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Many developing countries have increased their agricultural imports considerably over

the last two decades, even as their own agricultural sectors have grown. As a result, U.S.

farm exports are increasingly dependent on sales to the third world. Moreover, when tne

United States' foreign aid programs help to raise incomes in developing countries, the
: overall likelihood of increased U.S. farm exports to those countries improves. These are
among the findings of a new study by the Congressional Budget Office, Agricultural
i Progress in the Third World and Its Effect on U.S. Farm Exporis.

The study, prepared at the request of the Senate Budget Committee, examines the major

factors affecting agricultural production in developing countries, assesses the influence
i of U.S. policy, and evaluates how changes in agricultural conditions in developing
| countries affect. U.S. farm exports.

Developing countries differ in resources, population, politics, culture, and degree of
industrial development. But most now recognize the benefits of a productive and grow-
ing agricultural sector. Many have adopted policies, such as market pricing, that encour-
age agricultural and rural development. Many have also come to realize that, to be
effective, agricultural policy must be comprehensive and include, not only the the pro-
duction of food, but its distribution and consumption. Moreover, agricultural policy

; needs the reinforcement of appropriate macroeconomic and trade policies, the report
. finds.

U.S. government policies influence agriculture in developing countries through a variety
of channels, most obviously through bilateral and multilateral economic assistance. But
domestic macroeconomic policies also play a major role and advanced developing coun-

tries, the largest potential market for U.S. farm products, are particularly sensitive to
interest rates, U.S. commodity prices, the value of the dollar, and freedom of access to
| U.S. product markets.
|

E Questions regarding the analysis should be directed to Elliot Schwartz, of CBO's Natural
] Resources and Commerce Division, (202) 226-2940. The Office of Intergovernmental
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PREFACE

An important goal of U.S. foreign aid and development policies over
the last several decades has been to help developing countries advance
their economic welfare and political stability by improving conditions
in agriculture. Some observers believe these policies may create
obstacles to the expansion of U.S. agricultural exports. At the request
of the Senate Budget Committee, this special study identifies the
major factors that affect agricultural production in developing coun-
tries, assesses the influence of U.S. policies, and evaluates how
changes in agricultural conditions in developing countries may affect
U.S. exports of farm commodities. In keeping with the mandate of the
Congressional Budget Office (CBO) to provide nonpartisan analysis,
the study makes no recommendations.

Stephen Parker of CBO’s Natural Resources and Commerce
Division wrote this report under the supervision of David Montgomery
and Elliot Schwartz, The author wishes to thank Vernon Ruttan,
Gary Vocke, Charles Hanrahan, David Trechter, Eileen Manfredi,
Jim Keifer, Richard Fernandez, and Daniel Kaplan for their helpful
comments. Francis Pierce edited the manuscript. Margaret T.
Cromartie typed the final draft, and Kathryn Quattrone and Nancy H.
Brooks prepared the report for publication.

Robert D. Reischauer
Director
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SUMMARY AND CONCLUSIONS

Like other sectors of the U.S. economy, agriculture depends in-
creasingly on trade with developing countries--that is, the more than
100 countries that have not yet become fully modern and industri-
alized. Exports of farm products to developing countries have grown
fivefold since 1970, representing about 41 percent of all U.S. agricul-
tural exports in 1987. Developing countries buy more than two-thirds
of U.S. exports of food grains. Such trade is expected to become even
more important in the future.

This report centers on food. Food policy is the primary focus of
agricultural policy in most developing countries, and food products are
the main agricultural imports of developing countries and the princi-
pal agricultural exports of the United States.

Recent research has found that many developing countries tend to
increase their imports of food as their agriculture develops. Two key
relationships hold here: advances in agricultural efficiency, often ac-
companied by greater agricultural output, contribute to overall eco-
nomic growth and higher incomes; in turn, higher incomes stimulate
the demand for food. In many cases, the demand for food grows faster
than the supply of food, resulting in greater food imports. These
linkages help explain the apparent paradox that impressive gains in
agricultural production by developing countries overall have been
accompanied by solid growth in their agricultural imports--and not-
ably in their imports of U.S. farm products. The evidence argues
strongly that the encouragement of economic growth in developing
countries, including (and in many cases especially) agricultural devel-
opment makes sense not only from the humanitarian and foreign
policy standpoints but also in the narrower terms of U.S. economic
interests. These generalizations represent a view now widely held by
development economists.

