

1 110

110

1 812

580

Djibouti
Mozambique

198

467

9 845

16 108

80

160

1 001

200

4 559

90

7 805

120

279

110

510

510

2 760

160

4 243

200

30 476

70

120

5 848
2 12
4 405

70

52 954
52 954

150

3 770

410

230

7 624

730

140

4 886

380

80

8 707

250

80

250

180

8 707
2 024

Guinea-Bissau
Somalia

Comoros
Sierra Leone

Ethiopia
Burkina Faso
Togo
Senegal
Ben in

Rwanda

Mali
Mauritania
Haiti
Nicaragua
Dominican Republic

551

2 800
3 954
5 564
1 277
4 677

120

510

100

6 593

380

2 204
4 672

370

3 773

300

430

7 197

940

80 000
7 114

80

2 000

210

Samoa

Bangladesh

Cambodia
Afghan istan

Nepal
Laos

Sri Lanka

Maldives
Egypt
Yemen
Sudan

14 356
11 890

8 774
19 062
80

2 844
12 861

90

127

34 253
6 549
15 167

Source Woild Bank 14/oild Tables, 1994; FAO.

19 401

180

4 384

250

72"7

500

227
260
230

53 571

610

12 999

520

25 812

TABLE 3

FDCs: selected indicators of food-import size and weight
in total trade (by region)
Value of
food
impot ts
USS '000)

total
imports

Foocl imports:
export
earnings

Per caput
food
imports

%)

(%)

(US$)

Food impon ts:

(

1961-63

Sub-Saharan Afi ica

136 132

19.0

27.9

2.2

Latin America
and (he Caribbean
Asia and the Pacific

29 091

11.7

10.2

3.2

237 337

24.1

27.6

2.5

256 547

19.6

29.9

5.8

659 107

20.2

26.5

3.2

Sub-Saharan Africa
Latin America

604 016

18.8

32.6

6.7

and the Caribbean
Asia and the Pacific

188 456

12.1

13.2

14.9

652 072

28.2

46.0

4.9

Near East

and North Africa
TOTAL

/975-77

Near East

and North Africa

1 419 944

22.8

61.9

23.3

2 864 488

21.5

41.0

9.7

Sub-Saharan Africa

1 626 928

20.8

47.7

13.1

Latin America
and the Caribbean
Asia and the Pacific

452 089
1 197 395

15.9

36.7

26.1

14.9

31.2

6.6

3 144 237

25.3

82.4

35.2

6 420 685

20.6

52.2

15.6

TOTAL
1989-91

Near East

and North Africa
TOTAL
,Sotn «, FAO

peicentages have grown. In 1961-63, FDCs were spending on
average 26 percent of their export earnings on food imports, half
the rate of ieceni years. To a certain extent this trend could be
sustained by laiger revenues from non-export or unofficial sources,
as mentioned above
An alternative way of assessing the food import issue in FDCs is

to examine the share of their food imports in total merchandise
imports This is an important indicator of a country's overall import
priorities or needs A high share of food in total imports implies
(apart from its difficulties to finance such food imports) that the
country concerned is also deprived of the ability to finance the
development process by importing productive inputs. This situation
is typical of FDCs. On average, about one-fifth of their total imports
are accounted for by food, with this percentage remaining
relatively constant over the last 30 years. The comparable figure is
about 10 percent for the developing countries as a whole. The
severity of this problem varies considerably among the individua
countries. In Mauritania and Sierra Leone, for example over half of
total impoits are accounted for by food.
Cereals account for about half of the food imports to these
countries (Tables 4 and 5). For the group as a whole the share of
cereal imports in the total has remained fairly constant during the
past 30 years except for in the mid-1970s (following the world food
crisis) when [he share of cereals rose to 60 percent of food imports.
The share has tended to increase in the case of sub-Saharan Africa;
has remained unchanged in Latin America and the Caribbean and
the Near East and North Africa; and has declined in Asia and the
Pacific.

0:igin of imports
Table 6 shows the origins of total and food imports for the
developing countries as a whole (see also Diversifying markets a
intensifying mtraregional exchanges, p. 214). Information on the
origin of imports was not readily available for the group of FDCs
alone, but patterns for this group can be assumed to be fairly
similar to those for the developing countries as a whole.
In 1991 food imports originated mainly in the developed market
economies (57 percent of the total), the developing countries
accounting for only 35 percent and Central and Eastern European
countries and the Socialist countries of Asia for 8 percent.
Dependence on the developed market economies for food imports
was a little higher in 1970 and 1980, but it should be noted that the
developing countries depend even more on the developed market
economies for non-food imports.

Export structure and agricultura! exports
As noted earlier, FDCs are heavily dependent both on food imports
and on export earnings from agriculture (Tables 7A and 7B).
In 1990, the share of agricultural exports in total exports
exceeded 80 percent in ten of the 26 countries for which data are
available In another five countries the share exceeded 60 percent.

TABLE 4

Share of cereals in food imports (by country)
1961

1975-77
%

Cape Verde

1989-91
)

46.5

48.4

50.1

30.5

23.1

14.4

Djibouti

49.0
50.0
2.7
54.4

25.0

28.8

Mozambique

37.2

70.9

67.7

Guinea-Bissau

40.5

60.0

73.0

Somalia

45.8
84.9

62.9

74.5

Comoros

57.5

Sierra Leone

25.3

65.7
22.6

Ethiopia

19.4

61.4

75.5

Burkina Faso

15.8

48.6

Togo

14.4

34.9
14.7

Gambia
Lesotho

Senegal

54.3

43.6

3.2

45.5

47.5

21.6

38.8

51.8

Rwanda

0.0

24.1

Mali
Mauritania
Haiti
Nicaragua
Dominican Republic

7.7

10.8
41.6
37.1

64.0

35.3
48.3

30.5

50.8
42.2

Benin

40.8
48.0
43.7
44.3

32.1

Samoa

23.3

Bangladesh

96.1

64.8
23.4
93.3

Cambodia
Afghanistan
Nepal

17.7

88.5

80.4

33.6

6.4

38.0

3.4

0.5

Laos

88.5

92.3

3.7
44.3

Sri Lanka
Maldives

46.4

85.2

40.5

29.7
66.8

41.8

54.2

Egypt

54.9

Yemen

23.9

68.7
31.3

Sudan

18.2

16.8

56.9

Source FAO

18.7
52.6

42.3

TABLE 5

Share of cereals in food imports (by region)
1961-63

1975-77

1989-91

Sub-Saharan Africa

32.1

43.6

48.4

Latin America and the Caribbean
Asia and the Pacific
Near East and North Africa

45.1

56.9

63.2

82.1

45.8
42.9

52.1

57.8

TOTAL

51.1

60.3

52.6
49.2

Souice FAO

TABLE 6

Import structure by origin (all products, all food items)
Origin

Developed market
economy countries
Developing countries
Central and Eastern
European countries
Socialist countries of Asia
World

All products

All food items

1970

1980

1991

1970

1980

1991

72.2

62.7

(>3.5

61.4

62.7

57.1

19.0

29.6

29.2

28.5

27.7

34.9

6.9

5.9

1.7

4.6

3.9

1.6

1.8

1.8

5.6

5.5

5.6

6.4

100.0

100.0

100.0

100.0

100.0

100.0

Soutce UNCTAD, Handbook ot international Trade and Development Statistics, 1993.

In general, however, th s share tended to decline over the past three
decades, reflecting to a large extent the poor performances of the
agricultural export sector.
In only 11 out of the 26 countries did the exports of manufactures
account for more than 20 percent of total export earnings. In three
- Afghanistan, Egypt and to a lesser extent Senegal - fuels are an
important export item.
In many FDCs agricultural exports are highly concentrated on
one or a few agricultural products (Table 8, p. 50). However,
among the countries that have shown a distinct trend between
1961 and 1992, a majority of about 60 percent have seen greater
commodity diversification and only a minority showed an increase
of the dependence on one or a few commodities.
The distinction between agricultural export products that

TABLE 7A

Exor structuie by main categories (percentage of total value of exports)
All food

Counii y
1970

Agricultural raw materials
1990

1970

1990

Cape Verde

80.6

83.32

1.9

Gambia

99.8

87.3 6

0.2

1.66

57.2

65.7v

23.1

4.0 7

Somalia

5.5

85.6 3

8.2

13

Comoros

69.3

71.0v

0.4

Sierra Leone

16.4

31.1 7

0.7

5.9

77.26

10.7

16.86

67.9

24.5 6

27.6

43.2 6

Togo

67.2

22.1 7

2.2

16.2 7

Senegal

6-1.11

45.6'

4.1

2.6 7

Benin

70.9

61.8 2

18.3

25.0

Rwanda

60.7

79.5

3.2

11.0

Mali
Maui itania
Haiti

64.8

22.6

Lesotho

Djibouti
Mozambique
Guinea-Bissau

Ethiopia
Burkina Faso

1.6

=

23.9

65.8

8.3

64.3 5

2.5

0.2

51.7

21.7 7

5.8

1.0v

Nicaragua

56.8

73.4

23.8

13.8 4

Dominican Republic

87.8

22.0

0.1

0.

Samoa

94.4

89.1 7

1.0

3.4 7

5.0 7

26.4 1

77,
16.0"

9.8 '

Bangladesh

Cambodia

Afghanistan

36.1

23.96

Nepal

28.61

22.1 7

35.8
39.81
27.6

38.6 2

25.3

8.6

46.3

11.4v

5.5

30.9

Sri Lanka

72.6

34.0

Maldives

...

Laos

=

Egypt

21.3

8.9v

Yemen

82.7

50.0 4

Sudan

24.6

38.7

Data collected in 1975
= Data collected in 1980
Data collectecl in 198.5
Data collected in 1986
' Data collected in 1937
Data collected
-1 033
Data collected in 1989
'

1 1i

7.6
74.6

11.6v

6.2 4

58.4

TABLE 78

Eport structure by main categories (percentage of iota! value
Counti y

Fuels

1970

1990

Cape Verde

Ores and metals
1990

1970

11.0

2.8 '

of e7-.c.ports)

Manufactu ed
1970

1990

6.5

10.26

Gambia
Lesotho

Djibouti
Mozambique

8.1

0.1 '

2.1

Guinea-Bissau

12.1 '

9.5

17.5v

0.2 3

49

1.9 3

0.8 7

30.2

26.6

...

Somalia

0.2 3

0.1

Comoros
Siei ra Leone

2.6

3.5 7

18.9

20.6 7

1.2

3.0 6

0.6

43.4 '
0.2 '

60.8

Ethiopia

1.6

2.7 6

0.1

0.2 6

4.4

7.3 "

24.9

5.7

7.1 7

Burkina Faso
Senegal

2.9

18.6 7

9.3

53.4 '
7.0 '

18.8

25.9

Benin

O.")

4.22

0.1

1.1 2

10.6

3.4

Togo

Rwanda

Mali
Mauritania
Haiti
Nicaragua
Dominican

35.0
0.1

0.1

0.1

3.9 '

0.1

1.0 4

Republic
Samoa

1.2v

Cambodia

...

0.1

9.6

6

88.3

31.2 '

0.8

0.4

16.9

1.0v

23.7

71.9v

3.2

1.3 4

16.0

7.3"

7.5

1.5

16.9

63.6 '

-

Sri Lanka

6.2

Maldives

...

4.8 3

Yemen
0.4

70.4

75.2v
...

42.9 b

Laos

Sudan

3.6
1.3

Nepal

Egypt

1.5

-

Bangladesh

Afghanistan

0.7

1.4

10.9

17.1 6

377 1

65.8

36.1

22.5

0.7

1.5

1.4

49.3

...

...

...

39.0

=

30.8

7.6 2

0.5 '

0.6

10.2 7

27.1

6.2 4

9.5

1.4 4

0.1

33.6 4

0.4

0.4

0.3

0.1

1.3

Source UNCT,\D, Handbook ot International Trade and Development Statistics, 1993.

TABLE 8

Share of main agricultural export commodities in total agricultural
exports
Country

1961

1970

...

...

Gambia

85.5

47.9

Lesotho

50.5

63.8

Cape Verde

Djibouti
Mozambique
Guinea-Bissau

Somalia
Comoros
Sierra Leone

Ethiopia
Burkina Faso
Togo
Senegal

Benin
Rwanda

Mali
Mauritania

1980

1992

Product

54.7

23.2

35.1

26.9

Groundnuts
Cattle, wool

...

28.7
33.2
49.2
59.9
50.8
58.6
57.8
35.3
43.6
15.7
85.6
28.5
50.9

Haiti
52.7
Nicaragua
32.7
Dominican Republic 46.6

20.3

34.8

70.0

29.2

38.4

Groundnuts, cashew nuts

29.2

27.8

20.4

Bananas, sheep, goats

45.8

81.2

93.9

43.0

45.7

17.2

Vanilla, cloves
Palm kernels, coffee

64.4

69.6

55.2

Coffee

23.2

49.8

70.8

60.4

50.2

62.9

46.0

28.0

19.9

26.0

71.6

Cotton, cattle
Cocoa beans, cotton
Groundnut oil
Palm oil, cocoa beans, cotton

87.5

66.8

58.4

Coffee

44.3

41.6

60.0

33.0

46.9

74.3

Cattle, cotton
Cattle, shellfish
(fresh, frozen and cured)

Cotton, cashew

63.9

80.5

37.7

24.1

44.1

23.6

Coffee
Coffee, cotton

55.7

55.6

40.6

Sugar

Samoa

Bangladesh

84.5

73.1

58.7

33.3

Jute

Cambodia

32.6

16.8

97.6

69.0

Rubber dry, industrial

roundwood (non-coniferous)
Afghanistan
Nepal

24.1

Laos

Sri Lanka

32.7
67.4

Maldives

41.7

41.9

Raisins, fur, skins

19.7

33.7

Sugar cane, jute, lentils

84.6
58.2

66.6

41.0

Nutmeg, sawnwood, coffee

54.9

50.9

Tea

100.0

100.0

69.7

Egypt

81.4

66.3

62.5

12.8

Cotton

Yemen

22.1

23.9

33.7

17.4

Sudan

52.4

62.5

42.6

31.9

Coffee, cotton, water melons
Cotton

ALL COUNTRIES

49.3

49.9

50.5

44.3

18.2

18.1

Copra, finfish

Source FAO, Country tables, vat lous years, Economic and Socia Policy Depart ent, Rome.

compete with products in the developed countries and those that
do not has significant policy implications. This distinction provides
a broad indication of the extent to which FDCs as a group can
expect to capture a laiger share of developed country markets
through successful price competition; or whether they have to
depend mainly on the demand for their "non-connpeting"
agricultural exports. In other words, countries that specialize in
non-competing products need to compete among themselves to
capture developed country markets, which in many cases are
already saturated or have limited long-term potential. On the other
hand, markets for several competing products are more dynamic
and can be expected to benefit from the trade liberalization and
reductions in support consecutive to the Uruguay Round.
The identification of these different types of product is difficult
and to a certain extent arbitrary. Here we adopt the definition of
"broadly non-competing" products as used by Riedel" to refer to
those products for which the developing country share of world
exports exceeds 80 percent. The products are cocoa, coffee, tea,
bananas, spices, copra, groundnuts, palm oil, coconut oil, jute,
natural rubber, sisal and silk.
Table 9 shows the widely varying degrees of dependence on noncompeting products in FDCs. For some countries, non-competing
products account for over 90 percent of total agricultural exports
(for example, in island states with very narrow resource bases, such
as the Comoros and Cape Verde, and in coffee-dependent
Rwanda), while for others the share is insignificant (for example, in
the cotton exporters Egypt, Mali and the Sudan). However, a large
majority of these countries have recorded a move towards
"competing" exports. This tendency, and the somewhat reduced
dependence on a few major export products observed above,
suggests that opportunities for export diversification are being
exploited even by particularly poor and resource-deprived
countries. A more diversified export structure should provide
opportunities for expanding and stabilizing FDCs' export earnings
from agriculture. The fact that this has not occurred and that
agricultural export performances have remained generally
disappointing in FDCs (Table 10) reflect, in particular, the poor
initial conditions from which improvements have been achieved in
many of these countries as well as the general market conditions
and policy environment that govern agricultural trade (see Part III,

'J. Riedel. 1984. Trade as the engine of growth in the developing countries,
revisited. Economic Journal, 94 (373): 56-73.

TABLE 9

Broadly non-competing agricultural eworts as a percentage
of toa l agricultural expors
1961

1991

Cape Verde

80.1

95.3

Gambia

85.1

46.4

Lesotho

0.0

0.0

15.2

Guinea-Bissau

30.8
71.2

Somalia

50.8

8.7

Comoros

100.0

00.0

Sierra Leone

25.5

87.5

Ethiopia

62.8

56.9

0.0

0.4

Togo

80.2

26.4

Senegal

43.0

7.6

Benin

67.5

2.6

Rwanda

85.9
30.3

92.7

0.0

0.0

72.3

49.8

37.4

42.9

Djibouti
Mozambique

Burkina Faso

Mali
Maui itania
Haiti
Nicaragua
Dominican Republic

1.2

0.1

32.1

24.1

Samoa

98.1

26.7

Bangladesh

72.2

87.5

Cambodia

2.9

0.0

Afghanistan

0.0

0.0

Nepal

3.3

7.0

61.0

35.-I

Sri Lanka

94.0

85.0

Maldives

100.0

0.0
3.7

Yemen

0.7
28.0

22.8

Sudan

9.3

2.2

Laos

Egypt

Source FAO

p. 199). Whatever headway in efficiency or diversification these
countlies may be able to achieve, its effective translation into
competitive gams will depend crucially on progress in trade
liberalization and 'improved access to developed countries'
markets

TABLE 7 0

Selected FDCs: indicators of agricultural export performance
Expoil volume,
volume,
annual late
of change
19711980

1981-

1990

Net barter
terms of
agricultural
trade
19921993

Purchasing

power of
agricultural
exports
19921993

1979-81 = loo.

Afghanistan

5.9

-11.6

107

20

Bangladesh

1.7

0.4

71

56

Sii Lanka

1.8

2.2

54

48

Egypt

-4.8

-1.9

30

37

Ethiopia
Mauritania
Mozambique

0.8

1.0

87

31

-1.4

-3.6

125

78

-5.4

-8.5

73

16

-2.2

_9.9

31

12

Sierra Leone
Sudan

Dominican Republic
Nicaragua

4.4

3.3

50

57

-1.7

-4.3

59

36

5.6

-0.1

56

27

.)

