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Preface

A world food crisis occurred during 1972 to 1974 when
prices of cereal grains inereased four-fold. Some have held
that this was a transitory phenomenon caused mainly by
adverse weather which made for very poor crops 1in many areas
of the world. Others feel that the crisis may be a sign
that a fundamental imbalance between world food demand and
supply is emerging and that this type of emergency will be
more common in the future. |

The worst phase of the 1972 to 1974 crisis now seems
to be over with prices of cereals declining in the face of
good crops in 1975 and 1976. In fact, the United States
Department of Agriculture (USDA) has announced that
America's surplus of wheat is at such a high level that
acreage will once again be restricted in crop year 1978/79.

Notwithstanding the declining prices and America's
decision to restrict acreage, there is significant cause
for uneasiness about future world food security. Ever
increasing population.and affluence continue to put more
demand pressure on avallable supplies, and agricultural
resources such as easily accessible land, fertilizer and
water are becoming scarcer. Additionally, there has been no
fundamental break-through in agricultural technology in the
recent past which might provide optimism for the prospect

of substantially increased yields.
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If it is true that there is a trend toward a sustained
and basic discrepancy between demand and supply for food
in the world there will be substantial price increases which
could have serious repercussions for the foreign ex~..ange
poor, less developed world, Additionally, if the 1. .slance is very
large, underdeveloped nations may face the situation of not being
able to buy enough food at any price to maintain their popuiations
at subsistence levels. Widespread starvation could occur in many
areas of the world unless emergency food stocks are in existence
and readily available.

The aim of this ?aper is to investigate the following:
the causes of the price explosions which occurred for cereals
during 1972 to 1974: the consequences of the price boom for
the developed and less developed world from the point of view
of the terms of tradej the efficacy of current international
institutions (especially International Commodity Agreements)
to alleviate world food distressj and, future prospects for
improving the international distribution of food.

A study is undertaken of the evidence surrounding the
circumstances of the significént price increases of cereals
during the period 1972 to 197% and an analysis is made of how
seriously the phenomenon will affect variéus areas of the
world. A main contention of the thesis is that the people of
the less develbped world are in a very insecure position with

‘regard to maintaining subsistence food levels in that many of
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them are outside the normal commercial market for grain and
must depend on food aid. Another poor crop like the one
experienced over wide areas in crop year 1972/73, coupled with
the increasing demand pressures caused by population increases
and the influence of affluence, could provide a situation with
significant potential for widespread starvation in many of the
poorer countries.

This perception of food insecurity in the less developed
world led to a study of current internationél institutions
associated with and working on the problem. Accordingly a
major portion of the thesis is devoted to a study and analysis
of International Commodity Agreements, and other proposed
schemes, which are sometimes purported to be capable of providing
a relief mechanism for the less developed world's problems of
foreign exchange, development and food distribution.

Other institutions, such as the Food and Agricultural
Organization of the United Nations and the United Nations
Conference on Trade and Development, have expended a great
deal of time and talent during the past 20 years or so to the
many problems faced by the less developed world., Progress has
been slow and this has led other groups to offer novel and
sometimes radical proposals which would restructure the present
system. The thesis ends with a discussion of wvarious points
of view of the viability of the current World Political and
Economic Order and analysis of how some improvements might

be made.
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A. THE CURRENT WORLD FOOD SITUATION

1. 1972 To The Present

Throughout the 'seventles increasing demand for food
(particularly cereal grains), spurred both by continuing
population growth and rising affluence, has shown indications
of outrunning the productive capacity of the world's farmers.
The result has been declining food reserves, much higher food
prices, and more intense competition among countries for
available and future food supplies. These fundamental changes
in the world food situation have caught governments, international
institutions and individuals unprepared and vulnerable.

In particular, a world food erisis occurred during the
period 1972 to 1974 when prices of cereals -- which had been
very stable since the mid-fifties -~ increased four-fold.
Investigation reveals that this emergency was not an isolated
accident caused by an unfortunate combination of circunstances
deleterious to grain production. In fact 1t may be the first
intimation of what might bécome a recurring manifestation of
an underlying basic imbalance in world food production and
distribution.

In 1972, for the first time in more than ten years, a

significant decline in world food production occurred as a
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result of bad weather and crop failure in several reglons.
Cereal production fell by 33 million tons (approximately 3%)
instead of increasing Dby 25 million tons as the growth of
population and thus international demand currently requires,
if a balance between the growth of demand and quantity
supplied at stable prices is to be maintained. Stocks of
wheat in the main exporting countries fell from 49 million
tons in July, 1972 to 26 million fons in July, 197%. These
problems created a grave financing situation for food deficit,
developing countries since fthere was a simultaneous cut-back
in food aid., Major fertilizer shortages occurred concurrently
and the result was a threat of world-wide food shortages and,
in some areas, the possibility of famine. As reported in the

FAO Monthly Bullefin of Agriculture Economics and Statistics,

the worst phase of that world food crisis 1s now OVeT,.

Wheat prices in international markets have
declined during the past few months to levels
of late 1972/73, and in real terms to even
lower levels.

. ..World cereal production increased by
6 to 7% in 1976 following a small rise in
1975 and a drop of almost 3% in 1974%, Output
recovered by 9 to 10% in the developed countries
after two years of declining production largely
because of excellent crops in the U.S5.5.Ro
Production decreased marginally in the United
States following last year's (i.e. 1975's)
record output. It also fell in Western FEurope
by 3 to 4% and by about 20% in Oceania where
output in recent years has been subject to
wide fluctuations. Although the final outcome
of the Asian rice harvest 1s not yet certain,
it appears that cereal production in the
developing countries increased Dby 2 to 3% in

1976,
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... Wheat production in 1976 is estimated
at a record 405 million tons, 1k% larger than
(1975) and 5% above the long term (1960-1.975)
trend level of 386 million tons., ...weather
conditions have been reascnably favourable in
the U.S.S.R., the Indian sub-continent, Northern
Africa and the Near Bast -~ all areas that are
vulnerable to periodic crop failures. Good or
bumper crops are forecast in the U.S.8.R., the
United States, Canada, Argentina, Brazil, Mexico,
Algeria, South Africa, Turkey, Iran, India,
Pakistan and China. The developing countries had
another very successful year in wheat production
with an estimated output of 135 million toni
(1% million tons or 11% more than in 1975).

1975 and 1976 were good years not only for wheat but also

for coarse grains and rice. The FAO Bulletin also reported

L

an estimated 5% increase in world production of coarse grain
in 1976. Total rice production is expected to be about 226
million tons, about 1 to 2% below the excellent 1975 harvest.

Notwithstanding the recent good crops there remains
significant reason for uneasiness about the future. Assessing
prospects for the period to 1985 the World Food Conference
reached the following conclusions:

a) World food demand is projected to grow at an
annual rate of 2.4% (2% due to increases in
 population and 0.4% due to increased purchasing
power) which corresponds to an additional annual
requirement of 35 million tons of cereals;

b) if aggregate supplies expand enough to cover
these needs, year to year fluctuations in global
production, due inter-alia to climatic factors,
might require some 50 million tons of reserves
in 1985 to meet requirements. The risk of
shortages seems likely to be greater in 1985
than in 19723

1, FAO Monthly Bulletin of Agriculture Econcnics and Statistics
Vol. 25 #11, Nov. 19706, (Rome: rood and Agricuitural Organization
of the United Nations ~- Hereafter abbreviated to “"Romes FAO of
the UN", 1976), P. 4o
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¢) Even assuming that both these objectives are

met in 1985, there would remain 3% countries,

with a total population of 800 million, where

aggregate effective demand would be below the

level required to satisfy basic energy needs.

Growing global insecurity about food 1i$ related directly
to the precipitous decline in world cereal reserves which
occurred between 1972 and 1974, It is important to realize
that there are two significant sources of demand for cereals,
First of all, there is the commercial market where grain is
‘traded among nations for normal pecuniary considerations.
This market may be affected significantly by smaller reserve
stocks since the concurrent price increases may be such that
some countries become unable to afford necessary imports. The
other source of demand, which is non-effective, stems from the
countries mentioned in (c¢) of the abové qﬁotation° These
nations are too poor to buy grain at any commercial price and
are dependent on food aid for subsistence. They too are
affected adversely by lower world reserves in that smaller
excess stocks usually have the result of less food being avallable
for.aid purposes.
During the last 30 years both world markets have relied

on two major food reserves: carryover stocks of grain in
the principal exporting countries and crop land held idle in
the United States through government subsidies. Together they

provided a substantial buffer against the normal vagaries of

agricultural production.

g

2, FAO Commodity Review and Outlook 1974-75. (Rome: FAO of
.the UN, 1975), p. 39
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In 1961 these reserves amounted to 222 million
tons of grain, or 95 days of world consumption.
By 1974, however, they had declined to a leyel
representing global needs for only 26 days.
The following two tables show the situation more precisely.
(Note that my figures differ slightly from Brown's but the trend
is similar).

I
TABLE ONE

Food Security: Stocks of Cereals (mmt)

(a)
World World (b) Carry Over Reserves Asa
Consumption Consumption Carry As % Of Days Of

Yr Per Year Per Day Over Current Cons. Consumption
197172 1185.7 3.25 180 (e) 15 55
72-73 1208.9 3.3 160 13 48
73-74 1262.0 3.46 115 9 33
7475 1275.6 3.5 10% 8 29
75-76 1306 (4d) 3.57 104 8 29
76-77 1337 (d) 3.66 116 9 32
1977-78 1369 (d) 3.79 169.5 (e) 12 Ly

A ]

3. Lester R. Brown with BErik P, Eckholm, By Bread Alone,
(New York: Praeger Publishers, 197%), p. 3.

4, Sources: (a) Table six.
(b) FAO, Monthly Bulletin of Agricultural Economics

and Statistics, Vol. 25, #//8, Tul/hug 1976 (Rome: FAO of the UN,

1976), P 2

(¢) Brittanica: Book of the Year, (London:
Encyclopedia Brittanica, Inc. 1976, p. Ll8.

(d) Estimate based on FAO world food demand
projections. See Fn 2.

(e) USDA Foreipgn Agricultural Circular, Nov. 11,
1977 (Washington DC: US Covernment Printing Orfice, 1977), P. 2.

NOTE: Data as at beginning of crop year.
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TABLE TWO

Food Security: Idle Crop Land in U.S,

(a) (b)
Hectares Equivalent Food (e)
Withheld Production Production Withheld
Crop Year (000,000's) Withheld (mmt) as days of reserves

1971-72 144 49.3 15
1972-73 o4, 3 83.1 25
1973-74 7.9 27,1 8
1974%-75 1.1 3.8 1

Thus in mid 1974 the world food situation was approaching
erisis proportions. A poor harvest in any major producing country
would have sent extraordinary starvation shock-waves throughout
"a large portion of the food sector of the world economy. The
resultant very high prices would have fueled world inflation
and affected adversely the entire world economy in a fundamental
way. Fortunately, recent crops have been good and, although
world reserves of grain are still low (in an nistoric sense),
many feel that the crisis years of the early 'seventies' were
bfought on simply by an unfortunate combination of adverse

agricultural conditions which are highly unlikely to be repeated

5, Sources: (a) USDA Agricultural Statistics 1976, _
(Washington DC: U.S. Government Printing 0ffice), p. 518, .
' (b) USDA Foreign Agricultural Circular, Now, 11,
1977, op._clt.s Do 1% (i.e. food production withheld figures based on

acreage yields of 3.42 metric tons per hectare).
(¢) Based on consumption per day as shown in

Table 1.
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in the future. The recent easing in prices of commoditiles

has allayed further the immediate concern over future shortages.
Table 3 (page 8) shows representative evidence of the declining
prices.

The recent experience of a price boom in agricultural
commodities from mid 1972 to 1974 and its subsequent reversal
raises two questions relating to the longer term prospects for
the world food commodity scene:

a) What will be the future trend of agricultural
prices?
and,

b) What degree of.price instability can'be expected

“in commodity markets?

2. The Future Trend of Prices

The main concern centers on whether world commodity prices
in the forseeable future are likely fto settle at levels higher
or lower than their pre-boom averages. First of all, the
1972 to 1974 price rise has no recent parallel, with the possible
exception of the events during and after the Korean War boom in
the early 'fifties. The comparison has little validity however;
the earlier boom was mild in comparison as prices of all primary
commodities rose only 50% as compared with the almost 150%
increase in 1973 to 1974, As well, the Korean war boom was of
a shorter duration (i.e. only about 9 months) and it was
restricted to only a few commodities, mainly industrial raw
materials, while the impact of the recent price rises has extended

to almost all commodities.
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TABLE THREE

Selected World Grain Prices, CIF Rotterdam
(In U.S. dollars per méetric ton)

WHEAT . . CORTN SORGHUM

U.S. No. 2 Dark U.8. No. 2 Canadian U.8. No. 3 U.S, No. 2
Northern Spring Hard Winter Western Red Yellow Yellow

149 13%% Spring 13%% Corn Sor ghum
1970/71 (July-June) 73.71 71.19 74,13 69,07 68,20
1971/72 (July-June) 69,74 66.69 72,62 57.01 60,80
1972/73 (July-June) 100, 1% 92.50 101.97 77,12 78 .64
1973/7% (July-June) 202.95 200,35 214,40 132.90 127,20
197%/75 (July-June) 204,26 189.05 209.65 143,18 135.53
1975/76 (July-June) 187,15 177.70 195,12 128.80 122.50
1976/77 (July-June) 141,17 137.02 143,71 118,90 108.52

6. Source: USDA Foreign Agricultural Circular, Nov. 11, 1977, 0p. Cite, P. 25.

o
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As the FTAO Review puts 1t:

The Korean War boom was essentially an inventory
phenomenon created by expectations of shortages
rather than by real declines in production and
supplies. It was superimposed on a baslc tendency
toward a recovery of world agricultural production
from the damages of the second world war. Con-
sequently, agricultural markets very soon reached
5 situation of plentiful supplies and low prices
which continued throughout the fifties and sixties,
and even as late as 1968, prices wére still below -
the pre-Korean level, the U.N. index standing at
100 as against 136 in 1951 and 110 in 1950,

By contrast the 1972-74% commodity boom was

caused, on the one hand, by the coincidence of

widespread production shortfalls of agricultural

commodities in major producing and consuming

countries, and on the other, by a very rapid

acceleration of import demand, mainly for current

consumption and partly for speculative purposes,

in part due to declines in domestic supplies,

and in part to an unusually sharp upswing in

economic activity of almost all industrialized

countries, whose gross national product in 1973

rose at the average rate of 6.5% -~ the hiéhest

rate of expansion since the mid-'fifties.

The 1972 to 1974 boom was accompanied by accelerating inflation.

Consumer prices in most developed countries rose by between %
and 10% from 1971 to 1972 and in a few countries by more than 10%.
From 1972 to 1973 the rate of increase in consumer prices
sccelerated and reached double figures in many countries. Table
Y shows the evidence, Inflationary pressures continued throughout
1974 even though world levels of economic activity declined'
substantially. Rates of inflation have slowed during 1975 and
1976 but this has been accompanied by increases in unemployment
levels unprecedented since the tthirties. Persistent disequilibrium
in the world monetary system and a steep rise in energy costs were

other unigue features of the early 'seventies.,

7,  FAO Commodity Review and Outlook 1974-75, op, ¢it., p. 21.
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Thus there are basic differences between the short-lived
commodity boom just after the Korean War and that of 1972 to 197%.
The price increases in this decade seem to be related more
closely to underlying changes in‘the world economy. There is a
possibility that the world may now have entered an era of resource
exhaustion and, consequently, of prospective tightness of supplies.
Tf this is true there will be rising real costs of agricultﬁral
production, reflecting increasing costs of inputs and of
environmental protection, which may be increasingly difficult to

offset thfough technological progress.

8
TABLE FOUR

Percentage Change from Preceding Year in Consumer Price Indexes for
Food - Selected Countries, 1972-1973.%

Country 1972 1973
United States 4.4 14.5
Australia 3.8 15.2
Brazil 11.1 n.a
Canada 7.6 14.5
France 7.9 9.4
Germany 5.7 7.6
India 6.4 21.3
Indonesia 10.3 43.4
Italy 6.3 12.0
Japan 3.9 13.0
Kenya 3.3 4.8
Nigeria 1.5 n.a.
Thailand 6.5 14.4
United Kingdom 8.8 15.0

* The.percentages are computed from annual data with base period 1970.

8. Source: United Nations, Monthly Bulletin of Statistics,
various is§ues, as portrayed in Dale E, Hathaway '"Food Prices
and Ipflatlon”, Brookings Papers on Economic Activity, 1974(1),
(Washington DC: The Brookings Institution, 197%), pp. 70-71.
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In summary there are two contrasting views on the subject
of future trends of agricultural prices. Some suggest that
the events of 1972 to 1974 may be the first sign of a fundamental
change in the balance between world food demand and supply;
rapidly rising demand in both the industrial and the developing
countries will put increasing pressure on agricultural resources.
The changes in relative terms of trade for commodities which
occurred from 1972 to 1974% will probably remain and high prices
will likely be maintained in the future. Recent declines in
prices are seen to be temporary -- brought about by bumper crops
in 1975 and 1976,

The other point of view is that the shortages of 1972 to
1974 can be traced to transient factors such as bad weather,
wayward anchovies etc., and that the possibilities for expanding
food production are far from exhausted. No panacea is forseen
but this group holds that policy decisions at the national and
international level will generate the required research and
investment to increase production and thereby keep food costs
and prices relatively low -- with a possibility of reducing real
prices to the low levels of the 1fifties and 'sixties.

Tt is impossible to predict future levels of world food
prices mainly because 1ittle solid information exists concerning
the economic constraints on increasing agricultural output, even
in the developing countries. There 1is little doubt that the
‘technical potentialities of world agriculture are vast, however,
it is also clear that the four major resources used to produce

grain -- land, water, energy and fertilizer -- are now in tight



- 12 -
supply. The familiar ninfluence of affluence' continues to
exert pressure on avallable food supplies as more and more
people demand the inefficient conversion of grain to meat,
milk and eggs. As Lester Brown has it:

The combined effect of population growth

and rising affluence is expanding the

world demand for food at a rate without

precedent, At the turn of the century,

the annual growth in giobal demand for

cereals was probably about 4 million tons

per year. By 1950 it was aboub 12 million

tons per year. As of 1970, only twenty years

later, the world demand for cereals was expanding

by 30 million tons per year - the equivalent

of the annual wheat crop of Canada, Australia

and Argentina combined. And this increase in

demand is incessant, occurring in years of good

and bad weather alike.?
There seems Lo be no good reason to believe that aspirations of
the world's people for a higher quality and more varied diet will
decrease, therefore, short of some fundamental break-through in
increasing crop yields it 1s likely that pressure will be
applied to bring less saccessible land into production which
would lead to increased costs. Another alternative which has
been put forward frequently, is that available land, particularly
in the less developed world, will have to be cultivated more
intensely to provide increased yields., I will return to this

point later,

3, General Problems of Price Instabilities
Another longer term issue, being discussed more often
since the price boom of 1972 to 1974, is that of price

instability -- its causes and potential effects. There are

9. Brown, Op. cif., P. 6.
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increasingly frequent assertions that the exceptionally unstable
prices of this period may become a typical, or at least more
recurrent, feature of commodity markets in the absence of
appropriate countervailing measures.

The range of price fluctuations varied widely among
different commodities. Sugar showed the highest degree of
instability although world trade in this particular commodity
is somewhat uncharacteristic.t® Other products such as wheat,
maize, barley, rice, cocoa, tea and coffee alsb showed
considerable price fluctuations. Table 5 (page 14) shows some
data.