These general relationships among agricultural development,
food imports, and economic assistance do not hold for all developing
countries, or for all types of agricultural commodities. Developing
countries differ in many ways. Some of them have a natural compara-
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tive advantage in agriculture, while in others farming is relatively
costly compared with other types of economic activity. Again, in most
countries at early stages of development, agriculture is the livelihood
of most of the population and so further development is predicated on
improvements in agricultural productivity. This holds for most
countries in Sub-Saharan Africa and the poorest countries in Asia and
Latin America. Agriculture also plays a major role in several of the
advanced developing countries where it is a naturally profitable
activity, as in Brazil, Argentina, Malaysia, and Thailand. On the
other hand, many developing countries (for example, Korea and
Taiwan) rely heavily on their industrial and service sectors, in some
cases protecting relatively inefficient farmers much as do some devel-
oped countries. Agriculture plays a comparatively small part in the
development of such countries. Though many of them are major food
importers, there is no evidence that an increase in agricultural pro-
ductivity or output would significantly reduce their demand for food
imports.

The development of profitable crops in the Third World may affect
some international markets. Growth of soybean production in the
southern cone of Latin America and of palm oil production in South-
east Asia have had an important impact on world soybean and
vegetable oil markets (increasing competitive pressures on U.S. soy-
bean producers). In the case of food grains such as wheat and rice, the
record is mixed. Some developing countries have increased both their
production and imports of a commeodity, while other countries such as
Indonesia (rice) and India (wheat) have seen growing domestic produc-
tion displace imports. In feed grains, developing countries have
almost uniformly increased their imports.

Thus, as might be expected, any generalization about such a wide
range of countries and commodities will have its exceptions. The fact
remains that most developing countries’ agricultural imports have
increased considerably over the last two decades, especially those of
the rapidly growing advanced countries. Often, where a country has
reduced its import (or expanded its export) of one crop, it has con-
currently expanded the import of some other agricultural product.
Thus, India is a large importer of vegetable oil, while Brazil and
Indonesia are major importers of wheat. If one considers all grains to-
gether, developing countries have in general become less, not more,
self-sufficient, increasing their reliance on grain imports from devel-
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oped countries. This increase implies that markets for U.S. agricul-
tural exports are likely to be enhanced rather than injured by agricul-
tural progress and economic growth in developing countries.

U.S. government policies influence agriculture in developing
countries through a variety of channels. The most obvious is direct
assistance to foreign agriculture. Most U.S. direct assistance (as well
as that of the multilateral development agencies such as the World
Bank, which receive U.S. contributions) goes to low- and lower-
middle-income developing countries. Recent reexaminations of devel-
opment aid policies (by the Agency for International Development and
by the Congress) suggest that current aid efforts are not effectively
assisting economic development or meeting other program goals. The
authors of these studies suggest a reorientation of U.S. aid policies,
placing an emphasis on the need of recipient countries to maintain
sound economic policies of their own.

Another channel of U.S. influence is through domestic macro-
economic policies that affect world economic activity in a general way.
These policies may be of signal importance to the more advanced
developed countries, many of which have benefited from U.S. aid in
the past. These countries are now able to carry out their own agricul-
tural programs, and to purchase new technology on the world market.
Their success in doing so may depend on how U.S. economic policies
affect the world economy, rather than on foreign aid programs.
Specifically, these advanced developing countries are sensitive to
trade flows, interest rates, commodity rates, commodity prices, the
value of the dollar, and freedom of access to key U.S. markets.

ECONOMIC GROWTH AND AGRICULTURAL
TRENDS IN DEVELOPING COUNTRIES

Developing countries vary widely in resources, climate, population,
and in their political, cultural, and religious traditions. Some have
achieved striking economic growth over the last several generations
(Korea, Taiwan, and Brazil), while others have lingered in economic
stagnation and poverty (most of Sub-Saharan Africa), The gap
between different groups of developing countries is widening as the
newly industrialized countries pull away from the truly poor of the
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world. The world recession of the early 1980s, and the subsequent
debt crisis and weakness in oil and other commodity prices, raised bar-
riers to the progress of all but the most resilient developing countries.

Despite these difficulties, developing countries have made great
strides in expanding agricultural production and consumption over
the last several decades. Not all have been successful, however:
famine has struck repeatedly in several sub-Saharan African coun-
tries, and hundreds of millions of people throughout the third world
remain undernourished. Even with the impressive gains in food pro-
duction of the last 25 years, much of the increase in per capita food
consumption was supplied by imports from developed countries. Most
developing countries are becoming steadily less self-sufficient in sup-
plying their people with food, as population growth and income growth
and urbanization expand the demand for food faster than their
farmers can produce it.

In brief, several key agricultural trends have emerged in devel-
oping countries over the last three decades:

o  Food production has grown by roughly 3 percent a year since
1960--a growth rate about double of that in developed
countries--raising the level of food production in developing
countries by about 120 percent. The performance has, of
course, been uneven., Several Asian countries have led the

trend, while sub-Saharan African countries have lagged
behind.

0  When the totals are adjusted for population growth, food
production per capita has grown very slowly in developing
countries since 1960--rising only by about 0.5 percent a year,
a rate roughly equivalent to that in developed countries.