Note Net bar ter aricultur al terms of trade are agricultural export prices deflated by import pi ices
oí manuiar lures and crude petroleum, the purchasing power of agricultural exports is calculated
by deflating export values by import prices Thus, the cl ifference between the two indices is
a« °Linter! for by changes in export volumes For instance, Afghanistan improved agricultural
terms ot trade by 7 percent between 1979-81 and 1992-93, but the decline In export volumes
caused tire purchasing capacity ot agricultural exports to fall by 80 percent during this period
Soul( e. FAO

Sustainability of high food-import dependence

The fact that FDCs are predominantly agriculture-based economies
facmg particular difficulties to finance the most essential of imports
food indicates serious general development problems. The
problems of food-import dependence are worsening in these
countiies. This implies increasing costs for FDCs' treasuries and
also in terms of external dependence in general, of development
opportunities missed because of the need to limit imports of
productive capital goods and of a precarious base for food security.
A recent study conducted for FAO attempted to quantify the
impact of the factors affecting food imports in these countries.' The

' G. Zanjas. Food imports and export performance in low-income food-deficit
countries with Ihe lowest capacity to finance imports. Forthcoming as an FAO
Economic and Social Development Paper. Rome. FAO.

results of this study are revealing, as much for what they do not
show as for what they do. They confirm the importance of changes
in import prices, purchasing capacity of exports and, more than any
other factor, domestic production performances, in determining
food imports. The results, however, did not alvvays conform to
expectations or, in spite of the use of sophisticated econometric
techniques, did so leaving margins of uncertainty. In addition, such
important factors as changes in per caput incomes and foreign
exchange reserves did not appear to influence food imports. These
sometimes puzzling or inconclusive results indicate the existence
of other factors and influences that require further case-by-case
investigation, but they also point to another general conclusion. It
has been observed that many FDCs purchase far more food than
their export sector can afford. This is so because the external
account gap is covered primarily through financial or food
assistance, remittances and other, more or less reliable, sources of
income.6 Thus, it is hardly surprising that in many cases food
imports should not depend on export performances, in the short
term at least. Large but irregular flows of resources from non-export
origins may also help to explain why food imports should not
appear to react much to such fundamentals as changes in import
prices, domestic income or international reserves.
Such situations present obvious risks. The sustainability of nontrade forms of financing can be questioned to the extent that they
largely depend on discretionary donor dispositions or other
similarly uncertain sources of financing. If allowed to continue, the
combination of high and growing dependence on food imports and
precarious or unreliable sources of financing may create explosive
situations.
The variable that appears to have the greatest impact on food
imports in FDCs is domestic food production. This unsurprising
fincimg has important implications. On the one hand, it suggests
that these countries have found the resources to import more food

IMF data indicate that strong dependence on food impor s in these countries
is only one aspect of the major imbalances in their overall current accounts.
Their balance of trade and services has shown a chronic deficit, estimated at
about US$17 billion in recent years. This has been only partially covered by
positive net current transfers of about $14 billion. Being heavily indebted
(their external debt currently represents over 450 percent of their annual
export earnings), these countries have benefited, however, from various debt
alleviation measures that have kept debt service payments at relatively low
levels.

in periods of domestic production shortfalls, even though
international market conditions or other variables affecting import
decisions may have been negative. This is, again, largely related to
the availability of external assistance in various forms. On the other
hand, positive changes in domestic supply conditions resulted in
cornmensurate reductions in focxf purchases, underlining the
importance of domestic agriculture in alleviating external welfare
and import dependence.
Agricultural specialization has not enabled FDCs Lo develop a
strong agricultural export base or expand their domestic food
supply adequately. Yet, for many FDCs there are currently few
alternatives to agriculture-based development, and it is likely to be
a long time before these countries are able to diversify their overall
economic structures significantly and gain competitiveness in other
economic sectors. Conversely, several FDCs may have a
considerable potential for developing agriculture efficiently and
thus reducing import dependence and/or enhancing export
revenues. The observed move towards diversification of agricultural
exports in many FDCs is an encouraging feature in this context. The
most effective way of achieving food security, financial autonomy
and maximization of developmental opportunities may, therefore,
still be to enhance the productive potential of domestic agriculture.

POLICY REFORM AND THE CONSUMER
Since the early 1980s, policy reforrns initiated in many countries
have been biased in favour of greater market orientation and a
more open economy. Such reforms have had a substantial impact
on food consumers, by directly and indirectly affecting the factors
that determine food demand, as well as on food producers because
of changes in agricultural policies and policy measures. The
following discussion examines how and why these policy reforms
have come about, and the effects they are expected to have had on
consumers.

Most, although certainly not all, analyses of the effects of policy
reform in the economic literature have attempted to quantify the
impacts of the agricultural market and trade liberalization on the
producer and on the net welfare of the country as a whole. Rather
less attention has been given to the taxpayer and particularly little
to the consumer. As a result, this review presents a conceptual
overview that is supported to the extent possible by the limited
empirical fmclings available.
Food consumers in the policy process
Why should the food consumer have received comparatively so
little attention? In the first place because, to the extent that

macroeconomists analyse the impacts of macropolicy measures on
real sectors of the economy, including agriculture, they tend to be
concerned with whether the country as a whole gains or loses. It is
often not politically astute to expose the gains (far less the losses) of
individual groups and, indeed, the necessary data are often not
available in the quantity ancl quality required to perform such
analyses. Furthermore, much of the economic analysis is driven by
or directed towards ministries of agriculture and trade which, by
and large, consider their clientele to be respectively agricultural
producers ancl exporters (including agricultural exporters).
Anothei reason is that although or perhaps because every
person in society is a food consumer, food consumers for the most
part are not generally organized to bring systeniatic political
pressure to bear on policies that run counter to their best interests.
An mcreasmg number of countries have consumer associations tha
focus on providing better information to consumers, directing their
lobbymg power accordingly. At the same time, many of the higherincome countries have seen the formation of consumer advocacy
groups around specific issues such as tighter meat and
slaughterhouse inspection, banning the use of growth hormones,
mcreasing the nutritional levels in fcPding prograrnnies or the more
general issue of food safety. Given that, as income Mcreases the
proportion of household income spent on food declines and
consumption patterns sliift in favour of preferred higher value items
in terms of both perceived quality (for example, paying a premium
for meat ancl eggs produced in more "humane" production systems)
and quantity, the mterests of different income groups diverge and,
arguably, consumer groups tend to reflect disproportionately the
concerns of the better-off and more politically articulate consumers.
In contrast, the issues that have, usually informally, united
consumers (especially urban consumers) in the lower-income
countries have been food shortages, high food prices and sudden
large increases in food prices. Consumers' concerns have been
nianifestecl in demonstrations or sometimes riots and governments
have occasionally even fallen as a result. Many developing
countries have therefore liad policies to subsidize food prices for
urban consume's. Since the ministries of agriculture and trade tend
to be the focus of any consumer unrest, who better at least to
demonstrate concern about the impacts of the policies they
promulgate on all affected groups, including the consumer?

Whither policy reform?
In the developing countries, government policies have led to
pervasive price distortions and hence misallocation of resources.
Vollrath reports that empirical findings indicate that "the trade,

macroeconomic and sector-specific pricing policies adopted in the
developing countries since the early 1950s have given rise to the
followmg incentive biases: against the production of tradable goods
and in favour of non-tradables; within the tradable goods sector,
against exports compared with import-competing goods; within the
export sector, against agricultural products compared with
manufactured goods; and within agriculture, against export
compaiecl with food crops".7 The correction of these policy
distortions has necessitated painful adjustments.
Pressures for policy reform during the past 15 years have four
main sources. First, a large number of countries that had taken on
very high levels of external debt in the 1970s suddenly found, in
he early 1980s, that their economic circumstances were reversed
and they could no longer sustain their heavy debt burdens. Belttightening and policy reform became the order of the day. Such
structural adjustment usually called for: the reduction of
government spendmg; the reduction of government intervention in
or its complete withdrawal from agricultural input and output
markets; the phasing-out of subsidies; the privatization of the
functions of former parastatals; ancl the devaluation of overvalued
exchange rates, i.e. in general, "getting the pi ices right".
Second, beginning in the first half of the 1980s, a number of
countries, parucularly in the developed vvorlcl, found that the
budgetary costs of supporting their farmers in the style to which
they hacl become accustomed had become untenable. Much of the
policy refoini that has taken place in these countries has been
prompted by the desire to limit government budget exposure.
Reform has consisted of more precise definition and directing of aid
to beneficiary groups, lower support levels, decoupling support
payments from current production and reducing the ¡Presence of the
governmen[.
Third, the late 1980s and early 1990s saw the breakdown of the
command and control economies of Central and Eastern Europe
and the republics of the former USSR and the beginning of a
difficult and painful process of transition towards more open
market-oriented economies. In the early stages, the transition
process dl isrupted traditional trading patterns, drastically reduced
real pei caput incomes, reduced demand and disrupted production,
processing and distribution. It is only recently that some countries
of Central and Eastern Europe have begun to recover from this

7 T.L. Vol'raft 1994. The role of agriculture and its prerequisites in economic
development. Food Policy, 19(5): 469-478.

initial plunge in economic well-being. As part of the transition
process, even the most basic legal and economic institutions had to
be created to allow and encourage the private sector to operate as
part of a functioning market economy.
Finally, even countries that do not fall into any of the above
categories have been caught up in the general moves to reduce the
presence of government in those areas where the private sector can
perform better and more efficiently and to liberalize markets and
trade.
The last 15 years have seen a serious questioning of the very role

of government in a market-driven economy. From this questioning
and from necessity, policy reform in the direction of open marketientation has taken place to varying degrees in almost every
country An important outcome is that food prices are increasingly
being determined by market forces, i.e. by the interaction of the
relationship between demand and supply.
The effects of policy reform on food consumers depend,
therefore, on the extent to which the policy measures abandoned
and those adopted affect the determinants of demand and of
consumer supply. It is, however, difficult to predict the probable
outcomes of changes in individual variables because the complex
of policy reforms under structural adjustment programmes, in the
transition economies and as a result of the GATT agreement (and
any combination of the above), have a variety of effects on both
supply and demand functions. The overall outcome for consumer
prices and total quantity purchased will depend on the direction
and magnitude of the shifts in the demand and supply curves and
also on the price elasticities of demand and supply.
In addition, the adjustment period following the introduction of
major policy reforms can be long. To free prices so that they can be
determined by market forces means the "marketization" of all
aspects of the production and marketing system. Experience has
shown that, initially, liberalization and privatization of the
processing and distribution sectors often result in serious
slowdowns of production and little competitive challenge. The
reason for the former is that the withdrawal of the state from these
parts of the marketing chain can rarely be substituted immediately
by hitherto underdeveloped private institutions. The lack of
competitive challenge comes when a government or parastatal
monopoly is replaced by a private one such a change in
ownership merely changes the recipient of monopoly profits. The
outcome is that during the adjustment period the transmission of
price signals through the marketing chain is severely hindered in
both directions. In other words, the signals about consumer
demand that are sent at the retail level are not being properly

transmitted through the intermediate levels of processing,
distribution and wholesaling to farmers so that they can alter their
production decisions accordingly. Neither are the signals about the
supply of agricultural and food products, whether they originate
with the farmer or elsewhere in the marketing system, being
adequately sent through the marketing chain to the consumer.
Consequently, the pressures to reduce consumer prices and
respond to changing consumer demand through increases in the
efficiency and effectiveness of marketing may well, in the short to
medium term, have no effect on the retail price increases caused by
subsidy removal Many governments have yet to put appropriate
policies in place to address these problems.
In fact, the whole question of consumer supply i.e. the
relationship between quantities of different food items supplied at
the retail level and retail prices is particularly complex because it
depends on a whole range of variables among which policy
measures tend to figure prominently. Macroeconomic policies
(especially those relating to the exchange rate and exchange
controls), trade policies, fiscal policies, agricultural support
measures (and the way in which they are implemented) and any
othei policies that affect the development of the food processing
and distribution industries all affect consumer supply (i.e. supply at
the retail level). Furthermore, the extent to which the retail supply
of food depends on the supply of domestically produced
agricultural and processed products is extremely variable both
across countries and within the same country at different times and
for different items. This degree of complexity means that, even if
one could be reasonably sure about the effects of specific policy
reforms on the domestic agricultural supply function, the
relationship between farnngate and consumer supply is too
dependent on such a wide range of other policy measures to be
determmed a priori.

Food consumption and the demand for food
Farmers produce food because consumers purchase it. This nnay
seem obvious, but it is a perspective that tends to be overlooked.
High priority is given to all aspects of food and agricultural
production while relatively little attention is paid to the final users.
Part of the reason probably lies in a frequent failure to distinguish
between consumption and demand.
Consumption refers only to a physical process and can therefore
be measured in physical units. In contrast, demand is an economic
concept; a demand function describes the relationship between the
price of a commodity and the quantity demanded at each price, all
other things being equal. Changes in consumption can be caused

either by movements along a given demand curve a response to
changmg prices or by shifts in a demand curve, i.e. at any given
price a different quantity is now demanded because of such factors
as changing income levels (see Box 2). The demand for food at the
consumer level leads, by way of the demand for processed foods
and added "marketing" services (primary and secondary
processing, packaging and distribution), to a derived demand for
agricultural products at the farm level and that is the demand
function faced by the farmer, or would be if government policies
clicl no t distort the market-signalling mechanism.
A number of the policy reforms that have been implemented
have directly affected the total demand for food and the
composition of the food basket purchased, through their effects on
household incomes and food prices, both absolute and relative.
Structural adjustment programmes of the traditional type have
generally lecl to decreasing real wages in the short to medium term,
often accompanied by higher unemployment and therefore fewer
wage-earners per household. This phenomenon has also occurred
in the countries in transition from centrally planned to market
economies. The declines in real household income have been
substantial and the speed of recovery can be very slow.
A number of policy reforms are likely to affect consumer prices of
food items. The iemoval of food subsidies increases food prices. In
some countries, only imported staple foods, largely purchased by
urban consumers, were subsidized. In other countries, the effective
consumer food subsidy arose from massive subsidies to the
agricultural sector and the removal of these subsidies has increased
the prices of all food items for rural and urban consumers.
Overvalued exchange rates impose a tax on exports and subsidize
impoits. Correcting an overvalued exchange rate will cause the
pi ice of tradable goods to rise relative to the price of non-tradables.
Exports become cheaper in the foreign currency so quantity
demanded in the export market will increase, putting upward
pressure on the domestic price of the export good. Similarly, the
domestic price of import goods will rise, thus curtailing the
domestic quantity demanded of imported items. Thus the prices of
tradable food items will rise whether they are exportable or
imports. Some countries have used direct agricultural export taxes
to curtail exports and to maintain lower domestic agricultural
prices, thereby, provided these lower prices are passed on,
lowering consumer prices. Removal of such export taxes will
increase consumer food prices. In contrast, a reduction in import
tariffs ancl relaxations of import controls will tend to exert a
downward pressure on prices.
A fall in monetary and real incomes shifts the demand curve so

BOX 2

FACTORS AFFECTING THE DEMAND FOR FOOD

The demand for a food commodity is a
function of several variables: the price of
the item in question, the prices of
complementary and substituta-3le items,
income, demographic variables and tastes
or preferences. In the short to medium
term, the major determinants are prices
and incomes and these are the most likely
to be immediately affected by changes in
government policies. In this context, it
should be noted that a change in the price
of a commodity has two effects, the
income effect and the substitution effect.
a
The substitution effect is such
negative change in the price of f.i;e
rnmniOdity always leads to a positive
change in the quantity demanded. The
income effect, however, depends on
whether the commodity is "normal" or
not. If it is normal, the positive change in
income implicit in the fall of the
commodity's price will lead to a positive
change in the quantity demanded and
therefore reinforce the substitution effect.
If the commodity is "inferior", the income
effect will be negative and therefore
tially offset the substitution effect
since it vvill work in the opposite
direction. However, for an inferior good,
the overall effect is still that a price fall
(oi rise) will lead to an increase (or
decrease) in the quantity demanded. In
contrast, the effect of a change in income,
with no change in the price of the
commodity, depends on whether the good
is normal in which case an increase in
income increases the quantity demanded
or inferior an increase in income
decreases the quantity demanded.

The household's demand for different
food items also depends on a variety of
demographic factors, including the
number and age of household members
and the age of the principal food
purchaser. The age of household members
affects demand in two ways. First,
children and elderly people eat less on
average. Second, children have different
consumption patterns from adults. The
effects of age of the principal food
purchaser might purely be a reflection of
changing needs over a lifetime,
irrespective of when that lifetime began,
but there could also be a "vintage" effect,
which refers to the changing tastes of
each generation of food purchasers. In
addition, the size of the household may
exert an inde,endent effect oc :lemand
the "housel-:o:c1 scale effect".
Tastes or preferences include such
factors as seasonal variations in
consumption patterns for reasons other
than seaso:-:al price variability, religious
and social taboos and lack c: fan-

with particular foods.
Associated with demand functions are a
number of different "elasticity" measures,
each of which shows the responsiveness
of demand to changes in a particular
variable. An elasticity coefficient can be
interpreted as the percentage change in
quantity demanded in response to a
1 percent change in the relevant variable
all other things being equal. The most
important elasticity coefficients are:
Own-price elasticity of demand: the
change in quantity demanded is
proportionate to the change in own-price.

o Cross-price elasticity of demand: the
change in quantity demanded is
proportionate to the change in price of
another commodity.
The cross-price elasticity can be
positive or negative, depending on
whether the two commodities are
substitutes or complements:
o In come elasticity of demand: the change
in quantity demanded is proportionate to
the change in income.
There are two measures of income
elasticity: the income elasticity of
expenditure on the commodity and the
income elasticity of quantity purchased.
Strictly speaking, these measures should
be identical if the commodity is precisely

defined since they are calculated with all
the other variables assumed constant.
However, this is rarely the case in
practice. Take, for example, rice. Evidence
from countries in West Africa and Asia
suggests that the local varieties of rice
command a premium price over imported
varieties. Thus the total expenditure on
rice could increase as real incomes rise
without necessarily increasing the total
quantity purchased. Conversely, the total
quantity purchased could increase
without an increase in total expenditure
as households suffering a decline in real
incomes substitute the cheaper
commodity for the more expensive.

that at any given price less food is now purchased. For those
countries that had been subsidizing urban or indeed all consumer
prices, the removal of such subsidies and other policy reforms that
lead to increased food prices also reduce the quantity purchased.
Both declines in real income and changes in relative prices (not
only between different food items but also between food and nonfood items) lead to changes in the composition of the household
food basket.
The empirical evidence strongly suggests that, in countries of any
income level, lower-income households have higher price and
income elasticities of demand for food, which means that the
poorer groups will be more severely affected in terms of the total
quantity of food purchased and the nutritional quality.8 The impact
will be exacerbated if lower-income households face higher unit
food prices than do higher-income households. This can occur if,
for example, the household has insufficient income reserves to be
able to buy in bulk or if transport costs to cheaper retail outlets are
high The consumer responds to reduced incomes and higher prices
by trying to maintain food intake through increasing the proportion
of household income spent on food and altering consumption
patterns in favour of relatively cheaper commodities. In addition,
attempts will be made to augment supplies through interhousehold
transfers (e.g. obtaining food from rural relatives) and where
possible increasing own production in the urban and peri-urban
areas, which can in certain circumstances lead to environmental
and health problems.

Policy reform and food prices
How great an impact policy reform has on consumer prices
depends critically on the economic and crop-specific situation at
the time of price liberalization and on the speed with which
reforms are implemented. Reusse8 noted that the countries that had
implemented major reforms in terms of desubsidization,
deregulation and exchange-rate adjustment in the period 1985-87
liad done so in favourable circumstances, "characterized by
declining dollar and interest rates, falling petroleum prices and low

o See, for example, C. Waterfield. 1985. Disaggregating food consumption
parameters. Food Policy, November 1985, 337-351; and B. Senauer. 1990.
Household behaviour and nutrition in developing countries. Food Policy,
October 1990, 408-417.
9 E. Reusse. 1987. Libel alization and agricultural marketing. Food Policy,
November 1987, 299-317.

international price levels for staple foods, especially grains and
livestock products, together with good domestic crop results. The
combination of these factors kept the immediate effect on urban
consumer prices moderate." Whether countries undergoing reform
since 1987 have done so in relatively less favourable conditions is
a question that can only be answered by carrying out comparative
analytical studies Certainly the effects of policy reforms in the
countries in transition from centrally planned economies have had
a substantial negative impact on consumer prices, but in those
countries the effective consumer subsidy arose from heavy
subsidies to agi 'culture as a whole rather than by specific subsidies
on invorted staples.
To the extent that policy reforms in certain countries have
succeeded in their objective of shifting the burden of agricultu a
support from the consurner to the taxpayer, one would expect
lower-income consumers to have benefited more than higherincome groups from any resulting price falls because of the
progressivity of income tax. However, if the costs are partly being
met through the imposition of a value-added tax on food, the effect
is highly regressive and hits hardest the poorest sections of the
community It is highly questionable how far consumer prices have
actually fallen in response to such policy reforms. There see s to
be a degree of "stickiness" in retail food prices except, perhaps
for highly seasonal fresh produce such as fruit and vegetables
which may reflect the use of market power by processors,
clistril)utors or retailers Furthermore, the proportion of the farmgate
pi ice of an agricultural commodity in the retail price of a food item
is lower the more value is added in the marketing system. For
example, in the United States the value of the wheat in a loaf of
bread that costs US$1.20 is about 6 cents ($0.06). The recent
reductions in support prices of changes in the Common Agricultural
Policy of the EC have yet to be felt through noticeable changes in
consumer pi ices in the member states. The effects of entry for new
member countries will depend on the level and form of existing
agricultuial support. Finland and Austria, for exarnple, which liad
much higher levels of agricultural protection, expected to see quite
substantial reductions in consumer prices as a result of EU
membership. On the other hand, the consumers of the Central a d
Eastern European economies in transition llave already had to
adjust to the removal or reduction of food subsidies: EU
membership for them will lead to yet higher food prices on entry
and, in addition, food may be subject to value-added tax.'°
The inclination of governments to focus attention on their
vociferous uilDan consumer constituency has tended to obscure the
effects of policy reform on the agricultural household as food

consumer as well as food producer. A large proportion of the
population in most developing countries, including many of the
poor and malnourished, resides in semi-subsistence farm
households. The way in which such households respond to
changes in food prices is rather less straightforward. A widely used
tool of empirical analysis is an agricultural household model that
integrates the farm family's production and consumption decisions.
When a food commodity is produced partly for consumption and
partly for sale, the price increase could have a positive impact on
farm 'profits and hence household income so that the effect of price
increases is completely offset. Thus if the profit effect is large and
the income elasticity of demand for the commodity high, a price
increase could lead the farm household to consume more of the
product
The implication for nutrition is that higher food prices may actually
lead to an improvement in the nutrition of farm household men-ibers,
because of the effects of profits on income. Even if the consumption of
the commodity for which the price has increased declines, the
increased piofits and income can be used to buy increased amounts of
othei foodstuffs, the result being an improvement in nutrient intake....
Lowei food pi ices laise the welfare and probably the nutrition of urban
households, at least in the short run. However, higher prices may
improve the welfare and nutrition of agricultural households, and
possibly even of rural non-farm families whose income depends on
agriculture, such as agricultural labourers."