The volatile price movements of 1972 to 1974 and the
likelihood of this instability becoming a permanent or more
regular market feature in the future may be due, to some
extent, to some longer-term and fundamental changes in commodity
markets.

c..one of the more significant sources of

potential market instability in the future
arises from the success, achieved after

10, With sugar, exports normally constitute less than one-third
of total world production. TFor example see the following data:
(million tons)

1972 1973 1974 1975
World Production 71.9 76,02 79.89 78 .43
World Exports 20,78 22,26 23,16 23.27

Of that sugar which is imported, the United States accounts for
more than 30% and Britain another 20%. Since both of these
economies have usually maintained special trading agreements
with a number of countries, less than 50% of exported sugar
‘constitutes the free market. World price, then, and the

world market are based roughly on about 15% of total world
production., This contributes greatly to the instability of

that segment of trade in that this residual bears the brunt of
price fluctuations and world price 1s thus very unstable. See
Alton D. Law, International Commodity Agreements, (Massachusetts:

D. C, Heath and and Co., 1975), p. 48 and FAO Commodity Review and
Outlook 1975-1976, (Rome: FAO of the UN, 1976), p. 76.
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TABLE FIVE

Changes in International Prices of Selected Agricultural Commodities

Annual Rates

Indices of change
1974 Annual Quarterly
Average Trend Change
, 197% . 1961 1973
Price to to
1973 1974 I IT ITT IV 1973 197%
UeS8e8/ (voveecoasansscssssssnsoindices 1963 = 100..u.00..) (co...percentage)
ton !
!_.l
Sugar 1/ 655 114 058 131 176 261 b65 5.4 126 *
Cocoa 2/ 1538 206 283 239 311 291 290 5. 37 !
Tea 3/ 1392 81 111 11k 123 117 130 -2,k 37
Coffee 4/ 1501 196 200 211 21k 185 189 3.9 2
Coffee 1292 177 210 21k 227 201 199 6.8 19
Rice &/ - 228 366 380 387 362 336 2,9 60
Wneat 7/ 221 222 10/ 28% 11/ 311 301 278 298 2.k 28
Maize 3/ 149 186 248 241 223 25% 273 3.1 33
Barley 9/ 150 203 267 263 240 261 305 2.1 32
1/ Raw, International Sugar Organization composite price.
2/ MNew York, 3 nearest futures. 3/ London, all teas.
%/ Santos 4, spot New York. 5/ TUganda, spot New York,
/  FAO price index for rice. 7/ Canadian Western Red Spring 13%%.
8/ U.S. no. 2 c.i.f. North Sea Ports. G/ Canada Feed No. 1, 2 c.1.f, Rotterdam.

10/ Eight month average. ;i/ Nine month average.

11, Source: FAO Commodity Review and Outlook 1974-75, op. cit., P. M.
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years of experimentation with national
supply management measures, notably in
North America and Japan, in reducing

the surplus stocks which accumulated as

a side effect of agricultural support
policies. In the past twenty years, the
existence of such stocks in effect
constituted a security reserve for the
world as a whole, as it provided a means
of meeting exceptional import requirements
resulting from crop failures. However,
the margin of safety inherent in this
situation has been steadily shrinking.
During the 'sixties, the ratio of carry-
over stocks to world consumption has been
declining for a number of principal
commodities. Notable among these are
wheat, coarse grains...sugar and coffee.
...surplus stocks are bound to emerge
again from time to time. But the
unwillingness of such countries to continue
serving as the world's "residual" suppliers
and their technical ability to avoid the
embarrassment of holding costly surplus
stocks, means that in future exporters'
stocks can no longer be relied upon to
serve as a permanent reserve for coping
with large scale crop failures all over
the world, virtually irrespective of
commercial considerations.

Another source of increasing instability
...has been the pursuit of self-sufficlency
and the expansion of output in the traditional
importing regions, almost invariably against
the background of rising domestic consumption.
With western Europe, the U.S.S.R., India
and the People's Republic of China, there
are now four very large areas, accounting
for about 50 percent of grain consumption
and for 55 percent of world population,
which are close to self-sufficiency in
grains. ...Given the fact that only a small
fraction of their consumption of these
products is imported, relatively small fluctuations
in production have a magnified effect on inter-

‘national prices.

...Another long-term factor with important

repercussions on world commodity markets
is the increasing participation of the U.5.5.R.
and the People's Republic of China as members
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of the international trading community.

This is the third time in the last decade

that the U.S.S.R., normally a regular wheat

exporter, has entered the world market as

a major importing country with a highly

destabilizing effect on grain markets.

Also, recent large purchases of sugar

and soybeans by the U.S.S8.K. snd of cotton

by China gave a strong boost to markets

for fthese commodities.

Finally, modern agriculture is dependent increasingly
on the intensive use of fertilizers, pesticides, mechanization,
irrigation methods and hardy, high-yielding seed varieties.
If any of these inputs become in tight supply, for whatever
reason, future yilelds will be threatened. With ever increasing
demand for food, even a small percentage variation in the
supply of these critical products can mean large absolute
changes in output because average vields anticipated are now
at much higher levels. |
It has been argued that the large increases in surplus

grain stocks which have accumulated in *the U.S. during crop
years 1975/76 and 1976/77, has laid to rest for the forseeable
future any substantial concern for world food security. -
Additionally, prospects for record world production of cereals
in 1976/77 provided further optimism that stocks at the end of
that crop year would be more than ample. In this regard it is
interesting to note some very recent evidence:

The prospects of near-record world grain

prcduction in 1977 appear to have changed

further in light of continuing assessments

of the effects of adverse weather during
the harvest and periods immediately preceaing

12. FAQ Commodity Review and Outlook 1972-1973 (Rome: FAO of
the UN, 1973), pp. 24-25.
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the harvest in some of the major wheat and
coarse grain producing countries. In recent
weeks the estimate of the 1977 crop outturn
in the U.8.S.R. has been reduced to 19%
million metric tons ~-- 19 million tons

below the Soviet's planned target of 213
million metric tons....with the start of

the wheat harvesting season in the Southern
Hemisphere, it also appears that final grain
production in Australia and Argentina will
be far below forecasts made earlier.... The
1977 total world wheat, coarse grain, and
rice production is now forecast at 1,417
million metric tons, almost 19 million tons
below the mid-October estimates and 2 percent
less than the 1,444 million tons Initially
projected for the 1977/78 season in mid-July.

_..When initial forecasts of 1977/78
world production for total wheat and coarse
grains were published in early May, reflecting
what then appeared to be prospects for above=--
trend yields, an aggregate stocks buildup of
about 35 million tons was indicated, including
about 10 of wheat and 25 of coarse grains,

By mid-September, a sizeable coarse grain
stock buildup still appeared likely, though
by then the amount had fallen from 25 to

17 million tonsj for wheat, however, changed
crop prospects eliminated the prospective
stock buildup entirely. Thus despite the
peak harvest season, world price movements
a2t that time had begun to show a definitely
stronger tone for wheat, though not for
coarse grains. (Note: See Table 3).

Currently, the total of wheat and coarse
grain stocks sug§§sts a drawdown of over
million tonsS.ces
Compared with the buildup of over 50 million tons for
total wheat and coarse grains which occurred 1in 1976/777 a.
drawdown of 4 million tons does not appear at first glance to
be particularly important. However, the Circular goes on to

point out several background factors which accentuate the

significance of the drawdown. These are:

13. USDA Foreign Agriculture circular, Nov. 11, 1977, op. cit.,
pp. 3 and 6.
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(1) aggregate yield data suggest that in
global terms, 1977 has not been discernibly
below average from the standpoint of weather.

(2) current utilization estimates currently
total 17 million tons higher than those fore-
cast last May.

(3) & rather disappointing grain crop in

the USSR, which in terms of usable grain

was apparently over 25 million tons short

of the official planj; having occurred in
spite of the good growing conditions believed
to have prevailed in large sections of the
USSR grain area, this raises new questions

as to the abilify of the USSR to achieve plan
levels of production under average weather
conditions. -

(4) despite world grain prices having been
generally higher at 1977-crop preplanting

time than they are now, there apparently
occurred a rather significant decline of
roughly % million hectares in grains area,

the first since the pre-1973 era of deliberate,
government-fostered planting restraints,

(5) it can be seen that if world grain crop
weather in 1977 had been poor to such an
extent as appears to occur about once in ten
years, the drawdown in global grain stocks
during 1977/78 could have been on the order
of perhaps 25 to 30 million tons.1
A final point worth mentioning here 1is that the USDA
estimates that total USSR buying of foreign wheat and coarse
grains on the world market in recent months may have reached
as much as 23 million tons.
The points mentioned in the above quotation provide some
cause for concern but there is another disturbing feature about

current world grain stocks. What may have gone unnoticed is that

the levels held by the US have increased markedly.

1%, Ibid., pe 6.
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Nearly 60 percent of the increase (in the

world's total grain stocks) in the past two

vears has occurred in the United States

where stocks rose from 27 to 61 million

metric tons. Two years ago world wheat

stocks were 62,5 million tons and the US

held only 19 percent of them. Today

world stocks total 100 million metric tons

and the United States holds 30 percent.

In the case of feed grains, world stocks

totaled 51 million metric tons last year;

the United States held approximately

34 percent. This year world stocks total

nearly 69 million tons of which the US

nolds 4% percent.ld

In this atmosphere of increasing reserves the U.S. has
decided to implement a 20 percent set-aside in acreage on
1978 crop wheat and will probably set aside 10% of feed-grain
land., This amounts to a total set-aside of 20.3 million acres 16
which translates into about 28 MMT of withheld grain production.
The above developments are superimposed on traditional

causes of high price instability such as the susceptibility
of agricultural output to the vagaries of nature and low price
and income elasticities of demand and supply of agricultural
commodities in general. If the current situation persists it
is likely that price instability will become even more of a
problem in the future than it has been so far. At the same
time, it must be noted that price instability is a complex
phenomenon, reflecting a variety of short, medium, and long-term
factors whiéh affect different commodities in various ways. In
the case of tree crops such as coffee, cocoa, tea and fruits

(some of which are also non~storeable) price instability

15. World Food Security and Set-Aside Plans, White House Press
Release (Washington DC: Office of the White House Press
Secretary, Aug. 29, 1977), p. 2.

16, See Ibid., p. 5.
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arises mainly from variations in output, although competition
between exporters sometimes contributes also. On the other

hand, price instability for food and feed commodities is mainly
supply induced. The cyclical nature of production of commodities
grown in trees (e.g. cocoa, coffee and several fruits), contributes
further to instability as do discontinuities of investment brought
on by cyclical ﬁovements in levels of economic activity which may
cause lags in productive capacity (e.g. sugar). The problem

is that fluctuations of output caused by thése various cycles do
not necessarily coincide either in direction or amplitude with
fluctuations of demand.

The FAQ Review provides an excellent summary, at the

intuitive level, of the problems in price stability of
agricultural commodities.

The high degree of price instability during
the 1972-74 period was the outcome of the
convergence of many...factors, including
annual variations in production and supplies,
exhaustion of stocks, cyclical movements in
production and demand, structural imbalances
between supply and consumption, and the
resulting tendency to speculative ups and
downs, further stimulated by monetary dis-
turbances., The probability of another coin-
cidence of all the short and medium-term
elements occurring simultaneously may not

be very high. Nevertheless, the world's
food and agricultural system may, all the
same, remain more vulnerable to instability
than before.... Moreover, this diversity

of causes of instability suggests that

there is no single method for reducing

its incidence and that international measures
for price stabilization must be carefully
calibrated to fit the technical and economic
characteristics of different products. 17

17. Ibid., D. 25,
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B. THE 1972 T0 1974 FOOD PRICE EXPLOSION

1. What Caused the Crisis?

The foregoing summary shows representative evidence of the
many problems associated with the world food situation since
1972, What has not been explained, however, is the underlying
causes of these rising prices which caused almost every nation
in the world to experience high and troublesome inflationarf
bressures and, for some, a fundamental alteration in terms of
trade. While this has not been an extraordinarily serious
problem for North America and other developed countries, it has
meant near disaster for poor countries forced to import most of
their food grains. For example, wheat prices almost doubled
from July to December, 1972, and world wheat stocks at the
end of the 1973 crop year were the lowest since 1960 (See
Table 7). Prices doubled again by December 1973 when the price
soared above US $5.,00 per bushel and they rose even further
in early 1974.18 The explanations put forth most often for this
fundamental realignment of prices in the world market-place fall
into five categories: (1) The weather, (2) the Russian Wheat
Deal, (3) the influence of affluence, (4) the return of Malthus,

and (5) the increase in price of crude oil.

(a) The Weather
Crop production throughout the world is dependent largely

upon the weather, particularly the timing and amount of rainfall,

18. Price data from: USDA Foreign Agriculture Circular, Nov. 11,
1977, ops_Cit., P. 25
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since few crops utilize irrigation. Some regions of the world
are subject to greater annual variations in temperature and
rainfall than others. In particular two regions with large
populations -~ the USHR and Asia, -- are subject to wide
year-to~year variations in rainfall and crop output. The

USSR may experience dysfunctional temperature extremes and/or
drought while Asia is dependent upon the monscons,.

Fconomists and climatologists generally differ in their
views on the overall significance of weather to agriculture.
Economists tend to view the weather as a prbbability function
with a random distribution, while climatologists attribute
to weather an identifiable series of cycles. Some of them
(the climatologists) argue that the world had better than
"normal" weather from the mid 'fifties to the early
tseventies which accounts for the food surpluses during that
period. Regardless of the cause there is no question that the
weather in 1972 was adverse over large areas with huge
populations. Most of South and Southeast Asia suffered from
inadequate monsoon rains. Both the USSR and sub-Sahara
Africa had one of the most severe droughts in recent history.
The net result was a decline in world grain production as
shown in Table 6 (page 23). Reflecting the unfavcurable weather‘
the world output of grains declined some 40 million tons in the
crop year 1972-73, or more than 3% from the previous year's
high. But world declines in grain output are not new. In

Hathaway's words:
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TABLE SIX

World Production and Consumption of VWheat, Rice, and Coarse

Grains, Marketing Years 1960-61 to 1974~75

Millions of metric tons

Wheat Coarse grainsb Total
Market- Rice
ing Produc-—- Consump— produc-— Produc~ Consump= Produc-— Consump-

year tion tion tion tion tion tion tion’
1960-61 240.4 237.3 236.5 408.4 358.8 885.3 872.6
1961-62 226.5 238.3 240.9 389.7 404.5 857.1 883.7
1962-63 256.3 250.9 243.0 406.6 408.7 905.9 902.6
1963-64 236.9 245.4 248.9 416.2 412.8 902.0 907.1
1964~65 273.4 262.3 259.¢% 415.5 421.7 948.8 943.9
1965-66 262.7 281.5 250.4 432.6 449.1 945.7 981.0
1966-67 303.5 280.7 248.1 461.4 459.0 1,013.0 987.8
1967-68 292.8 289.6 275.3 485.0 475.0 1,053.1 1,039.9
196869 325.0 300.4 281.0 489.5 486.7 1,095.5 1,068.1
196970 306.1 315.8 280.8 512.4 515.7 1,099.3 1,112.3
1970-71 309.4 328.6 298.2 507.6 522.¢9 1,115.2 1,149.7
1971-72 341.5 342.3 299.4 561.3 544.0 1,202.2 1,185.7
1972—733 333.8 358.2 - 285.7 545.5 565.0 1,165.0 1,208.9
1873-74 367.0 358.0 309.5 598.5 594.5 1,275.0 1,262.0
1974-—75d 375.2 365.5 305.0 621.6 605.1 1,301.8 1,275.6

a. Rice consumption is assumed to be approximately equal to rice production, since few
countries maintain appreciable stocks and world trade in rice averages about 5 percent
of annual production. :

b. Coarse grains are rye, barley, oats, corm, and sorghum.

c. Preliminary.
d. Estimate.

Total world grain output had also dropped more
than 3 percent from 1060-61 to 1961-62 and

by a slight amount from 1964-65 to 1965-66,

In these years, as in 1972-73, the declines
oceurred in the face of mounting demand,

and disappearance continued to rise.

World wheat production in 1972-73
declined 7.7 million tons from the previous
year, with 5.7 million tons of the decline
Cutside the United States. (See Table 7).
Even so, world wheat productiocn in 1972-73

19.

Source: H

84, (His sources include
ircular (various),

thaway, op.cit

a .
FAQ publications, ure
Rericultural Statistics 1967 and USDA projections).
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was 24 million tons, or 8 percent, above the
1970-71 level. In several years during the
last decade world wheat production took larger
absolute and percentage drops than the decline
from 1971-72 to 1972-73.

World coarse grain production likewlse
fell in the 1972-73 crop year by about 16
million tons (3 percent) from the previous
year, with half the decline accounted for
by U.S. production controls. (See Table 8).
Even so, world production was 38 million
tons (7 percent) above the 197C-71 level,
On the other hand, the 1972-73 drop followed
almost a decade of steadily rising world
production, interrupted only by the U.S.
corn blight in 1970 and held down in part by
U.S. production controls. '

World rice production also declined
in 1972-~73 by about 14 million tons, or
5 percent of the previous year's output
(See Table 9). But again, world production
was still the highest except for the two
preceding crop yearsg slthough the longer-term
growth for this staple has been much slowver
fhan that for either wheat or coarse grains.
Moreover., world rice output had fallen 12
milliog %ons, or 9 percent between 1964 and
1966.2
Thus, viewed from the perspective of the past fifteen
years, the 1972-73 weather was bad for crop production.
Similar declines occurred throughout the period for wheat
and rice but not for coarse grains, and 1972~73 marked- the
fipst time in the 'sixties or 'seventies that the output
of all three grains dropped 1n the same year. Still, bad
weather is bound to occur in some years, and 1s accounted for
in medium and long-term expectations =-- blaming the weather
for the unprecedented rise in food prices in 1972-73 implies
that current production should bear the full burden of meeting

demand with no assistance from reserve stocks.,

20. Ibid., p. 84-85.
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TABLE SEVEN

World and U.S. Production, Stocks, Exports, and Consumption of Wheat, Marketing Years 1960-61 to 197475

Millions of metric tons, or percentage where indicated

World U.S.
stocks as stocks

percentage as

Production Stocks® Exports . of percentage

: preceding of
Marketing United United United World o year's world
year World States Other World States Other World States Other consumption  consumption  stocks
196061 240.4 36.9 203.5 68.1 35.8 32.3  43.9 18.0 25.9 237.3 v 52.6
1961-62 226.5 33.5 193.0 - 7L.2 38.4 32.8  47.1  19.6 27.5 238.3 30.0 53.9
1962-63 256.3 29.7 226.6  59.4 36.0 23.4 45.8 17.5 28.3 250.9 24.9 60.6
1963-64 236.9 31.2 205.7 64.8 32.5 32.3 58.4 23.3 35.1 245.4 25.8 50.2
1964-65 273.4 34.9 238.5 56.3 24.5 31.8 54.5 19.7 34.8 262.3 22.9 43.5
1965-~66 262.7 35.8 226.9 67.4 22.2 45.2  61.3 23.6 37.7 281.5 25.7, 32.9
1966-67 303.5 35.7 267.8 48.6 14.6 34.0 57.3  20.3 37.0 280.7 17.3 30.0
1967-68 292.8 41.4  251.4 71,4 11.6 59.8 53.2  20.7 32.5 289.6 ’ 25.4 16.2
1968-69 325.0 42.9 282.1 74.6 14.7  59.9 50.0 14.8 35.2 300.4 25.8 19.7
1969-70 306.1 39.7 266.4 99.2 22.3 76.9 55.5 16.5 39.0 315.8 33.0 22.5
1970-71 309.4 36.8 272.6 89.5 24.1 65.4 56.2  20.1 36.1 328.6 - 28.3 26.9
1971-72 341.5 44,0 297.5 70.3  19.9 50.4 56.0 17.2 38.8 342.3 21.4 28.3
1672-73%  333.8 42.0 291.8 69.5 23.5 46.0 72.9  32.1 40.8 358.2 20.3 33.8
1973-744  367.0 4€.6  320.4  45.1  11.9 33.2  73.9 32.7 41.2 258.0 12.6 26.4
1974-754  375.2 56.4 318.8 S4.1€ - 4.9 49,2  72.7 27.2 45.5 365.5 15.1 9.1

Sources: Foreign Agriculture Circular (Mavch 1974), and Agricultural Statistics, 1967.

. a. As of the beginning of the marketing year. World stock data do not include several countries such as the USSR,
part of Eastern Europe, and the People's Republic of China, for which stock data are not available, but the
aggregated stocks levels have been adjusted for estimated year~to-year changes in USSR stocks.

b. TFor countries for which stock data are not avallable or adjustments have not been made, a constant atock level
is assumed.

¢. Preliminarvy.
d. Estimate.

e. Includes an estimated 17 million tons accumulated in the USSR during the 1973~74 season, after allowance for
normal waste and spoilage.

21, Hathaway, op. cit., p. 86.