) Food consumption has grown faster than food production,
and fastest (in most cases) where income per capita has
grown fastest. In general, food consumption has risen con-
siderably more in developing countries than in developed
countries since 1970. Nevertheless, undernourishment is
rampant, and probably increasing in absolute numbers, in
many developing countries--with children and women suf-
fering most.
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o  Developing countries as a whole have consistently been net
importers of food from developed countries--so much so that
most of the increase in food consumption per capita over this
period has been supplied by imports from developed coun-
tries. Imports of grains by developing countries grew by 6.3
percent a year from 1970 to 1986, compared to just 0.3 per-
cent a year by developed countries.

0o  Despite impressive gains in grain production, developing
countries as a whole have become less, not more, self-suffi-
cient in grains over the last two decades (see Summary
Figure 1). The decline in self-sufficiency has been greatest
in higher-income developing countries; for low-income coun-
tries, high rates of self-sufficiency are often a sign of eco-
nomic stagnation. Some developing countries have achieved
strong economic growth along with high rates of self-suffi-
ciency in their staple food crops, but usually this growth has
been accompanied by a greater demand for other types of
food products, often imported.

o  Roughly three-quarters of the growth in food production in
developing countries since 1960 has resulted from higher
yields rather than from expansion of planted areas. In the
1980s, though, yields have begun to level off. A renewed
emphasis needs to be placed on technological advances and
changes in farm policy to stimulate food production in
developing countries;

o  U.S. agricultural exports to developing countries grew more
than fivefold in value between 1970 and 1985. About 42 per-
cent of all U.S. agricultural exports went to those countries
in 1985 (see Summary Table 1). Developing countries are
now the largest buyers of U.S. grain exports in volume.

AGRICULTURE AND DEVELOPMENT

Developing countries increasingly are recognizing, after decades of
neglect in many cases, the benefits of a productive and growing agri-
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Summary Figure 1.
Self-Sufficiency Ratios for Grains
(1.0 equals selt-sufficiency)
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SOURCE:  Congressional Budget Office, based on Gary Vocke, “U.S. Grain Imports by Developing
Countries,” Department of Agriculture, Issues in Agricultural Policy, Number 542 (May

1988).
NOTE: The self-sufficiency ratio equals domestic grain production divided by the sum of grain
production plus net imports. A country with no imports or exports has a self-sufficiency
ratio of 1.0
a. Excluding European countries and high-income oil-exporting countries.,

b. txcluding China and other Asian centrally planned economies.
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cultural sector. Almost all the poorest developing countries--with the
strong backing of most Western (and U.S.) development counsel--now
have adopted policy strategies that encourage agricultural and rural
development. Even many Sub-Saharan African countries have done
s0, reversing a long-standing bias in these countries toward the urban
and industrial sectors. Agriculture accounts for a large proportion of
economic activity in developing countries--almost two-thirds of em-
ployment (about 2.3 billion people, roughly half of the world’s popula-
tion) and about one-fifth of total gross domestic product. (These totals
include China.) Most of the world’s poor and hungry live in rural
areas and survive by some form of attachment to agriculture. In-
creases in income levels for most of the families in developing coun-

SUMMARY TABLE 1. DISTRIBUTION OF U.S. AGRICULTURAL
EXPORTS AMONG DEVELOPING, DEVELOPED,
AND CENTRALLY PLANNED ECONOMIES

Percentage of Total Exports to;

Total Centrally
(In billions) Developing Developed Planned
Year of dollars} Economies Eeonomies Economies

All Agricultural Exports

1970 7.4 33.0 65.1 1.9

1985 30.2 42.2 492 7.8
Food Grains

1970 1.4 685.7 3.7 0.7

1985 4.5 72.0 20.4 6.1
Feed Grains

1970 0.9 6.8 92.2 0.9

1985 54 28.6 389 29.9

QOilseeds and Products
1970 1.4 19.6 79.1 1.2
1985 4.4 315 66.1 1.7

SOURCE: Congressional Budget Office, based on data from Department of Agricuiture, Economic
Research Service.
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tries, including most of the poorest families, must therefore involve
improving conditions in agriculture and the rural labor market.

Employment of a large proportion of the labor force in agriculture
to produce a relatively small proportion of total output is charac-
teristic of developing countries, reflecting their low levels of labor
productivity and correspondingly low per capita incomes. Economic
development means shifting the resources employed in agriculture to
more productive uses, both in agriculture and elsewhere, especially in
the highly productive industrial sector.

The Economic Development Process

The development process is a combination of economic growth and
social and political modernization. Economic growth involves ex-
panding a country's supply of usable economic resources (unskilled
labor, physical and human capital, and raw materials), improving its
technology, and employing all of its productive factors more effi-
ciently. Common barriers to economic growth are insufficient capital,
especially human capital, and the inefficient use of available re-
sources. For this reason, it is important for most developing countries
to stimulate capital investment and to adopt and carry out govern-
ment policies promoting economic growth. (Many current policies do
little to expand economic opportunities, and are therefore an addi-
tional barrier to growth.)