Protecting vulnerable groups of consurners
In order to alleviate the negative impacts of policy reforms,
mcluclmg the removal of general food subsidies, on the poorest and
most vulnerable sections of society, a number of governments have
tried to cliiect support more effectively to poorer consumers.
Broadly speaking, support can be directed to a specific
geographical area or income level or by using a "self-targeting"
commodity (discussed below). However, major problems with such
suppoit systems be they through subsidies such as food stamps or
through some foini of rationing are increased administrative and
infoimation costs and incentives to abuse the system. In a poorly
designed system, the budgetary costs of support could be as high as

" The level of value-added iax on food varies greatly from country to country
in the EU, from a high of 25 percent in Denmark to a low of zero in the
United Kingdom.
11 Senauer, op. cit., footnote 8, p. 63.

a general subsidy or, if substantially lower, could well mean that an
unacceptably high proportion of the target group is not being
assisted. Whether this is in fact true or not requires rigorous
assessment on a case-by-case basis which, by and large, seems not
to have been carried out.
Thee is a further serious problem with such support schemes and
that is the very weal< information base on which decisions about
how to design them are being made. This is far more complex than
the recurrent complaint by analysts about the scarcity of reliable
data in developing countries. Problems have been identified with
the methodologies used and also with the assumptions about the
sort of data that are needed to yield results that are accurate
enough to be of real use to policy-makers.
Recent woik in Kenya and the Philippines12 investigated the
reliability of food quantity information collected from household
expenditure surveys. The conclusions are that the food expenditure
data on which most demand analysis has rested systematically
overestimate the income elasticities for food staples. There are two
main reasons for this upward bias. First, food quantities or food
expenditures are not measured independently of income if, as is
often the case, total expenditures are used as the proxy for
incomes. (Indeed, for very low-incorne consumers whose total
expenditure on food is typically as much as two-thirds of total
income, this is intuitively a reasonable approach.) Second, food
transfers from high-income to low-income households are
underrecorded. Such transfers occur, for example, as guest and
hired worker meals.
The policy consequences of what might at first sight appear to be
a minor technical question are profound. For food staples
¡projections of aggregate demand that are based on assumptions of
aggregate income growth and use such upwardly biased income
elasticities will overstate the actual requirements. Furthermore, the
benefits of various income-generating policies on household food
security have consequently also been overstated. It is therefore
probable that insufficient policy emphasis has been given to
intrahousehold issues, micronutrient consumption and non-nutrient
health issues. The use of 24-hour food recall data that detail food
intake rather than availability seems likely to give unbiased
estimates of food demand and hence provide better information to
policy-nnakers

" H. Bouis, L. Haddad and E. Kennedy. 1992. Does it matter how we survey
demand for food? Food Policy, October 1992, 349-360.

Intrahousehold issues undoubtedly require further attention if
vulnerable groups are to receive effective protection. One issue is
the allocation of food among the family members, which, if
inappropriate, can exacerbate the effects of an inadequate
household food supply or leave some individuals malnourished
even when the total food availability is apparently adequate.
Studies show substantial variations of intrahousehold food
allocation from country to country. In some cases, the allocation
pattern discriminates against women and girls, while in others the
bias is in favour of adults over children. In yet others, there is both
a sex and age bias, with the male household head receiving a
dispropoitionate share. If this type of bias is detected from studies
of intrahousehold food allocation patterns, it might be possible to
use the mformation to design special intervention programmes
aimed at protecting the vulnerable groups of consumers so
identified. Such special intervention programmes could include
supplementary feeding to certain groups, such as pregnant and
lactating women and small children, or the provision of school
meals or milk either to all children of school age or perhaps just a
girls' schools.
A related issue is the decision-making process within the
household which is often correlated with the generation of incon e.
The evidence suggests that the more control women have over
income, the better is the nutritional status, particularly of childre
Thus concern has been expressed about policy measures and
reforms that encourage the commercialization of smallholder
agriculture and the production of cash crops because rnen tend to
take control over the income so generated vvhereas in traditional
agriculture, especially in Africa, vvomen have exerted a great deal
of control over the food produced for home consumption as well as
the cash from any sales. This would tend to suggest that even if the
benefits of mcome-generating policies on household food security
have been overstated in general, policy measures that can assist
women to gam control over some cash income are likely to be of
some benefit in improving child nutrition and health. Possible
policy measures to this end could include programmes to support
the partial commercialization of activities that are more likely to be
carried out by women, such as soap-making and kitchen
gardening, subject always to there being an adequate de and for
such products.
Increasing attention is being given to introducing "self-targeting"
subsidies and it is in this area that inadequate information can have
potentially serious consequences. The idea behind the self-targeting
subsidy is that the subsidy should be attached to a commodity that
is consumed disproportionately or solely by low-income groups. In

order to identify an appropriate candidate for self-targeting, it is
necessary to disaggregate food consumption parameters to obtain
estimates of own-price, cross-price and income elasticities for the
different commodities and for different income groups. Presumably,
the clisaggiegation oughi also to differentiate between urban and
rural consumers as they have greatly differing consumption
patterns. Of particular interest has been the identification of
"inferior" food items. In this context, the word inferior is a technical
term that refers to a commodity for which the quantity consumed
falls as income increases and which is therefore purchased mostly
by lower-income groups. Subsidizing such a commodity vvould
cause its consumption to rise, thereby improving the calorific
intake of the poorest consumers and, because the fall in the price of
a commodity also has the effect of increasing the consumer's
income, the subsidy would enable more of other, preferred food
items to be purchased.
A review of attempts to disaggregate food consumption
parameters as a basis for designing directed nutritional
interventions was carried out in 1985.'3 The findings demonstrate a
clear need to improve and standardize survey techniques and then
to standardize methoc-lologies and rnodels. The conclusion is that
the clisaggiegation approach could provide useful information to
policy-makers, allowing them to design nutrition programmes that
would more effectively direct a government's limited resources to
the poor. One might also expect that such information could better
identify who is really "poor". However, the approach would not
necessaiily lead lo the identification of a suitable candidate for a
self-targeting subsidy.
After all the expense and effort of cletermin ng disaggregatecl
consumption pai ameters, it is possible that no ideal commodity may
be found For example, in Brazil no commodity was found that is
eaten by the pool and not by the rich. Although some commodities,
such as low-quality rice, were found to make better vehicles than
others, taigeting nutritional subsidies in Brazil is far from ideal.'"

If a commodity is identified but is insufficiently inferior, then the
costs of the subsidy could turn out to be extremely high. The point
is also made that even if a suitable inferior commodity can be
identified, subsidizing it will not by itself solve all of a country's
nutritional problems. Thus a self-targeting scheme based on one
commodity could at best form part of a larger strategy that could

13 Waterfield, op. cit., footno e 8, p. 63.
14 Ibid.

include a whole variety of additional measures, such as special
fervent o n programmes, buffer stock schemes and food stamps or
some other form of mcome transfer), to improve household food
security and nutrition.
Zambia attempted to introduce a self-targeting subsidy for maize
in late 1986 by subsidizing only the relatively inferior roller meal.
At the same time, 13reakfast meal, which was the preferred form,
was to be sold at an economic pi ice, which involved a price
increase of 120 percent. The scheme went badly wrong, leading to
civil disturbances, and had to be abandoned. It has been argued
that the problems lay not with the scheme itself so much as in the
manner of its Introcluction.
It appeals to have been instituted without sufficient attention to
problems of supply and the relative demands for the different grades of
mealie-meal which would ensue in the context of the new price
structuie As a iesult the rapid disappearance of roller meal from the
ietail outlets, and the sharp rise in the price of breakfast meal, meant
that the majority of consumers were faced with a de facto overnight
abolition of the maize-meal subsidy, with no opportunity to adapt theii
consumption patterns."

Given this turn of events, Zambia adopted a different approach
by fu st introclucmg a rationing programme restricted to urban
consumers and later supplying coupons only to eligible
households, eligibility being determined by household income
level for those in formal employment while, for those not in formal
employment, the number of dependants for whom coupons can be
claimed was limited.
The degree lo which any country has ever really been successful
at directing support has been called into question. A review in
1988" looked at ten countries with large food subsidy programmes
that hacl been attempting major policy reform. It found that, in the
eight years since 1980, none liad been able to increase the degree
to which foocl subsidies were directed to the absolute poor; in
addition, there were no indications that the efficiency of the
programmes hacl been improved either. However, seven years on, a
thorough analysis of the results in some of the countries that have
expeiimentecl more or less successfully with directed consumer
subsidy schemes could provide useful guidance in designing

" R. Pearce. 1991. Urban food subsidies in the context of adjustment. Food
Policy, December 1991, 436-450.
16 R Pinstrup-Andersen. 1988. Macroeconomic adjustment and hu an
nutrition. Food Policy, February 1988, 37-46.

systems that are both more efficient and more ef ective under the
conditions in which policy reform is now being implemented.

In conclusion
Policy reforms affect consumers directly because they have an
impact on the factors that affect food demand, which in the short to
medium term are largely the absolute and relative prices of
different food items and household incomes. Whatever the
problems with data and methodology, there is substantial evidence
that in any country the lower-inconne groups are more sensitive to
changes in these variables and that the very poor (however poverty
is defined) are particularly vulnerable in the short and medium term
to changes that are expected to be of benefit to them in the long
term. However, the true responses of the most vulnerable groups of
consumers to changes in household incomes and food prices are
very far from being intuitively obvious. By carefully analysing
consumer behaviour that reflects the differing patterns of demand
response in lower-income households, governments will be able to
design and implement policy interventions that can go a long way
towards protectmg those most affected by broader policy reforms.
What such policy interventions should be depends on a wide range
of factors, including how much a particular government can afford.
So far no final conclusions have been reached with discussions
being able to indicate only those areas where policy measures
might be used without jeopardizing the ultimate objectives of the
reform programme. Another point to be nnade is that, while
protecting the lowest income groups may justifyably be a high
priority in policy terms, governments should recognize that
"vulnerable" groups of consumers are not necessarily restricted
only to the poorest households. Factors that are not easy to deal
with in the framework of consumer demand analysis, such as
intrahousehold allocation of food resources and decision-making
power, need much more study, as do the differences between urban
and rural consumers and the consumption responses of households
that are simultaneously food consumers and food producers.
Malnutrition is not only a problem for the poor, although they are
undoubtedly most at risk. Changes in tastes, in preferences for
different food items and in the food basket purchased have
normally been evolutionary rather than revolutionary. However,
may be that radical policy reforms change relative food prices, as
well as reduce incomes, so quickly and drastically that the resulting
disruption of traditional consumption patterns gives governments
sufficient cause for concern to justify intervention.
Identifying issues and setting out a conceptual framework is only
the first step, however. Countries that are undergoing or plann ng to

undergo major policy reform need to improve their knowledge and
understanding of the effects of such reform on consumers,
especially on vulnerable groups, whose prior identification must
not be taken for granted "The generation of such information
should be pursued in two ways: 0 analyses to improve current
understanding of how specific policies frequently found in
adjustment programmes and combinations of such policies affect
incomes, food consumption, nutritional status and health of
continuous
specific groups of low-income people; and
monitoring and surveillance of changes in the welfare of various
groups of low-income people using indicators such as nutritional
status, mortality, household food sufficiency, incornes and pi ices
during periods of adjustment."17 International agencies such as FAO
and UNICEF, in collaboration with research institutes ancl
universities, could play an important role in assisting govern ents
to generate and analyse the necessary information.

17 Pinstrup-Andersen, op. cit., footnote 16, p. 69.
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Economic developments
Economic growth in sub-Saharan Africa is estimated to
have accelerated from barely 0.5 percent in 1993 to
about 2 percent in 1994. However, economic
expansion in 1994 still remained well below population
growth, bringing the region's cumulative decline in per
caput income Lo 15 percent over the past 20 years
(World Bank estimates).
Nevertheless, for many countries in the region the
short-term economic outlook is more positive than it
has been for a long time. Favourable factors include a
better external environment, stronger agricultural
commodity prices, the easing of some war situations,
particularly in southern Africa, the positive effects of
devaluation of the CFA franc, some progress in
stabilization and economic liberalization and the
increasing integration of South Africa into the regional
economies (see following section). The World Bank
projects that output will increase by 3.8 percent per
year in the 1995 to 2000 period, although it recognizes
that these projections may be optimistic The realization
of such positive forecasts will depend to a large extent
on three factors that relate to economic and political
management: first, the ability to use current windfalls
from stronger commodity prices productively, while
resisting pressure for increasing consumption beyond
sustainable levels; second, the political determination
to pursue reform while both external constraints and
internal resistance from interest groups become less
demanding; and third, the ability to achieve greater
political and social stability. The region will have to
face the fact that the high commodity price bonanza
must come to an end and external assistance may be
significantly reduced in the years to come.
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Agricultural performances
In the agricultural sector, which typically contributes
one-third of GDP and employs more than two-thirds of
the economically active population, the last 25 years
have been characterized by steadily declining per caput
production. From a peak in 1975, per caput agricultural
production had by 1993 declmed by 20 percent, with a
brief interruption of the downward tendency only
during the second half of the 1980s. The pattern for
food production has been almost identical, but with the
decline in per caput terms over the same period
reaching 23 percent. After a modest recovery in 1993,
the downward trend in per caput production volumes
was resumed in 1994, as agiicultural production
expanded only by an estimated 1.1 percent, implying a
2 percent drop in per caput terms.
Prospects for 1995 appear mixed across the different
subregions. The current food supply situation appears to
be generally satisfactory in western and central Africa,
reflecting above-average to record harvests in most
countries, although production and distribution in
Liberia are hampered by civil strife.
However, a massive cereal deficit is forecast for
southern Africa in 1995/96 as a result of expected
drought-reduced harvests in many countries, including
Botswana, Lesotho, Namibia, South Africa and parts of
Swaziland, Zimbabwe, Malawi, Mozambique and
Zambia. Cereal import iequirements in the subregion
are expected to rise dramatically and local emergency
interventions will be necessary for drought victims. In
East Africa large-scale emergency assistance will also be
needed throughout 1995, despite some good harvests.
Food production in Burundi and Rwanda has failed to
recover fully from the effects of civil strife. Large
numbers of internally displaced persons in both
countries continue to require emergency food
assistance. In Somalia the departure of United Nations
Operations in Somalia (UNOSOM) may lead to
renewed food problems if the security situation
deteriorates.

Agricultural trade
The economies of many countries in the region
benefited significantly from the new opportunities
provided by recent developments in commodity
markets. The gains from improved terms of trade that
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resulted from the increase in non-oil commodity prices
in 1994-95 relative to 1993 are estimated to average 4
percent of GDP among the 20 largest gainers 13 of
them being sub-Saharan countries.' The largest gains in
net terms of trade as a percentage of GDP are estimated
to be in Côte d'Ivoire (12 percent) followed by Uganda
and Ghana (close to 7 percent) and Chad, Cameroon
and Zaire (around 4 to 5 percent). Agricultural
producers and exporters, and the economy as a whole,
may be expected to benefit greatly from terms of trade
gams in the short term (see World Review). However, as
mentioned earlier, giaclually declining pi ices for Africa's
main agricultural export products are expected.

' World Bank. 1995. Global
economic prospects and the
developing countries. Washington, DC.

'A preliminary review of the
CFA devaluation was presented

in The State of Food and Agriculture 1994. Rome, FAO.

The CFA devaluation
The export sectors and overall economies of the 14 CFA
zone member countries also benefited from the
devaluation of the CFA franc in early 1994 and the
international financial assistance that accompanied this
opeiation.2 One and a half years later the prognosis
appears positive, in spite of the social and economic
management problems caused by the initial price
shock, and uncertainties on the success of the operation
in the longer term. The devaluation initially resulted in
sharp and sudden increases in the prices of imported
goods, including food staples, which caused a wave of
strikes and demonstrations in several countries.
Stringent fiscal and monetary policies brought annual
inflation rates down to around 20 to 40 percent over the
following months. These vvere well below the
hyperinflation rates many hacl predicted. Signs have
emerged recently, however, of increased inflation and
difficulties in mamtammg budgetary discipline in some
countries. In addition, the negative social impact of the
devaluation continues to be felt. A meeting sponsoFecl
by the Woilcl Health Organization (WHO) and Unesco
in February 1995 concluded that, in the 14 countries
concerned, living standards in urban areas had fallen
and access to health care and resources for schools had
been seriously affected.
On the other hand, the devaluation contributed to a
strong expansion of export earnings and a reduction of
external deficits. This provided a welcome respite to
stressed economies, although it is recognized that much
remains to be clone to consolidate competitiveness and
current account balancing. Agricultural exporters
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benefited significantly from the devaluation, which
coincided with a period of notable world market price
mcreases for several of their main commodity exports.
For instance, Côte d'Ivoire, which liad been suffering
economic recession since the mid-1980s, increased its
economic activity by close to 2 percent in 1994 and is
expected to expand it by a further 5 percent in 1995,
largely because of booming export performances.
Cocoa exports were the main source of incremental
gain, but other commodities also contributed
significantly to the overall improvement. Economic
growth is also expected to accelerate in Senegal, from
1.8 peicent in 1994 [0 3.5 peicent in 1995, a significant
contributing factor being groundnut exports that
benefited from the devaluation and the strongest market
prices since 1990. Other count' ies' export sectors
showed mixed degrees of success. After an initial surge,
Burkma Faso's agricultural sales, with the exception of
cotton, lost dynamism.
As regards the policy response to the effects of
devaluation on the food sector, a variety of consumer
relief measures were provided in the form of price
controls, trade regulations and social safety nets.
Price controls. The first policy response of most
governments following the devaluation was a tighter
control or freezing of prices. This led to shortages and
disruptions and prices were raised or allowed to rise,
albeit often not continuously. Cameroon provides an
example of the difficulties of adjusting price
management to a fluid situation. On 19 Janualy the
government raised the prices of bread and wheat flour
by 85 percent; three clays later it cancelled that decision
and announced a six-month price freeze; and this
decision was itself reversed in late January, when the
prices of wheat and wheat-flour were raised, but by
only 30 to 40 percent over their predevaluation levels
and well below what had been decided on 19 January.
Although bread prices were kept at preclevaluation
levels, bakers were pei mated to reduce bread weight. In
June 1994, the government lifted price controls on five
staples, including rice and flour.
Similar problems were encountered in Mali. Here the
prices of a range of basic foods were initially frozen, but
soon aftei wards were raised on 34 essential
commodities, including cereals. As hoarding and
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shortages continued, traders were permitted to raise
prices moderately.
In the Congo the problems created by sharp food
price increases consecutive to the devaluation were
aggravated by disruptions in railway transportation
caused by civil unrest. To alleviate the resulting
shortages the official prices of bread and flour were
frozen until early Maich. A price ceiling was also
announced for wheat-flour.
Prices were also initially frozen in the Niger and
Togo, but controls were relaxed soon afterwards.