- E;Z -
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TABLE EIGHT 4
World and U.S. Production, Stocks, Exports, and Consumption of Coarse Grains, Marketing Years 1960-61 to 1974-75%

Mi{llions of metric tons, or percentage where indicated

World U.S.
stocks as stocks

b percentage as

Production Stocks . . Exports of percentage

preceding of
Marketing United _ United United World o year's world
year torld States Other World States Other World States Other consumption consumption stocks
1960-61 408.4 n.a. n.a. . 88.0 n.a. n.a. 26.2 n.a. n.a. 398.8 n.a. n.a.
1961-62 389.7 126.8 262.9 97.6 77.1 20.5 34,1 15.7 18.4 404.5 24.5 79.0
1962-63 406.6 128.5 278.1  82.8 65.5 17.3 32.5 15.2 17.3 408.7 20.5 79.1
11963-64 416.2 139.5 276.7 80.7 58.4 22.3 36.2 17.0 19.2 412.8 19.7 72.4
1964-65 415.5 121.7 293.8 84.1 62.9 21.2 38.0 19.6 18.4 421.7 20.4 74.8
"1965-66 432.6  142.8 289.8 77.9  49.7 28.2  47.7 26.4 21.3 449.1 - 18.5 63.8
1966~67 461.4 143.0 318.4 61.4 38.2 23.2  43.5 20.0 23.5 459.0 13.7 62.2
1967-68 485,0 159.7 325.3 63.8 33.7 30.1 44.4 21.1 23.3 475.0 13.9 52.8
1968~69 489.5 153.2 336.3 73.8 43.8 30.0 39.8 16.7 23.1 486.7 15.5 59.3
1969-70 512.4 158.4 354.0 76.6 45.3 31.3  47.0 19.2 27.8 515.7 15.7 59.1
1970-71 507.6  143.9 363.7 73.3  43.9 29.4 52.6 18.7 33.9 522.9 1422 59.9
1971—72d 561.3 188.4 372.9 58.0 30.0 28.0 56.1  24.8 31.3 544.0 11.1 .7
1972-73 545.5 181.3 364.2 75.3  43.9 31.4 67.8 39.2 28.6 565.0 13.8 58.3
1973-74%  598.5 185.9 412.6  55.8 29.3 26.5 70.1 38.0 32.1 594.5 5.9 52.5
1974-75%  621.6  212.1 409.5 59.8f 22.2 37.6 73.2 37.7 35.5 605.1 10.1 37.1

Source: Foreign Agriculture Circular (March 1974).

a. Coarse grains are rye, barley, oats, corn, and sorghum. Rye 13 not included in U.S. data shown here.
b. As of the beginning of the marketing year. Also see Table 6, note a.

¢. See Table 6, note b.

d. Preliminary.

. e. Estimate.

f. Includes an estimated 8 million tons accumulated in the USSR during the 1973~74 season, after allowance for
normal waste and spollage.

n.z. Not avallzble.

22‘o .[bj_d. 9 po 87a

sty



- 27 =

23
TABLE NINE

World Rice Area Harvested, Yield, Production, and Trade,
Crop Years 1963-64 to 1974-75

Area YieldP Production’ World trade®

Crop (thousands (quintals (thousands of (thousands of

year? of hectares) per hectare) metric tons) metric tons)
1963-64 120,801 20.6 248,906 7,202
1664-65 124,531 20.9 252,910 7,510
1965-66 123,390 20.3 250,392 7,828
1966-67 126,154 19.7 248,127 7,365
1967-68 128,122 21.5 275,282 6,908
1968-69 129,846 21.6 281,009 6.453
1969-70 130,404 21.5 280,783 6.579
1970-71 129,657 23.0 298,190 7.285
1971-72 133,502 22.5 299,435 7,700
1972—73d 128,833 22.2 285,681 7,300
1973-74€ 134,403 23.6 309,500 7,400
1974-75F 134,000 22.8 305,000 e

23, Source: Foreign Agriculture Circular, FG 12-73 (October 26,
1973) p. 15, and FG 6-7% (March 1974%), p. 9.

The area and yield figures for 1973-75, and the production figures
for 1974-75, are USDA projections.

a. Trade data are for calendar years, whereas production data
are for the worldwide crop-harvest year. Years shown refer to
year of harvest in the Northern Hemisphere. Harvests of Northern
Hemisphere countries are combined with those of the Southern
Hemisphere, which follow immediately; thus, for example, the
crop harvested in the Northern Hemisphere in 1973 is combined
with estimates for the Southern Hemisphnere harvest that began
late in 1973 and ended early in 1974%s the corresponding trade
data are for calendar year 1973.

b. Rough paddy basis.

¢c. Milled basis.

d. Preliminary.

e. Estimate.

f. Projected.

Ibid., page 88.
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(b) The Russian Wheat Deal

Much has been written on the sale of wheat to the USSR
in 1972, Critics have called it everything from bad business
practices to dishonest, and defenders everything from gcod
business to detente. Because of her vast area the USSR
experiences large‘variations in weather and thus in grain
output, however, in the past the Russians coéed mainly with
shortages caused by bad crops through the use of reserves or
by ligquidating livestock herds. That is not to say that they
have not imported significant amounts of grain in the past.
(See Table 10). In 1972 the USSR entered the international
grain markets in a sudden, secretive and massive way to make
up for their poor crop. They turned to the US as thelr major
supplier and before the US Government or exporters knew
what was happening the Russians had contracted to import 15
million tons of wheat and 6 million tons of feed grainse21+
It is clear that the Russians bought a great deal of wheat in
1972 and this huge purchase must have.had some effect in the
world market. However, it must be noted that while total USSR
wheat imports increased by 11.5 million tons from 1971-72 to
1972-73, total world imports increased 17 million tons and US
exports by 15 million tons. (See Table 7). Therefore, USSH
imports account for only 2/3 of the increase in world wheat

trade in 1972, Most of that increase came from the US but
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TABLE TEN

Soviet Trade in Wheat and Feed Grains, Crop Years 1963-64

to 1974-75
¥Millions of metric tons
Wheat Fead grainsa

Crop year Exports Imports Exports Imports
196364 2.7 9.7 1.3 0.1
196465 2.2 2.2 1.4 ®
1965-66 2.6 8.5 2.2 %
196667 4.4 3.1 0.5 0.2
1967-68 5.3 1.5 0.7 0.4
1968-69 5.8 0.2 0.9 0.5
-1969-70 6.4 1.1 0.9 0.1
1970-71 7.2 0.5 0.9 0.3
1971-72 5.8 3.4 0.7 4.3
1972-73p 1.3 14.9 0.2 5.6
1973-74P 5.0 4.1 0.5 5.0
1974-75P 6.0 2.0 0.5 2.5

* Less than 50,000 tous.

p Preliminary.

a. PFeed grains are corn, sorghum, barley, and oats.
b. Estimate,

25, Sourée: USDA: TForeien Agriculture Circular March, 1974
(Washington DC: Foreign Agricultural Service, 197%), pp. 10-11.
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that was because the US had the grain on the market and was
willing to sell it at subsidized prices, well below the then
prevailing world pricee26 This meant that other countries
were not able to purchase American wheat at the subsidized
price level but it can harly be sald to have had any other
effect on world prices at that time.

In the case of feed grains, Russian imports were modest
and could not have had a marked effect on prices. As shown
in Table 10 the USSR was a net exporter of these grains
for several years and although she became a net importer in
1971-72 and 1972~73, these shifts are not a major proportion
of the rise in total world exports of coarse grains in those

years. (See Table 8).

26, Schnittker provides some details:

The U.S. Department of Agriculture did not
appreciate the significance of...developments
in world grain production despite widespread
public and private reports, beginning in
February of 1972, of serious crop difficulties
in the USSR. This failure led to a period

of bizarre export pricing in July and August
of 1972 after Russian grain purchases had
begun. With wheat sales to the USSR

reported near 10 million tons by early

August, with total wheat exports authoritatively
projected at 1.1 billion bushels or more,

and with other exporters known to have been
virtually out of the market for months

because of large sales or short crops,

USDA continued until September 22 a subsidy
policy that priced wheat for export at

levels that had been established in the
buyer's market prevailing during the previous
year. This policy probably added slightly

to the physical volume of wheat exports,

and contributed somewhat to increases in US
prices. The principal effect of the subsidy
policy, however, was to waste some $300 million
in public funds, and to lose about the same
amount in badly needed export earnings.

Source: John A. Schnittker "The 1972-73 Food Price Spiral",
Brookings Papers on Fconomic Activity 1973(2), (Washington DC:
Tue Brookings Institution, 1973), p. 500, T .
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It is conceivable that Russian purchases may have pushed
US and world wheat prices up, to some degree, in that they
scooped up the American surplus which was selling at bargain
prices, however, they could not have had a significant influence
in the case of feed grains. The explanation of the grain price
increases cannot be atiributed solely to the alleged Russian

villain.

(¢) The Influence of Affluence

The relationship between changes in income and changes 1in
per~-capita food consumption is described in terms of the income
elasticity of demand.

For food as a whole, the per-capita income elasticity of
demand 1s low in developed countries which means that as income
is increased, very little more is spent on food. While the
elasticity measure is functional and easy to work with, the low
overall elasticity for food masks the fact that as people get
more income the nature of thelr diet changes. In the poorer,
under~developed countries the first transition is from such
foods as beans and root crops to grain consumed directly as
real income begins to increase. As people become more affluent
they demand a higher proportion of their calories from animal
proteins -~ particularly poultry, eggs and red meats.

In terms of overall food elasticity measures this trend
is not critical, but it is very important in terms of the
-demand for grain. ’Table Eleven shows the change in per-capita
consumption of meat and eggs in some major developed countries

since 1948. It can be noted from Table Eleven that per-capita
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TABLE ELEVEN

Per Capita Consumption of Meat and Eggs, Selected
Developed Countries, 1348-50 and 1969-70

© Grams per capita per day

Meat ) Eggs
Country 1948~50 1869-70 1948-50 1969-70
United States 224 302 59 ' 50
Australia 300 300 32 35
Federal Republic .
0f Germany 8C 200 14 42
ITtaly 42 131 16 - 26
Japan 5 41 2 ’ 39
Spain . 39. 120 i3 30
USSR n.a. 1062 n.a. 192

28, Source: FAO, Agricultural Adjustment in Develoved Countries,
prepared for the doVenteontn FAO Conference, C73/16 (Rome: raAO
of the UN, 1973), Do 121,
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consumption of meats in the United States has risen by 35% over
the twenty year periodj consumption more than doubled in Germany
and increased eight-fold in Japan.

This dietary improvement is encouraging in terms of welfare,
but it puts tremendous strain on the world's grain-producing
resources. In the developing countries of Asia, Africa, and
Latin America, the per-~capita availability of grain is only
about 400 pounds per year. Nearly all of this must be
consumed directly to meet minimal energy needs, In North
America, by contrast, the average person consumes nearly one
ton of grain per year. Of this about 200 pounds is consumed
directiy in the form of bread, breakfast cereals etc., and
most of the remainder is consumed indirectly in the form of
meat, milk, and eggs. The sociability of North Americans
takes its toll as well as about 35 pounds of grain per~capita
is consumed in the form of domestically produced alcoholic
beverages, mainly beer and hard spirits. Table Twelve shows
representative data on grain consumption.

Thus the average North American ten years ago required
four to five times the agricultural resources needed by an
Fast Indian or a Chinese person.

This ratio is not likely to widen appreciably.

The lower 1limit on the consumption range 1s

established by the survival level; if

consumption drops much below 400 pounds of

grain per year, survival is in question,

At the other extreme, the physical capacity

of the human stomach limits the average 7
~person's claims on agricultural resources.

27, Brown, op. _cit., pp. 39-40.
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TABLE TWELVE

Annual Per Capita Grain Consumption in
Selected Nations, 1964-66 Average

Grain
Grain Grain Total Consumed
Consumed Consunmed Grain as Multiple
Directly Indirectly Consumed of Indian
(pounds) {pounds) (pounds) Consumption
Canada 202 - 1,791 1,993 5
United States 200 1,441 1,641 5
U.S.S.R. 344 883 1,227 4
United Kingdom 169 856 1,025 3
Argentina . 223 625 848 2
VWest Germany 160 588 748 2
Mexico 305 242 547 2
Japan 320 211 531 2
China : 312 118 430 1
- India 288 60 348 1

29, Source: FAO, Food Balance Sheets, 1964-66 Average, and
US Department of &griculture. Ibid., p. 40,
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The growing consumption of livestock products is perhaps
the single most pronounced change in dietary habits as per-capita
incomes rise. This phenomenon may be assessed by observing
the changes in demand for feed or coarse grains since 196_4°
Table Thirteen shows the evidence.

The important story told by Table Thirteen is as follows:
During the period per-capita disappearance of coarse grains
increased 18.3% in all developed countries, 17.6% in the US
and 52,1% in Japan. In both Eastern Europe and the USSR,
per-capita disappearance rose approximately 25% as these countries
increased livestock feeding and animal product consumption.

It is also noteworthy that the less developed countries as

a group did not expand in this respect from which 1t may be
deduced that they had not reached a general state of affluence
by 1973 which would have permitted them to buy and use more
feed grains for conversion to animal protein.

It appears from Table Thirteen that affluence does not
spur greatly the demand for wheat in developed.countries,
Disappeararnce rose more sharply, however, in Eastern Europe and
the USSR, where much more wheat is fed to animals than 1in
the other developed countries. One encouraging aspect is.that
for less developed countries as a group, wheat consumption,
aithough remaining low, Trose approximately 20% per-capita
during the periode.

The evidence presented in Table Thirteen becomes more

meaningful as it 1is translated into per-capita, high queality
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TABLE THIRTEEN

Per Capita Disappearance of Crain in Selected Countries and Areas, 1964~66" and 1972-73

Grain amounts in kilogrems per person per year

Wheat A Coarse grainsb Total grainsc
Country or 1964- 1972~ Percent- 1964~  1972- Percent- 1964~ 1972~ Percent=-
area 66 73 age change 66 73 age change 66 73 age change
United States . 99 102 3.0 631 742 17.6 735 850 ©15.6 3
European Economic o
Communityd 151 169 11.9 255 286 12.2 410 458 11.7 o
Other Western Europe 127 132 3.9 223 301 35.0 356 439 23.3 ,
Japan 49 52 6.1 73 111 52.1 242 275 , 13.6
USSR 345 398 15.4 258 320 24.0 606 724 - 19.5
Fastern Europe . 219 273 24.7 370 464 25.4 592 741 25.2
All developed . :
countries® 118 127 7.6 345 408 18.3 484 555 14.7
A1l less developed
countries 41 49 19.5 65 63 -3.1 166 177 6.6

a. Average for three-year period 1964~65 through 1966~67.
b. Coarse gralns are rye, barley, oats, corm, and sorghum.
e¢. TIncludes rice, not shown separately.

d. Nine countries--Belgium, Denmark, France, West Germany, Treland, Italy, Luxembourg, Netherlands, and
United Kingdom. ’

e. Not limited to those 1isted shown separately here.

30, Source: Hathaway, op. clt. . 92, (Note: He 1i: i o u
A tnation. bec., 1973, 5~“§§?WT: s e 92, (Note He 1ists his source as "USDA, World Agricultural
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individual food consumpticn. In Brow:'s words:

Consumption of livestock products varies
widely among countries. In the United
States, Argentina and Avstralia the
average person consumes close to 250
pounds of meat annually, or about five
pounds a week. In France, Canada,

and West Germany, per-capita meat consumption
is about 200 pounds per year. Citizens of
the United Kingdom consume 170 pounds of
meat per year. At the opposite end of the
scale are the low-income countries, most
of them in tropical or subtropical regions,
in which the average person consumes less
than 20 pounds of meat per year. There is
a middle group of countries, including the
Soviet Union, Sweden, and Spain, in which
meat consump%ion is about 100 pounds per
year. Where incomes perumit, per-~capita
consumption of meat appears to increase
until it reaches somewhere between 200 and
250 pounds per year, after which it may
stabilize.

In the countries where large quantities of meat is consumed
there is a wide diversity in the types of meat favoured. However,
whether one country favours pork as against another country's
preference for beef -- all interspersed with varying levels
of milk, cheese, eggs and poultry -- the end result is much
the same. There is no escaping the fact that 1t takes three
to four times the calories in feed grains to prcduce egguivalent
calories in poultry, meat, and eggs, and six to seven times
the amount to produce equivalent calories in grain-fed beef.

It should be noted, however, that many parts of the world
are too dry to grow grain but are adequate for pasture and that
other plant by-products may be used as food instead cf grain.

(e.g. the cow and the buffalo can digest cellulosic material

310 BTOWTIL, OB‘ Cite, ppo )""2")'“"36
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that man cannot utilize). These forms of protein production have
not yet been exploited fully.

An explosion in grain prices occurred also with rice,
the staple fcod for most of Asia. Normally, very little
rice is traded (See Table Nine)j; the two largest exporters;
are the US and Thailand. In any case, the increase in rice
prices was most likely the result of the poor crop.in 1972, .
nowever, it should be noted ﬁhat'the_drop in world rice
output called for heavier exports of wheat and coarse grains
as substitutes and this put more pressure on the prices of
those commodities.

In summary,the source of the much expanded demand for
wheat, coarse grains, and to some extent rice, 1s rising
affluence which supports the demand for better diet.
Generally, that demand seems to manifest itself in direct
proportion to a nation's state of economic development. In
the less developed countries it takes the form of demand for
more grain for direct consumption; the developed countries

demand more feed grains for conversion o animal-based protein.

(4d) The Return of Malthus

Another point of view, as to what caused the 1972-73
explosion in food prices, invokes the Malthusian Theory that
population tends to outrun food supply. From the beginning
of agricultural activity until quite recently, nearly all of the
growth in demand for food stemmed from population growth, since

everyone except a select few 1lived at the subsistence level.
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According to the Malthusian argument food supply cannot keep
up with growing population and demand, despite the promise
of the "Green Revolution", In order to avoid wide~spread
famine, the poorer countries have been turning to the
developed countries for increasing amounts of food grains
to maintain subsistence thus raising world demand beyond
supply capacity. Part of this problem is that LDC's have
been induced to take land out of local food production to
produce

...exotic foods which typically are not

grown in the developed countries. These

include coffee, tea, chocolate, peanuts,

bananas, pineapples, etc., To get these

products some...corporations...have taken

control of land in less developed countriesj

in other cases farmers in these countries

are offered a sufficient reward to induce

them to take their land out of food

production for their own country and use

it %o grow crops for (developed countries).

The prices pald these farmers for their

crops have not been particularly high.

In most cases we have been able to play

off farmers in one country against farmers

in snother country. For the poorest half of

population this has meant a further 32

reduction in the availability cof food.

The concept of exponential population growth and linear
increases in food production is familiar to most, The current
world population growth rate of nearly 2% per-annum, which bringé
a doubling every thirty-five years, is unprecedented. In 1972,
world population increased by 71 million and the annual addition
to the world population occurs primarily in Asia. Table

Fourteen shows representative data. Assuming constant per-capita

32, Henry Rempel, OQur Role as Businessmen, Farmers, Educstors
and Consumers in the wWorld Food Crisis, uncdated speechy p. 0.
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food consumption levels, population growth translates directly
into increased demand for food. Where population increases
3% yearly, as it does today in several countries, it multiplies
nineteen-fold in a century. This means that food supplies
likewise must be expanded nineteen-fold in the same time‘
period.

The large increases in food supply will have to be found
somewhere if people and not Malthusians are to prevail, It
seems clear that, owing to increases in domestic consumption
and sometimes fickle attitudes toward aid, the less developed
world should not rely too heavily on the North American
_Wpread-basket!" to fill completely any significant and recurring
grain shortages. This means that ILDC's in the years ahead will
have to produce themselves much of their increased requirements
for cereals. They can increase their production in two waysj
by bringing more land into production or by using present arable
land more efficiently.

The first alternative does not appear to be too promising.

The primary resource necessary for producing
food is land. Recent studies indicate that
there are, at most, aboul 3.2 billion hectares
of land (7.86 billion acres) potentially
suitable for agriculture on the earth.
Approximately half of that land, the richest,
most accessible half, is under cultivation
today. The remaining land will require

immense capital inputs to reach, clear, irrigate,
or fertilize before it is ready to produce

food. Recent costs of developing new land have
ranged from $215 to $5,275 per hectare. Average
cost for opening land in uncettled areas has

been $1,150 per hectare. According to an FAO
report, (Provisional Indicative World Plan for
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TABLE FOURTEEN

National Sources of World Population
Increase, 1972

Millions

°
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China 1
India 1
Indonesia

Brazil

U.S.5:.R.