Investments that build a country’s physical and human capital
stock are costly. They must be financed either by domestic saving or
by financial inflows from abroad. Governments may institute policies
that encourage domestic saving and increase foreign exchange earn-
ings--for example, by establishing market-oriented financial systems
and encouraging the growth of export industries. Effective govern-
ment policies allow a given level of investiment and industrial tech-
nology to be channeled to its most productive uses.
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The Role of Agriculture in the Development Process

Given the prominent position of agriculture in most of the poorest
countries, it necessarily plays a key role in their development. Agri-
culture in these countries supplies food locally, and in doing so creates
economic activity that supports a rural economy employing the bulk of
the population. It is from this agricultural base that most economies
begin the development process.

A productive agricultural sector serves to reduce many of the
barriers to overall economic development. Rising rural incomes gen-
erate savings and create demand for goods and services produced in
other sectors of the economy. As agriculture becomes more efficient, it
frees labor for other, more productive jobs without necessarily reduc-
ing the domestic supply of food. Many developing countries rely
heavily on agricultural exports to earn foreign exchange. Most coun-
tries—-including the United States--that have grown successfully over
a long period have made major advances in agricultural productivity
during their development.

For any particular country, the importance of agriculture in the
development process depends on that country’s endowment of
resources and the level of development it has already achieved.
Although successful development usually includes growth in both
agricultural and industrial production, countries with poor agricul-
tural resources tend to rely much more heavily on growth in their
industrial and service sectors. Countries with the strongest develop-
ment records have usually employed constructive macroeconomic
policies together with price incentives encouraging the most pro-
ductive use of resources--including agricultural resources. While the
farm sector rarely acts as the economywide “engine of growth”
throughout the development process, it provides a significant boost at
early levels of development. The ineffective use of agricultural re-
sources can seriously retard economic growth, as shown in the case of
the Soviet Union. Finally, a natural consequence of economic growth
is a declining share of agriculture in overall economic activity.

Government policy decisions in almost all developing (and
developed) countries have a strong impact on agricultural conditions,
including the demand for food imports. A fundamental trade-off exists
between higher prices for agricultural producers and lower food prices
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for consumers, Policies that subsidize food consumption for the benefit
of the urban population often do so at the expense of farmers--reducing
rural incomes, discouraging production, and sometimes causing food
shortages. More and more countries are handling this “food price
dilemma”--the need to maximize gains to predominately poor farmers
while minimizing costs to poor consumers--by maintaining farm prices
at moderately profitable levels and, when food subsidies are neces-
sary, targeting them at the poorest consumers.

China offers a good example of the important role that govern-
ment policy plays in agriculture in developing countries. Chinese
agricultural production has grown impressively following the decision
to liberalize the price system for farmers. China also increased great-
ly and abruptly its agricultural imports during the early 1980s. Much
of the success of other Asian countries in agriculture can be ascribed to
government policies favorable to farmers, while much of the failure of
Sub-Saharan African farmers can be traced to policies that dis-
criminated against agriculture.

To be effective, agricultural policy must be comprehensive--that
is, its scope must include policies for the production, distribution, and
consumption of food along with other agricultural policies, since all
types of agricultural production compete for many of the same re-
sources. Moreover, agricultural policy must be reinforced by appro-
priate macroeconomic and trade policies. As many developing coun-
tries have painfully learned, even the best-designed farm programs
may be unworkable if they are not supported by government commit-
ments on exchange rates, wage levels, interest rates, international
trade, and so on.

Most governments in developing countries focus on four basie food
policy objectives, with varying degrees of emphasis:

o  Efficient growth in the food and agricultural sector;

0  Improved distribution of income, primarily by creating pro-
ductive employment;

o  Satisfactory nutritional status for the entire population by
providing a minimum subsistence floor; and
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0  Adequate food security to insure against bad harvests, natu-
ral disasters, or uncertain world food supplies and prices.

Agricultural Supply and Demand Relationships
in Developing Countries

The central focus of agricultural policy in most developing countries is
the food system. A food system supplies food to consumers, in part
through a series of markets linking domestic and foreign producers
and consumers. These markets influence a multitude of individual
decisions by farmers, consumers, and middlemen.