Changes in external trade regulations. Several
governments responded to the initial crisis by reducing
import duties on food and other essential items. In
Cameroon, import duties on wheat and rice were
suspended from 17 February until 30 June and were set
at 5 percent thereafter. In the Congo, the government
suspended taxes on imported basic commodities. Côte
d'Ivoire had impoited significant volumes of rice and
built up stocks before the devaluation and this helped
to counter the negative effects on urban consumers.
After the devaluation, which doubled cost, insurance
and freight (c.i.f ) prices of imported rice, customs tariffs
were reduced on most imported food and beverage
products, including two grades of rice that are widely
consumed in urban areas. In Senegal, in Februaly,
import duties on all products were reduced from 15
percent ad valorem to 10 percent, while those on rice
and wheat were suspended altogether. In addition,
imported rice and wheat were exempted from certain
taxes. Import duties were also sharply reduced in the
Niger and Gabon.

Safety net programmes. Most governments announced
some form of safety net 'programme for the poor, at least
as a tiansitional measure. These efforts were backed by
international assistance, directly or indirectly intended
for social relief. In particular, the Government of France
earmarked 300 million French francs (USS51 million)
for the CFA franc countries' "social funds"
Country measures included the introduction in Chad
of food and nutrition projects and intensive public
works programmes. In Cameroon, a special programme
was introduced to create employment through public
works and the maintenance of infrastructures. In the
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Comoros, the budget for the social sectors was
increased and a community development support fund
vvas established. Wages, salaiies and pensiolis weie
raised in several countries, notably Côte d'Ivoire, Mali
and the Niger. In Gabon, the 1994 budget made
provisions for temporary subsidies of basic consumer
goods such as bread. In Côte d'Ivoire consumer
subsidies, intended as temporary measures to reduce
the impact of devaluation-induced price increases, were
expected to remain in place until at least October 1995.

Agricultural policies
The policy environment for agriculture in sub-Saharan
Africa has remained dominated by the general targets of
economic liberalization, market-oriented reforms and
divestment. Measures to liberalize the sector have often
been partial and fragmented, however, and have
alternated with new or old forms of government market
intervention. While in some cases such discontinuity
was caused by the demands of social problems and
economic and market circumstances, in others it was
mainly the result of recurring crises and political
difficulty in maintaining a consistent framework for
reform. Liberalizing what were, and in some cases still
are, heavily regulated markets presents particularly
difficult problems in the region. While social problems
allow only narrow margms for manoeuvring, the
efficiency of operations is constrained by financial,
administrative and infrastructural limitations. The
following country examples illustrate recent attempts at
overcoming such constraints.
In the area of market intervention an agreement
between Côte d'Ivoire and the World Bank led to a
redefinition of the role of the state board in charge of
the marketing of agricultural products. Under the
agreement, the government will reduce the role of the
state in the marketing of these commodities and allow
private exporters and growers to play a greater role.
In Kenya, the National Cereals and Produce Board
was unable to pay for wheat and maize deliveries and
encouraged farmers to look for alternative markets.
Instead of direct producer price support, the
government strategy aims at supporting the rural
community through improving rural access roads and
providing marketing information, research and
extension services a strategy now widely adopted in
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[he region. The privatization of the coffee industry is
expected to be gradual in order that the continuing
quality of the product can be ensuied in internal
markets. The reforms already in place include the
licensing of privare coffee millers and the holding of
auctions in US dollars.
In Senegal, the government virtually stopped
supplying subsidized fertilizers and only offered limited
credit to farmers. While price controls on high-quality
rice were removed, the government remained actively
involved in cotton, rice and peanut production and
marketing. An agricultural development policy
declaration was issued in April 1994 outlining plans for
price liberalization and privatization. This 'programme is
to be implemented under a structural adjustment loan
provided by France, Germany, the European
Development Fund and the United States. It is expected
to liberalize rice markets further and to stimulate more
privatization. In particular, an agreement was reached
to privatize the national groundnut processing agency,
but the modalities remain under discussion.
In Ethiopia, a law was promulgated to improve the
management of public enterprises and to eliminate the
monopoly and power of some official marketing ancl
trade corporations. Since April 1992, the government
has allowed private companies to market and distribute
seeds and fertilizers.
In the area of international trade, increasing external
openness continued to be a general policy objective.
However, many countries foLmcl it difficult to advance
trade liberalization and there were numerous cases of
the halting, reversal co relaxation of such policies In
Kenya, all imports of maize and wheat, except those for
humanitarian purposes, were suspended in mid-1994
for six months. The ban on maize imports was lifted in
late 1994 when variable duties were imposed instead.
These measures were intended to curb maize imports,
which had reached major proportions after the severe
and protracted drought, and to protect local farmers
from a 'Potential crisis caused by the liberalization of
maize marketing. The financial and market problems
linked to excessive import dependence led the
government to formalize a food policy strategy with the
main objective of raising food self-sufficiency. Various
policies, including trade measures, were adopted to this
encl. Among these were: the elimination of income
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taxes for maize producers; the encouragement of
fertilizer imports through priority allocation of foreign
exchange and subsidies, with a view to reversing the
downward trend in fertilizer consumption; subsidized
credit plans for srnall farmers; increased farm credit;
and higher price protection for domestic staple cereal
production through, inter alia, import duties.
In early 1994, the Government of Nigeria imposed a
ban on imports of maize, barley and rice. The measure
was reversed in early 1995 for lice, but imports of this
commodity were subjected loa 100 percent customs
duty.

At the end of 1994 the authorities of the copper belt
in Zambia, banned the export of maize out of the area,
because of erratic supplies. A shortfall of 270 000
tonnes of maize was expected in 1995, the coLmtry's
maize consumption being 212 000 tonnes per month.
Acute food shortages caused by drought led the
Government of Tanzania to encow-age the local
business communily to import food as a way of averting
famine. The government also banned food exports in
late 1994, as the country was experiencing a grain
drain, estimated at 95 000 tonnes per year, caused by
smuggling to neighbouring countries.
Sierra Leone, once a net exporter of rice, experienced
deterioraiing supply conditions largely related to civil
unrest and rebel activity, and progressively emerged as
a net importer of this staple. To encourage domestic
production, the government recently intioduced a 15
percent duty on imported rice and removed a 10
percent turnover tax on domestic rice.
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In a report prepared by the
South African Government for
GATT it is stated that "...South
Africa, despite its modern sec-

tor, is largely a third world
country. As such, it is grappling

with the problems faced by
most of these countries, such

as a high rate of population
growth, rising unemployment,
declining standards of living,

inadequate literacy rates, a
process of rapid urbanization
and increasing demands for
socio-economic uplifted programmes." GATT. 1993. South

Africa: trade policy review,
Vol. II. Geneva.
4 Data from AGROSTAT that do

not include data from the
TBVC areas. There is a lack of

data on the economically active population in the homelands, and data from different
sources tend to differ, often
substantially, but it is safe to
assume that, in general, there
has been a decreasing trend in

the number of people employed in agriculture, although

agricultural employment may
have increased in individual
years. See, for instance, C.J.
van Rooyen, J.F. Kristen, J. van

Zyl and N. Vink. 1995. Structural adjustment, policy reform
and agricultural performance
in South Africa. University of
Pretoria. (Unpublished worlcing paper)

THE REPUBLIC OF SOUTH AFRICA
In 1994, South African general elections with universal
franchise were the culmination of the democratization
of political and other institutions from the old apartheid
system. South Africa's return to the community of
nations is a major event not only for the countly itself,
but for the entire southern Africa subregion. It will mean
the transition from a climate of conflict, enmity and
mutual suspicion to one of peace, political stability and
economic cooperation and will benefit all countries in
the region.
South Africa's annual per caput income of US$2 800
places it in the upper-middle income group of nations.
In addition, the country has a number of developed
country characteristics such as good infrastructure,
technologically advanced industry and a wellestablished financial system. The relatively high average
income and other characteristics can be misleading,
however, as they mask large disparities in income
distribution and in access to infrastructure and
amenities between the white minority and an
impoverished black population whose living standards
are more characteristic of poor developing countries.'
This report analyses the agricultural and rural
development issues currently faced by policy-makers in
the new South Africa as the country becomes a full
member of the world community.

Topology, population and climate
The Republic of South Africa spans 3 000 km from the
South Atlantic to the Indian Ocean and covers an area
of 1.221 million km2. The major part of the country has
an elevation of between 1 200 and 1 800 m. South
Africa is situated within the temperate zone. It has an
average rainfall of 511 mm per annum, but has wide
interyear and interregional differences with rainfall
diminishing towards the west. This diversity of local
climates limits the negative effects of severe droughts
and offers some protection against general crop failures.
In 1993, total population was estimated at 39.8
million, of which 50 percent is located in rural areas.
About 12.8 percent of the economically active
population was employed in agriculture.4 This
percentage has been declining continuously from a
peak of 33.3 percent in 1969. Before the abolition of
the apartheid or "separate development" system, about
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8 million people were resident in one of the four
"independent" homelands of Transkei, Bophuthatswana,
Venda and the Ciskei (otherwise known dS TBVC slates).

Agriculture: general characteristics
South Africa's agricultural sector is characterized by
extreme dualism. The white-dominated commercial
sector, consisting of large, capital-intensive farms,
coexists with an impoverished black-dominated
smallholder sector which produces mainly for
subsistence.

Data for 1989/90. Indices
calculated in N.T. Christodou-

lou and N. Vink. 1990. The
potential for black smallholder

farmers' participation in the

South African agricultural
economy. Paper presented at

the Conference on Land Reform and Agricultural Development, Norwick Park Initiative, UK.
'Although in terms of area oats

seem to be a major crop, only
part of the area is harvested.
In terms of value, barley and
sorghum are more important
commodities.

Agriculture's share of GDP was about 5 percent in the
early 1990s having followed a declining trend (albeit
with some variations) from 12.4 percent in 1960 to 7
percent in 1980. Agricultural giowth has been variable.
Growth was slow in the 1960s and 1980s (1.6 and 1.4
percent average annual growth respectively) and high in
the 1970s (5.8 percent). With a population growth of
2.6 percent, per caput agricultural GDP was negative
during the 1960s and 1980s. Agriculture is highly
important as a source of employment and subsistence
and as a supplier to a vibrant processing sector
South Africa is self-sufficient or nearly so in all major
agricultural commodity categories, with the exceplion
of meat and oilseeds. Thus, the self-sufficiency index is
134 for field crops, 152 for horticultural crops and 97
for animal products.5
About 95 percent of the total gross value of
agricultural production is generated in the whitecontrolled commercial sector. Field crops dommate
total agricultural production value although their share
has diminished from 47 percent in 1970 and 1980 to
less than 35 percent in 1990. Horticultural crops have
been growing by 2.8 percent per annum in value terms
between 1960 and 1990 and reached 21 percent of the
total in the early 1990s. The share of animal products in
total gross value has also increased from 36 percent and
37 percent in 1970 and 1980 respectively to 45 peicent
in 1990. Maize is the main field crop (64 percent of the
total value of field crops); it occupies more land than
any other clop in South Africa (44 percent of the total
land devoted to field crops) and constitutes 75 percent
of total grain production. Wheat (22 percent of total
field crop area), oats (10 percent), sorghum and barley
are the other major field crops.6 The growth in volume
of horticultural products over the last two decades is
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partly the result of the growth in exports that followed
the lifting of international sanctions in 1989 and the
devaluation ot the rand. The large increase in the
volume of livestock products (50 percent between the
1970s and the 1990s) is caused mainly by the
spectacular performance of the poultry sector.'
It is estimated that in 1990, 28.9 percent of the total
gross value of agricultural production in the homelands
(or 3.1 percent of total GDP of the homelands) was
marketed, the rest being produced for subsistence.8
Field crops and livestock dominate the value of
production in roughly equal shares. Remittances from
migrants and pensions constitute a higher share of total
income in the homelands than do income earnings
derived from agriculture.

Agriculture in South Africa's development strategy

7 For more details on the performance of various crops see
VVorld Bank. 1994. South African agriculture: structure, per-

formance and options for the

future. Informal Discussion
Paper No. 6. Washington, DC,

World Bank, South African
Department.
8 Figures calculated from data
in World Bank, ibid. See also
C.J. van Rooyen. J. van Zyl and

T.I. Fényes. 1987. A compari-

son of the contribution and
relative performance of agriculture in southern Africa. Development South Africa, 4(2).
Reliable data for the homelands are lacking because of
the subsistence and non-market nature of production.

The duality that prevails in agriculture in South Africa
reflects the contrast in the socio-economic conditions in
the country and is a result of past political, economic
and social policies within the country's overall
development strategy.
Policies directed towards the agricultural sector have
to be seen in the light of the strategic objectives of the
stale at particular periods of time. Before the Second
World War, the main objective of agricultural assistance
was to bring the incomes of white farmers into line with
incomes of other sectors of the economy. For the period
alter the Second Wu Id War, agricultural policy was part
of the overall self-sufficiency strategy and aid to the
agricultural sector was intensified. The self-sufficiency
objective was further strengthened during the 1970s
and 1980s as a result of sanctions and boycotts (or
threats) imposed on the country by the international
commimity.
The dual nature of South Africa's development status
was also reflected in its past policies towards and
treatment of the agricultural sector. While many
developed countries subsidize aviculture, most
developing countries have a history of direct and
indirect taxation of agriculture through macroeconomic
(fiscal, monetary, exchange rate) and sectoral policies
Agriculture was viewed as a "resource reservoir" in
developing countries its role was to provide surplus
food, savings and foreign exchange to support
industrialization strategies In South Africa, both
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9 For a more detailed but still
concise review of the evolution

of the agrarian structure in
South Africa see VVorld Bank,

elements (taxation and subsidization) have been present
at the same time.
Historical evidence demonstrates that there has been
a policy of squeezing (in terms of opportunities
for growth) the African smallholder sector with the aim
of channelling labour from agriculture to the mines,
factories and white settler farms. At the same time,
policies provided heavy subsidization of the
predominantly white large-scale agricultural sector
with the dual objective of achieving self-sufficiency
in the major commodity groups and of supportmg
the incomes of white farmers. A brief overview of the
role of agriculture in the development process is
necessary in order to understand better the present
situation and [he problems faced by policy-makers in
the country.'
Historical evidence at the end of the nineteenth
century shows a dynamic, viable African agricultural
sector dominated by family farms, open to the adoption
of new technologies and meeting the increasing
demand for agricultural goods from mining,
manufacturing and urban centres. African family
farming liad the support of latid companies and large
landowners who were extractmg rents from tenant
farmers. These family farms were successfully
competing with settler farmers in both domestic and
foreign markets.
The evolution in the twentieth century of the present
stiucture of the South African agricultural sector can be
divided into three broad periods: the period between
1913 and 1948 when the basic elements of the present
dualistic structure were established; the period between
1948 and the mid-1980s during which, as a result of
policy choices and incentives, the large commercial
sector became increasingly capital intensive; and the
current periocl starting in 1985 when a number of
reforms in the sector were initiated.

op. cit., footnote 7. On the
land issue in particular see H.P.

Binswanger and IC. Deininger.

1993. South African land
policy: the legacy of history
and current options. VI/orld De-

velopment, 21(9); see also van

Rooyen, van Zyl and Fényes,
op. cit., footnote 8.

The period between 1913 and 1948. With the
establishment of the Union of South Africa in 1910, a
series of policies were put into place in support of white
commercial farming and agamst black agriculture. A
number of land-allocation laws created a segregation of
white and black farmers. The Natives' Land Act of 1913
(effective from 1916) segregated Afiicans and Europeans
on a territorial basis restricting Africans to native
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reserves. The reserves were allocated about 7.8 percent
of the total land area increasing to 13.7 percent with the
Native Trust and Land Act of 1936.1° For Africans no
land acquisitions or other land transactions were
permitted outside the reserves. Several related
government acts restricted the ability of farm workers to
change employment and prevented African farmers
from joining marketing cooperatives or farmers' unions.
These measures severely curtailed African farmers'
access to markets, credit and farm services.
As a result of the measures, Africans could practise
subsistence farming in the homelands only while
various pre-existing forms of tenancy (e.g.
sharecropping) diminished drastically over time.
Participating in [he labour markets became increasingly
the only way for African farmers to earn an income. At
the same time, a number of 'Policies and provisions
aided the establishment of white farms and allocated
lands to white farmers. Favourable procedures were
established for leasing and purchasing land; institutions
were set up (a land bank and agricultural cooperatives)
to facilitate access to credit and other services for white
commercial farmers; and the Agricultural Marketing Act
of 1947 created marketing schemes and the boaids to

control them:"

10 Discriminating practices had

started earlier than 1910, in
the form of a number of levies
and fees imposed on African
farmers, such as higher taxes

for Africans as opposed to
those for white farmers and
twice as many taxes on share-

croppers and rent-paying
squatters as on labour-tenants.

" There is an analysis of the
role of marketing boards later
in this section.

The period from 1948 to 1985. The race-based
geographical segregation policy was intensified after
1948. Legislation in 1951 and 1959 established eight
national units (self-governing homelands or bantustans).
Their boundaries coincided with the reserve boundaries
created by the land acts. The area of the homelands was
set at 17 million hectares in 1954. Controls were
imposed on the migration of Africans into the whitecontrolled areas. Between 1960 and the early 1980s,
about 3.5 million people (predominantly Africans) were
resettled (through such measures as the eviction of
black tenants and redundant workers from white farms,
intracity removals, homeland consolidation and urban
relocation from white areas to the homelands). The
concern about increasing poverty and land degradation
in the homelands resulted in the establishment of
"betterment schemes" aimed at improving conditions
In the 1970s and early 1980s, such schemes were
supplemented by large centrally managed agricultural
development projects. The latter often experienced
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financial losses while failing to promote viable
smallholder farming. Projects have had only limited
success in achieving broad-based rural development
in the homelands while their welfare objectives
have been restricted to employment generation in rural
areas.

While the options and opportunities of black
agriculture in the homelands were being curtailed,
white agriculture was promoted. Up until the 1960s,
the incentives given to white farmers (especially in
terms of assistance in acquiring and enlarging
landholdings) favoured an expansive mode of
agricultural production in which land, machinery and
labour inputs were largely complementary. Over the
period, farmers responded to the low cost of both land
and labour by acquiring more land and hiring more
labour.

A shift towards mechanization, especially the
mechanical harvesting of field crops, began in the
1960s and intensified in the 1970s, as a result of policyinduced incentives (mainly subsidized interest rates)
making a capital intensive mode of production more
profitable. During that period, mechanization and
labour inputs were substitutes and the typical farm
model in South Africa was established: large farms using
capital-intensive technology and great amounts of
intermediate inputs.
The substitution of capital for labour seems
paradoxical in view of the strong labour market
segmentation that caused agricultural wages to be as
low as 30 ¡percent of the wages in manufacturing and
milling. The segmentation of labour markets was the
result of several "Pass Laws" that made the movement
of black labour between farms and from agriculture to
other sectors either impossible or extremely costly. This
apparent paradox is explained by looking at the policyinduced incentives for capital-intensive farming. Real
interest rates (eN post) on loans to farmers by the land
bank and farm cooperatives remained largely negative
for most of the decade of the 1970s. Preferential tax
treatment included the introduction in 1970 of a 100
percent capital write-off in the year of purchase.
Agriculture was also assisted by input subsidies,
including subsidies on fertilizers and chemicals,
subsidies for irrigation investment and subsidized water
provision for irrigation.
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The marketing system and its role in shaping the
structure of agriculture: the prereform period
South Africa's marketing system is a product of the 1937
and 1968 Marketing Acts that established marketing
schemes and boards» Marketing schemes, on the
of the type of market control they can exercise, are of
four major categories:
°Single-channel fixed price schemes (maize and
winter grams) in which the board exercises statutory
monopoly powers and provides pre-announced
prices.

12 For more details on the his-

tory and functioning of the
boards and the marketing system in general see LAPC. 1993.

o Single-channel pool schemes (deciduous fruits) in
which the board has statutory monopoly power;
pioducers market their products through a pool
conducted by the boards and receive pooled prices
based on market realizations.
o Surplus-removal or price support schemes (meat,
grain sorghum) in which the board intervenes to
maintain minimum prices.
o Supervisory schemes (canning fruit, cotton) where
the boaicl has supervisory functions and a mediating
role between producers and consumers.