Bangladesh

Mexico

Pakistan

Japan

Nigeria

United States
Phillippines
Thalland

Iran

Turkey

Egypt

Columbia

Ethiopia

Burnsa

South Korea

A1l other countries
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36, Source: U,S. Agency for International Development.
Brown, op. cit., p. 36.
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Agricultural Development, Rome, FAOQ, 1970,
1:%1) opening more land to cultivation is
not economically feasible, even given the
pressing need for food in the world today°33

This leaves the second alternative -- that of more efficient
use of land currently under cultivation. A major step in this
direction was taken with the establishment of the so-called
"Green Revolution" which occurred in the mid-'sixties. The
Green Revolution was made possible'by the innovation of new,
high~yielding and hardy cereals (particularly wheat and rice)
which increased production tremendously in many less developed
areas of the world. An example of what can be achieved, not
only by Green Revolution techniques but by close attention to
more sophisticated and cfficient farming in general, was shown
in India.

In contrast to the near-stagnation of the
decades before India achieved independence

in 1947, agricultural production since
planning began in the early 1950's has
maintained a long-term growth trend of about
3.5% annually. India is thus among the
countries in which agricultural growth

has been ahead of the growth in population,
although not so much ahead as we would have
liked. At the beginning of the 1950's

grain production was around 50 million --

55 million metric tonsj in the middle 1970's,
it is in the neighbourhood of 105 million =--
110 million metric tons. ...In a matter of
two decades, grain production in absolute
terms has been doubled. In the early stages,
most of the increase came about through the
extension of cultivation, but as land became
scarcer, reliance had to be placed on increasing
productivity per hectare. The advent of new

33, Donella H. Meadows, Dennis L. Meadows, Jorgen Randers,
William W. Behrens III, The Limits to Growth (New York: MNe
American Library, Inc., 1972), p. 98. Note: They list fheir
sources for these data as: The World Food Problem, Presidelits ~

icience Advisory Panel on the World Food Supply, 2:423 and 2:
60—690 @




- 43 .

technology in the mid-1960's including
nhigh~yielding varieties of seeds and the
massive application of fertilizer, along
with a package of improved practices, has
led to a significant transformation of :
agriculture in some parts of India, notably
the northwest.3%

There is no question that the intensive agricultural
techniques of the Green Revolution have provided great
assistance to many areas of the less developéd world. The
main problem, however, is that the intensive cultivation requires
high levels of energy supplies in the forms of fertilizer and
fossil fuels -- the fuels being required to provide power for
irrigation systems. The large increases in energy prices have
removed some of the effectiveness of the Green Revolution
in that producing cereals in this manner is now much more
costly. ZLooking at the situation in another way, the Green
Revolution bought some time but other initiatives must be
taken quickly. In Gandhi's words:

In recent years, there has been a sharp
increase in the consumption of chemical
fertilizers and pesticides, in minor
irrigation, in the spread of improved varieties
of seeds, and in the provision of credit
and marketing facilities. This tempo of
_progress must be sustained and extended to
other parts of the country. In particular,
attention is now being given to dryfarming
techniques and to major irrigation schemes,
along with intensive area development. The
structure of production in rural society is
of vital importance, and this is why land
reforms %%e crucial to India's agricultural
program.

The above quotation discusses India only, however, the

concepts of necessary progress and land reform are applicable

34, Indiras Gandhi, "A World Without Want", Brittanica Book of
the Year, 1975, (London: Encyclopedia Brittanica Inc.) 1975,

Po 13
35, Ibid.
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to all LDC's.

- In summary, steady population increases and growth pressures
on food demand brought on by affluence are currently interacting
with the adverse effects of the energy shortage on food supplies.
Agriculture throughout the world relies increasingly on high-energy
technology (China being the major exception) and the level and
cost of additional farm output everywhere is éffected more and
more by the cost and availability of petroleum, fertilizer and
pesticides. It has become fashionable to criticize the Green
Revolution by pointing out that per-capita food output has not
improved very much in the countries where the new seeds are
being used. But that i1s not the pointy without the production
boost made possible by the new seeds, there would quite likely
have been a disastrous decline in per-capita food production
in Asia.

The Creen Revolution has not been a solution to the food
problem, however, it has been a means of buying time during
which governments might find some way to apply the brakes to
popuiation growth and to carry out necessary land reforms.

There is no doubt thaf there are increasingly stringent

problems associated with bringing more land into production, and-
obtaining reliable and adequate sources of good water. The

cost of energy and fertilizer is not likely to be reduced and
most areas have reached the point where applying large additional
levels of fertiligzer will produce only a very small increase

in yield. The continued search for and innovation of new and

more efficient agricultural techniques must be sustaineds; the
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necessary technological advances have not yet been made for us

to discount entirely Malthusian Theory.

(e) The Increased Price of Crude 0il

The argument that food prices escalated as a direct resul?t
of the sudden and massive increases in the price for petroleum
products is made by those who don't have their dates stralght.

Between late 1972 and the end of 1973,
the world price of wheat tripled, and the
price of rice followed, Soybean prices
doubled in a twenty-four month period.

The sudden increase in wheat prices
was followed in a matter of months by an
equally dramatic rise in petroleum prices.
From 1960 to 1972 the world price of a
bushel of wheat and that of a barrel of
0il were nearly equal, ranging from $1.35
to slightly over $2.00. A bushel of wheat
could be traded for a barrel of oil in the
world marketplace. In late 1973 the price
of wheat soared past $5.00. TFTor a brief
period a bushel of wheat could be exchanged
for two barrels of oil. Then came the
Christmas Eve, 1973, oil price increases
by the oil-exporting countries -~ the second
doubling in price within the year - and the
price of oil soared above that of wheateeeos!

Wﬁile there is no doubt that costs of petroleum products
and energy are now tremendously significant factors in world
agricultural production, the booming prices of food commodities
occurred well in advance of the first major increase in the
price of oil. Therefore, the explanation of the explosion

in grain prices must be sought elsewhere.

2. Analysis of the Causes of the Price Boom
- Closer examination of the more popularly espoused causes

of the extra-ordinary price increases of 1972-73 indicate that

37, Brown, op._cit., P« H-5.
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it is not possible to pick one key, overriding factor which

was to blame. It was a combination of adverse factors and
national self-interest, particularly in North America, which
culminated in the runawaey prices. First, and most important,
was the long-run growth in demand for feed grains resulting from
the spreading affluence in both the developed and developing
world. The impact of this began to manifest itself in the

late !'sixties but policy analyses in developed countries

largely ignored it.

An apt example of this was Canada's LIFT (Lower Inventory
for Tomorrow) program of 1970. Canadian grain producers
increased wheat acreages and obtained high yields during the
latter half of the 'sixties, however, as production in
importing countries increased our wheat exports declined
sharply.

This resulted in large stocks on farms and in
commercial channels in late 1969 -- 850 million
bushels by July 31.

...The domestic grain handling and storage
facilities were clogged and unable to operate
efficiently. Also, the lower wheat marketings
resulted in.acute cash shortages among prairie
grain producers. This problem was particularly
severe in Saskatchewan because of farmers'
great reliance on wheat compared to other

crops or livestock.

...Under these circumstances, the Honourable
Otto E. Lang, Minister responsible for the
Canadian Wheat Board, presented to the House

of Commons on February 27, 1970, the progranm
known as Lower Inventory for Tomorrow. The
stated purpose of this program was to reduce

wheat acreage and to encourage farmers to
hold this land out of production of any crop
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in 1970. (WOTE: Producers in the designated
region who reduced wheat acreage below 1969
levels and increased summerfallow or perennial
forage by the same amount received federal
compensation payments of $6.00 per acre for
additions to summerfallow or $10.00 per acrg
for additions to perennial forage acreage). 8

Sahi and Craddock go on to develop a model which predicted
1970 crop acreages in the absence of the LIFT program and they
concluded that, on aggregate, the program was effective in
reducing wheat acreage from a predicted 22.0 million to actual
12.0 million and that carryover stocks of wheat at the end of
the 1970-71 crop year would have been 240 million bushels
greater in the absence of the LIFT program,

It must be recognized, however, that decisions about
domestic production will almosﬁ always be made on the basis of
national self-interest., Even if Canadian officials had had
the foresight to recognize an imminent world shortage of wheat,
it is extremely doubtful that they would have encouraged all-out
production at this time. The large stocks in existence in
1969 precluded, from both a political and practical standpoint,
the accumulation of yet higher reserves.

From the point of view of the United States there was a
preoccupation with the high carrying costs and market-~depressing.
effects of high levels of reserve stocks. This resulted in a
change from a policy of parity price support, which was conducive

to building up stocks in storage, to a free market system where

decisions about adequate stocks were made by private enterprise.

38, R.K. Sahi and W.J. Craddock, "Effect of LIFT on Land Use',
Canadian Farm Economics, Vol. 6, number 5, December 1971,
(Ottawa: Economics Branch, Canada Department of Agriculture,

1971), pp. 1-2.
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The free market structure, of course, is an atmosphere where
prices will fluctuate to clear excess stocks and this 1s
probably one important reason why US reserves of this type
were reduced significantly.

Another factor which contributed in a major way to the
lower levels of American grain production was the withholding
of acreage from cultivation. Table 2 shows some relevant
evidence and Schnittker provides an unflattering assessment of
US Government acreage restriction policy during the early
'seventies.

Chaotic decision making with respect to
planning for 1973 harvest contributed to

a psychology of scarcity which has dominated
U.S. and world markets for grain and oilseeds
for twelve months.

coo.First of all, on July 17, 1972 the
administration announced a wheat program
providing for maximum acreage set-aside
for 1973 crop, authorizing additional
set-asides for further payments beyond the
statutory payment to wheat growers, and
determining that barley acreage would
again be limited in 1973, This decision,
made only two weeks after the massive wheat
sales to the U.S.S.R. had begun, should
have been corrected in time to permilt
needed expansion of wheat plantings in the
£a311 of 1972. Instead, it stood until
Januvary 1973, when decision making in
farm program matters was assumed by the
Executive Office of the President. No
economic basis can be found for the
failure to change the wheat program by
September 1l: it was clear by August
that wheat exports would exceed 1,100
million bushels, that carryover stocks
would be reduced to under 500 million
bushels, and that crop losses were
“prevalent throughout the world.
Current high wheat prices are one result.

Then on December 11, 1972, came announce-
ment of a feed grain program designed to
divert some 25 million acres from production,
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and to produce a maximum 1973 cor:s crop of
only 5.5 billion bushels. Had this decision
stood, both corn and soybean production in
1973 might well have been so short as to
push prices to higher levels than in 1972,
even with generally good crops abroad.
Fortunately, the program was amended on
January 31 and again on March 27, to

bring larger acreages into production.
Although some potential output was lost as

a result of the stop-start nature of farm
program decisions, a record 1973 corn

crop will be harvested, and the U.S. feed
grain carryover will not be reduced as
seriously as wheat was during the 1973-7h%
marketing year. The 1973 soybean crop

will reach 1.6 billion bushels, large enough
to hold prices below the record levels of

early 1973.39

But Schnittker missed the vital point. In the more or
less perfectly competitive wheat producers' market it will
always pay producers to restrict output and force prices up,
given inelastic demand. Therefore, from the sellers' point
of view, the acreage restrictions were conducive to '"good
business"., It must also be noted that from an analytic
point of view it doesn't matter who made the extra profits
-~ the .farmer or the grain companies. What 1is important is
to recognize that there was very likely intense lobbying by
grain seller interests to continue restrictions on production.
This atmosphere would have been wholly consistent with US
national interest in that the USDA was committed to a free
enterprise grain system and the farmers and grain companies
were striving for maximum profits.

The asbove comments show that North American Governments

were making decisions about grain production consistentwith

39, Schnittker, op._cit., pp. 502-503.
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national interest, however, increasing levels of international
food demand probably added significantly to the high prices.
Ever-present population increases and the influence of
affluence have continued to put pressure on the world's food
production limits. The Green Revolution provided interin
relief for some LDC's but much has yet to be done in the sense
of more intensive cultivation of currently arable land. |

Finally, it must be concluded that US wheat sales to
Russia did not constitute a major cause of the price explosion
in any part of the world, with the exception that once the
USSR had bought up the bargain-priced excess, this source of
supply was not available to other countries. However, the
widespread abnormally bad weather in the 1972-73 crop year =--
of which the Russian wheat deal was one manifestation -- did
contribute to shortages in that world production of wheat,
rice and coarse grains decreased simultaneously during that
Crop year.

Thus, all these adverse factors, coupled with a major
shift in US policy toward free gféin markets, combined to
bring the world food situation to crisis proportion for the
less developed world. Acreage restrictions in America were
eliminated for the 1975-76 crop year but that actlon was
probably taken more as a result of pressure brought on by
high domestic prices than by government recognition of any looming
‘world food shortage. Bumper crops in 1975 and 1976 have driven

prices down™© and a recent announcement by the USDA, that

40, Wheat prices (average of U.S. No. 2 Dark Northern Spring
14% and U.S. No. 2 Hard Winter, 134%), CIF Rotterdam, were: U
¢l 81 per bushel in Dec. 1975, US §3.88 per bushel in Dec. 1976,
and U.S. $3.07 per bushel in August, 1977. See USDA Forelgn -

Agriculture Circular, Nov., 1977, QR ¢it., D 25.
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acreage will be restricted again in the 1976-79 crop year,
shows that domestic supply management is the critical
criterion in American agricultural policy =-- not international
demand. [ithholding production should have the effect of raising
prices once again, ceteris paribus, but if reduced US production
is again concurrent with several other adverse agricultural
factors, the result may be even higher prices and more severe
shortages than occurred during 1972 to 197h%.

It is concluded that all the factors discussed in this
section, with the exception of 0oil price rises, contributed in
some way to the very high price rises of grain throughout the
period 1972 to 197%, What is most important, however, is to
recognize the divergence of the aims of US agriculturel policy
and the requirement for continually higher levels of food in
the rest of the world. American farmers cannot continue to
produce at current price levels but increasing population and
affluence provide steadily rising international demand. As well,
the lower grain stocks which will undoubtably continue to
prevail as a result of US policy,means that there will be less
excess available to distribute to the poor people who are
outside the commercial market, either at reduced prices or in
the form of gifts. It is these problems that will play the
largest part in future food crises and we now turn to a
discussion of some other likely consequences of

price rises.



C, THE CONSEQUENCES OF THE PRICE BOOM

High food prices and shortages are an inconvenience for
affluent societies and individuals ~-- the inconvenience
manifesting itself in such paltry gestures as mixing a few
soybeans with hamburger -- but they place poor nations in a
dangerous predicament. When global food reserves are low, the
capacity of the international food market to provide relief in
response to emergencies such as droughts or crop failures is
diminished greatly. As well, high prices may keep critically
needed food out of the reach of poor nations and individuals.
For the sizeable segment of mankind that spends up to 80% of
its income on food, significant increases in price for wheat
or rice cannot possibly be offset by increased spending. It
can only drive a bare subsistence diet below the survival level,

Since World War II, the less developed countries (LDCYs) |
of Asia, Africa end Latin America have been referred to
collectively as the third world. Recently this term has lost
its usefulness. Asia, Africa and Latin America are no longer
unrelieved areas of mass poverty; development in the last
thirty years in some areas has been quite dramatic, both
relatively and materially. In Asia, countries such as China,
Korea, Taiwan, Hong Kong, Singapore and Japan have progressed
quite far. Several Latin American countries have achieved
rather high average consumption levels although they are still
plagued with grossly uneven distributions of income and wealth.
The social and economic well-being of the 250 million people

living in oil-exporting countries has improved tremendously



- 53 .
since the escalation in the price of oil.

This leaves about forty countries with 900 million
people, or almost one-fourth of the world's populatiocn, in
which average per-capita income is still less than US $400
per year., This population is concentrated in the Indian
sub-continent, in sub-Saharan Africa, and in pockets within
Latin America. The countries in this category are labelled
variously as the fourth world, the least developed countries,
or the most seriously affected countries (MSA's). They not
only have the lowest income but also are resource-poor. At
any time of rapidly rising world energy and food prices they
face acube crisis since many simply do not have anywhere near
the amount of foreign exchange required to cover their import
needs., Without assistance, they cannot afford enough energy,
fertilizer or food, thus they face a substantial real decline
in consumption which may fall below survival levels.,

The problem is acute, and it is one that has been recognized
and pondered at length, particularly since 196%. 1964 saw the
United Nations Conference on Trade and Development (UNCTAD),
held in Geneva from 23 March to 16 June with the participation
of 120 states. The conference was memorable because it was the
first time that such a large number of LDC's were able to
present a united front to the developed world under the auspices

of the U.N,
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1. UNCTAD's Point of View

The principal components of the UNCTAD idea%.which served
as the basis of the major recommendations of the first conference;
were oublined in the most influential document with regard to
the gathering ~- "Towards a Trade Policy for Development" --
prepared by Raul Prebisch. Dr. Prebisch was formerly executive
secretary of the United Nations Economic Commission for Latin
America and he later became the first Secretary-General of
UNCTAD., The report offers a succinct guide to the ethos of
UNCTAD which will be summarized below. |

Before proceeding, it must be emphasized that what follows
is an extremely brief summary of a very complex situation which
may be seen to be gullty of oversimplification and/or superficiality
in some cases. Nevertheless, it was considered important to
include some brief comments on UNCTAD so that some of tTheilr
contentions could be contrasted with points of view and studies
from the "other side" (i.e. the developed countries). Both
groups offer impressive studies and voluminous literature in
support of their side of the debate but it is clear that neither
has won a convincing victory in the sense that one has swayed
the other in any fundamental way. In other words, then, it is
not within the scope of this paper to do more than touch on this
very controversial area as 1t relates to the subject matter of
the thesis. With these caveats in place the promised summary
follows.

The United Nations development decade (the 1960's) set

a goal of 5% annual growth rate for LDC's. Its attainment
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depended critically on fundamental changes in aid so that
IDC's could obtain the imports required to achieve this modest
rate of development.

External market conditions were held largely responsible
for the inability of LDC's to earn sufficient foreign exchange
so they could import the necessary items to achieve the 5% growth
rate. The "Prebisch Report" held that the principal adverse
factor was the persistent and inherent long-term deterioration
in the terms of trade of LDC's. This deterioration was held
to be owing to several factors: the large increases in the
volume of primary production as a result both of technical
advance and of rapid increases in population in the producing
countriess; the relatively stagnant demand for the exports of
primary products which reflects low income elasticity of demand
for their exports, technical progress in develaoped countries
which has led both to the development of substitutes for many
of these exports and to economies in usej; and, the monopolistic
nature of the production of the manufactured goods imported
by LDC's, in contrast to the more nearly perfect, competitive
nature of the production of primary products which make up
the bulk of LDC exports. As well, it was asserted that not
only do the terms of trade of underdeveloped countries decline
in the long run, but the share of these countries in the world
trade of manufactured and processed goods is also declining.‘

Both the paymenﬁs problems and the difficulties of development

policy were sald to be aggravated by wide'fluctuations in export
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earnings, superimposed on the already unfavourable long-term
trend. Fluctuations in export proceeds obstruct the process of
domestic development planning which is indispensable for economic
growth. These declines are the result of decreases in demand
from developed countries. The problems of LDC's are further
aggravated by the barriers of developed countries against their
manufactures. These restrictions not only méke it more difficult
to earn foreign exchange to pay for imports but also obstruct
the growth of their menufacturing industries because the
domestic markets of the LDC's are too small for modern, mass
production manufacturing techniques,

The.importance of external obstacles to development is
the principal, explicit theme of most of the UNCTAD literature.
There are also frequent suggestlions that the past actions of
developed countries are responsible largely for the current
poverty of the LDC's which have been caused generally by varilous
types of colonialism and imperialism, both economic and political.

The UNCTAD theme admits to some domestic factors having a
bearing on economic development but they are not awarded the
prominence of external acts by the developed world. The
literature takes for granted that economic development depends
largely on government action, and especially on comprehensive
central planning, both in a domestic and international sense.
Economic advance is not defined with great precislon; the many
criteria include: per-capita income, general living standards,
the volume of manufacturing output, the size of the public

sgctor and political independence. The one form of development
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which is invariably high-lighted is the growth of manufacturing
industries in ILDC's which must be sponsored or operated by
government, usually as part of an overall program of central
planning for the countries involved.