Farm households typically are the main producers and consumers
of food in developing countries. Farmers sell surplus supplies, some-
times directly in farmer markets, but more commonly to middlemen
(both private and government operators) who eventually supply food
to urban areas. Farmers can use revenue from these sales to purchase
other types of food and consumer goods, to improve living conditions,
to invest in better farming techniques, or to increase their savings. In
this way, farm income flows back to nonfarming sectors as demand for
manufactured products and services, and as a source of funds for in-
vestment or--through taxes--for the government. (People living in
rural areas in developing countries generally consume a lower propor-
tion of imported goods than do urban consumers. Raising rural rela-
tive to urban consumption, then, slows the growth of demand for
foreign exchange.) When food is sold on markets, a layer of infrastrac-
ture is required: a marketing chain, transportation facilities, and
financial services. As development progresses, more food is marketed,
thus expanding the role of nonfarm activities in the food system (and
nonfarm income in rural areas). Greater agricultural specialization
and reliance on the market generates more agricultural trade, often
leading to higher levels of food imports (and agricultural exports).

Even though agricultural conditions vary widely among develop-
ing countries, a number of general supply and demand relationships
hold in most cases. When the economic returns to farming rise, agri-
cultural production tends to increase. Thus, policies that raise output
prices and/or lower input costs stimulate agricultural production.
Technological advances have also played a decisive role in expanding
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agricultural production in many developing countries. In most cases,
though, agricultural productivity has responded best when strong
incentives for production and new technologies were employed in
tandem.

Food consumption grows as the population increases and becomes
more urbanized, as food prices fall, and as per capita income increases.
Urbanization--often associated with industrial growth (or with poor
agricultural policies that lower rural incomes)--also raises the demand
for food. As economies grow, demand for higher-quality food grains
and animal products tends to increase rapidly, since poor people spend
a large proportion of any new income on food. A huge latent demand
for food exists in the highly populated developing countries, waiting to
be activated by higher income. One way of alleviating hunger among
the most needy is food subsidies for the poor.

Developing countries are most likely to expand their food imports
when their economies are growing and their agricultural sector is
prosperous. Conditions favorable for agricultural production tend to
raise agricultural and rural incomes, and to stimulate economic
growth in other sectors as well. Since demand for food in developing
countries responds vigorously to economic growth, food consumption
commonly expands by more than food production, necessitating
greater food imports. This relationship between economic develop-
ment and food imports implies that U.S. efforts to expand farm exports
should focus on stimulating economic growth, including that of agri-
culture, in developing countries.

U.S. INFLUENCE ON AGRICULTURE
IN DEVELGPING COUNTRIES

The United States can influence agriculture in developing countries in
a number of ways. Most directly, U.S. foreign economic assistance
programs can help developing countries expand agricultural produc-
tion--and food consumption--by improving the productivity of both
their land and their farmers. Less directly, but often more impor-
tantly, U.S. macroeconomic, trade, and agricultural policies help to
determine the environment in which economic growth takes place.
Private groups in the United States--foundations, charities, univer-
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sities and agribusiness--also make substantial contributions. The
effectiveness of U.S. actions may be increased or diminished by the
actions of other countries, events in international markets, and, most
importantly, by conditions in the developing countries themselves.

From the 1950s into the 1970s, many developing countries--
lacking their own means--relied heavily on U.S. policy leadership,
agricultural research, and financial assistance. More recently, direct
U.S. influence through foreign assistance appears to have declined
somewhat. Many developing countries outside Sub-Saharan Africa
are capable now of developing and implementing much of their own
agricultural technology and policy. Their independence from official
U.S. influence is enhanced by the assistance they obtain from private
(multinational) sources or from other aid donors. In the current
setting, agricultural development outside of Sub-Saharan Africa is
often more sensitive to U.S. macroeconomic and agricultural policies
than to direct U.S. economic assistance.

The history of soybean production in Brazil is an important exam-
ple of this independence. Soybeans began to be produced in Brazil
during the early 1960s, with the transfer of seed varieties developed in
the United States for use in the southern states. Although U.S.
assistance may have helped in this transfer, it is unlikely that Brazil
would have failed to procure these seeds eventually. Since the mid-
1960s, Brazilian research and development efforts, largely indepen-
dent, have succeeded in improving the soybean yields.

The Exposure of Developing Countries to U.S. Influence

Developmental needs differ among countries. Poorer countries clearly
need substantial transfers of resources and of advice on development.
As economies become more self-sustaining, however, to achieve
growth they tend to rely less on government-sponsored, concessionary
transfers of resources and more on private international financial
sources and the opportunities provided by a growing world economy.
Thus, poorer countries look to the United States for direct financial
and technical assistance, whereas advanced developing countries are
more concerned with U.S. policies that affect world market conditions.
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During the 1980s, developing countries have found themselves
burdened with heavy foreign debt. Unable to obtain much additional
private financing, they have become increasingly dependent on gov-
ernmental assistance. They need both public and private financial
assistance, however, to enable them to carry out necessary reforms
and regain their financial health. The U.S. approach to this debt crisis
has been primarily to encourage multilateral agencies--most import-
antly, the International Monetary Fund and the World Bank--to press
the governments of these countries to carry out policies of retrench-
ment in return for temporary financial support until they can again
attract private investment. In some cases, however, as with Mexico,
the United States has provided direct financial assistance--through
the Treasury rather than the usual foreign aid agencies.