Agricultural marketing and
pricing in a democratic South
Africa. Land and Agricultural
Policy Centre Policy Paper No.

2. Johannesburg, September

1993; Food Studies Group.

Agricultural marketing and
pricing in South Africa. Draft
prepared for the World Bank;
also World Bank, op. cit., footnote 7, p. 86, Chapter 4.
For details see Report of the
Committee of Inquiry into the
Marketing Act, prepared by the
Kassier Committee of Inquiry

into the Marketing Act, December 1992. The Committee
was established in 1992 to con-

duct an inquiry into the marketing of agricultural products.
See also World Bank, op. cit.,

footnote 7, p. 86.
14 LAPC, op. cit., footnote 12.

While the boards had a number of powers at their
disposal they used only a few: the imposition of special
levies to finance operations and administrative costs,
the authoiity LO buy a product at an approved price; the
enforcement of single-channel marketing (i.e. solely
through the board and its agents); power to fix the
product price; and control of imports and exports.'
Before the latest reforms (see section on Current
issues and future prospects, p 97) almost two-thirds of
the gross value of agricultural production was subject to
marketing schemes with varying levels of intervention
while an additional 10 percent was marketed under
"special legislation", which provided conditions similar
to those of marketing boards. Quantitative controls
weie applied to most agricultural imports while the beef
and wine industries were subjected to production
quotas to control supply."
Similar marketing arrangements (i e. marketing boards
with statutory powers) were followed by the semiindependent baniustans although lack of information
makes it difficult to assess how effective these
marketing arrangements were in controlling trade and
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providing appropriate marketing sei vices. A major
difference between the marketing systems in the
Republic of South Africa (RSA) and in the bantustans
was that, while in the former producers played a major
role in the institutions that controlled and implemented
the various schemes, in the lattei small-scale producers
had very limited power to intervene in the management

of control institutions "
For major crops, such as maize, wheat and winter
cereals, the marketing structure had a big impact on
prices. Prices set by the board at producer and
consumer levels usually exceeded the world price,
resulting in welfare transfers from consumers and/or
taxpayers to producers. A panteiritorial price scheme for
producers aggravated the negative effects on price
efficiency. Occasional surpluses of maize were
exported at a loss, but losses were covered by
stabilization levies. For wheat, domestic prices were set
above world prices (between 11 and 46 percent higher
in the 1980 to 1987 period) and imports vvere subjected
to strict controls on quantity to protect the domestic
price.
The complicated marketing t egulations and controls
and the extensive use of tariffs and quantitative
restrictions resulted in a predominantly inward looking
agricultural sector largely isolated from foreign market
competition. The enforcement of single-channel
marketing deterred entry and competition in the sector,
while a system of licences (such as the meat scheme's
quota contiol scheme) promoted concenhation on
processing and distribution systems.

Prereform policies and their economic and social

" See LAPC, op. cit., footnote
12.

effects
A review of the performance of the agricultural sector in
South Africa up to the mid-1980s shows that, despite
the country's limited agricultural resource base,
agriculture had achieved an impressive production
performance in almost all major products and was
producing surpluses in some. Thus, the long-standing
objective of self-sufficiency was largely met. The
diversity of the country's resource endowment, which
allows the production of a variety of commodities,
contributed to this success, as did the high level of
technological sophistication and managerial skills of
South African farmers.
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This is different from saying
that 13.1 million make a living
off 14 percent of the land. Ag16

riculture in the homelands is
the source of about 20 percent

of total income, while the
larger part comes from the remittances of family members
working in the farms, factories
and mines outside the homelands and from pensions. Some

of the inequality in land distri-

butions can be attributed to
high population growth in the

homelands. Quality of land
also plays a role. For instance,

the white farm land located in
Karoo and Kalahari has very

little population-carrying
capacity. On the other hand,
some of the farmland in the
high rainfall areas of the home-

lands is on hillsides and highly

degradable. Even after these
qualifications are made, however, inequality in land distribution is still extreme.
17 World Bank, op. cit., footnote 7, p. 86.

In spite of these achievements in agricultural
production and self-sufficiency, the structure and
pattern of growth of the sector, which was to a large
extent shaped by policy action, turned out to be
unsustainable from both the strict economic and the
social efficiency viewpoints.
A major problem has been the inequality of access to
resources and support services between large
commercial farmers and those in the homelands. Land
distribution data show that 86 percent of agricultural
land is held by 55 000 predominantly white large-scale
commercial farmers and supports a rural population of

5.3 million. On the other hand, 13.1 million black
residents in the homelands live on the remaining 14
percent of agricultural land." Likewise, the ratio of
government spending in the modern sector to the
homeland sector was 4:1 in the 1980s, down from 14:1
in the 1950s and 179:1 before the Second World War.
Large commercial farmers obtained 96.7 percent of the
transfer payments in the budget."
Inequalities in the distribution of resources have been
caused by policies, regulations and restrictions rather
than by a natural outcome of a nnarket-based process in
which land concentration would result from economies
of scale in production. Certainly, for some South African
agricultural activities extensive operations are efficient
(for instance, for livestock raismg in dry areas) even in
the absence of policy, but this is not the case for a
number of others.
Apart from the serious social implications of past
policies, their cost in terms of economic efficiency,
although difficult to calculate precisely, has probably
been substantial. Such policies hampered the dynamism
that African farming had at the beginning of the century.
Restrictions on free exchange in the land and labour
markets eliminated the 'possibility of mutually
beneficial, profit-maximizing arrangements between
landlords and potential tenants or labourers. In
combination with policies on interest rates and the tax
treatment of capital, restrictions in market activity
pushed the agricultural sector towards a capitalintensive structure and away from labour, the abundant
resource in the country.
The high capital intensity of 'production in the
presence of high Lmemployment is found not only in
agriculture but is a characteristic of the whole
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economic stiucture, resulting from the inward-looking
import-substitution policies of the country. Some of
those policies towards non-agricultural sectors (such as
tariffs and quotas) were detrimental not only to overall
productivity in the country but also to the profitability
of farming as they restricted agriculture to high-cost
domestic sources of input supply.
Eventually, inefficiencies in resource allocation led to
stagnating productivity in agriculture. Substantial
transfers of resources from consumes, directly in the
form of higher prices or as taxpayers in the form of
transfers of public funds, were needed to keep parts of
the commercial agricultural sector alive in the face of
declining profitability in the 1970s.

The post-1985 period: policy reforms and their impact.

" See N. Vink. 1993. Entrepreneurs and the political economy

of reform in South Africa.
Agrekon, 32(4); see also van
Rooyen, van Zyl and Fényes,
op. cit., footnote 8, p. 86.
19 For data on overall GDP per-

formance see below.

20 Van Rooyen, van Zyl and
Fényes, op. cit., footnote 8, p.
86.

While policy reforms aimed directly at agriculture did
not start until the early and mid-1980s, the reforms in
the financial/banking sector of the late 1970s and the
devaluation of the rand had a significant impact on the
agricultural sector. The imposition of more stringent
reserve requirements on the commercial banks and the
concomitant increase in the interest rate made it
impossible for the land bank to continue subsidizing [he
interest rate on farm loans." The devaluation of the
rand increased the cost of agricultural inputs, which
have a large import component, while the increase in
interest rates increased the debt burden of an already
overextended comnneicial farm sector.
Policy reforms affecting the agricultural sector (in the
wider sense) were initiated in the early 1980s within a
climate of fiscal austei ity and economic liberalization
which, in turn, was the result of budgetary
considerations and the realization that the inwardlooking development model was counterproductive for
overall factor productivity, economic growth and
employment generation." For agriculture, in addition to
fiscal considerations (a significant motive underlying
the reforms), a number of other factors created pressure
for policy change:2° the realization that overall
productivity (total factor productivity) for controlled
major subsectors (such as maize) was growing only
slightly or remained stagnant while that of uncontrolled
sectors (horticulture, poulti y meat) was increasing;
pressures from commercial farmers and industiial
interests that were not served by the controlled system
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as well as some successful legal cases against the
control boards; the flourishing of parallel trade in some
commodities that undermined the effectiveness of
controls; and, last but not least, piessures and
agreements durmg the GATT negotiations for

tariffication and abolition of quantitative controls on
imports The main objectives of agricultural policy have
made a major shift from food self-sufficiency to
household-level food security.
As a result of fiscal pressures, budgetary allocations in
support of farmers were reduced by more than 50
percent in real terms after 1987. Direct producer price
subsidies (e g. to maize producers) were eliminated.
Government subsidies to several sectors, mclucling
wheat, maize and the dairy industry, weie halted. Pi ice
controls on bread and flour were abolished in 1991.
There was a reduction in administeied prices to
producers and a move away from cost-plus to more
market-determined prices. Since 1987, there has been a
marked decline in real producer prices of key
commodities such as maize and wheat. The tax code
has also been reformed and capital equipment novv has
a three-year write-off period rather than only one year.
The South African marketing system has been
substantially changed. The Kassier Committee of Inquiry
into the Marketing Act, appointed by the Minister of
Agriculture in June 1992, produced a report strongly
opposed to [he system of statutoi y controls. The reform
of marketing schemes, some of which had begun in the
early and mid-1980s, intensified after the publication of
the report which recommended widespread
deregulation of the marketing system. Thus, six out of a
total of 21 marketing schemes have been abolished
(bananas, chicory, roolbos tea, eggs, potatoes and dry
beans) while others have been reformed away from
single-channel marketing (e.g. leaf tobacco, ostrich
products, maize and lucerne hay). For the mam cereals,
the ban on erectmg silos and the registration of millers
and confectioners have been repealed. Grain sorghum
and groundnut marketing schemes were reformed by
surplus-removal schemes. For red meat, in addition to
the abolition of movement limitations, the restrictive
registration of producers, abattoirs, butchers, dealers,
processors and importers was also repealed.
In the homelands, the "top-clown" rural development
policy favouring estate farms was abolished in favour of
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Fényes, op. cit., footnote 8,
p. 86.

an approach that emphasized service provision to
farmers (infrastructure, extension and resealch services
and improved credit access). In 1991, the Land Acts
were abolished.
The short-term effects of the change in policies are
difficult to disentangle from the effects of the general
economic trends in the country and from the effects of
othei exogenous factors. During the 1980s and early
1990s, apart from over the period 1986 to 1988, growth
rates of real GDP declined in South Africa. A
continuous decline in overall ¡productivity growth (total
factor productivity growth was -0.5 percent per year
between 1973 and 1984 and -1.1 percent between
1 981 and 1988), despite an increasmg investment:GDP
ratio, contributed to a negative per caput GDP growth
after 1982. The situation deteriorated with the
imposition of financial sanctions in 1985 and the
political turmoil and uncertainty in the country. GDP
growth was -0.6 percent in 1990 and 1991 and -2.1 in
1992 caused, in part, by the severe diought in the
country.
The policy changes in agriculture accelerated a costprice squeeze that hacl started in the early 1970s. While
the liberalization of output markets caused declines in
real output prices, there was no commensurate decline
in the prices of agricultural inputs. This was partly the
result of high import 'protection for farm machinery and
implement manufacturing and monopolies within those
industries.
The fall in profitability of the farm sector has had
severe implications on many farmers' ability to repay
debts while the real costs of borrowing increase Several
years of negative real interest rates for the farm sector
provided a strong incentive for debt accumulation Real
farm debt reached its highest level in 1985 and has
decreased since as the conditions for borrowing have
deteriorated ancl the borrowing ability of a number of
farmers has declined along with profitability. Short-term
borrowing has been substituted for long-term
indebtedness and the ratio of short- to long-term debt
has increased substantially. A survey on the financial
situation of farmers, published in 1985 by the South
African Agricultural Union, showed that 49 percent of
the farmers were financially sound at the end of 1983,
but [he percentage was expected to fall to below 39
percent at the end of 1984." In addition, 22.4 percent
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22 World Bank, op. cit., footnote 7, P. 86.
23 J. Sartorius von Bach and J.

van Zyl. 1992. Comment: returns to size and structure of
agriculture a suggested interpretation. Development South
Africa, 9(1).

of farmers had debt burdens at "critical" levels in 1983
and this percentage was expected to have grown to 33
percent in 1984. Debt difficulties were not uniformly
distributed among agricultural subsectors. Summer
crops were affected the most (52 percent of farms were
beyond the critical leve!) while winter crops were less
affected (22.6 percent of farms).
Despite declining farm profitability, unsustainable
debt problems and sharp reductions in farm incomes,
massive farm failures have been avoided thanks to a
number of government programmes providing
substantial amounts of aid to farmers under financial
assistance schemes. Substantial financial help was
provided to the sector to help farmers face the
consequences of the 1991/92 catastrophic drought.
Financial assistance schemes have kept farm
insolvencies at low levels in relation to the number that
would otherwise have occurred. Nevertheless, an
increase in insolvencies was observed, from an average
of 80 in the 1960s and 1970s to 141 in 1985, 317 in
1987 and 267 in 1990. The expectation of continuing
public financial assistance to prevent insolvencies along
with the fear of collapsing land prices encouraged the
financial sector to continue its provision of short-term
credit to farmers to keep them on their farms.22 While
public financial assistance was successful in keeping
farmers (especially grain farmers who had the majority
of arrears) on the land by preventing foreclosures, it
slowed down necessary adjustments in the structure of
the farm sector, input mix and possible relocations in
production. In that sense, such assistance had the
opposite effects to the "structural adjustment" measures
taken since the 1980s.
There are signs of some improvements in efficiency
that resulted from the shift in policies. The capital
intensity of production fell and employment in
agriculture rose. Cropping !Patterns shifted away from
maize, for which the area planted decreased by 12.5
percent between 1981 and 1988. Similar trends have
been observed for wheat, grain sorghum, sunflower
seed, soybeans and cotton. Increases have been
observed in the production and export of more
profitable (and more labour-intensive) horticultural
products. There is also evidence of an increasing
number of input substitutions in response to price
signals." Studies reveal that between 1983 and 1991
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total factor productivity (TFP) in agriculture grew by
4.63 percent a year outpacing a 3.11 percent decline in
the terms of trade. This is a significant improvement
over the period 1973 to 1983 for which TFP increased
by only 0.27 percent annually. Improved capacity
utilization (e.g. a longer teplacement period for tractors)
nnay account for much of the difference.24

South African agriculture: current issues and future
prospects
The changes in policy towards the agricultural sector
that were implemented mainly during the 1980s and
early 1990s are a step towards establishing a more
flexible and efficient sector. Pricing and marketing
reforms, supplemented by reforms that reduce the
concentration in input markets, processing and
distiibution, reduce the gap between producer and
consumer prices of food and have widespread benefits.
Although the evidence shows that the structure of an
agricultural sector that is dependent on large, heavily
capitalized farms practising monoculture may be
unsustainable without government support for some
crops and in some agroclimatic conditions, sweeping
generalizations regarding the efficiency of large-scale
farms cannot be made. The diversity of agroclimatic
conditions in South Africa can support enterprises with
varying optimal scales of operations, degrees of
capitalization, etc. Freer input and output markets and
the abolition of restrictive policy measures will be the
major determinants of an efficient farm structure for
different commodities and enterprises. Where largescale, capital-intensive farms prove unviable, policies
and programmes can be put in place to speed up the
market process of land redistribution and help poor
rural people acquire land. In such cases, policy
interventions in favour of land redistribution will
promote both efficiency and equity objectives.

Land redistribution options
24 J. van Zyl, H.D. van Schalk-

wyk and C. Thirtle. 1993. Entrepreneurship and the bottom
line: how much of agriculture's
profits are due to changes in
price, how much to productivity. Agrekon, 32(4).

Land reform in South Africa is necessary for reasons that
go beyond improved efficiency, and its implementation
(or lack thereof) will have important social and political
consequences with significant implications for
economic development. The demise of the black
farmmg sector in the homelands and its low
productivity is, to a large extent, the result of land
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25 In this report we hope only
to present the nature and basic elements of the land reform
programme in South Africa and

not a detailed account of all
options available, their merits
and drawbacks. For more information on such issues see
LAPC. 1994. Proceedings of

the Land Redistribution Options Conference, 12 to 15
October 1993. Johannesburg,

Land and Agriculture Policy
Centre; see also Binswanger
and Deininger, op. cit., footnote 9, p. 87. In the same vol-

ume a special section is included on Experience with ag-

ricultural policy: some lessons
for South Africa.

allocation decisions and a lack of access to credit,
adequate infrastructure and other agricultural services.
International experience shows that failure to address
effectively inequities in access to resources and the
concomitant poverty and marginalization of
disenfranchised social groups may result in social
unrest, capital flight and economic clecline.25
There are two parts to the process of land reform
currently being discussed in South Africa. First, land
restoration, i.e. the administrative or adjudicative
process by which lancl is allocated to individuals or
communities unjustly evicted as a result of racially
based land legislation policies and, second, land
redistribution, i.e. the !process through which selected
groups of individuals are provided with access to land
and the necessary means for its effective use. The extent
to which land is redistributed, the criteria by which
beneficiaries are selected, the means of acquiring the
land for redistribution and the provision of the support
services necessary for effective land-use are at the
centre of the rural restructuring debate in South Africa.
To the extent that a land reform programme will
address welfare objectives, policy-makers face the task
of reconciling the historical claims of black farmers for
access to land while at ihe same time maintaining a
dynamic agricultural sector and expanding the benefits
of agricultural growth to rural communities and nonagricultural sectors. WeIfaie and efficiency objectives
will have to be reconciled in cases of individuals who
qualify for land or assistance under welfare criteria but
do not have adequate farming or othei land-use
experience.
For a successful land refoim programme, the actual
transfer of land to beneficiaries is considered only the
first step towards a rural restructuring effort.
Communities should have access to the financial,
physical and human capital necessary to make effective
and productive use of the reallocated land. The type
and amount of assistance to be provided to the
emerging farmers and farming communities and the
aciministiative modalities for doing so are important
policy issues to be resolved in designmg the land
redistribution scheme. Thus, the problem of rural
restructuring is one of access to and redistribution of
resources of which land is the most important but
certainly not the only one.
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op. cit., footnote 9, p. 87; M.
Lipton and M. Lipton. 1993.

Creating rural livelihoods:
some lessons for South Africa
from experiences elsewhere.

World Development, 21(9).

" The Government's Reconstruction and Development
Programme (RDP) considers
land reform as "the central and

driving force of a rural devel-

opment programme". RDP
identifies restitution of land to
victims of forced removal, redistribution of land to landless
people and tenure reform as
the three key elements of the

land reform programme. A
Land Claims Court and Commission has been established to

process claims. A review of
present tenure practices is
under way and a two-year pilot programme for redistribution is being implemented in
each province of the country,
to be expanded as progress is
achieved. See RSA Department

of Land Affairs. 1994. Land
Reform Pilo! Programme: a
project of the Reconstruction
and Development Programme.