The main policy proposal of UNCTAD is the expansion of
inter-governmental foreign aid, which is regarded as absolutely
necessary for an acceptable rate of developmént of IDC's. 1In
addition to regular and routine flows of aid, other assistance
in the form of compensatory finance needs to be provided, both
to offset any deterioration in the terms of trade and also to
compensate for any unforseeable loss in foreign exchange which
LDC governments could not reasonably have anticipated when
forming their development plans. All these payments must be
made to governments -- not to individual producers -- even
when aid is to compensate for a fall in export prices. This
stipulation is considered important for two reasons. First,
if the payments were‘passed directly to individual producers
the overall development plan would be disrupted; secondly,
the incentives provided to producers could aggravate the
deterioration in the terms of trade by encouraging an
increase in production which would quite probably put further
pressure on prices of exports.

Developed countries are urged to support international
commodity agreements designed to raise or maintain prices of
primary products so as to improve the terms of trade of
underdeveloped countries, and to remove government imposed

obstacles to exports -~ especlally of manufactures ™ -- from
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LDC's. They should not ask for reciprocity from LDC's, who
should be allowed and encouraged to protect their manufacturing
iﬁdustries against competition from developed countries and
to grant preferences to manufactures exports from other LDC's,

The Prebisch Report appealed particularly to his colleagues
from other LDC's., By placing the major portion of the blame for
the plight of the LDC's squarely on the developed world's
shoulders, a heady atmosphere was created whereby it appeared
to many that there might indeed be a reasonably straight-forward
series of changes which could be made, in the form of international
assistance, to spur development of the LDC's beyond their wildest
dreams. All that was necessary was for the developed world to
give up an infinitesimal portion of their great wealth either
in the form of increased aid or elimination of domestic protectionism
against exports from the underdeveloped world. Compensatory
finance and commodity agreements rounded out the picture and
the whole UNCTAD "package" was seen as a panacea to achieve
the modest aims of the UN Development Decade.

Unfortunately, the UNCTAD theories do not stand up very
well -- if at all -- to harsh empircism, Critiques of the
Prebisch Thesis abou:rldeLEL A complete critique of the UNCTAD
’proposals is beyond the scope and purpose of this paper, however,
it is considered appropriate to high-light a few of the major

criticisms -- especially the ones with regard to food.

41, See for example Harry G. Johnson, Economic Policies Toward
Less Developed Countries. (Washington DC: The Brookings
Institution, 1967), esp. pp. 25-43 and pp. 249-250. Sodersten

Bo., International Economics (New York: Harper and Row, 19703,
€sp. pp. 411-%28, M. June Flanders, "Prebisch on Protectionism:
An Evaluation" The Economic Journsl, Vol. 74, June, 196%, (London:
MacMillan Journals Ltd., 1964%), pp. 305-26,




2. The Developed Worlds' Point of View

(a) Agricultural Demand

Perhaps the major complaint in the Prebisch Report is
that of the persistent deterioration in the terms of trade of
primary products which allegedly plagues the LDC's. Most
UNCTAD literature discusses foreign trade problems in terms of
'import requirements on the one hand, and the ability %o expdrt
or capacity to import on the other. The former is supposed to
depend on the level of real income and the rate of development,
and the latter on external markets. The unfavorable nature of
these conditions is seen as the cause of inherent balance of
payments problems. The analytical basis for the suggestion of
a persistent deterioration in the terms of trade of LDC's is
derived from the allegedly low income elasticity of demand for
primary products, especially for food. It must be noted that a
low income elasticity of demand does not by itself imply a
deterioration in the terms of trade, provided that it is not
negative. The implications of a low income elasticity of demand
are frequently confused with those of a negative income elasticity
of demand. Before one can be confident of the precise‘implications
of elasticities, the concept must be investigated within the
context of population growth and changes in per-capita income.
In the rich countries, the increases in demand for agricultural
products arising from population growth have been small and
declining over the past twenty years. But in all but a few
LDC's, despite family planning programs, population continues

to grow at an appalling pace. (See Table 1k4).
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The other critical element in demand is growth in per-capita
income, which operates also through the income elasticity of
demand for food. In the richer, developed countries the income
elasticity of demand for protein from animal sources 1s positive.
This implies positive elasticity for grain since food consumed
in the form of animal products requires four to seven times as
many calories of grain per person as are reqﬁired to achieve
the same human calorie intake from grain consumed directly.

In LDC's the income elasticity for food-grains is also
positiveeLFZ Thus, any real growth in per-capita income is translated
into increased demand for grain and progressively into demand
for higher quality protein from animal sources.

The final element on the demand side is the very low price
elasticity of demand for food in both rich and poor countries.
This means that a modest reduction in aggregate supplies will
produce sharp price increases and vice-versa. The point here is
that food is a strict necessity and thus has a very inelastic
price structure.

The argument about price inelasticities is attractive
when we speak about aggregates. However, a number of ommissions
in this theory are worth noting.
| First, an inelastic demand for food does not

necessarily imply that a single food item (or
the country producing it) could not gain
considerably in quantity demanded with any
sizeable drop in price as that item becomes

a more attractive substitute for other food.

Second, some food items may be enough of a
luxury item that price ...levels will be of

42, E.G. For India, FAO estimates the income elasticity for
rice at 0.40, for wheat, 0.50, for coarse grains, 0,17 and
for all grains, 0.25. '
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great influence on the amount consumed. (For
example, beef as a substitute for cereals in
the basic diet.) Third, elasticity of demand
coo(is) believed to be greater if a longer
time period is considered. This is the case

even with food if the individual type of

food is considered or if alternative sogrces
or synthetics are reasonable prospects°'3

The basic premise holds, however, that the lower the price
elasticity of demand, the greater will be the prospects of
unstable price.

Price elasticities of demand for food and

beverages are notoriously low. National

custom rather than relative prices seems to

determine whether people drink coffee or tea

or eat maize, wheat, rice, barley or potatoes

as their staple food.™

To be fair, Law's remarks are more applicable to products

grown in developed countries. MacBean implies correctly that

food products from LDC's will suffer from the deleterious

effects of low price elasticity of demand.

(b) - Agricultural Supply

Another major factor put forward by UNCTAD, for the
persistently deteriorating terms of trade, is the peculiarities
of supply of primary commodities. Agriculture in the developed
countries is mainly a capitai~intensive, labour-saving,
high-energy, high-technology industry. While some countries
(e.g. Japan and China) operate smaller-scale farms with some
degree of labour intensity, agriculture throughout the developed

world relies heavily on technology. In the LDC's agriculture 1s

43, Law, op. cit., p. 4.

44, MacBean, Alasdair I., Export Instability and Economic
Development, (London: George Allen and Unwin Ltd., 1966)
P. 26,
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primarily a labour-intensive, capital-poor, low-technology
industry carried on largely by very small units which produce
little marketable surplus Eeyond immediate family needs.

Notwithstanding the difference in inputs in the two areas,
both the developed countries and LDC's suffer to some extent
from the inelasticity of supply. Agriculture everywhere 1is
subject to considerable variations in harvest levels due to-
weather, insects etc.; there are also production lags, sometimes
of several years, as in coffee, tea, cocca and frult trees.

As well, the factors of production have a very low degree of
- mobllity. Once committed to agricultural production, resources
are likely to remain there even though returns vary widely and
may be quite low for long periods. Land i1s often best~suited
to grow a particular crop, and capital, where 1t exists at all,
is usually highly specializedy farm machinery has little
alternative value outside of agriculture. This immobility of
resources in the face of significant instebility or sustained
downward trend of prices for primary products presents a major
problem in shifting to alternative uses. The problem is most
acute in LDC's, wherevlabour normally lacks adequate education
and skill to be transferred quickly and where changes in
technology may evolve verybslowly and be extremely difficult
to institute over a wide area.
| Another principal reason for supply inelasticity
is the pattern of low variable costs combined
with high fixed costs. By way of illustration,

in the field of agriculture the fixed costs
of investment in farm and plantation ownership
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are relatively large in comparison with the

additional variable outlay involved in

producing a given crop. The fixed costs, as

viewed from a particular crop year for tree--

grown products, include the cost of land,

buildings, and equipment, as well as the cost

of planting, cultivating, spraying, pruning

etc., necessary to bring trees to the stage

at which they can produce. The variable

costs consist only of those necessary to harvest

and market crops. In such a situation current

output falls very little in response to a price

decline, even if an inelastic demand situation

would enable curtailment of output to increase

total revenue. The marginal cost of harvesting

the full crop 1s less than the marginal revenue

received so. there is no market constraint on ’

productioneLF

If it is true that price elasticity of demand is low for

primary products produced in LDC's, an increase in supply will
certainly bring about a more than proportionate fall in price
and thus reduce total receipts below those obtainable from a
smaller supply. The converse also applies, a smaller supply
should result in higher receipts. However, producers in the
LDC's are reluctant to limit output due to the typical market
structure in agriculture. When there are many small pfoducers§
each fails to benefit by his own reduction of output unless his
competitors do likewise. Quasi-cartels of this nature have been
attempted but there is usually a lack of wide-spread communication
which would enhance agreement to curtail production and individual
planters generally attempt to produce more to gain singular
advantage, thus destroying the possible benefit of a restriction in
production. These factors heighten the effects of inelasticity

of supply and thereby worsen price instability.

45, Law, Qp._cit., p. 5.
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It is clear that inelasticity of supply 1s dysfunctional
to LDC's development prospects at the present time. The industry
is plagued with massive under-employment, low-productivity of
human and capital resources, and antiquated technology. Problems
of storage of fast deteriorating products are also significant.
However, it is also clear that UNCTAD and others may have over--
generalized and overstated their case. There is very 1ittlé
evidence, if any, to support a contention that any area of the
world now has unmanageable surpluses which put such pressures
on world markets as to lower inordinately revenue gained from
those products. Certainly Brazil, in the past, has burned and
destroyed huge quantities of coffee, and fruit growers have
also been forced at times to destroy some of theilr
output. Chronic agricultural surpluses in wheat and coarse
grains were also prevalent and problematical in the developed
world in the past twenty years but this was not the case between
1972 and 1975,

In sum, while difficulties exist, massive supplies of
unmarketable food and totally inflexible resources seem to
exist much more in théorist‘s minds than in the practical
world. While UNCTAD has properly pointed out the problems
associated with inelasticity of supply they may have considerably

overemphasized the income effect.

3. Is There a Worsening Terms of Trade for LDC's?
UNCTAD contends that much of the trend toward worsening

terms of trade for primary products (increasing amounts of product
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necessary to buy the same amount of manufactured goods because
of discrepancies in relative price movements) 1s due to the
relatively slow growth in primary exports. This, it is held, is
the inevitable result of technological progress in the developed
world. The technological progress leads tc increased production
of synthetic substitutes at the same time that it leads to raw
materials becoming a smaller percentage component of finished
goods., New technology is usually propagated best in the developed
world; additionally, subsidies and protectionism in advanced
countries are cited as contributory factors for adverse movements
in the terms of trade. The former contributes to surplus
production with consequent downward pressure on world prices,
and the latter results in the best markets being at least partially
closed to the LDC's, further depressing prices over time.
This paper Wiliknot pursue much further the "Prebisch
(and others) Thesis" of worsening terms of trade. It is clear
from the many studies done that UNCTAD has oversimplified the
problem and has not stated the case fairly.
Finally, there is some indication of statistical chicanery

in UNCTAD's formulatién of their constantly deteriorating terms
-of trade thesis. Bauer takes them to task. ' A

How does the UN - UNCTAD literature substantiate

the unfounded allegation that the terms of

trade of underdeveloped countries or primary

producers have persistently declined?

The easiest way to arrange statistics
to show a long-term or systematic deterior-
ation of the terms of trade is simply to

omit the years over which they have heen
improved, a device frequentiy employed in
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UN -~ UNCTAD discussions. The alleged secular
decline in the terms of trade of underdeveloped
countries was first widely publicised in UN
literature on the basis of a series beginning
with the 1870's and ending in 19383 in the
Prebisch Report...it is derived from a

series beginning with 1950 and terminating

with 1961, Between 1938 and 1950 the commodity
terms of trade of primary producers improved

by almost two-fifths, even without any correction
for the improvement in the quality of manufactures.
It is easy to assert that the terms of trade

of primary producers always decline if the

years when they have risen are omitted.

eoothe choice of 1950 as a starting-point
is also noteworthy. That was the first year
of the Korean boom, when the prices of primary
products rose greatly as a result of stockpiling.
Thus a subsequent relative fall was to be
expecteds; the period 1950-61 cannot be used
legitimately as a basis for extrapolation,
quite apart from the fact that 1t is much
too short to serve as a basis for a discussion
on long-term trends.

esoIn the UNCTAD literature any adverse
movement in the terms of trade of (LDC's) is
regarded as permanent or likely to herald a
further deterioration, while any improvement
is treated as temporary. By 196h4...the prices
of primary products had risen relative to
manufactures since 19613 this movement 1is
either ignored or mentioned as likely to be
temporary only.

...Reading the UNCTAD literature (and
indeed much of the contemporary literature
in this field) one gets the impression that
the prices of primary products always fall
and never rise, so that it seems surprising
that trade in primary products continues,
and astonishing that its volume is currently
at record levels.,

In sum, the allegation of a long-run decline
of the terms of trade of primary producers or
of underdeveloped countries is untrue. The
concepts used in the UNCTAD discusslons are
‘practically meaningless and the analysis 1is
invalid. The empirical evidence summarized
in the statistical series in the officilal
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publications of the United Nations, such as
the Statistical Year Book, shows these - L&
allegations to be the opposite of the truth.

Bauer and other critics have successfully pointed out
inconsistencies in the UNCTAD contention that external market
conditions were largely responsible for the inability of
LDC's to earn sufficient foreign exchange to pay for necessary
imports. Counter arguments are put forth that Prebisch is
correct in some cases. For example it has been alleged that
where LDC's increase productivity much of the benefit is passed
on to the developed world in the form of downward price adjustments.
As well, although the claim is difficult if not lmpossible to
document, it has been asserted that the developed world have a
subtle "suasion'" power to limit adverse trading trends toward
themselves.

Analysis of the two schools of thought will not be attempted
here. No doubt both have considerable merit but, perhaps more
importantly, recent evidence shows that the world food situation
may be entering a new and more critical phase. This 1s the case
especially for the MSA countries where development problems are
most severe.

Despite a record 1975 cereal crop of 220
million tons (compared to 19% million tons

in 1974 the general situation of the,..MSA
countries remains serious. With their heavy
dependence on imported food, these countries
must not only finance traditional imports,
but also replenish pipeline stccks and build
up food reserves. The cereal import require-

ments of the MSA countries in 1975/76 were
estimated as slightly higher than in 197%/75.

46. P. T. Bauer, Dissent on Development, (Massachusetts: Harvard
University Press, 1972), pp. 253-5%.
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FAO's latest assessment is 18.9 million tons,
compared with actual imports of 18,8 million

tons in 1974/75,

essthe MSA countries' capability to finance

their import requirements weakened in 1975,
Preliminary estimates indicate that while the
combined agricultural export earnings of the

MSA countries incresgsed in 1975 by approximately
$350 million, or by less than 4% as compared to
197%, their total agricultural imports increased
by about 960 million. The net result was a further
deterioration in their over-all agricultural trade
balance.

The MSA countries'general balance of payments
situation has steadily deteriorated since 1973,
According to UNCTAD estimates, the current account
deficit; which had jumped from $3,900 million in
1973 to $8,700 million in 1974%, rose to $12,700
million in 1975 and is expected to grow to §l3,000
million in 1976 and to as much as $28,000 million
in 1980. As the MSA countries! external public
debt continues to grow, debt service charges are
increasing, siphoning off a growing proportion

of their foreign exchange earnings. On the other
hand, the external aid received by low income
countries, most of which are included in the MSA
list, is relatively much lower than that provided
to higher income developing countries: for instance,
in 1971-73 countries with a per caput GDP of less
than $200, which account for 72% of the developing
world's population, received little more than one
third of the total official development assistance
channelled to the developing countries as a whole.
Unless this share is increased and the total
volume of financial assistance and food aid is
expanded, the MSA countries will continue to find
the world marget and meet thelr basic import
requirements. 7

Whether Prebisch and other UNCTAD proponents were right or
wrong in the past, the statistics presented in the abové
quotation show clearly that the current payments deficit
situation for MSA's is serious indeed. It must also be

re-emphasized that the discussion here is centred on the world

47. TFAO, Monthly Bulletin of Agricultural Economics and Statistics,
Vol. 25, No. 7/8, July/August, 1976, op. cit., p. 8.
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commercial market for food. If the financial position of
MSA's continues to deteriorate, and world food prices should
rise significantly again, many of these countries will be
priced out of this market and become dependent almost totally
on food aid. Evidence presented earlier in the paper shows
that there are worrisome prospects (from the point of view of
poor countries) for higher food prices in the near future. We

now turn to a consideration of proposed solutions to this problem.

D. WHAT ARE THE PROPOSED SOLUTIONS OR ALTERNATIVES?

While there may be fairly wide~spread agreement that
financial problems exist in the trade of some commodities, the
area of agreement on how to solve them is much smaller. An

examination of various approaches follows.

1. Compensatory Finance

In addition to routine forms of aid, UNCTAD proposes
officially '"Compensatory Finance' to offset losses by LDC's
from deterioration in their terms of trade by compensating
them for a decline in export receipts below thelr reasonable
expectations with regard to development plans.

The discussions are usually confined to commodity terms
of trade when, in fact, it is the concept of factoral terms of
trade which is relevant to discussion of the effects of changes

in the terms of trade on incomes, living-standards, welfare
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and development048 As well, the thrust of this argument
envisages only deterioration in terms of trade which raises
the following questions. Just what exactly is it that has to
be compensated for, whom should it be paid to, and at what

level or levels should it be established? If the compensation

48, Some definitions are required:

a) Commodity terms of Trade - Relation between changes in
export and import prices.

b) Single Factoral Terms of Trade(S)j; Commodity terms of
trade (N) multiplied by an export commodity productivity
index (Zy); that is, commodity terms of trade corrected
for changes in productivity in producing exports. This
may be expressed as S = N ¢ Zyy a rise in S 1s a
favourable movement in the sense that a greater quantity
of imports can be obtained per unit of factor-inputl
used in the production of exportables.

c) Double Factoral Terms of Trade (D)j; Commodity terms of
~trade multiplied by a composite export and import ’
commodity productivity index (ZX/Zm9 where Zy, 1s an
import productivity index), that is, commodity terms
of trade corrected for changes in productivity in
producing imports as well as exports. This may be
expressed as D = N « Zy/Zpy a rise in D shows that one
unit of home factors embodied in exports now exchanges
for more units of the foreign factors embodied in
imports.

D will diverge from S when there is change in the factor
cost of producing imports, but this has no welfare significance
for the importing country, even though it indicates a change
in productivity in the other country from which commodities are
imported. What matters to the importing country is whether
it receives more goods per unit of its "exported factor-input'
(an improvement in S) - not whether these imports contain more
or less foreign inputs than before.

See Jacob Viner, Studies in the Theory of International Trade,
(New York: Harper and Brothers, 1937), pp. 558-561,

W.W., Rostow, "The Terms of Trade in Thecry and in Practice",
The Economic History Review, Second Series, Vo. 3, (London:
Cambridge University Press, 1950), pp. 4-5. Meier, Gerald M.
The International Economics of Development: Theory and Poiicy,
(ew York: Harper and Row, 1963), D, Hht.
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is to be based on reductions in export receipts one can see
quickly that there is scope for unlimited manipulation. By
judicious changes in the period reviewed or in the commodities
included in the computation of the terms of trade it is always
possible to claim a deterioration. Who would audit the "books"
and under what rules would they operate? Further difficulties
are also apparent. First of all, if price compensation of some
" sort is to be passed on directly to producers, considerable
problems of cost inefficiency in resource allocation would
be expected; price compensation, it would appear, would be
available regardless of crop levels and internatiénal demand.

If compensation were to go to the governments of the LDC
rather than the producers, further problems would soon arise.
The question would be how to allocate the compensation by the
governmeﬁte

Perhaps the most difficult concept in compensatory
finance is the idea of off-setting a reduction in foreign
exchange receipts below the reasonable expectations of the
IDC's involved., The idea of reasonable expectation is inherently
ambiguous and a decline in foreign-exchange can always be brought
about by government policy, e.g. by inflationary monetary or
fiscal policies which might discourage exports and encourage
imports as well as promoting an outflow of capital. The
larger and more ambitious is the development plan in a particular
country, the more likely export earnings are to decline below

"reasonable expectations". The UNCTAD proposals nowhere consider
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" the accumulation of reserves in good times nor do they attempt
to quantify in any way "pegsonable expectations”.