The agricultural development needs of developing countries can
be summarized as follows:

o  Direct assistance to improve conditions in the agricultural
sector and in rural communities;

0 Appropriate macroeconomic support;
) Favorable world market conditions; and

o  Emergency food and financial relief.

U.S. Foreign Economic Assistance

The federal budget classifies foreign aid as either international
security assistance or development assistance. Security assistance
includes both military and economic aid, and tends to be concentrated
on countries considered strategically important. Development aid--
consisting both of bilateral programs and of contributions to multi-
lateral development organizations--is targeted more broadly at im-
proving conditions for the world’s poor and toward meeting the
long-term development needs of a wide range of developing countries.
U.8. economic assistance is about equally distributed between
security and development aid.
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Bilateral aid made up between one-third and one-half of all devel-
opment aid throughout the 1980s, with contributions to multilateral
agencies such as the World Bank and Public Law 480 food aid
accounting for the bulk of the rest. From 1976 to 1986, real outlays on
development assistance remained roughly constant, while real spend-
ing on security assistance almost doubled.

Not only has the relative importance of U.S. development assis-
tance fallen as compared with security assistance, it has also fallen in
comparison with that of other countries--from about 58 percent of all
official development aid given by industrialized countries in 1965 to
29 percent in 1986. Japan seems about to overtake the United States
as the world’s largest bilateral donor. Among the consequences of the
relative decline in U.S. development assistance are a reduction in this
country’s power to influence policies in the developing countries, and
limitations on the scale and diversity of projects undertaken.

Agricultural development projects have traditionally been a
major focus of U.S. bilateral aid: about half of the Agency for Inter-
national Development’s spending has been in the field of agriculture
over the last two decades. Almost all U.S. bilateral aid to agriculture
is delivered to low-income and lower-middle-income countries (see
Summary Table 2). The United States is also the largest provider of
food aid to developing countries.

Effectiveness of Agricultural Assistance Projects

Efforts to evaluate agricultural assistance projects, although few in
number, strongly support a belief in the efficacy of such aid. On aver-
age, the agricultural programs yield a higher economic rate of return
than other types of assistance, and tend to create employment, make
more food available, and reduce poverty. Agricultural research and
water resource development programs have been particularly success-
ful. Programs to develop national food policy strategies and improve
government administration in this area receive generally high marks.

The overall achievement of the agricultural development aid pro-
grams masks a number of problems. First, their success has been
uneven: programs in Asia have typically been quite effective, while
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those in Sub-Saharan Africa have commonly been much less produc-
tive. Failure rates for agricultural projects have been higher on aver-
age than for those in other fields, largely because of failures in Africa.
Even agricultural research, which generated huge economic returns
throughout Asia, has little to show as yet in Africa. Various land
management programs, often related to new settlement projects in-
tended to expand acreage, have been consistently disappointing every-
where. A recurring problem for both donors and recipients is that
priorities have shifted repeatedly over time, often duplicating mis-
takes made in previous agricultural aid programs.

What has been the overall contribution of official development
assistance to the impressive growth in agricultural production in de-
veloping countries? No estimate has been made. It appears unlikely,
however, that the countries receiving this assistance could otherwise
have achieved such rapid growth in agricultural production over the
last 20 years. During this period, aid-funded research helped develop
high-yielding seed varieties suitable to farming conditions in develop-
ing countries; it also helped provide the financial, technical, and policy
support needed to induce farmers to follow high-yield farming praec-
tices. Private U.S. agencies, such as the Ford Foundation and the
Rockefeller Foundation, alse played a prominent role in establishing

SUMMARY TABLE 2. U.S. DEVELOPMENT ASSISTANCE IN
AGRICULTURE, RURAL DEVELOPMENT,
AND NUTRITION, 1987 (In millions of dellars)

Developing Asia and Latin
Countries Total Africa Near East America

Lower-Income
Countries 253.0 889 151.0 121

Lower-Middle-Income
Countries 218.7 23.5 75.9 119.3

Upper-Middle-Income
Countries 8.3 0.0 0.0 8.3

SOURCE: Congressional Budget Office from Agency for International Development, budget request for
hscal year 1987,
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the research institutes that carried out much of the work of developing
improved seed varieties. (The Rockefeller Foundation and the Ford
Foundation established between 1959 and 1963 the first two major
international research institutes: the International Rice Research
Institute in the Philippines and the International Center for Improve-
ment of Maize and Wheat in Mexico. A number of additional insti-
tutes for different commodities and regions have since been founded.
Multilateral development agencies and developed countries tock over
much of the funding of these institutes as their financial requirements
expanded.)