28 Under a state-controlled
programme the state buys the
land and redistributes it to the
eligible beneficiaries.

Recent policy reforms that reduce support to the large
commercial sector may aid the land reform process to
the extent that they will result in land sales on the part
of those large-scale farms Linable to survive in an
unprotected environment. Relying on only such
measures will not be sufficient to achieve [he objectives
of the land reform programme. In an uncertain politicaleconomic environment such as [he one cuirently
South Africa, land is valued more highly than its
productive worth so large landowners will be reluctant
lo sell land even though they may be receiving lower
policy-related support. In addition, the financial
!position of disenfranchised groups will not perm t them
to pal ticipate actively in the land market and, as a
result, the welfare and equity objectives of the land
reform programme will only be partially met.
Experience shows that for land-reform-based rural
development to be successful, it is imperative that land
tenure rights and arrangements be protected by law or
constitutional act. Such legislative acts secure private
ovvnership and sanction various forms of tenure, such as
private titles and communal arrangements, which ale
the prevalent form of landownership in the homelands.
Local communities are given ample powers to manage
their internal land affairs while at the same time
guaranteeing a minimum set of democratic rights to
their members.26 A clear legal framework foi land rights
will remove uncertamty about landownership and, as
such, !promote investment and environmental
conservation.
From the above discussion it becomes clear that rural
restructuring and revival goes beyond land
redistribution to encompass a series of supportive
policies and programmes.27 Although the extent and
precise form of the redistribution programme are still
under discussion, there is a consensus that, given
international experience, a market-based reform that
takes into account the realities in South Africa, rather
than a state-controlled land reform, is the most
appropriate form of land redistribution.28 Past
experiences with the Trust Latid Transfer programme in
South Africa and with the resettlement plogramme in
Zimbabwe show that such state-controlled land
transfers can be lengthy, costly and unproductive, tend
to increase land prices and can be the source of latid
degradation if carried out before proper faiming systems
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Less than 16 percent of the
land in white farming areas is

arable, while the figure is 12
percent for the homelands.
Missiaen, ibid.

can be adopted.29 innovative approaches to a marketbased land reform need to be explored. For instance,
funding can be provided to employees in large white
commercial farms so that they can acquire equity and
associated ownership and decision-nnaking powers in
such enterprises.
For the welfare objectives of the land reform
programme to be met, a basic grant element could be
incorporated to aid eligible groups or individuals to
acquire a core land component (e.g. a housing site). A
matching grant scheme will attract individuals or groups
who are likely to make the most productive use of the
purchased land.
The country's relatively limited agricultural resource
base limits the options for and the extent of land
redistribution." Thus, given land restoration, the
potential of land allocation by opening new lands or
redistributing existing ones under state control is
limited. As a result, land redistribution by and in itself
cannot fully address the rural (and urban) poverty
problem in South Africa even if the problem of the
provision of access to credit and other services is
successfully solved." Improved access to services
(including credit) and infrastructure in the homelands is
expected to cause significant agricultural expansion.
Given small-scale agriculture's strong linkages to other
non-farming sectors (i.e. upstream and downstream
agroindustry) such an expansion will stimulate
employment. The limited resource base and its fragility
pose an effective limit on such growth, however, and
may have negative environmental impacts Thus it is
necessary that land red istribution be accompanied by
programmes to provide rural (and urban) safety nets and
access to social and economic mfrastructure.

31 Model simulation by the
World Bank indicates that if 30

percent of land is transferred
from large to small farms, 1
million rural jobs will be gen-

erated over five years. See
World Bank. Summary: options

for land reform and rural restructuring in Proceedings of
the Land Redistribution Options Conference, op. cit., footnote 25, p. 98.

Concluding remarks
The prospects for the resumption of economic growth in
South Africa are positive. A positive per caput GDP
growth in 1994 reverses the negative trend that started
in 1982. The recent unification of the exchange rate
and partial liberalization of the capital account proved
to be a success, and demonstrated the confidence of
international investors in the country's economy and the
credibility of the government's prudent macroeconomic
management policies. At the same time, the country is
strengthening cooperation with its neighbours by
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becoming a member of the Southern African
Development Community (SADC) and by renegotiating
the treaty on the Southern Africa Customs Union
(SACU) towards establishing a more democratic
decision-making process and a fairei distribution of
benefits.

A number of difficult obstacles still lie ahead. The
government is seeking to balance the demands of the
previously disenfranchised black majority for better
living conditions and employment opportunities with
the need for fiscal austerity and increased liberalization
of the economy so that productivity can be increased.
Short-term measures to alleviate poverty are needed.
The data show that the demand for such policies is
more acute in rural areas. It has been estimated that
16.4 million South Africans (45 percent of the total
population) had incomes below the minimum
subsistence level in 1989, 93 percent of these people
were black and approximately 80 percent lived in rural
areas. Around 2.3 million South Africans (87 percent of
them black), including children under 12 and pregnant
and lactating mothers, can be defined as
malnourished.32 Hence the urgency for an agi 'culturebasal rural development, including land redistribution
and the abolition of policies that inhibit the increased
use of labour.

32 See LAPC. 1993. Food secu-

rity and food policy. Land and

Agricultural Policy Centre
Briefing No. 1. Johannesburg.

ASIA AND THE PACIFIC
REGIONAL OVERVIEW
Economic developments
Asia and the Pacific continued to outperform all other
regions in 1994, iecorcling an economic growth rate of
8.2 percent. GDP growth rates of 7 percent or more
were achieved by nine countries, including the most
populous ones: the People's Republic of China, India,
Indonesia, the Republic of Korea, Pakistan and the
Philippines. Prospects for 1995 and 1996 are also
encouraging. The Asian Development Bank (AsDB)
estimates the average regional growth rate to be 7.5
percent over the next two years.
The region's expoits increased at a strong pace,
growing by 11 percent in 1993 and nearly 17 percent in
1994. Factors that encourage export growth include the
recovery in some Organisation for Economic
Cooperation and Development (OECD) countries
(especially the United States), substantial investments in
information and electronics industries throughout the
region in general and a rapid increase in foreign
investment in South Asia in particular
Trade within Asia and the Pacific continued to grow
at a faster rate than trade with the rest of the world,
while both formal and informal economic cooperation
and integration eftoits increased. In particular, countries
are attempting LO learn lessons from the positive
experiences of the growth triangles in order to
encourage further subregional economic integration."
The recent depreciation of the US dollar relative to
the Japanese yen is the one unsettling factor. Since
many Asian and Pacific countries hold large portions of
their debt in yen, their dollar-based export earnings will
not go as far in repayment of that debt as in previous
years.

33 For a discussion of Asia's
growth triangles see Asian regional review in The State of

Food and Agriculture 1993.
Rome, FAO.

China's economy grew by 11.8 percent in 1994,
down slightly from its astonishing performance of 13.4
percent in 1993. China accelerated its economic
reforms in 1994, taking steps to unify the official and
mat ket exchange rates, strengthen the central bank and
reorganize commercial banks. The unification of the
exchange rate resulted in an effective devaluation of 50
percent, contributing to the country's 30 percent
increase in exports in 1994. The government is
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continuing its overall slrategy of phasing out subsidies
to farmers, urban consumers and state-owned
enterpi ises.

Ill the legion's second-largesf developing economy,
India, growth increased from 4.3 percent in 1993 to 5.3
percent in 1994. The stabilization programme and
market-oriented reforms that India began in 1991 are
crec_litecl with much of the count' y's recent. success in
increasing pi ivale investment, domestic savings and

foreign capital inflows. Other South Asian countries
have also achieved some success in stabilization and
reform efforrs. With a growth rate of 7 percent, Nepal
had its best economic perfoimance o1 the past decade
and, in Bangladesh, overall economic growth increased
by 4.6 percent in 199-1 with the manufacturing sector
°rowing by 13 peicent.
The consistently strong economies of Southeast Asia,
Indonesia, Malaysia and Thailand strengthened
economic performance in all sectors in 1994. In
conrrast Lo past yeats, the Philippmes also shaiecl in [he
subregion's strong growth. The industrial sector lecl the
economic recovery in the Philippines, with industrial
growth incieasing to 6.1 percent. in 1994, compaiecl
with 1.6 percent in 1993. In addition to the Uruguay
Round, the agricultural sectois of the Southeast Asian
countries will be affected by the Association of
Southeast Asian Ilations (ASEAN) Free Trade Agreement
in coming years, as negotiators decided to include
agricultural commodities in rhe agreement's planned
tariff reductions.
Average GDP growth in the Pacific Islands fell from
11.3 percent in 1993 to 1.4 percent in 1994 and exports
Cell slightly. Papua New Guinea accounted for most of
the reduction in subiegional growth and expo' ts.
1-lowever, this drastic drop in economic growth is
mainly [he result of national accounting methods and
does not reflect a severe slowdown in economic
activity. In 1993, [he economic impact from newly
developed oil fields was responsible for raising, [he
industrial growth rate to 35 percent, but without this
influence growth in the industrial sector fell by more
than 4 percent in 199-1. Among the other islands, Fiji
(3.2 percent) and Tonga (-1.7 percent) improved their
growth performance during 1993 ancl the Solomon
Islands maintained its previous year's growth rate at
about 4 percent.
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AgvieuRin.all perfovroance ad ssries
In 1994, agricultural production in the Asia and Pacific
region increased by 2.5 percent.. The region's total
cereal production, however, was lower by more than 5
million tonnes, primarily because of weathei-ielatecl
problems in China. Overall, regional agricultural
performance remains stiong between 1990 and 1994,
agricultural production increased by 13 percent and per
caput food production by 7 percent. Table 11 presents
agricultural GDP growth rates lar 1092 to 1994 and
estimates for 1995.
In China unfavourable Ateather held agricultural
growth to 3.5 peicent in 1994. Floods or droughts
affected more [han 50 million hectares of cropland.
Nevertheless, [he country's 1994 total cereal piocluction
of 397 million tonnes was down only slightly irom the
record 1993 Ivarvest level of 406 million tonnes. Cotton
production increased by more than 13 percent, oilseed
production by 10 percent and fruit production by 15
percent Similarly, mea[ production. increased by 12
Deicent, dan v production by 6 percent and fisheries by
15 percent.
China's ar,_2,ricultural policy-makers are concerned that

the combination of relatively low procuiemen1 prices
for cereals, large incieases in fertilizer and other input
prices and ewancling economic opportunities in nonfarming activities are leading to lower levels of !private
investment in agriculture and a reduction in the area
planted to ceieals. Nioreover, the disparity between
anal and urban incomes is widening, conti tinting to
rural-ui ban migration. In 1995, the government plans to
address [hese important issues by improving availability
and access to ap,ricultural inputs, strengthening
irrigation systems and related infiastructure, inCreasing
inves[ment in mineral fertilizer production and
e\pancling agricultural education, research and
e \tension services.
In South Asia, the favourable monsoon !aim helped
India to produce a record cereal harvest of 212.5
million tonnes in 1994. (A revieYv of India's agricultural
sector policies is presented on p. 115.) Sri Lanka's
agricultural GDP grew by 3.4 percent; while rice
production increased only slightly, 1994 lea output vvas
4 percent above 1993 levels and 35 percent higher than
1992 production. In October 1994, Sri Lanka's new
government reintroduced the fertilizer subsidy
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TABLE 17
.0°

Growth rates in agricultural GDP
Country

1992

1993

1994

1995'

Bangladesh

9.2

1.8

1.8

2.6

Cambodia
China
India

1.9

-2.0

1.4

4.1

4.0

3.5

4.0

5.1

2.9

2.4

3.0

Indonesia

6.6

1.4

1.6

4.3

Laos

8.3

2.7

7.6

...

Malaysia
Mongolia

4.3

3.9

0.5

2.3

-3.9

-7.0

7.1

10.5

5.1

6.4

...

Myanmar
Nepal

-1.1

-1.4

7.7

-1.0

Pakistan

9.5

-5.3

2.6

9.8

Philippines
Sri Lanka
Thailand
Viet Nam

0.4

2.1

2.4

3.0

-1.6

4.9

3.4

2.6

4.9

-1.7

2.9

2.9

7.9

3.8

3.9

3.5

' Projections
Source AsDB. Asian Development Outlook 1994 Manila

programme. The programme initia ly subsidized
importers and led to a 30 percent reduction in fertilizer
prices. However, budgetary pressures eventually forced
the government to revise the plogramme by directing
cash subsidies to small farmers.
Palcistan's agricultural sector grew by 2.6 percent in
1994: sugar cane, fisheries, forestry and livestock
production improved, while cotton production
remained low because of disease and pest problems.
Cotton is Pakistan's most important export crop, on
average accounting for around 50 percent of
agricultural export earnmgs, but production is down by
more than 30 percent from 1991's record levels. In
order to increase production and exports, the
government removed export taxes and lifted the ban on
private sector exports in 1994.
Indonesia 's agricultural sector growth increased by
only 1.6 percent in 1994: rice production fell by 4
percent because of poor weather; droughts and forest
fires affected rubber production and the recent drought
has also harmed shrimp production. A government
report indicates that 10 percent of the country's shrimp
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farms were damaged by industrial pollution in 1994.
Concein over the loss of agricultural land to residential
and industrial uses prompted the government to ban the
conversion of fertile land in Java and Bali. In an effort to
improve forestry management, the government also
issued a decree that allows the revocation of forest
concessions for any one of four offences: sale or stoiage
of illegally cut timber; abandonment of a concession for
two consecutive years; transfer of forest concession
rights to thiid parties without prior consent; and
violation of existing forest conservation laws.
In Viet Nam floods affected some 200 000 hectares of
rice land in both the northern and the southern parts of
the country, but agricultural sector GDP still increased
by nearly 4 percent. Recent legal reforms have led to
substantial increases of foreign investment in
agriculture, agroforestry, fisheries and sugar production.
In 1994, the country took a number of steps to integrate
its economy further by gaining observer status to GATT
(now the World Trade Organization), becoming a full
member of the Pacific Economic Cooperation
Conference (PECC) and becoming an ASEAN member.

Issues and prospects for regional agriculture
Although the share of agriculture in GDP has declined
steadily from 30 percent in the mid-1980s to around 20
percent in recent years, agriculture remains the driving
economic force and major employer in many Asian
countries. More than 65 percent of the region's
inhabitants still live in rural areas and agriculture
employs more than half of the economically active
population. In general, Asian and Pacific countries have
made considerable progress in expanding domestic
food production and improving aggregate food supplies.
Per caput daily dietary energy supplies (DES) for the
region as a whole improved from 2 314 kilocalories in
1980-82 to 2 542 kilocalories by 1990-92.
Moreover, rapidly growing economies, broad-based
income growth and expanding export revenues have
allowed many countries to strengthen their import
capacity to meet changing consumer demand for
products such as beef and poultry. For example, the
value of meat imports of Asian and Pacific countries has
grown by more than 6 percent a year over the past
decade. Overall, the Asian and Pacific countries are the
world's fastest-growing market for agricultural imports.
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The legion 1101N accounts foi 65 percent of total
developing country agricultural imports. Neveitheless,

in many countries, including China, India, Indonesia
and Thailand, [he strong pace of domestic food
production has allowed food imports Lo e):pancl to
supply changing food clernands and a growing
population while the foocl import dependency ratio
remains unchanged.
The region's ability co continue to e;:pancl agricultural
production and trade in the future will largely depend
on its ability to sustain economic glowth while
responding to giOwiiig natural resource and
environmental consti aims. (13cy, 3 presents an overview
of land (leg' aclation pioblems in the Asia and Pacific
region.)
Most Asian and Pacific countries have sustained

economic glow& by maintaining sound
macroeconomic policies that control inflation ancl fiscal
and curient account deficits. In addition, countries
throu:2,hout the region. including the former centrally
planned economies, have pursuecl and progressively
strengthened market-oi tented structural telorms These
reloims have allowed agricultural sectois Lo adjust ancl
take advantage or changing internal and e'.iieriv I
cilcumstances. The e-speriences of Asian countiles

34 FAO. 1995. World agriculture: towarcfs 201G. ChichesZel,

UK, FAO-lobn Mley

Seis.

further advanced in the ieform pu ocess have also
demonstrated the importance of careful monitoring and
evaluation, attention to the timmg and phasing I
new measures; and the development of the mstitutional
capacity nece,sary r01corrective actions to
strengthen the food security of vulnerable groups
affected by the reforms.
It i5 crucial for [he region to continue this process or
economic adjustment aimed at improving resource
efficiency and encouraging investment in agriculture. A
number of recent studies, including one from FAO,
estimate that the growth rates of per caput agricultural
production m the Asia and Pacific region are likely to
decline clunng the ne-A two clecacles.'' This decline is
projected to be more pronounced for the East Asian
5ubre{._4ion than for South As
However, growth in per
caput demand is also piojectecl co decline. Cei eals
demand is e; pected co grow at about the samer,-.te as
production, especially for East Asia, thus self-sufficiency
rates are not projected to change mitCh. At [hese levels
of self-sufficiency, net cereal imports m [he yea' 2010
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are likely to increase by only 2 million tonnes in the
East Asian subiegion bu[ may double to 10 million
sr",

tonnes in South Asia.
Over the long term, FAO ex.pects aggregate cereal
self-sufficiency rates to fall from 102 to 97 in South Asia
and to stagnate ac 96-97 in East Asia in the 20 years
ending 2010. This implies a sustained rise in the

volume of imported wheat in [he tropical countries, rice
in the higher-cost producing countries and maize in
countries with fast-grovving livestock secto.s.
In some countries, such as the Republic of Korea,
declining production combined with sufficient foreign
e,change are likely to i aise cereals import dependence,
especially Col- wheat and coarse giains. In some lowincome toocl-clericit. countries (LIFDCs) and most or the.
Pacific Island countries, changing food habits, rising
incomes and stagnating production are e-,pectecl to
raise cereal import levels. In other countries, including
Indonesia, Malaysia, the Philippines and Sri Lanka, che
high costs of stocking foocl supplies have caused
governments10 reduce stock le-yes As more count] ies
adopt this pactice, domestic stocks rnay play a
diminishing role vis-à-vis international ti ode in pi ice
and supply stabiliiy.

BOX 3

RESOURCE CONSTRAINTS AND AGRICULTURE IN ASIA AND THE PACIFIC

The Asian and Pacific countries must
confront the related resource issues of
land degradation and increasing water
scarcity to sustain agricultural and food
production growth. A significant
proportion of Asia's land in crop
production is fragile; this includes arid and
rain-fed semi-arid areas, areas with
unreliable rainfall and areas with steep
slopes and/or poor soils. It is these areas
where environmental degradation and
rural poverty tend to be most severe.
FAO estimates that the uncropped
cultivable area in South Asia (0.051
hectares per person) will be halved in 20
years, while that of East Asia (excluding
China) vvill drop by a third to 0.103
hectares per person. These estimates show
that the region has the least potential for
cultivated area expansion of any other
region in the world except for the Near
East and North Africa. The limited
cultivable area for expansion and the
continuing conversion of fertile
agricultural land to non-agricultural uses
mean that production increases have to
come mainly from yield increases.

Yield increases will be difficult to
accomplish, however, given the quickening
pace of land degradation and water
scarcity. The most damaging factors are
soil erosion, nutrient mining, salinization
of soils and loss and contamination of
water. The extent and intensity of land
degradation and water scarcity have been
difficult to measure, but indications of the
magnitude of the problem can be obtained
from just two recent United Nations
Environment Programme (UNEP) estimates
for Asia:
0 Per caput water availability, which fell by
half in the 30 years ending 1980, might fall
by another 35 percent by the year 2000.
o Deforestation, overgrazing and
mismanagement of arable land caused
water and wind erosion and physical and
chemical degradation on 452 million
hectares or 40 percent of the world's total
degraded soils.