While compensatory finance was staunchly advocated by
UNCTAD in the beginning it has become clear to almost everyone
that the concept is all but unworkable in any practical way. The
main problem is that compensatory finance is linked closely
to changes in fofeign exchange earnings and to the terms of
trade. As such, the MSA's who have few or no external contracts
and perhaps non-existent development plans, would not qualify
for this type of aid. If aild is appropriate there are better
grounds or criteria for distributing it such as general living--
standards, per-capita income, or overall government” policy
and effectiveness in the recipient countries. Obviously
there would be many value judgementvproblems inherent in this
approach as well, however, compensatory finance schemes as
they are envisaged by UNCTAD, would benefit most the more
developed of the LDC's rather than the MSA's where the basic
problemé of malnutrition and generally miserable living
conditions are most acute and severe. A more sophisticated
and perhaps more efficlent method of resource transfer has
been espoused by the International Monetary Fund. For the past
twenty years there has been a substantial stream of literature
on the desirability and the need for using the international .
monetary system to effect resource transfers among countries
via a "link" proposal. From the LDC's point of view a "link"

between development and monetary reserve asset creation is
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required because...

The present international economic situation
is inequitable, asymmetrical, and self--
perpetuating. SDR's are not distributed
according to need, but with reference %o

a formula which gives inadequate weight to
populaticn size, nonmonetized GNP (e.g.

work done within the household), and other
factorg of importance to developing countries.
eeoThe "link'" proposal is a clear improvement
over the present system from an equity view-
point and is equally good in terms of efficlency.
The underlying assumption (which is not always
borne out by experience) is that LDC's are not
reserve accumulators, i.e., that they will
spend most of the extra international reserves
made available to them and that these will at
a second stage become available as liquidity
for the, developed nations and the global
system. 9

Propogals such as the "link" to SDR's show some promise
but it is not at all clear that the benefits of increased levels
of international liquidity will always find their way to the

poorest people in MSA's,

2. International Commodity Agreements (ICA's)

Another major UNCTAD proposal, and one that is still
advocated by not only UNCTAD but the FAO, is the promotion of
commodity agreements to stabilize, maintain and raise the export
prices of primary products. There has been some limited success
with ICA's over the years and, since the price explosion of
1972 to 197%, increased emphasis (by the UN) has been vplaced on
the possibility of utilizing ICA's as a means of transfer of
resources in the form of higher export earnings between the

developed world and LDC's,

49, Lawrence A, Veit, '"Development and the International
Monetary System", International Development Review, 1974(3),
(New York: Society for Internation Development, 1974%), p. 25.
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This close linkage of the problems of trade

with those of development has now become a

major issue in international commodity dis-

cussions, as a result of which international

commodity problems are now viewed in a wider

setting embracing questions of the flows of

total resources to developing countries.

These new ideas, with potentially far-reaching

implications for the fubure institutional

arrangements in international trade, have

been closely related to the strengthening of

the financial power of the oil-rich countries,

and to a number of political initiatives taken

by the developin% countries in the last two

years or SOeeve?
Since ICA's are being reconsidered as possible palliatives to the
food problems of LDC's, and in particular MSA's, it 1s worthwhile
to review the history of these agreements and analyse thelr

future viability.

(a) History of Food ICA's

Agreements among producers to regulate the international
markets for some primary commodities began to appear with some
regularity toward the end of the nineteenth century. These
agreements were not of the ilk of manipulative attempts to
distort prices, in order to derive short-run, "robber-baron”
gainss rather, they were intended to exert a longer-run influence
on the pattern of trade so that producers might receive a sustained
flow of income, The first ICA's were created‘by private producers
in the face of declining prices for their productsj; there was
no attempt to suggest that such agreements were to benefit
consumers. Though most of these schemes were short-lived they

planted the ICA "seed", the plant of which, although subject to

50, FAO Commodity Review and Outlook 1974—75, Ops _Cit.,
P. 26,



- 76 -
widely fluctuating growth cycles, has not yet died out. By
1907 there was a large-scale attempt by a national government

to control the price of a major commodity -~ the Brazilian

, 51

Coffee Valorization Scheme which atltempted to regulate exports.-
The limited activity in these early forms of ICA's was
viewed generally as uneconomic and impractical, however, factors
arose during and after World War 1 which were to make controls

seem more necessary, desirable and practicable.

First, regarding desirability, war had made
severe economic dislocations. Production
was greatly diminished in some countries

and enormously stimulated in others, as
exemplified by sugar in Cubsa and wheat in
Canada. ...There was an apparent increase
in both the need and willingness for govern-
ment to handle matters. Producers of...
agricultural goods...brought increased
pressure on their governments, In consuming
nations pressure was brought, especilally by
local producers, for subsidies and self--
sufficiency.

Simultaneously, the question of practicability
gained prominence. Governments had, during

the war, intervened in several areas of economic
life. They had controlled the production of
munitions, operated rails and shipping, and
rationed food and raw materials at controlled
prices., Many of these activities had previously
been considered unwarranted market interferences
and virtually impossible administratively.

From the purely economic viewpoint much of the
actions had been inefficient and at great

costs. But they were done an%i with experience,
done better and more cheaply.

51, Brazil at that time supplied approximately 80% of the world
exports of coffee and was faced with large surplus supplies.

The scheme was not an international cartel although it was

financed by several EBuropean Banks. This plan and others like

it which followed had limited success - the success in some cases
being more apparent than real since the weather tended to

complement their efforts. See J. W. ¥, Rowe, Primary Commoditlies

in International Trade, (London: Cambridge University Press, 19065),
p. 122, and Law, 0p, cit., p. 36,

52, Law, 0p. cit., p. 37.
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During the inter-war years more and more governments
entered the commodity cartel system, and thelr argument for
doing so was that national economic dependence upon a particular
commodity could result in political instability if prices fell
too rapidly. Thus the ICA's shifted economic decision making
from self-regulating markets to the political forum. Different
degrees of succéss or failure were achieved. Only one generalization
is possible, i.e. almost all the schemes were producer dominated
whether they were private cartels or government sanctioned.
The economic collapse which occured during the depression

re-emphasized the need to take some action. Massive price
drops coupled with large surpluses caused the collapse of almost
all existing control programs. Where there had been 1little or no
‘surplus capacity in 1929, the problem now appeared. Where
surpluses had already been present in 1929, the situation rapidly
became desperate, Cartel and governmental control activity
had obviously not been entirely successful, however, the
feasibility of further control activity was not denied ~- it
was felt to be a problem of administration.

Thus old schemes were revived, revised and

extended, and new schemes were set on foot.

Practical difficulties of organization were

in some cases responsible for considerable

delay in establishing or re-establishing

control schemes, but one followed another,

until all those industries which had

experimented with artificial control before

1929 had renewed these experiments, ‘usually

on a greater scale, and new control schemes

(were) established.... Thus artificial

control (was) applied almost as a panacea for

the troubles (of the depression), irrespective
of the very different circumstances of
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different industries: 1in particular no

distinction seems to have been drawn

between industries which were'"in trouble"

before the world trade depression began and

those whose troubles have been due solely to

the depression and the resulting fall in

demandee oo

With World War II there was a strengthening of demand and
the introduction of more urgent military and political con-~
siderations. During the hostilities most tréde agreements
ceased to function or were suspended and by the end of the
war the same problems were present again -- trade disruption,
economic nationalism and a continuing technological revolution.
Considerable shortages occurred in several commodities from
1946 to 1948 and much of the interest in ICA's now-came from
the consumer side amid memories of post-World War I shortages
and price instability. The shortages were relatively short-lived
and during 1948 to 1950, when there appéared to be some threat
of imminent surpluses, stﬁdy group effort was intensified.
The International Wheat Agreement which was reached in 1949
established maximum and minimum prices as well as multilateral
contracts that set quotas for importers to buy when price
reached the floor and exporters to sell when price reached the
ceilling.
The Korean conflict caused abnormal demands which brought

about shortages from 1950 to 1952 and record prices for

several commodities were reached in 1951. This experilence

shifted discussion sharply toward methods of achieving price

53, J. W. F. Rowe, Markets and Men, (London: Cambridge University
Press, 1936), pp. 18~19.
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stability. However, by 1952 shortages were becoming less
acute and some of the overexpansion which occurred as a
result of the conflict began to bring downward pressure on
prices and renewed interest in controls by producers. The
wheat agreement was still in force and a sugar agreement was
reached in 1953 which included all major impqrters and
exporters excepﬁ Brazil and Peruj price ceilings and floors:
were established and were to be protected by quota assignments.

A rather long period followed of very stable conditions
for primary food commodities. Desultory discussions proceeded
amoﬁg the various study groups but no significant or fundamental
changes in agreements were reached. During the late 'fifties
and early 'sixties ILDC's began to articulate more precisely
their contention that economic development was beilng stymied
by too low prices for their commodity exports and by the time of the
first meeting of UNCTAD (1964%) ICA's of all forms, but
especially of the price-boosting type, were being viewed by
LDC spokemen (Prebisch being the foremost of these) as
panaceas for virtually all ailments of all commodities. This
issue has been studied thoroughly and conflicting views abound,
however, the new forum of UNCTAD remained intact and LDC's have
never conceded that ICA's in some form would not aid
significantly their overall economic developmeﬁt.

The price explosion in commodities of 1972 to 1974 has
heightened the interest of the entire world for finding some
method of achieving stability in food markets and 1t now seems

that a fundamental change has taken place in the world's demand
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and supply of primary commodities. TFood prices were particularly
hard hit and obtaining adecquate food 1s the most critical issue
for all countries. We will turn now to the different types of
ICATs which have been attempted or are envisaged and then

analyse their viability for the future.

(b) Types of ICA's
The term "International-~Commodity-Agreement" does not lend
readily to precise definition. Generalization about control
activity can be dangerous or, at the least, ambiguous since
there is a variety of procedures and combinations which can be
used. In any event definition is required and important and the
following working definition is used in this paper:
"An International Commodity Agreement is an
association of the governments of more than
two countries for the purpose of regulating
the marketing of some primary product in the
interests of exporters and importers."
The most frequently used types of agreement are: multilateral
contracts, buffer stocks, and restrictions and quotas. Any
particular agreement may use one type in isolation or any

combination and they are often used in conjunction with price

floors and ceilings.

(i) Multilateral Contracts: The most widely used
commodity control is the medium to long-term contract stipulating
price and/or quantity. It may take several forms, l.e.: one
major importer and several exporting countries; several importers
and several exporting nations; and, several exporters with no
importer voice. Food agreements are typically of the second

type (several importers and several exporters) and they have
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discernible advantages and disadvantages.

A disadvantage is that residual variation in demand and
supply becomes concentrated in the free (noncontract) markets
and makes them less stable. In other wordé7 the contracts
may cloud the issues of trend and stability which might otherwise
be discernible in the absence of the ICA's.

Benefits of these types of agreements are: that they don't
interfere particularly with market operations and resource
allocation nor do they restrict output. Additionally, small-
holders who often are lower-cost producers may enter tThe market
freely.

In sum This form of ICA 1s a more economically defensible
approach than many others. Glven realistic prices near some
long-run equilibrium, as well as ceilings and floors narrow
enough to provide stability but wide enough to allow the market
to prevent excessive accumulations or shortages, a multilateral

contract should have a good chance of success,

(ii) Buffer Stocks: Buffer stocks may be used by
Themselves, with contract arrangements or with quota restrictions.
Basically there are three methods of using buffer stocks as ICA's:

1. They are used in an auxiliary capacity in
conjunction with quantity regulations.
The primary purpose of the stock is to
provide defense against sudden price
fluctuation.

2. They can stand alone in an unregulated
commodity. This requires a larger
stock, more aggressively used. If
effec%ive, it should lessen pressure
by producers for unilateral government
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or for international restriction agree-
ments.

3. They can be used with other forms of
ICA to mitigate ggneral buginess
cycle influences.’™
A number of difficulties may be quickly perceived. For example,
even if goals and price policies are set in advance, price
supports on consumption items might cause consumption to shrink
during a recession as well as permanent shifts away from the
supported item. Additionally, the size of the buffer stock must
be decided. Producers have little interest'in entering control
schemes when prices are high and they can't afford it when prices
are low, therefore% the problem of establishing the initial
stock is considerable., Finally, problems of storage and
apportioning the financial burden arise. If governments bear
the brunt there will be constant pressure by producers to increase
stocks.
There is good reason to believe that a buffer stock, properly
designed and managed, could assist in stabilizing a market in
the short-term., However, this form of ICA is not particularly
well suited to long-term stability problems. If too rigid a
price range is attempted, either the fund or stock will become
exhausted. A moving average of past prices as a basis for
support might ameliorate this problem to some degree, however,
political pressure from marginal producers or producer domination
has usually sounded the death-knell for these schemes. If this

type of ICA is ever to become viable for extended periods it

54, Law, op. cit., p. 72,
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will have to be administered by a bank of last resort, such as
the IMF, which might have the resources and the will to with-

stand political pressure.

(iii) Restrictions and Quotas

Adjusting output and exports through gquotas or restrictions
has been a very commonly used form of ICA. If supply can be
curtailed when prices fall and expanded when they rise the
result should be a more even price trend.

To be effective in increasing export iﬁcome9 the
restriction agreement must include a1l important actual and
potential producers. If it does not, the producers outside the
agreement will expand their output to take advantage of the
higher prices. Another problem is how to allocate the agreed upon
levels of export volume among particlpating members. A
frequently used method is to share out quotas in accordance
with historical production or export volume which works to the
disadvantage of new, low-cost producers. If the agreement
succeeds in maintaining the quota distribution, it will probably
result in a less efficient global production strucfure over
time, since the growth of the loW—cost producers will be
restricted. As well,

Empirical evidence suggests that distribution
of quotas according to pre-agreement expor?t
figures is difficult to maintain in tThe longer
run., PEither the new producers will refuse to

join, or they will break away from the agree-
‘ment at a later stage.b5

55, Marian Radetzki, "International Commodity Agreements and
National Benefit", International Development Review 1974/1,
(New York: Socie%y for International Development, 1974), p. 17.
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At the national level, a major problem caused by export
restrictions is that of adjusting output down to a level
complementary to the export quota. In the United States
particularly, there is evidence that domestic quotas and
associated price support schemes for wheat have enchanced
vield., During the period 1950 to 1953 the average seeded
acreage and yield of wheat were approximately 77,000,000 and
14 bushels per acre respectively while the averages of 1954 to
1957 were 58,000,000 and 17.°° Additionally:

In respect to the United States (wheat) surplus
there is need for more recognition...of the fact
that the period of high prices after the war and
their brief renewal in the Korean War period

led to an expansion of output which would have
created a difficult adjustment problem even in the
absence of price supports in the United States.
With the rapid recovery of European agricultural
production and the persistence in many countries

of agricultural protectionism some reduction

in wheat output on this continent became inevitable.
The quotas imposed in the United States have helped
produce some of this required reduction but their
effectiveness has been limited by the way they

have been administered., Moreover, the continuation
of high support prices encourages the use of the
best land for wheat production and the application
of fertilizers and weed killers, all steps that
increase the average yileld per acre.

Although restrictions have brought about some laudable
advances in agricultural techniques, the process 1s long;
in the short term quotas and restrictions are indefensible

because they entail restricting the world's output when so many

56, Source: Hugh G. J. Aitken, John J. Deutsch, W. A. MacKintosh,
Clarence L. Barber, Maurice Lamontagne, Irving Brecher, Eugene
Forsey, The American Impact on Canada, (London: Cambridge
University Press, 1999), lable 16, p. 16k,

57. Clarence L. Barber, "The Impact of United States Farm Policy
on Canadian Agriculture: in Ibid., pp. 83-8h. :
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are poor. They are wrong also because freezing production in an
inefficient pattern is an unjustifiable misallocation of the
world's scarce resources. The provisions may be dysfunctional
in a strictly financial sense since high prices enhance the
search for and probability of development of substitutes.

Rarely are economists so close to unanimous agreement as
they are in proclaiming these procedures to show the least
promise for enhancing the world's food distribution. Empirical
-evidence and theoretical dissertations provide substantial
evidence that this type of ICA interferes most with the market
mechanism and efficiency. Irom an economic viewpoint, then,
it seems surprising that this oidest, most used and most highly
criticized ICA scheme is the most long-lasting and persistent.
The contentious issue revolves around conéiderations of the
short and long term. In the long-run, quotas might provide
some benefit by shifting toward lower cost producers. However,
governments must cater to short-run interests and problems if
they are to fulfil their main objective ~-- to remain in
office. From the political point of view, the true goals of
this type of control activity are clear.~- the protection of
domestic producers and national interest, irrespective of world

demand conditions,

(¢) Evaluation of Experience
Performance under ICA controls has provided limited
encouragenment as to their future success. ICA's are now in

existence for very few agricultural products and most of these
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can be said to be in some form of continual evolvement. A
brief analysis of past and present efforts in coffee,; sugar
and wheat are illustrative and follow, prior to a theoretical

analysis of the general viability of ICA's,

(i) Coffee: 1In coffee, control activity has been at best
a mixed success.. In addition to the usual farming hazards,
coffee is subject to a production cycle of about twenty years
quration. New trees require about five years from planting to
initial productionj; top output occurs at abéut eight years
and gradually decreasing yilelds may be obtained for a further
ten to twenty years.

Although the first international conference on coffee
prices was held in 1902, 1t was not until 1962 that a formal
~world-wide agreement among both exporters and importers was
arranged. Brazil, which produces approximately 30% of world
output, has always been in the forefront for coffee agreements
and her efforts in 1907 and 1917 made some progress toward price
stabilization (cause and effect are difficult to distinguish
here since the weather complemented the control mechanism).
Surpluses began to recur during World War Ij low prices
returned and the Coffee Valorization Plan was reinstitutede58
Brazil started buying coffee in 19213 domestic production was
maintained and expansion took place in other Latin American
countries. The resuit was large stocks of coffee accumulated

in Brazil.

58, The Valorization Plan was an agreement by the three
Brazilian producing states to buy up surplus coffee and thus
maintain price levels.
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In 1931, the price dropped to eight cents per
pound compared with twenty~five cents in 1925,
The Brazilian government adopted stern measures,
burning over ten billion pounds of coffee beans
during the 1931 - i period. Concurrently,
Brazil's share of the market declined, agg the
share of the African producers expanded.- :
Law 1s more specific:
While efforts (for price stabilization and maintenance)
had been viewed by coffee growers as beneficial and
desirable, the huge stock overhang that developed in
the late 1920's was a detriment both to the control and
the industry. Great riches and expansion of the
industry were stimulated just when curtailment and
diversification were needed. The costs included
great debtsz catastrophic wage levels, lack of
diversification, enormous overcapacity, and violent.
economic and political dislocations. Consumer
resentment built and output more than doubled, 60
Other attempts were made with limited success to form
equitable and manageable International Coffee Agreements until
1962 when a Tive year agreement was reached, under the auspices
of the UN, by major exporters and importers. This agreement was
wider in scope than’any previous coffee arrangeménts but it had
no price adjustment provisions., Basically the scheme was to
promote consumption while trying to enhance both production
methods and the incomes of coffee growers by keeping prices at
an equitable level., The Agreement tried to maintain 1962
price levels by means of annual and quarterly export quotas
for member exporting countries. Imports by members from
non-members were to be limited to the same level as for the

three-year period prior to the Agreement.

59. William E. Haviland, International Commodity Agreements,
(Ottawa: Private Planning Association oi Canada, 1963), p. 1k,

60. Law, op. cit., p. 83.
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In sum the coffee Agreement stabilized prices for a time
and helped to balance supply and demand. With some minor modi-
fication the arrangement was renewed in 1968 but subsequent
disputes over soluble coffee and unilateral actions by some
producers brought about its demise; since 1972 world trade has
been free of any restrictions.

Although the 1968 agreement was abandonéd as far as trade
was concerned in 1972 it was not due formally to expire until
1973. In fact the agreement was extended at that time; in a
severely modified form, largely to preserve the International
Coffee Organization as a statistical centre and provide a forum

for negotiations for a new agreemente61

61. Waters makes an interesting case that one of the principle
reasons why ICA's continue to flourish in the face of significant
evidence that they are not viable economically, is due to
self-interest of international bureaucrats. e.g.