The payoff for official aid may not be as large in the future as in
the recent past. A number of countries are now able to fund their own
agricultural research centers and purchase advanced farming tech-
nology from private sources (although some are hampered in doing so
by the debt crisis). Barring another technological breakthrough,
official economic assistance is not likely to generate a new leap for-
ward in agricultural production in developing countries, though such
aid may prove quite beneficial for certain farmers and countries, espe-
cially those in Sub-Saharan Africa.

AGRICULTURAL DEVELOPMENT AND
U.S. AGRICULTURAL EXPORTS: AN OVERVIEW

Some farm groups have expressed a fear that advances in agriculture
abroad may create competition for U.S. agricultural exports. They
point out that while agricultural production in developing countries
was growing so impressively over the last three decades, U.S. agri-
cultural exports were declining from high levels of growth in the late
1970s to a state of depression throughout most of the 1980s, although
picking up somewhat in 1987 and 1988. This trend raises the prospect
that the countries that were thought to offer the best markets for ex-
panding U.S. exports may instead emerge as major competitors.

In fact, however, developing countries have expanded food imports
substantially over the last three decades. Their food imports in-
creased at more than twice the rate of those in developed countries
between 1965 and 1985. Developing countries have increased their
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share of world imports of grains from about one-third in 1970 to al-
most one-halfin 1987.

The downturn in U.S. agricultural exports during the 1980s was
caused primarily by a combination of stagnant world demand and the
loss of a share of the world market to foreign competitors. A tight U.S.
monetary policy contributed significantly to the world recession in
1981 and 1982, subsequently igniting the debt crisis in the developing
countries, while U.S. farm policies and the appreciation of the dollar
contributed to make U.S. export prices uncompetitive. The most pre-
cipitous fall in U.S. agricultural exports was in exports to developed
and centrally planned economies, although there was some decline in
exports to developing countries. Measured in millions of wheat-
equivalent metric tons, U.S. agricultural exports of grains and
oilseeds to developed countries fell from 67 to 43, to centrally planned
economies from 26 to 7, and to developing countries from 51 to 46, in
" the period 1980-1986.

The slowdown in world economic activity, together with the debt
crisis, were the main reasons for the decline in developing countries’
food imports from the United States. Growth of imports lessened
chiefly in regions where food production per capita was falling--Latin
America, North Africa, the Middle East, and Sub-Saharan Africa (see
Summary Table 3). Food imports accelerated in Asia, excluding
China, at a time when food production per capita was increasing
solidly in that region. The crucial factor was not food production, but
per capita income: the Asian economies grew much faster than other
developing economies during the 1980s.

Growth in food consumption still has far to go in developing
countries, where food comes mainly from vegetable sources and where
the average person consumes about 35 percent fewer calories and
about 40 percent less protein than in the United States. The huge
potential food consumption among these 3 billion people will become
actual as their incomes rise. Food consumption expands rapidly in
developing countries when per capita incomes rise, in contrast to
developed countries where food demand is much less dynamic. For
this reasen, developing countries, including China. are likely to
account for much of the future growth in world food consumption.
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SUMMARY TABLE 3. TRENDS IN ECONOMIC GROWTH, FOOD
PRODUCTION, AND FOOD IMPORTS IN
DEVELOPING COUNTRIES
{Average annual growth rates, in percent)

Gross
Domestic
Product Food Production
per Capita, per Capita Food Imports
Region 1980.1985 1975-1981 1981-1986 1975-1981 1981-1986
All Developing
Countries 0.5 0.6 0.3 9.4 0.9

Latin America 1.9 1.0 0.5 11.9 4.5
Asia8 31 1.1 1.0 2.3 3.0
Middle East -34 0.4 0.1 144 25
Africa 2.2 -1.8 0.1 104 1.6

SOURCE: Congressional Budget Office, based on data from the Food and Agriculture Organization and
the World Bank.

8. Excluding China and Japan. See Table § in Chapter I for regional definitions.

The increasing importance of developing countries as major food
consumers implies that the United States could best expand its
agricultural exports by stimulating economic growth in those coun-
tries. Direct assistance to agriculture in the poorest developing coun-
tries is a starting point toward raising real incomes and food con-
sumption, eventually stimulating food imports. In the more advanced
countries, which account for a large proportion of food imports by de-
veloping countries, food demand is more sensitive to overall economic
growth than to agricultural activity in particular. In most cases, U.S.
policies that encourage higher agricultural productivity and economic
growth in developing countries serve not only broad geopolitical and
humanitarian goals, but also help to open markets for a wide range of
U.S. exports, especially agricultural exports. Other U.S. policies,
including macroeconomic policy, that are favorable to growth in devel-
oping countries are likely to contribute significantly to expanding
markets for U.S, agricultural products in developing countries.