The drag on yield growth caused by
unsustainable farming systerns has become
a pervasive problem in areas where the

vicious circle of poverty and
environmental degradation has been
established. Dwindling per caput resources
lead to further intensification of resource
use and encroachment on to fragile areas
which, in turn, leads to greater
impoverishment. Resource degradation
problems are extensive enough in the
region to justify priority status and a
strategy involving: shifting technology

from hardware solutions to more
knowledge- and information-based ones;
establishing well-defined property or user
rights for public and private resources;
ensuring people's participation and
decentralized resource management; and
including direct and indirect
environniental costs in agricultural
commodity pricing.
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Econoirlic review
India, which embarked on a piogramme of structural
reforms in June 1 991 after four decades of planning, is
currently attracting significant attention throughout the
vvorIcl. Its large economy and population, vast natural
resources and, above all, its highly educated, skilled
and scientific labour force mean that India is destined io
play a major role in the community of nations.
With a per caput income of al3out US$310 in 1994,
India is one of the world's low-income countries. Unlike
those of most East Asian countries, the economy in
India was characterized by slow growth during most of
[he period since the Second World War. It was only
during the 1980s that the GDP growth rate accelerated
to 5.4 peicent and per caput income grew by 3.3
percent per annum. This decade of high growth was
follovved in 1990 by one of the severest foreign
exchange crises in die history of the countiy. In
response, India initiated radical stabilization measures
and a structural adjustment programme in June 1991.
Soon after independence, lucha adopted the path of
planned development wheie the public sector was w
play a dominant role in fostering growth at both th
central and stale levels. The First Five-Yeal Plan, which
was launched in 1950-51, was based on the HarrodDomar model and primarily concentialecl on raising the
level of investment in irrigation, power and other
infrastructure for accelerating growth The development
strategy was changed radically in 1956 with the
initiation of the Nehru-Mahalanobis model of industrial
development that emphasized the development of
heavy industry under die public sector. Domestic
industry was protected from foreign competition
through high tariff walls, exchange-rate management,
controls and licences. This strategy of import
substitution and heavy-inclusti y promotion has been
criticized for having created a non-competitive,
inefficient, capital-intensive and high-cost industrial
structure. It is Waller argued that this policy
discriminated against labour-intensive tradable
agriculture and resulted in unwarranted export
pessimism because of e.--icessive concern about self-

sufficiency. The criticism, however, must be balanced
against [he fact that during this period India built a large
infrastructure not only in heavy and machine goods

1-,FIE

industries, buc also in the areas of power, iiiigat on,
credit, higher education, scientific research and
training.
The mic1-1960s ancl early 1970s were characterized
by serious economic problems. First, because of wars
"vi [h neighbouis, large resources were cl iverted cowards
ckefence, resulting in a sharp decline in public
investment that adversely affectecl the growth of th,
economy. Second, che foreign exchange situation forced
India to devalue its cullency in 1966. Finally, foocl
production failed to keep pace with demand ancl the
country became mcreasingly dependent on foocl
imports unclei the United States Government's PL 480.
The situation became critical in the mid-1960s with the
failure of tvyo consecutive crops in 1964/65 and
1965/66 and the country had to import large quantities
of fooclgrains under PL 480.
In the late 1960s, agi icultural giowth revived with the
adoption of green revolution technology in sorne
regions. Coincidentally, the manufacturing sector which
liad seen a notable c.pre:erakon iii grovvtli from
1964-65 to 1975-76, began registering far higher
grovvtli fi om 1977 to 1978.
Dui ing the 1930s, the Indian economy witnessed an
unpiecedented giowch rate of 5.4 percent pei annum.
The 1930s was also a period when limitecl liberalization
measures were initiated and steps v,/eie taken Co
modernize some of the most important industries, such
as cement, steel, aluminium ancl power gene' ation
equipment.
I

The ges-gesis arie4 causes oi the 1(Yr-J0 crisis

Flom 1950 to 1930, while the Indian economy was
growing at a relatively slow rate of 3.6 percent,
domestic investment exceeded domestic savings by
only a small margin. The gap could be bridged through
foreign boi rowing on a small scale.35 However, during
the period 1979 to 1990, when the growth rate of GDP
accelerated to 5.4 percent, the gap between savings ancl

flected in imports e,xeeding
exports atic! is financed

investment vviclenecl substantially. The need to finance
large capital expenditures and imports of machinery
and raw materials, including oil, necessitated heavy
borrowing rI*0111 abroad The re..sulí was a cumulative
increase in foreign debt and in repayment liability.
Foreign debt increased froni US$23.5 billion in I 900 to

through foreign borrowing.

$63.40 billion in 1991. In 1991, nearly 28 percent of

35 The gap between [he domes-

tic rate of investmerd ar.0 [he
domestic

of cz..ringc is r2-
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total export revenues went to service the debt. The most
important reason for the internal savings rate falling
increasingly short of investment requirements was the
expanding fiscal deficit of the government which had
risen from an average of 6.3 percent of GDP during the
Seventh Five-Year Plan to 8 2 percent by 1990-91.
Large fiscal deficits arose for a number of reasons:
exorbitant expenditures were incurred by the central
government's subsidies of fertilizers, food and exports
and by the state governments' of power, transport and
irrigation. The inefficient functioning of many of the
central and state public sector enterprises further
burdened the government budget.
Filially, in addition to the current accoLmt deficit,
mounting capital account expenditures by the
government and public enterprises had to be financed
through public borrowing. By 1990, internal debt
liabilities had increased to 53 percent of GDP
compared with 35 percent in 1980, and interest
payments accounted for as much as 24 percent of total
government expenditure. In addition, the sources of
foreign borrowmg underwent some important changes,
as soft International Development Association (IDA) and
government-to-government loans dried up and highcost comnneicial loans from the banks and non-resident
Indians had to fill the gap.
As long as the international credibility of India was
high, loans were forthcoming and the country could go
on living on foreign borrowing. However, the
combination of a number of factors, including the sharp
rise in import prices of oil and the downgradmg of
India's credit ratmg, led to a loss of confidence that
resulted in the drying up of short-term credit along with
a net outflow of non-resident Indian deposits. Thus, in
spite of borrowmg from the International Monetary
Fund (IMF), the foreign exchange reserves declined.
It was against this background that the new economic
policy was introduced. The multilateral agencies such
as IMF and the World Bank insisted that the policymakers undertake structural reforms before they agreed
to salvage the country from the foreign exchange crisis.

The main components of new economic policy
The aim of the new policy was to bring about a
realignment of domestic demand with available
resou ices and to initiate changes in supply and
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production structures with a view to eliminating the
externa! imbalance. The economy was to be liberalized
and gradually integrated with the world economy by
the dismantling of tariff walls, the protection of foreign
direct investment and upgrading the technology of
production in various fields. The broad thrusts of the
programmes were financial stability, outward-looking
policies and deregulation of domestic markets.
The reforms consisted of two components. The shortterrn immediate stabilization measures focused on
correcting the disequilibrium in the foreign exchange
market through demand reduction, reforms in trade
policy, a reduction in the fiscal deficit and the
dismantling of barriers to the free flow of capital.
External competitiveness was to be improved through a
large nominal depreciation of the exchange rate.
The medium-term structural adjustment programme
introduced reforms in fiscal, exchange rate, trade and
industrial policy as well as policies concerning the
public sector, the financial sector and the capital
market. These reforms included elements such as
deregulation of prices and investments, changes in the
structure of taxation and public expenditure,
moderation in wage increases, privatization of public
enterprises and greater integration with the world
economy.
The adjustment policies introduced were not specific
to the agricultural sector, but concerned the entire
economy. Nevertheless, keeping in view the importance
and predominance of the agricultural sector in the
Indian economy, in terms of both income generation
and employment and ¡Ls intimate relationship with other
sectors of the economy Lhrough input-output and
consumption linkages, the macroeconomic and othe
changes implied in the stabilization and structu al
adjustment programme had a significant irnpact on the
sector.

A general review of agricultural development since
independence helps to provide the necessary basis for
understanding the full implications of structural reform
for the agricultural sector of India.

Agricultural policy in India during the planning era
Prior to the liberalization of the Indian economy of June
1991, agricultural policy was governed by a planning
framework. The entire gamut of macroeconomic
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policies, notably trade, fiscal and monetary policies,
was designed to serve planning objectives. The plans
for [he agricultural sector, incluclmg its financing and
production targets, were all decided through a series
of governmental processes at [he state and central
levels.

The nature and role of planni! g for [he Indian
agricultural sector was primarily cleteiminecl by [he
sector's specific characteristic of being under [he
operation of millions of independent producers. Hence,
agi icultural planning in India consisted in creating a
rural infrastructure combined with piovicling modern
inputs and a framework of incentives for farmers that
\ !oulcl enable them to increase output through the
adoption of modem technology.
Because foocl availability emerged as a major
concern and constraint to the development piocess,
accelerating agricultural and fooclgrains growth with a
view to providing food security became the central
objective of India's agricultural policy. There wele
several agricultural components in the first and
subsequent five-year plans. The first and most important
was the implementation of lancl reforms during the muil1950s with the objective of eliminating intermediaries
and bringing about a greater degree of equality in land
distribution.
The second apicultural component was the
undertaking ol substantial investment in rural
infrastructure. A very high priority was accorded lo
public investment in irrigation and power (large-,
medium- and small-scale) in both the central and the
state plans. Simultaneously, policies were introduced to
provide cheap institutional credit and other subsidies to
the farmers to encourage private invesiment in
in igation. Large subsidies were also given for charges to
users of both irrigation ancl power and lees were kept
significantly below the costs of operation. The main
thrust of this effort was to create a macroeconomic
environment to encourage private investment by
farmers and, thus, stimulate production. Promotional
policies, including the Special Foocl Production
Piogramme and agroclimatic regional plannmg, land
ancl water development programmes, were aimed at
accelerating agricultural development.
Laige mvestments were also undertaken for the
development of a research system under the aegis of the
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Indian Council of Agricultural Research and the Slate
Agricultural Universities. Simultaneously, a welldesigned extension network was instituted foi
disseminating new technologies to cultivators. The
result was a rapid extension of the land area under
high-yielding varieties (HYV).
From 1950 until 1967, the Community Development
Programme and a network of extension services were
the main instruments in transforming traditional
agriculture These were supplemented by programmes
to intensify production in a few well-endowed districts
during the early 1960s.
The advent of the gieen revolution in the mid-1960s
marked a turning point in the technological "upgrading"
of Indian agriculture. The agricultural research and
extension system received special attention during this
period since Nlexican wheat and International Rice
Research Institute (IRRI) rice varieties hacl to be adapted
to Indian conditions and made acceptable to farmers
through extension and training.
nevv technology was confined to wheat
production in the northwestern states of India. In the
early 1970s, however, new varieties of rice were
successfully introduced and the lice revolution spread
not only in Punjab and Haryana but also to many other
parts of India mclucling the southern coastal areas. The
focus of agricultural policy became the modernization
of agriculture through extending seed-fertilizer
technology to different parts of the coLmtly. Measures
weie also taken to involve srnall and margmGI farmers
in the production process by providing them with new
inputs, mclucling seeds, fertilizers and credit at
subsidized rates.
Administered prices were the thiicl arca of policy
clurmg the planning era. In the context of pervading
food shortages up Lmtil the mid-1950s, agricultural
price policy liad aimed at serving the main planning
objective of keeping fooclgrain prices low in the interest
of food sect!' ity. With the founding of the Agricultural
Price Commission in 1965, price policy also provided
incentives to farmers to increase production by
establishing remuneiative prices and assuring minimum
support pi ices. The objective of the price policy was to
reconcile two opposmg interests that of the farmers for
fair remuneration and that of the consumers for
reasonable prices.
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The fourth important component of policy was the
establishment of a comprehensive management system
for the procurement, storage and public distribution of
foodgrains to provide food to consumers at reasonable
prices. During periods of scarcity, minimum support and
procurement price operations were combined with
compulsory procurement, levies on millers, zonal
restrictions and other measures to enable the
distribution of foodgrams (at subsidized rates) through
the public distribution system (PDS). Sufficient food
stocks were kept for running the PDS and also to help to
stabilize prices through open market operations.
The fifth component was tightly controlled trade and
exchange rate policies. In the case of agriculture,
except for a few traditional commercial crops, the
sector was insulated from world markets through the
almost total control of exports and imports. The
estimated suiplus over domestic consumption
requirements determined the quantities to be exported
and vice versa for imports. Foodgrains, sugar and edible
oils were imported in times of scaicity to prevent
domestic prices of essential commodities from rismg
and to impart a measure of stability to domestic pi ices
in the interest of both producers and consumers.
Foreign trade in most agricultural goods was subject to
quota or other restrictions such as minimum price
requirements.

Finally, financial policy attempted to mobilize
resources for public sector expenditure and foi public
investment. A system was c.reated to extend cooperative
and institutional credit to the rural sector, thus
facilitating private investment in infrastructure and
encouraging the adoption of new technology.
The planning strategy and agriculture
This overall policy package achieved many of the
government's objectives. The land reforms were modest
but succeeded in making owner-operators the dominant
mode of cultivation. However, the legislation regarding
land ceilings failed to a large degree. Policies also
succeeded in accelerating the growth of agriculture and
foodgrains production. As compared to a paltry growth
rate of less than 0.25 percent per annum from 1904 to
1944, agricultural output grew by 2.7 percent and
foodgrains production by 2.9 percent per annum during
the 1949 to 1990 period. The introduction of HYVs
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during the mid-1960s resulted in a phenomenal
increase in the growth rates of wheat and later rice
production. Wheat output recorded an annual growth
rate of 5.1 percent from 1967 to 1990, while the growth
rate in rice production accelerated to 4.1 percent per
annum between 1980 and 1990.
In addition, new technologies which were confined
to wheat in the irrigated areas of Punjab, Haryana and
western Uttar Pradesh during the first phase (1967 to
1975), began spreading to other areas. With a
breakthrough in rice, the new technology gradually
spread to the irrigated coastal regions of Andhra
Pradesh, Tamil Nadu and Karnataka. During the 1980s,
new technology spread to the highly populated eastern
states of Bihar, Orissa, West Bengal and Assam,
resulting in a significant increase in rice production.
Finally, and most important, accelerated growth in
foodgrains production resulted in a greater degree of
food security for a rapidly rismg population and in a
reduction of dependence on food imports. By the end of
the 1970s, India had become marginally self-sufficient
in foodgrains The steady growth in foodgrains
production, over time, mcreased both physical and
economic access to them. The availability of cereals
(measured in terms of kilocalories per caput per day)
increased by more than 20 percent from 1960 to 1990.
Access to food for the poorer sectors of the
population improved as the rapid growth in productivity
lowered the real price of wheat and rice. During the
1980s, while the adjusted wholesale prices of all
commodities iecorcled an annual compound growth
rate of 6.9 percent per annum, the wholesale prices of
wheat and rice rose at an annual rate of only 4.1
percent and 6.5 percent, respectively. The gains from
productivity increases were shared by both producers
and consumers. Hence, even though the intersectoral
barter terms of trade became adverse for wheat and rice
growers, their income terms of trade remained
favourable because of yield and profitability increases.
Access to food for the poor increased because the
proportion of per caput income required to buy food
declined over time. While the index of per caput
income increased by 545 percent from 1970 to 1990,
the price index of food increased by only 280 percent.
Finally, access to food for the poor increased because of
anti-poverty programmes such as the Integrated Rural
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Development Programme, the Rural Landless
Employment Guarantee Programme, the National Rural
Employment Programme and, later on, the Jawahar
Rozgai Yoiana. Effective mechanisms were developed
for the relief of food scarcities and for resolving the
problems of e:drernely severe droughts through the
initiation of special employment programmes.

The paiinng policies in the conte;:t of the siviictuvall
adjusimerti pi.ogvarame
While studies recognize India's policy achievements in
higher growth and increasing foocl secui iLy to its rising
population, the huge lei tilizer, irrigation, electricity,
credit and consumer food subsidies eventually became
unsustainable. At the same Lime, external trade policies,
domestic regulation of agriculture and related policy
distortions heavily discriminated against agriculture
relative to manufacturing. lvloreover, land reform failed
to bring about an equitable distribution of land and, as
a consequence, very large inequalities continue to eNist
in the countryside. Finally the new technologies that
were encouraged by the policies and regulations were
more appropriate for the i ichly endowed irrigated
regions of India.
Regional inequalities in productivity and income
have remained high and in some cases have tended to
increase. Agliculturists in general, and small and
marginal faimers and landless labourers in 'particular,
remain eNtremely poor in the less well-endowed
regions. The incidence of rural and urban poverty is
very high. According to the latest planning commission
estimates, in 1987-80, 39 percent of the population in
iural areas and 40 percent in w ban areas of India were
living belo\A, the poverty line As many as 83 million
children in India were malnourished in 1991.
Until recently, while many critics focused their
attention on [hese limitations, the genet al thrust of

agricultw-al policy within the framework of planning
had not been seriously questioned. However, after the
new economic policy was introduced in 1991, all
aspects of planning and associated macroeconomic
policy have come under serious discussion:
°The inward-looking, import substitution
development sit ategy, whcih vvas aimed at rapid
industrial ization, shifted resources from tradable
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ag-riculture to inclustiy by turning the terms of trade
against agriculture.
,The overvaluation of the e.-, change rate subsidized
imports and adversely affected all e-/.ports,
especially agi icultural e'x.poris.
-,t/iost secioi-specific policies at al l stages of
production, consumption and marketing of
agricultural produce, vvorkecl against agriculture. For
example, the price policy was in practice designed
primarily co help the consumers. Faimers were
generally given low administered prices in the name
of helping the urban poor even when they had to
pay higher prices for domestically produced inputs
because of the protection given to local industry. In
addition, a major proportion of the costs of the
inefficient functioning oi parastatal oiganizations,
such as the Food Coi poration of India, were borne
by farmers.

In India, large subsidies given on agricultural inputs
have led to iesource misallocation. One study estimates
che various subsidies given to [he agricultural sector for
Ceitilizers, irrigation and electricity to be in the order of
90.9 billion rupec.,.s (Rs) pei year during [he 1900s
These subsidies placed an unsustainable burden on
state and central linances, reducing [he government's
capacit,/ to undertake large investments. Even then,
these subsidies failed to compensate the farmers for the
negative impact of lower administered output prices,
discrimination against agriculture because of
overvalued currency and higher input prices caused by
[he ewessive protection given tO industry.
Accordingly, it is argued that many components of
economic ieforms, such as devaluation of che rupee,
drastic reduction of customs duties and reduction of
'Protection to industry, are likely to end discrimination
against ciaclable agi icultuie. Furthermore, liadle
liberalization would lead to incieasecl e;tports from
tradable agriculture, which is al a distinct comparative
advantage since devaluation and trade reforms
G. AsIlok.
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India's new economic policy was launched in June
1991. The government began to liberalize [he economy
and investment
by reforming trade, financial,
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policies. Public enterprises were restructured and the
budget controlled more closely. Specific policy reforms
included floating the rupee, abolishing most industrial
licensing, removing import licensing, reducing tariffs
and relaxing foreign investment regulations. Although it
is too eat ly to assess their full impact, ii. iS important to
look at some of the short- and medium-term
consequences of these reforms for the agricultural
sector.

37 The Kulak Lobby is the
wealthy farmers' lobby. In India, rich farmers are fairly well
organized. The more important

of their organizations include
Bhartiya Kisan Union (Indian
Farmers' Union) in the northern part of India and Krishak
Samaj (Farmers' Society) in the

south. In addition to these
organizations, many political
parties have, for a long time,

supported the demand for
higher output prices. Many of
the organizations that until the
mid 1960s were opposed to
any rise in foodgrain prices,
have since openly backed rises

in output prices as a way of
winning the support of a large
section of medium-income and
rich rural people.