"The livelihood and well-being of the international
bureaucrats depends upon the demand for their services.
Therefore they seek defiantly every possible fiduclary
role for themselves., ICA's transfer to international
administrators the right to arbitrate and administer
on behalf of the producer and consumer nations, and
this is a wvaluable right which carries with it
identifiable non-pecuniary rewards. Anyone who has
observed the international bureaucrats' environment,
when travelling or at his permanent office, must be
impressed by the conditions under which he lives
and workss; particularly when these conditlons are
compared with those of his domestic counterpart.

It is interesting to note how permanent are the
Permanent Secretariats of ICA's, once they are
established. The tea council stood for a decade
after its raison d'etre had disappeared, and the
magnificent building of the International Coffee
Organization, beside the Thames in London, is
still a bustle of activity despite the collapse
of the ICA which created it in the first place.
Hence the hortative support of ICA's by the
employees of the so called World Bodies."

See Alan Rufus Waters, "The Economic Reason for International
Commodity Agreements". Kyklos, Vol., 27, 1974, (Basel Switzerland:

Srancke A, Francke A.G., 10/%), p. 786,
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A general downward trend in prices followed the peak of
mid—l97%62 until the heavy frost which occurred in Brazil in
1975. They rose rapldly, however, when the very extensive
damage became known; production in crop year 1976/77 was expected
to be between 450,000 and 600,000 tons compared with average
production in the previous five years of 1,340,000 tons. As well,
production in 1977/78 and 1978/79 will also be affected to a
lesser degree.

World coffee prices,; as measured by the ICO
composite index, more than doubled during

19'765 rising from 94,97 US cents/lb. in January
to 206.82 cents/1b. in December. There was

a further sharp increase during the first four
months of 1977, to a maximum of approximately
340 US cents/1b. in mid April, followed by a
slight decline through mid May.63

At the end of November 19753 the 62-member International
Coffee Council approved a new International Coffee Agreement
which, subject to the necessary ratification by member govern-
ments will operate for six years from October 1976. This
agreement 1s the most ambitious yet as far as potential effects
on prices and mediﬁm term supply and demand are concerned.

So far, 17 countries have signed the Agreement,
including the two major producers - Brazil and
Columbia - and four major importing countries --
the United States, the Federal Republic of

Germany, France and the United Kingdom. ...The
Agreement provides for the introduction of export
quotas in the event of the ICO composite indicator
price falling and remaining for 20 days below the
celling of a price range established by the Council
or (in the absence of a decision to establish a
price range) if the average of the indicator prices for
ssecOoffees should fall and remain for 20 days below
‘the average of these prices in calendar year 1975.

62, The ICO composite indicator price reached an average of
U.S. 73.7% cents per 1lb. in May, 1974 which was 20% higher than
a year earlier. ©See FAO Commodity Review and Outlook, 1974«75,

op. ¢it., p. 152.

63., FAO Commodity Review and Outlook, 1976-1977, (que: FAO Qf
the UN, 1977), p. 21.° o o



The agreement has good potential for some stabilization
of the international coffee market and for protection of producers’
income. Certainly prices have remained fairly high and stable
since 1975. Whether or not this is attributable mainly to the
commodity agreement or to the fairly long-term effects of
reduced supply, owing to the frost in 1975, is difficult to
say. The test of this agreement, to maintain fairly stable>
incomes for producers, will come when coffee plantations return

to full production.

(ii) Sugar: The history of difficulty and international
control efforts in sugar extends back over one hundred years.
In 1864 the UK, France, the Netherlands and Belgium entered
into a ten-year agreement intended to do away with beet sugar
production bonuses and export subsidiese This was the first
of several failures to achieve these objectives. These efforts
were followed by the Brussels Sugar Convention of 1902 to 1918
which consisted of various European sugar producers who attempted
with little success to deal with the conflict betWeen low~cost
cane sugar from tropical countries and high-cost beet sugar in
temperate countries.by providing for the grédual removal of
bonuses on sugar beet production, subsidies on exports, import
tariffs, and colonial preferences.,

As with a number of commodities, extensive problems began

‘as a result of World War I, By the 1920's production had increased

64%. Ibid., p. 86.
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through response to chronic wartime shortages (e.g. Cuba
increased her crop from 2% to 4 million tons during the war)
and when Buropean fields returned to production prices dropped
drastically; price in December 1921 was one-tenth the level
of May 1920. Surpluses were abundant throughout the remainder
of the twenties and feafs of dumping along with severe price
instability set the stage for the "Chadbourné Plan" of 1931.
when the chief exporters (principally Cuba and Java) agreed
to restrict exports and gradually reduce stocks over a five-year
period in an effort to check the decline in prices. The plan
was heralded as a watershed for a new, prosperous era in the
sugar industry, however, the optimism was short-1lived as
prices continued downward through 1935. Members lost ground to
non-members, prices remained depressed, and the Chadbourne
Aéreement collapsede
In 1937 the first International Sugar Agreement of both
producing and importing countries was formed. This scheme
included the US, Britain and much of Europe and stipulated
gquotas for exporters and an agreement whereby lmporters were
to limit their domestic production. The two Sugar Agreements
(1931 and 1937) were not completely successful since prices
continued to decline throughout the period. However, as Rowe
points out, they were of some benefit:
...during the second half of 1938 the world began
to stock up for fear of war, prices rose as stocks
in producers' hands declined, and by June 1939 the
London price was over 88, ...With the outbreak of

war, the international agreement naturally became
void. How the scheme might have fared, if there
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had been no war, is idle speculation, but at .
least it can be said that both the 1931 and the
1937 agreements were on the right lines as
remedies for most difficult situationg, Both
made things better rather than worse,0)

The 1937 agreement became the basis of the present Sugar
Agreéement which was negotiated at the UN Sugar Conference of
1953 and. amended and refined in 1956 and 1958, Objectives of
the agreement wefe much the same as those fof the coffee schéme
of 1962 i.e, to promote consumption while trying to enhance and
stabilize the incomes of producers by keeping prices at an
equitable level. Member importers agreed to limit their imports
from non-members and exporters were cémmitted to production
controls in the form of export quotas which changed at different
price levels. The significant point is that above a certailn
price%quotas'became inoperative.

The International Sugar Agreement may have reduced the
fluctuations in the price of sugar but the price has remained

volatile., The main reasons for this phenomenon are two fold.

The first problem is that very little of the world's production

~ of sugar is traded internationally. Secondly, the largest importer

the US ~-- greatly reduced Cuba's preferential import quota
in 1960 due to political differences. There followed a period
of great uncertainty as to where the US allocations would go
and Cuban production became very erratic. Finally, Cuba in
1961 demanded that her contract with communist nations be added
to her basic quota and this brought an end to the agreement as

other exporters refused,owing to perceived difficulties in

65. Rowe, (1965), op. Clit., Do 148,
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monitoring Cuba's exports.

There followed a period of little or no control, with
surpluses and low prices, and a new agreement was reached in
1968. The new International Sugar Agreement which came
provisionally into force for five years on 1 January 1969 is:

an export quota agreement like its predecessor.
It sssumes the continuity and stability of the
existing special arrangements which govern about
half of world trade, and excludes them from its
quota provisions. It is intended to regulate
supplies in the residual or free market sector
of international trade which has been very
unstable since the quota provisions of the

1958 agreement lapsed in 1961 and which has
suffered from persistent surpluses and 6
extremely low prices during the past few years¢6

Considerable increases in output and consumption have been
achieved since the enactment of the new Agreement, however, the
year 1974 brought shortages and expectations of increasing shortages
caused by the very low carryover stocks and the poor 1974/75
beet crops, particularly in the Northern hemisphere.-

World market prices reached an all-time peak

of U.S. cents 64 per 1b. toward the end of
November 1974s more than six times the price

a year earlier., All available sugar was

exported and the volume of world trade

remained high at about the 1973 record level

of 23 million tons, but its total value

roughly doubled to U.S. $8,700 million.

The reversal of the price rise was brought

about by consumer resistance and the consequent
cessation of import buying. Demand from primary
distributors fell sharply as consumers, including
industrial consumers, began to draw down their
accumulated stocks.... Meanwhile the decline in
world market prices had been reinforced by
forecasts of large increases in beet planting

and the possibility of very large beet crops

in 1975/76., By the beginning of May 1975, world market

66. FAO Commodity Review and Qutlook 1968-1969, (Rome: TFAO
of the UN, 1969), p. 175
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prices had fallen to below 20 cents per 1b, 67

Sugar has been and remains one of the most unstable
commodities to be traded internationally and there is little
reason to hope for any significant increase in stability in this
market in the future. The US is currently taking initiatives
‘to liberalize trade relations with Cuba and in the meantime
has banned the use of artifical sweeteners in their country;
Other sugar substitutes such as corn-derivative sweeteners are
being developed and used more and more, however, LDC's and
MSA's can be expected to demand more sugar 1f and when their
standard of living and income increases. All these things-
will have a bearing on the future stability of the international
sugar market but the efficacy of International Commodity
Agreements to‘enhance stability of sugar producers' incomes 1s

very uncertain.

(iii) Wheat: Wheat is the mosﬁ important food traded .
on international markets since it is such an essential foodsturlf.
Most governments take a close interest in its productioﬁ and
distribution and trading agreements for wheat have generally
been of the multilateral contract type with several importers
and several exporters,

International efforts to stabilize wheat marketing

originated with the first International Wheat Agreement (IWA)
of 1933. The price of wheat had fallen to around fifty cents
per bushel and the IWA, which consisted of exporters and

importers, aimed at raising depressed prices by reducing

67. TFAO Commodity Review and Outlook 1974-1975, op. cit., p. 118.
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production. Exporters were to accept quotas, and control

(i.e. 1limit) production so as to meet their quotas, plus domestic

requirements and a small reserve. Importers were to limit
their production, increase domestic consumption and reduce

their import duties when prices rose to a specified level.

As with other initial attempts at international trade agreements,

the IWA soon collapsed° The collapse was brought about by a
bumper crop and serious disagreement over export quotas and
acreage reduction.

Although the IWA ended, the International Wheat Advisory
Committee continued.©6 Negotiations by this body for a new
Agreement were underway when World War II began. During the
war and early post-war years a second agreement was reached

in the form of a Wheat Protocol (1942), It included only

the four major exporting countries (Canada, Argentina, Australis,

and the US) and the United Kingdom as the major importer.

A post-war International Wheat Agreement was negotiated in
1949, ‘In the history of commodity control this agreement was
unique in that it was negotiated when prices were very high
(i.e. the price rose as high as $3.25 U.S. per bushel in
194%7). The major motivation for the agreement was the fear
that severe depression might recur and the current prices
might only be temporary. Prices were high for a short while .
after the 1949 agreement, however, the 'fifties saw increasing
surpluses and downward pressures on prices, The surplus stocks

occurred despite expanding sales in the Far BEast and Eastern

68. Self-perpetuating bureaucracy again. See Waters, op. cit.,
fn 61,
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Burope and were caused mainly by price-supported increases
in production in North America and Western Europe. The total
volume of world trade in wheat was more than twice pre-World
‘War II levels, however, the problem of unsatisfied demand in
LDC's persisted.

The 1949 Wheat Agreement has been reviewed, renewed and/or
renegotiated every three or four years. As befits the
importance of this commodity the objectives of the IWA are more
development oriented than any other ICA. The objectives are:

a) to assure supplies of wheat and wheat-flour
to importing countries and markets for wheat and
wheat-flour to exporting countries at equitable
and stable pricesy

b) to promote the expansion of the international
trade in wheat and wheat~flour and to secure the
freest possible flow of this trade in the interests
of both exporting and importing cowuntries, and thus
contribute to the development of countrles the
economies of which depend on commercial sales of
wheat;

c) to overcome the serious hardship caused to
producers and consumers by burdensome surpluses
and critical shortages of wheat;

d) to encourage the use and consumption of wheat
and wheat-flour generally, and in particular in
developing countrles, so as to improve health

and nutrition in those countries and thus to
assist in their development; and

e) 1in general to further international cooperation
in connection with world wheat problems, recognizing
the relationship of trade in wheat to the economic
stability of markets for other agricultural productso69
The agreement also differed from most earlier controls in
‘that consumers were represented, there were no production

restrictions, there was a flexible price range and a specified

69. Haviland, op. cit., p. 10-11.
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celling. These items should have helped to avoid some of the-
pitfalls of other schemes, however, although the main objectives
of the IWA were to maintain stable and fair prices as well as
- equitable shares of the market, there were no commitments to
control of production. This meant that price ranges set at
the beginning were to bracket price levels which equated market
supply and demand during the three years or so of the Agreement.
This forward range pricing proved to be inequitable to North
American wheat producers,
During the first three years of the agreement, world
prices averaged from 13 to 45 cents a bushel above
the maximum prices under the agreement and the
Canadian wheat producer absorbed this loss. In
contrast, in the United States this difference
between world market and Wheat Agreement prices
was absorbed by a subsidy from the federal treasury,
the farmers receiving either the full free market
price or the support price if the latter was higher.70
At the time of renewal in 1953, world stocks were high and
growing’/l and prices were falling.”/? Despite this, and perhaps
because of prices received during the first years of the agreement,
exporters wanted increases in both the ceiling and floor prices.
They were attained but at the cost of reduced participation of
importers.
esoThe United Kingdom refused to sign the 1953
renewal. ©She was followed by other major

importers, reducing the coverage from 60 percent
of world trade in 1949 to 25 percent by 1956.73

70. Barber, op., cit., p. 76,

71l. For example, stocks rose to 8.5 million bushels in the
leading exporting countries in 1951 and, as of March 31, 1958
there were still 451 million bushels of wheat on Canadian farms.,
See Law, op. cit., p. 59, and Barber, op. cit., p. 77,
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Therefore, the Agreement did not bring about equality
between output and consumption at reasonable and fair prices.

In fact it tolerated and encouraged the sale of North American
wheat at below the average world price for the first three years.
The IWA also failed in its aim to reduce surpluses and the

easing of carryovers did not occur until the 'sixties when it

was assisted by major purchases by a country outside the Agreement
-~ Mainland China.

Nothing of great significance occurred -within the IWA
throughout the rest of the 'sixties., US and Canadian domestic
policies maintained reasonably stable prices in North America
and these rather than the IWA were the main elements of stability.
US surpluses were quietly disposed of to LDC's under Public Law
480 (Food for Péace) which permitted the sale of America's
surplus foodstuffs at low prices to poor countries for payment
in local currencies., This program relieved hunger but it .added
to another problemj while cheap and plentiful supplies were
available there was no impetus for LDC's to solve their own -
agricultural problems. In fact, |

Long—term,féod»aid agreements...effectively-
postponed any meaningful decisions by recipient
governments to improve agriculture. In some
countries, food aid was actually aggravating
the problem of hunger by depressing the prices
of wheat and rice to the point where it was

unprofitable for local farmers to use
fertilizer./*

72, Average monthly prices reached a high of just over U.S.
$2.,40 per bushel in 1951 and had dropped to about U.S. $2.00 per
bushel in 1953. See: UNCTAD, Vol. III, Commodity Trade, (New
York: United Nations, 1964), p. 134,

73. Law, Op. cit., . 55,

74, Lester R. Brown and Gail W, Finsterbusch, Man and His
Environment: Food, (New York: Harper and Row, 19727, p. 126,
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Finally, sales to Russia and China continued (although Russia was
technically a member of the IWA as an exporter) and roughly 4o
percent of exports were occurring outside the agreement during
most of the sixties., This raises the obvious questions about
the contribution and necessity of the Agreement.

In July 1671 yet another IWA was negotiated with the
same principal objectives but with no firm price stipulations.,.
Three bumper crcps followed in North America but the factors
mentioned earlier in the paper combined to push the price to
over $5,00 per bushel by August, 1973. In the face of good
crops in 1975 and 1976 and, with almost all readily availlable
acreage in production, prices are moderating. The US domestic
price has moved from $3,90 in the first quarter of 1975 to $2.65
per bushel in the fourth quarter of 1976075

The fubure for wheat prices is gloomy from everyone's
point of view. North American farmers cannot afford to grow
and sell wheat at the current, low world price levels, This
situation has driven US policy makers to apply acreage restrictions
in the 1977-78 crop year in the hope that reduced supply will
increase producers' profits to a viable level. The reduction
in output is almost sure to achieve higher prices but it will
also mean that less wheat will be available for aid, and world
reserves will again decline, If serious lags occur in production
in other areas of the world, concurrently with US restrictions,

acute shortages and very large price increases will probably

75, Source: DBusiness Week, April 18, 1977, (Wew York: McGraw--
Hill, 1977)? p. Lll. See also, prices CIF Rotterdam for these
two times were U.S. $+,80 and %3068 per bushel. Source: Foreign
Agriculture Circular, Nov. 1977, op. cit., p. 25.
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result, as they did between 1972 snd 1974, This would mean
further reductions in aid for those people outside the
commercial market and unsustainable pressures on forelgn exchange
capacities of those countries which are barely able to afford
needed wheat imports at moderate prices.

In summary, although wheat priced were reasonably stable

between 195% and 1971, it is unfair to attribute this mainly

| to IWA's., The principle elements of stability were North
American domestic policies (particularly those of the US)
and sales oﬁtside the agreement. These were also the primary
influences in establishing the price level. The exact amount
of influence of the IWA's on either stability or pfice level
is difficult to determine, however, neither was affected in a
fundamental way. Finally, it is noted that with wheat no case
has ever been proffered for price-boosting in the interests
of aid. The preponderance of output and consumption is in
developed countries.

(d) Analysis of the Results of Control Activity in Coffee,

Sugar and Wheat

Control activity for coffee has been, at best, a mixed
success, Barly Brazilian efforts in 1907 and 1917 did make
some progress toward pfice stabilization but weather factors
helped somewhat in this. Coffee growers saw the schemes as
beneficial and.desirable, however, the huge surplus that
developed in the late 'twenties as a result of the "permanent
defence" of coffee, was a detriment both to the control and the

industry. Great expansion of the industry occurred when
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curtailment and diversification were needed. The costs included
large debts, very high wage levels, enormous overcapacity and
violent economic and political upheavels. Consumer resentment
bullt and non-Brazilian output more than doubled.

Post-World War II efforts at coffee control have been
largely ineffective owing to a failure to support quotas or
prevent increased African output. There is some hope that the
1975 agreement will provide some needed stabilization to this
market but softening prices could easily recur when production
returns to normal.

Early sugar control also had much difficulty. The Chadbourne
Plan failed to raise prices bul some surplus reduction was
accomplished. The 1931 and 1937 Agreements écoomplished little
and efforts since World War II have had very little favourable
impact. The main problem with this commodity 1s that so little
of world production is traded on the international market. This
gives scope for diverse bilateral schemes which can make the
trading price very erratic., In sum 1t is clear that formal
agreements have not reduced significantly the problems in
this industry. There-is no solid evidence that ISA's have resulted
in more income stability than would have been attained
through bilateral trading.v

Notwithstanding the lofty goals of the International
Wheat Agreements, the world market has been dominated almost
completely by North America since World War II. Canada and the
US provided wheat to international markets at below prevailing

world prices for the first three years of the Agreement but have
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adhered closely to national interest since 1953.

Unmanageable surpluses in the US have been reduced by -
acreage restrictions or shunted off via PL480 which has mitigated
hunger but has done nothing to foster development in reciplent
countries. The very large growth in annual production which
has occurred in the US over the past twenty years (See Table 7)
bodes well for hungry countries, however, acreage restrictidns
for crop year 1977-78 have been announced recently by the USDA
and this must ultimately exacerbate the problem of low world
reserves of food,

There is no convincing evidence that IWA's have enhanced
significantly the stability of producers' incomes, “international
trade or LDC development. The agreements are dominated by
North American grain interests who will, in all likelihood,
continue to follow the dictates of their own national interest,

Generally, results of past and present international efforts,
for the three commodities discussed above, have not been
encouraging. Only the most optimistic would think that past
experience could offer more than very restrained hope for future
efforts. And it must be borne in mind that these three ICA's
have been among the most successful, if survival is:the criterion.
With all the honest effortvby such groups as UNCTAD and the FAO
there are currently only seven ICA's in existence76 although .
there have been control efforts of various types in at least

twenty other commodities;77 Finally, if the ICA's had been

76. See FAO Commodity Review and Outlook 1975-76, op. cit., p. 16.

77. See Law, 0p, cit., p. 69.
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even moderately successful, one would assume that most of the
inherent difficulties and problems with the agreements would
have been solved by now. However, all three of the agreements
being discussed are now being reviewed yearly with hopes for
changes each time. Claims of iIncreased international harmony
and cooperation brought about by ICA's are nqt supported by

evidence.