CHAPTER I

ECONOMIC GROWTH AND AGRICULTURAL
TRENDS IN DEVELOPING COUNTRIES IN
RELATION TO U.S. AGRICULTURAL EXPORTS

Agricultural production has expanded rapidly over the last three
decades in many developing countries. At the same time, those coun-
tries have substantially increased their imports of agricultural prod-
ucts, resulting in a striking surge in their purchases of U.S. agricul-
tural exports during the 1970s. These general trends do not hold for
all developing countries, however, or for every commodity. The ex-
perience varies considerably, depending especially on a country’s level
of development. This chapter summarizes economic and agricultural
development trends throughout the world, but with an emphasis on
developing countries. It views the agricultural attributes of these
countries in the perspective of world markets, with particular regard
to U.S. agricultural export markets, and attempts to describe how
these relationships have changed over time.

DIVERSITY AMONG DEVELOPING COUNTRIES

Developing economies are distinguished from developed economies in
terms of real per capita income, and also by the development of their
economic infrastructure (roads, communications, industrial labor
force, and so forth). The World Bank places economies with less than
$4,000 real income per capita in 1985 in the developing category.l
The developing-country category includes countries with a large
range of per capita income levels. Some of the countries have rela-
tively advanced economies, enabling a large proportion of their popu-
lations to live and work at developed-country standards. Others, such
as Bangladesh and Ethiopia, are truly poor countries where per capita
incomes are estimated at less than $200 a year.

1. See the World Bank’s World Development Report 1987 (New York: Qxford University Press, 1987).
Several countries with higher real per capita incomes are also defined by the World Bank as
developing countries, presumably because of their relatively weak economic infrastructure. These
include the high-income oil producing countries, the city-states of Hong Kong and Singapore, and
Israel,
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Developing countries vary from land-rich to land-poor, under-
populated to overpopulated, resource-rich to resource-poor, and in-
come-poor to relatively well-off. Some of them (such as Argentina and
Thailand) began to advance as early as the 19th century, while others
(such as Bangladesh and Ethiopia) have yet to achieve any real per
capita income growth. A number of the more advanced developing
countries have forged modern and highly productive industrial sectors
that are fully competitive in international markets. At the same time,
many others rely almost exclusively on low-yielding agriculture and
on exports of primary commodities. Some developing countries have
been strongly affected by the international debt crisis.

The developing countries can be placed in three groups: those with
low-income economies, often called the “fourth world” because of the
serious poverty their populations endure; those with lower-middle-
income economies, where the infrastructure has been modernized to an
important degree, providing a basis for sustained economic growth;
and those with upper-middle-income economies. Some of the latter are
called newly industrialized countries (NICs) because of their success
in increasing manufacturing output.2 Some general characteristics of
these three groups of developing countries are presented below, and
summarized in Table 1.

Characteristics of Low-Income Developing Economies

About half of the world’s population lives in countries where annual
income per capita is roughly equal to or less than weekly income per
capita in the United States. Low-income economies predominate in
Sub-Saharan Africa and Asia. Except for India and especially China,
little headway has been made in alleviating poverty in these low-
income economies.3 Almost all growth in real income in these coun-
tries over the last 20 years has been absorbed by population increases.
Indeed, the economic situation has worsened for many during the
1980s in the aftermath of the commodity market depression of the

2, A fourth group of high-income oil exporters--Libya, Saudi Arabia, Kuwait, and the United Arab
Emirates--is not included in this categorization for the sake of brevity.

3. Trends in Pakistan and the other major countries of the Indian subcontinent have been similar to
those reported for India,
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early 1980s and the subsequent debt crisis. Trends in real invest-
ment--the most basic requirement for future growth--mirror those in
real income, except that the downturn in real investment during the
1980s was even steeper. Between 1980 and 1985, real investment fell
about 10 percent among low-income economies other than India and
China. These trends have been even more pronounced in Sub-
Saharan Africa, which suffered a decline of almost 20 percent in per

capita income, and almost 50 percent in real investment, between
1980 and 1985.

China and India, on the other hand, are success stories. Not only
have they maintained positive growth in income and investment over
the last 20 years, they have raised their growth rates during the
1980s, a period when most developing countries have floundered.
China, remarkably, achieved one of the fastest growth rates in the
world from 1980 to 1985, well exceeding the widely acclaimed growth
rates in Korea. Much of the success in China and India can be
attributed to reductions in government controls and more reliance on
market forces. One way to keep this success in perspective, though, is
to bear in mind that estimated per capita income in both India and
China still hovers around just $300.4

Low-income countries are also distinguished by their heavy reli-
ance on agriculture, Almost three-fourths of the labor force in low-
income economies is employed in agriculture. Agricultural output ac-
counts for a substantial proportion of total gross domestic product
(GDP), averaging about one-third for the group as a whole but reach-
ing one-half in Bangladesh.5 Growth in the agricultural sector has
been mixed, with Asian countries gen