The short-term stabilization measures included sharp
cuts in pubItc spending and fiscal austerity.
Consequently, there was a large cut not only in current
expenditures but also in public investment. The severe
dernand restriction resulted in economic growth
decelerating from 5.4 percent in 1990-91 to only 0.9
percent in 1991-92, but the economy revived
subsequently and the growth rate of GDP rose to 4.3
percent during 1992-93 and 1993-94. It is expected to
accelerate to 5.3 percent during 1994-95.
The growth rate in agriculture, which was 3.8 percent
in 1990, dropped to -2.3 peicent in 1991, but revived
[0 5.1 percent in 1992, 2.9 percent in 1993 and 2.4
percent in 1994. However, the vagaries of monsoons
make it very difficult to establish a link between
economic reforms and the growth rate in agriculture
over a short period of time.
The fiscal adjustments that had the most significant
effect on agriculture were the reductions of public
investment in irrigation, power and other rural
infrastructure, including agricultural research, roads and
communications.
The devaluation of the rupee, reductions in tariff
barriers and removal of protection to industry (through
quotas and licensing) were expected to help end
discrimination against agriculture and enable it to
obtain more inputs at lower mternational prices.
The withdrawal of subsidies on fertilizers, electricity
and irrigation was an important component in reducing
the fiscal deficit. The most important capital input in
agriculture is fertilizer. While most of the nitrogenous
(N) fertilizers are produced indigenously, most
potassium and phosphatic fertilizers are imported. The
subsidy to nitrogenous fertilizers was partially
withdrawn in 1991. Soon after raising the price of urea
by 35 percent, the government reduced it by 5 percent
under pressure from the Kulak Lobby.37 Later, on the
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recommendation of the Joint Par iamentary Committee
on Fertilizer Pricing, the price of urea was reduced by a
further 10 percent effective 25 August 1992. The
phosphatic (P) and potassic (K) fertilizers were no longer
controlled in 1992 and their prices registered a sharp
rise as demand increased. To enable indigenous
fertilizer producers to compete with importers, the
import duty on phosphoric acid was abolished. An
adverse consequence of the disproportionate rise in the
prices of P and K has been the highly unbalanced use of
fertilizers. As against an overall N:P:K. ratio of 4:2:1
aggregated for the country, the consumption ratios were
9:3.3 prior to the reforms In order to restore some
balance, the government once again raised the price of
urea, by 20 percent, with effect from 10 June 1994.
Fertilizer consumption increased to 12.4 million tonnes
in 1993-94 and is expected to register a sharp increase
to 14.1 million tonnes in 1994-95, mainly as a result of
increased demand from the eastern states.
State governments are also giving large subsidies for
power and in igation use. In some cases, these subsidies
are so large that states are Lmable to finance long-term
investment in irrigation and power production. This is
one important cause of the decline ot public investment
in agriculture.
A substantial nominal devaluation of the rupee in
June-July 1991 made exports of many agricultural
commodities more competitive. Thus, exports of rice,
wheat, cotton, fruit and vegetables, fish and fish
products and meat received a significant boost.
Agricultural and agroprocessmg industry exports
increased from US$3.338 billion in 1991-92 to $4.151

billion in 1993-94.
Despite recommendations for a complete overhaul of
the rural credit structure, the abolition of subsidized
credit and [he closure of regional rural banks, the
structure has not been changed in any radical manner

38 The government established

the Narsimham Committee in
1991 to recommend reforms of
the monetary system.

since liberalization.38
Procurement price adjustments aimed at increasing
incentives to producers constitute an important
component of the reform package. Prices had to be
increased to compensate farmers for increases in the
price of inputs such as fertilizers and electricity. Earlier
concerns to follow the traditional policy of keeping
food prices low as a critically important anti-poverty
nneasure have been swept away by the need for giving
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greater incentives and increased proficability to
producers. Hovrevei, given the technical and
institutional constraints to agricultural production,
Indian experts have generally questioned the efficacy of
using higher apsicultural prices alone Lo brin,2, about
faster agricultural growth. Various studies on short- and
long-term price elasticities demonstrate that output
iesponcls more readily co infrastiucture (especially
irrigation) than 11: does to prices."
In the case of wheat, for example, die procurement,
minimum suppoit price was raised from Rs225 in April
1990 LO Rs350 per quintal in Januaiy 199-1 while its
pi ice 'vas raised from F'.s23=1 to Ps330 per quintal during
che same time. In the case of paddy, [he procurement
price vvas raised horn Rs205 in 1990/91 to Rs3-10 per
quintal in 199495. The release price of rice was raised
from Rs377 to Rs537 per quintal in April 199-1. The
price rises or these cereals llave created a peculiar
situation as the ielease price for wheat and rice from the
public distribution system (PDS) llave become even
higher than the market price. Consequently, the offlake
from public stocks has declined sharply, leading to a
large buildup of foocl stocks to more than 30 million
tonnes. As a result of these hikes in acIrninistiaLive
prices, Indian rice has become uncompetitive in the
international market and wheat exports llave also
become unfeasible.4° Moieover, the sharp increases in
foodgrain prices and release prices from [he "fan price
shops" has had a negative impact on food security for
[he poor Hl India. Recent reports indicate that the extent
of poverty has increased over the last three years.

3 9 G. Bhalla, ed. 1994. Eco-

nomic liberalization and Indian agriculture. New Delhi,
-ess.
-nm -
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, 1995.

-y 1994-95.

New Delhi, Government Press,
80.

Lft)e-va-L.-ai:ord af ian agiicidiwe and tv.-iiicy issues
Providing food security continues to be the central
objective of India's agricultural policy. With a large and
growing population of 84! million and an expected
acceleration in per caput income over the ne)-.t. decade,
the demand for fooclgrains is likely to grow at a rapid
rate. Policy-makers recognize that accelerating grovvth
in focklgrains pi oclucLion is an essential prereciuisite for
meeting the rising food demand.
Higher agricultural growth requires both public 1..
private investment in irrigation and c.,Lher rural
infrastructure. Hovvever, time rate of investment in
a,,_:;riculture has declined since the early 1980s. An
important reason has been that in most Si:aL-uH. a large
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proportion of the government budget is required for
huge subsidies on power, transport and water and on
the inefficient functioning of both power and irrigation
systems. In addition, policy-makers are considering
decent' alizing and privatizing iirigation projects (with
explicit subsidies to be provided for socially important
schemes), leasing distribution systems to panchayats41
and forming irrigation cooperatives Lo establish and
collect water charges and to manage and maintain
distiibution channels.
Private investment in agriculture is likely to increase
if public investment grows Lo allow farmers to adopt
yield-raising technology and if farmers have the
incentives of remunerative prices.

The refoims andagvicuiiitvaiepois
There is a general agreement among economists and
policy-makers that India has evort potential in some
agricultuial products. In addition Lo traditional
commodities, such as tea ¿inri coffee, exports of many
new commodities, including fish products, rice, fruits
and processed food, have shown a rapid inciease. Some
studies argue that there is major scope for increasing
exports of fooclgrains such as lice and wheat. In the
short term, however, the competitiveness of several
agricultural commodities is gradually being eroded
because of high inflation attributed to the new
economic policy.
The extent to which India should free its trade in
fooclgrains, oils and sugar, as a consequence of
becoming a signatory to GATT, is an issue that has
generated a great deal of clelpate. The main argument in
favour suggests that India would stand to gain
immensely frorn complete trade liberalization and that
even the inteiest of food security would be ser ved in a

much mole efficient and less costly way if, in(1 of

41 Panchayats are the duly
elected and traditional governing bodies at the village level.
Recently, the government has,

through

a

constitutional

amendment, conferred many
statutory rights on local bodies, including the panchayats.

relying on huge food stocks, imports and exports of
fooclgrains were used as a way of countering domestic
supply fluctuations.
The opposite point of v ew argues that India should
not tree its trade immediately and that its demand for
foodgrains should be met through domestic production
instead. This view suggests that, because food
production is the predominant means of living for a
large percentage of the country's workforce \A.diose
fortunes depend on the growth rate ob output and
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productivity in the foodgrains sector, India should be
insulated from international price changes. This group
argues that free trade is likely to accentuate the
variability in domestic market prices in the short term as
a result of large fluctuations in the international prices
of agricultural commodities. This would expose market
prices to great risk and uncertainty. These fluctuations
would adversely affect food security for the pool.
The practical approach to trade liberalization suggests
that the new liberal climate should make it possible to
dispense with many coercive instruments such as
compulsory procurement, zonal restrictions and limits
on stocks, and to make more effective use of markets at
both the national and international levels. Important
measures mclucle: reducing the costs of procurement
and storage through the better functioning of the Food
Corporation of India and the association of private trade
with procurement operations; correcting many of the
existmg deficiencies in the PDS thiough gradually
directing assistance only to the poor in both rural and
urban areas, removing its urban bias and extendmg it to
most of the rural areas and strengthening the coverage
in poor states such as Bihar and Orissa; introducing a
more cost-effective strategy for the management of food
stocks, which should take into account likely food
demands, the extent of fluctuations in domestic output
and prices; allowing the Food Corporation of India to
enter the international future markets with a view to
reducing buffer stocks ancl cutting down on costs and
subsidies; and developing regional cooperation.

Concluding remarks
In the wake of the macroeconomic reforms, it is
possible for the agricultural sector to derive large
benefits not only by catering to increasing domestic
demand, but also by making use of the export
possibilities brought by increased access to foreign
markets. Globalization of Indian agriculture offers both
opportunities and challenges to policy-makers.
Opportunities exist for deriving large benefits through
substantial increase in agricultural exports, especially
exports of high-value labour-intensive agricultural
products. This can become possible, however, only if
the agricultural sector is able to generate larger
surpluses through increased public and private
investment in rural infrastructure, in research and
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development, new iechnology and in marketing. The
challenges lie not only in modernizing small-scale
agriculture and in making it efficient and competitive,
but also in involving the mass of rural people including
small and marginal farmers and landless agricultural
labourers, in all parts of India, in the development
process.
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In the past it has often been argued that countries in the

Latin American and Caribbean region do not have
agricullui al policies but only, (jr primarily, intervene in the
sector ro adjust foi events in the macroeconomic. sphere.
Whatever the validity of this argument, the sulporclinate role
of agricultural policies has become increasingly obvious in
recent years as market forces, rather than government
inteivention, have been allowe.c1 increasingly to determine
resource allocation and price ioimation. This process has
been common lo a large majority of count' ies throughout
the \,\,orIcl, but has been particularly marked in several
countries in the legion. Flowever, the e-.pectecl benefits or
the widely adopted market-orientecl approach appear still to
be bypassing regional agriculture. The overall economic
improve..ment in recent years has contrasted with generally
poor performances in the agricultural sector, thus fuelling
the debate as to whether the pace and mnclalities of
liberalization should be reconsidered so as to e;.lencl its
benerits co chslavourecl, pailicularly rural, areas.
Fuitherrnore, the recent turbulence in rmancial markets has
introduced new uncertainties on the general economic and
agricultural outlook for several countries in ihe region.
These events have roused another debate on the limits of an
economic policy that combines ew:ternal openness with
axchange late management as an anti-inflationary anchoi.
This section briefly reviews [he main featutes of the
current economic and agricultural situation in the region
and traces some of the implications for agricultural polic es
and periormances in individual countries.
Economic clevelopmeni.s
The economic situation in Latin America ancl the Caribbean
in 199-1 and the rirst quarter ot 1995 \vas generally

"

ooaic

aesih this

section are from the Economic

Ccmsso; c: Latin
and die Ca:Ibbean (ECLAC).

characterized by moderate growth, slowing inflation and
pronounced financial and current account imbalances
financed by large, but declining, capital inflows.
Regional economic giowth in 199z1 was estimated at
3.7 percent., up from an average of 3.2 percent dui ing
1991-93:2 General Cad:ors behind [he accelei ate(' growth
included economic recovery in the industrial countries,
continued e;-.pansion of domestic investment and further
progress in stabilization ancl structural reform. A notable
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feature was the convergence of growth rates among
countries in the region (perhaps reflecting the greater
convergence in policies); a majority of countries achieved
moderate growth rates and only a few recorded declines
The inflation rate fell to 16 percent (excluding Brazil), the
lowest in many years. Brazil also achieved significant
progress on the price front, with monthly inflation rates
falling from almost 47 percent in June to 0.6 percent in
December. Regional exports expanded by 14.3 percent in
value, well above the 5 percent growth rate in 1992-93; this
was the result in particular of the dynamism of intraregional
trade and an increase, for the first time in five years, in nonfuel commodity prices. With imports rising even faster,
however, the current account deficit increased from US$46
billion to 549.7 billion. The fmancing of such a deficit was
rendered possible by capital inflows that, while lower than
those of 1992 and 1993, still amounted to $57 billion.
The financial crisis in Mexico in December 1994 has had
destabilizing financial and economic effects 110t only for
Mexico, but also for the region as a whole. In Mexico, the
devaluation and floating of the peso since December was
followed by an inflationary upsurge and a tightening of
fiscal and monetary policies As a result, the countiy's shortterm outlook is foi a severe economic recession (GDP is
expected to fall by about 3 percent in 1995), although the
current restrictive stabilization measures are seen to be
transitory in nature.
The events in Mexico liad negative effects on fmancial
markets throughout the region and worldwide. Capital
inflows slowed clown and stockmarkets fell, accentuating a
process already under way following rising interest rates in
the United States. Several countries faced heavy pressure on
exchange and interest rates, while also experiencing higher
debt repayment costs as a result of mcreasing interest rates
in the creditor countries. Prospects foi a strengthening of
economic growth in the developed countries, and further
pressure on exchange rates, suggest that such problems may
accentuate in the coming years.
The situation raised again the issue of the role of foreign
capital in the region's economies The State of Food and
Agriculture 1994 discussed the difficult problems of
economic management that are posed by capital inflows
and the undesirable side-effects of such inflows, including
losses in competitiveness caused by currency overvaluation.
The Mexican crisis has now raised another set of issues. For
Mexico itself, it has spui red concerns on its heavy socio-
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economic costs and the capacity of both the country and
the international financial community to restore stabilization
and market confidence fully in the near future. For the rest
of Latin America and the Caribbean, concerns have been
voiced on the possible extension of [he crisis to other
countries and even on a major and generalized disruption of
the ongoing recovery !process. Such fears do not appear to
be founded, however. Unlike the situation that led to the
debt crisis of the 1980s, recent flows were largely in the
form of bond issues and direct investment (rather than
floating-rate bank loans) and were directed towards the
private, rather than the public sector. In addition, the recent
record of stabilization and reform in several countries across
the region appears to have created enough market
confidence to make a general reversal in private flows
unlikely. However, recent events underlined the potential
risks of accumulating foreign liability beyond sustainable
levels, and the importance of maintaining the confidence of
financial markets through credible and consistent
nnacroeconomic policies and transparency of financial
markets.

Agricultural performances
The recent record of agricultural production suggests that
there are continuing difficulties in overcoming the crisis of
the sector that began in the early 1980s. This piotracted
crisis is illustrated by the fact that regional pe i caput
agricultural production has never again reached the levels
of 1981 although the poor performances concerned
mainly the non-food agricultural sector. After the relatively
favourable 1987-88 biennium, when production recovered
from particularly poor performances, regional agriculture
entered a renewed period of sluggish growth. From 1989 to
1993, per caput agricultural production declined by 2 to 3
percent overall. Although preliminary information for 1994
points to a substantial increase in agi 'cultural production
(4.1 percent, or 2.2 percent in pei caput terms), per caput
production would remain slightly below the peak level of
1981. Favourable production estimates for 1994 largely
reflect a significant expansion in agricultural production in
Brazil (6.7 percent) and Argentina (8.5 percent), although in
the latter the increase to a large extent represents a recovery
from the 5.8 percent drop recorded in 1993. On the other
hand, many countries recorded lacklustre or poor
performances. Among the largest producers, agricultural
production is estimated to have increased by as little as
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1.3 percent in d'aleuco, while in Colombia it may have
cleclmecl by 3 percent.
The record of regional agricultural trade smce the
Ipeginning of the 1930s has also been generally
disappointing. Much of this period was characterized by
Aremely depressed prices for [he region's main e'-.port
commodities and deterioratmg agricultural terms of trade.
Agricultural e.i)orts in U9-dollar terms barely increased
during 1980-93 in spite of an avelage annual increase in
ewort volumes of 2 percent. As the increase in merchandise
import prices largely outpaced that in agricultural e ,port
valut!, [he purchasing capacity of [he region's agricultural
e-:poi is fell by about one-quai Lei dui ing [he same 13-year
period. Trade perfoimances improved more lecentk,!,
howiever. P,vailable infoimation Co,- 199-1-95 indicates [ha[
[he suengthenin,-; in commodity prices may have. enabled
significant increases in e ,port ievenues in many countries,

despite competitive losses from currency overvaluation in
sevei al of them.
FrCinG51.1.ir dr---./PrEop-nerits and Ekeimr-2
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The recent economic: and financial events outlined above
ale ha % ing a major impact on domestic and international
conditions for agi icultural development. In A le-,ico, che
peso devaluation significantly altered the price relationships
betwe.en clomesuc and impoited products. 1-ligher prices ot
imponed grain resulted in competitive gains for domestic
produce s, mote cliiect purchases to local pioclucers by the
milling and livesiock industries ancl fewer purchas-es of
imported gram from government stocks. On the other hand,
the livestock and feeding inclusiiies, vvhich use large
quantities of feeclgiain imported from the United States,
\vere losers from the devaluation. This was paiticularly so
for livestock pioclucers who used dollar-clenominared loans
under the GSM-102 credit guai anlee programme for which
repayments were clue at the new e%change rate.
In Venezuela, anothei country hit by seveie financial
clifficulties and economic recession, the strong devaluation
of the bolívar and foreign cunency control resulted, inter
(-Ilia, in lower foocl imports and the suspension of the GSM1 02 cieclit guarantee programme. AL the same time, farmeis
suffered from Eli-as-tic cuts on subsidized credit and price
support measures The recession has also resulted in shifts in
consumption patterns. fyleat consul-111)60n Cell, leading to

reduced demand for leed and small& heicls and flocks;
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while demand shifted from bread-wheat to less expensive
maize and rice products.
In Brazil, die remarkable success of the new stabilization
programme in reducing inflation combined with the
increase in consumer purchasing capacity iper caput GDP
rose by close to 3 pe.rcent in 1994 and may rise al a similar
rate in 1995) are likely to benefit significantly agriculture on
the demand side. Agricultural prices vvere an imporiani
factor in reducing inflation, thanks to an eweplional crop
year. On the supply si de, however, the Biazilian subsidized
credit ancl price support programmes were constraine.c1 by
macroeconomic stabilization measures In Lhe extecnal
sector, the establishment of a ne_w band for [he real
following recent events in inteinational financial maikets
effectively resulted in a cuirency devaluation and
competitive gains for several Ley export: commodities. Foi
instance, the devaluation 'as expected to counter [he fall in
domestic soybean pi ices; render sortie compeLinvenes to the
beef industry cuirently affected by high prices or live cattle;
and favour a further e\pansion of forest product exports,
which are ewected to reach a new record in 1995 t`3,;,
contrast, the wheat milling industry has expiessecl concern
over the negative efiects of hiji-Ther costs of imported wheat
on an aiveady depressed Hour market. Economic
considerations ale also affecting commodity export markets
in other ways. The need to holcl clown prices under the
stabilization plan lecl to consideration being given Lo
cliveiting some coffee stocks to the internal market.
In ,Argentina, the continuation of a fixed exchange late
regime, a key element in the achievement of price
stabilization, has nevertheless created major difficulties for
commodity producers. Problems of competitiveness linLecl
to the exchange rate have compounded those ai 'sing flow]
declining real pi ices lor key export commodities such as
wheal and meat. IL has been estimated that, in the three
years rollowinp_, introduction oh [he conqerlibility plan, the
prices of pampa prime land fell by 5 percent; including
poorer lancl, the overall decline 'vas estimated at close i.0
percent. In addition, the agricultural debt 'vas estimated to
have risen Lo US.$5 billion, or about -!0 percent of the
industry's gloss product43On the other hand, produce' s
have benefited from revised credit lines by the Banco che
la Nación Argentina, elimination of ta :es on assets and
impoit duties on capital goods, special loans to (pre-)
finance exports, ta-fi ce rut al mortgage rates and a rural
modernization programme (cambio rural).
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In the context of prudent fiscal, monetary and foreign
exchange policies and sustained economic growth,
Colombia has pursued its economic opening policy
(apertura) implemented in 1991. However, this policy,
which introduced across-the-board reductions in credit and
export and other subsidies and import liberalization, has
been criticizeci by farmers' associations for having
depressed agriculture. Indeed, agricultural production
between 1991 and 1993 rose by only 0.8 percent per year,
agricultural exports declined by 2.7 percent per year, in
spite of an expansion in export volumes, and the volume of
agricultural imports rose by one-third the latter reportedly
undermining domestic production. It is difficult to assess the
weight of apertura in such performances (other factors, such
as long periods of drought in 1992 and 1993, the relative
appreciation of the currency and low international prices of
coffee and other export commodities, also played a role). In
any case, the problems faced by agriculture led to the
introduction of support measures to improve the efficiency
of the sector. A new agricultural law was introduced in late
1993 that included provisions for minimum guaranteed
prices, commodity stabilization funds, compensation to
growers affected by subsidized imports and subsidized
credit loans for farm investment. Early policy
announcements from the new administration that tool< office
in August 1994 suggest a supportive approach towards
agriculture. In particular, a programme of "absorption
agieemenls" was announced in which processor industries,
such as feed manufacturers and oilseed crushers, agree to
purchase all domestically produced commodities at
specified prices.
In spite of its unquestionable economic success, Chile has
also faced problems in its agricultural sector. In 1993
agricultural output increased by about 5 percent (compared
with 5 6 percent for the economy as a whole), but
agricultural exports fell by 4.5 percent, after many years of
expansion. Production rose further by 5.6 percent in 1994,
but the agricultural trade surplus, which was already
reduced in 1993, narrowed further, reflecting in particular
mediocre fruit export peiformances and rising imports.
Agricultural producers and exporters have faced difficulties
fronn rising costs (particularly of labour), an appreciation of
the peso vis-à-vis the US dollar and competition from
imports for several traditional crops. In line with its marketoriented approach the government has continued to provide
only limited support to agriculture. In order to enhance