(e) Potential of ICA's to Alleviate World Food Distress
The above discussion of the history ana results of ICA
experience shows that, regardless of thé desirability of goals
of control activity, not all has gone smoothly with these
schemes. Nét only have they failed to iron out cycles in inter-
national trade but they have had very limited success in enhancing
development. Analysis of their potential to alleviate world
food distress in the future requires an investigation of stated
and implied objectives of the controls,
A very considerable range of real and potential objectives
of food ICA's may be determined, however, there is fairly broad
agreement that they should have three main aims:
a) to enhance development of the world economy (particularly
in ILDC's) by increasing production and consumptiong
b) to preserve reasonable stability of prices around the
current long term trend; and, |
c) to establish and preserve reasonably appropriate and

stable incomes for primary producers.
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Such aims do not seem unreasonable given that rational people
are willing to negotiate in a spirit of altruism. In fact there
is general agreement that these are indeed worthy goals and that
the past functioning of the economic system has fallen far short
of realising these objectives. It 1s the practical aspects
of how the agreements are to achieve these aims which causes
the problems. As Rowe puts 1it:
Some parties (advocate) direct government control...,
others that governments should only play a supporting
role., Some (press) the desirability of substantial
representation of consumers on the governing bodies
as a necessary and effective safeguard against
exploitation by producers. Others (view) this as
desirable in the interests of producers themselves.
Still other (have) reservations as to its probable
efficacy in practice for either purpose. Some (pin)
their faith on gquantitative control of production,
others on control by buffer stocks, and still others
(advocate) both. There is almost every shade of
opinion on almost every aspect of the problem, and
the situation cannot be adeguately summarised. o
More specifically, there is serious ambigulty as to what
those who advocate ICA's wish to stabiiizeo Some items'suggested
as requirements for stabilization may be appropriate for different
countries at different times. For example, the goals might be
the stability of prices, foreign exchange earnings, quantities
produced, producers! incomes, balance of payments situations of
LDC's, world trading mechanisms (including the jobs of
bureaucrats), terms of trade, business cycles, or political systems.

Additionally, stability criteria for one country may imply or

‘beget instability in others,

78. Rowe, (1965), op. cit., p. 157.
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The first aim, of enhancing development through the
vehicle of ICA's, has long been considered essential by LDC
spokesmen., The following example shows that this aim has not
been achieved by the existence of international control
efforts in wheat. Table 13 shows that wheat consumption in
LDC's has not increased significantly in the'past decade. While
the table shows‘an encouraging 19.5% increase in wheat disapbearance
in LDC's between 1964-66 and 1972-73, the nominal amounts tell
the true story -- an increase of from 41-49 kilograms per person
per year in LDC's in the two periods compared to 118-127 kilograms
in developed countries.
From the production point of view the picture 'is equally
bleak.
Total food production in the non-industrialised
regions of the world has risen at about the same
rate as the population (between 1958 and 1970).
Thus food production per-capita has remained
nearly constant, at a low level.’9
The above example shows representative evidence that IWA's
have not increased production, consumption or enhanced development
in IDC's.
Maintaining price Stabiiity through ICA's has proven to be
just as elusive as fostering development. In theory, given
extensive knowledge and appropriate policy it should be possible

to stabilize prices. In practise, however, it is doubtful that

control scheme managers have greater knowledge than do speculators

79. Donella H. Meadows, et. al., op. cit., p. 49, (Note: their
source is listed as FAO The State of Food and Agriculture, 1970).
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and dealers. In fact, it is suspected that typical beaureau-
cratic lethargy would place the managers at a disadvantage
vis-a-vis profit motivated individuals and companies. In
any event, discussion of control activity for the three
commodities discussed in this paper shows scanty evidence that
ICAts have improved price stability at any level.

It must aléo be noted that a price increase is often thé
most important or real goal sought in the application of
Agreements. Throughout recent history pressure for the institution
of ICA's or cartels has almost always been highest during periods
of large surpluses and low prices., What has happened usually
is that interest groups (i.e. producers) have attempted to
identify what they think is the proper long-run trend for prices
of a particular commodity and have forced current prices upward,
Buphemisms normally employed for this price fixing are: fair
price, reasonably remunerative prices, prices which ensure a
reasonable standard of living, or, price required for minimum
develophent requirements. When any of these terms are employed
in the context of ICA's, it is certain that producers consider
current equilibrium prices to be unsatisfactory and attempts
will be made to 1ift them.

The typical results to be expected are:
consumer resentment, faster search for
substitutes, cheating among signatories,
expansion of output outside the agreement,
constant struggle to keep total ocutput

or trade down and individual nations
shares up,.and retardation of needed
adjustment and reallocation. It is

these problems which hage caused most past
control effort to fail.o0

80. Law, op. cit., p. 77-78.
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In sum, although ICA's have sometimes been successful in
raising prices temporarily they have invariably failed to
establish long-run price stability.

Another major question is whether ICA's of the traditional
type are the most effective method of effecting transfers of
resources between developed and developing countries in all
circumstances or whether control schemes may'not sometimes be
dysfunctional to LDC's and MSA's. There is a strong temptation in
the UN. to attempt to handle both the problem of price instability
in commodity markets and that of resource transfer between the
developed world and LDC's through the mechanism of ICA's,
since if price stabilization could be achieved at>a sufficiently
high level, both purposes could be served simultaneously. It
muét be noted that a large percentage of food, in the form of
wheat and coarse grains, is produced by.and traded among
developed nations. However, within the commercial market for
these commodities a significant perverse income effect in LDC's
may be produced through agreements deliberately operated as a
resource transfer technique; This would occur because the resource
transfer obtained through the ICA would benefit the exporters
rather than the developing importers. In addition, it is likely
that these perverse effects would be magnified, in that developed
exporters of food are likely to be able to increase supplies
more quickly and efficiently than LDC's in response to prices
stabilized at a high level. Finally it is clear that those

. . A1 . . .
who will fare the worst, vis-a-vis any scheme to maintain
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grain prices above what they would otherwise be, must be the
MSA countries. These lands are poor in all resources and the
increased pressure on their meagre forelgn exchange capacity
which can be caused by any increase in "necessity-of-life"
imports can do nothing but hinder thelr progress. The FAO
sums 1t up:

In face of these difficulties, there are

no easy general solutions for meeting the
twin needs of price stability in commodity
markets and of larger export earnings for
developing countries. While each of these
two policy objectives is of paramount
importance to the world community, must

be pursued vigorously, and in some cases
can perhaps be achieved through the operation
of the same policy instruments such as
commodity arrangements, a greater suppleness
of approach is required, if progress 1is to
be made in either direction. Price
stabilization agreements are essential for
their own sake, and they can no doubt be
useful as a vehicle for income transfers

in some cases. But they are not the
guickest or the most efficient way of
transferring resources from the developed
to the developing countries. They are not
selective enough to assure assistance

where and when it is most needed. They may
on the contrary benefit mainly the rich
developed or richer among developing
countries 1f these happen to be the

largest exporters of the product concerned. They
do not always get to the core of the
commodity problems of many developing
countries, which may lie in fields other
than trade. And they are not complete
substitutes for direct resource transfers
between the affluent countries and those

in need of development resources,

The failures in the past of ICA's to preserve reasonable
stability of prices and incomes has been documented in pages 100--

103  and need not be repeated here. Past controls for coffee

81, FAO Commodity Review and Outlook, 1974-75, op. cit., p. 28.
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were somewhat successful in protecting producers and recent
efforts may protect incomes to some degree -~ the effectiveness
of the agreement will be better measured when production returns
to normal, The sugar market has the potential for extreme
volatility with any small change in supply and pricing in the
wheat market continues to be dominated mainly by North American
domestic policies.

In all three of the commodity agreements being discussed
there is no serious attempt to impose price.ceilings, which
bodes well for LDC producers in that thelr incomes should
increase in times of shortage. However, for the majority of
the LDC's, who must import wheat, this absence of a ceiling price
has the potential for a devastating effect on their foreign
exchange and over-all well being if severe shortages occur in
the future.

The situation is serious. Many of the development hopes
and much of the efforts of the less developed world have been
pinned on the possibility of somehow makihg ICA's work to their
benefit., The evidence presented shows that the agreements don't
enhance development ih any fundamental way and it must therefore
be concluded that ICA's in thelr present form, and by themselves,
have little potential to augment world eccnomic development or
to alleviate world food distress. If LDC's and MSA's are %o
extricate themselves from their increasingly serious foreign
exchange, development and food shortage positions, a severely
modified form of international food transfer will have to be

instituted,
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E. FUTURE PROSPECTS FOR IMPROVING INTERNATIONAL FOOD
DISTRIBUTION

Recent events in world food commodity markets have led

the international community to re-examine approaches to the
problems of price instability and buffer stocks. Concurrently
there has been increasing acceptance of the need to lmprove
progressively the conditions of access to international markets
and to ameliorate the adverse marketing structures for export
products of developing countries.

Thus, increasing pressures have been brought

to bear for the adoption of concrete measures

and programmes for dealing with fluctuations

of commodity prices and with the slow growth

of earnings from primary commodities. They

reflect the growing realization that the

existing imbalance between the rich and poor

countries of the world is economically unsustainable,

leads to growing crisls of confidence between

these two groups, and must be resolved in the

long-run interest of goth developed and

developing countries. 2

Within the UN; the main statements of the objectives for,

and approaches to a new infra-structure for the trade problems
of IDC's is contained in two Resolutions, l.e. a "Declaration®
and a "Programme of Action" within the "Establishment of a
New International Economic Order", adopted by the Sixth Special
Session of the General Assembly in the Spring of 197%., It is
hoped, by LDC's at least, that these Resolutions will exert a
major influence on the work of the Seventh Special Session of

the General Assembly which is to be devoted to development

and international economic cooperation.

82, FAO Committee on Commodity Problems, Fiftieth Session,
(Rome: FAO of the UN, 1975), p. 3.
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Unfortunately for the MSA countries it is not at all
clear that the good intentionsg and efforts of the UN will
be able to alleviate in any significant sense their basic
economic problems. The inherent problems are inadequate
export earnings for internal development and, because of
their limited foreign exchange, the spectre of possible
wide-spread starvation given a world food shértageg UN
sponsored bodies such as the FAO and UNCTAD are able to
identify the problems with precision but lack the political
influence to compel the world community to take fundamental
and concrete initiatives which might improve conditions
meaningfully for MSA's., Professor Helleiner outlines the

problem.

eeelnle Tecession and oil crisis produced a
ccol5 percent average fall in the terms

of trade for a World Bank sample of 40 non-~oil
countries. Non-oll exporting less developed
countries (LDC's) consequently experienced

a two percent real drop in the purchasing
power of exports in 197%, despite continued
increases in volume. Bul the fate of the
roorest of these countries is much more
serious still. Their terms of trade fell
faster, and their access to credit was
weaker. Thus they were forced to cut
imports -- by six per cent for the 25

least developed in 1974%., Worse, the World
Bank forecasts further trade deterioration
for the poorest countries by 1980 -~ to
levels 20 per cent below those of mid-1974.

This unfortunate scenario results primarily
from the unfavorable bundle of products
which the poorest countries export. With

a very few exceptions, the exports of the
poorest are concentrated in food, beverages
and crude materials. Fuels, non-ferrous
metals and manufactures -- areas in which
market prospects are brightest -- are
conspicuous by their absence.



- 112 -

The very weakness of thelr economic
prospects, of course, makes these

countries less creditworthy. ....1T goes
without saying that the poorest states are
also technically least equipped to deal

with the new risks and uncertainties

in the world economy -- fluctuating

exchange rates, volatile commodity markets
and rapidly changing institutions. If the
projection of slower growth for the world
econony as a whole and increased instability
and uncertainty in its functioning is correct,
then the implications for the _world's poorest
countries are serious indeed.©3

1. Is a New World Order Required?

It is this type of gloomy prognosis which leads some groups
to conclude that the current international economic order is not
viable and must be scrapped entirely to make way for a new and
more egalitarian world society. One such study was produced

8l

by Canada's International Development Research Centre and 1t

is illustrative of the more radical approaches to the alleviation
of world economic distress. The authors of this work contend
that the major concerns facing society are not physical but
sociopolitical; the problems are based on the uneven distribution
of power, both between nations and within nations.

The result is oppression and alienation,
largely founded on exploitation. The
deterioration of the physical environment
is not an inevitable consequence of human
progress, but the result of social
organization based largely on destructive
values.

(Herrera's) conceptual model of the "ideal"
society is based on the premise that it is
only through radical changes in the world's

83, Gerald K. Helleiner, "The Poorest of the Poor: The
Problems of the Least Developed Countries', Cooperation Canada
#25/1976, (Ottawa: Canadian International Develcpment Agency,

1976), pp. 4-5.
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soclal and international organization that
man can finally be freed from underdevelopment
and oppresslion. What is proposed is a shift
toward a soclety that is essentially socialist,
based on equality and full participation of
all its members in the decisions affecting
thems consumption and economic growth are
regulated in such a way as to attain a
socliety that 1s intri@gically compatible
with its environment.©2
The authors go on to develop a model whereby they attempt
to show that a radical reshaping of the world's political
and economic structures could provide an adequate standard of
living for all within a generation. They conclude that the fate
of man depends ultimately not on physical barriers but on social
and political factors that people can and must modify.
This particular study, as with others like it, would
depend critically for its success on a tremendous world-wide
surge of altruism and an almost complete abrogation of
political sovereignty. This condition is unlikely to prevaill
in the forseeable future since it would necessitste the most
powerful developed countries glving up a substantial amount
of current consumption as well as exposing thelr military
flanks to other major powers who might be less than fully
committed members of the cartel.
Short of a terible world crisis, as might be caused by

general crop failure for a few consecutive years, it is unlikely

that any major changes such as those envisaged by Herrera et. al.

84, Amilcar O, Herrera, et. al. Catastrophe or New Society? A
Latin American World Model, (Ottawa: International Development

Research Centre, 1976).

85, Ibid., p. 8.
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will occur in the international production and transfer of
food. As such, if anything is to be done to improve the lot
of MSA's it will be up to present UN groups and domestic
agencies to use ingenuity within current framework to effect
the changes. A discussion follows of how the UN is trying to

amend present institutions in a beneficial way for MSA's.

2. How Might Improvements Be Made Within the Current System?

First of all it is re-emphasized that the inherent problems

are two-fold: MSA's require development assistance so they may

become more self sufficient and thus less dependent on costly

food imports and, secondly, some form of emergency food ald

must be available very quickly if those populations are to

avoid starvation during periods of crop failure. It 1s clear

that current food commodity agreements have been unable to

provide necessary resource transfer or an emergency relief

stock of food as UNCTAD and other UN bodies hoped they could.

However, UN agencies have recently been taking a much more

practical view of how deep-rooted are the concepts of

sovereignty and nationalism and are trying to work within what

will most likely be the standard political climate in the for-

seeable future. For example, the World Food Conference (held

in Rome, 5-16th November 1974%) adopted a number of recommendations

concerning food production, security and aid, intended to fofm |

an overall strategy for resolving the world food problem. The

Conference endorsed the "International Undertaking on World Food

Security" (hereafter referred to as the Undertaking) which
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provides for international cooperation in establishing a
world-wide network of national food reserves. It urged all
governments to adopt this Undertaking and to make it operational
as soon as possible. In addition, it was resolved that a Global
Information and Early Warning System on Food and Agriculture
should be set up to which governments would report current
agriculture information as well as forecasts of relevant items.
Up to the end of May 1975, 46 governments had adopted the

objectives, policies and guidelines contained within the
Undertaking. (China and Thailand will not participate). The
implementation of the Undertaking will require:

«sccooperative action by governments

concerned on each of its four main elements:

(a) adoption of appropriate national stock

policies in accordance with agreed guldelines;

(b) intergovernmental consultations on the

adequacy of stocksy (c) assistance to

developing countries to enable them to

implement effectively their stock and

production programmes; and (d) participation

in the good Information and Early Warning

System. 6
Most countries have now taken action to encourage expansion
of production and various aspects of the problems of stocks
are under examination. The United States Government in
February 1975 held an ad-hoc meeting of major grain producing,
consuming and trading countries in London to discuss the’
question of international grain reserves. At the same time

the FAQO convened a consultation on national cereal stock

policies relating to world food security which expressed the

86, FAO Commodity Review and Outlook 197%-75, op. cit., p. 31l.
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. view that an effective international agreement on cereals (with
price and stock provisions) should help provide specilal treatment
for developing countries, keeping in mind their limited financial
capacity. Perhaps most important is the follow-up provision,
I.e. The FAO hosted an intergovernmental ad-hoc Consultation

on World Food Security in May 1975 to review the implementation
of the Undertaking and to consider further steps which might be
appropriate.

Finally, in response to the provisions of the Undertaking
concerning special assistance to developing countries, the FAD
has extended its food security programme in cooperation with a
number of other international organizations such as the World
Food Programme the World Bank and Regional Banks. Thils programme
advises developing countries on appropriate national food stock
policies within the context of their main food security problems.
It also aims to assist countries in mobilizing the necessary
technical, financial and food aid required. The FAO plans to
extend the scale of its operations in the future and also to
invite the active participation of other agencies and gbvernments
who have indicated their willingness to assist developing
countries in mobilizing resources., For example, the International
Wheat Council has established a working group to consider the
question of replacing the International Wheat Agreement and the
GATT administration has also set up a sub-group on grains to
“deal with related aspects.

Some might see the Undertaking as just another ineffectual

attempt which will do little to alleviate the distress of MSA's,
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Whatever the results it seems clear that the FAO is on the right
track with regard to facing up to political reality. As the

FAOQ Review puts 1it:

With the endorsement of the International
Undertaking on World Food Security, governments,
for the first time in thirty years, have accepted
a proposal in favour of world food reserves.
eeoThe new attitude is due, in the main, to

the sense of urgency generated by the severe

"food crisis of the past few years and to the
virtual disappearance of the major exporters!
carryover stocks. (NOTE: The Review being quoted
was written in 1975)., But it is also due to the
fact that the proposals for an International
Undertaking, unlike previous attempts in the field
of emergency planning, recognized the limits to
which governments were willing to go in accepting
commitments affecting their sovereignty.

The first lesson to be learned from the failures

of the imaginative and well-meaning efforts of

the past thirty years is that nations are

not ready for internationally controlled supply

schemes., However satisfying to the logical

mind, global schemes based upon some degree of

surrender of national sovereignty and interests

have so often falled to clear even the first

hurdles of international negotiation that_a less

ambitious approach was clearly essential°87

The Undertaking, then, is grounded firmly on national policies,

national control of production and stocks, and national financing |
with some degree of international cooperation., It differs from
most other international instruments in that it embodies akpledge
by governments to achieve stated objectives without making this
conditional upon further meetings or feasibility studies which,
in the past, have bogged down most initiatives on world food
‘problems. The experts are now asked to say how, not whether,

necessary results .can be achieved.

87, Ibid., p. 37.
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Specialized bodies are therefore at work on the

practical implementation of the scheme. They

are confronted with tThe same difficulties which

have dogged tThe attempts of their predecessors

since 194%3. But the ground has been cleared.

They are working in the context of an agreed

global strategy defined by the World Food

Conferencej; streamlined machinery has been set

up in the field of information, ccordinating

procedures are being established within FAO,

the WFP and the World Bank and, above all, the

need for a higher degree of world food security

is a recognized element of the New International

Economic Order expected to emerge from the Second

UN Development Decade, 9

In sum the FAO's position is as follows. First of all,

they feel that individual government policies to achlieve a better
alignment between production and effective demand are likely
to result in the ruaning down of working stocks of basic food
commodities to levels too low to cope with emergencles. Policies
in the US during 1972 to 1974% and the recent USDA announcement
setting acreage restrictions for 1978 illustrate this tendency.
Therefore, identified emergency food reserves are necessary at
the world level. Secondly, world consumption of food is now
such that stabilization stocks over and above normal carryovers
are requireds; in times of crisis the market mechanism cannot be
relied upon since effective demand in the developed countries
could not be restrained sufficiently and quickly enough to free
the necessary food for emergency relief, Third, emergency
reserves are necessary and stabilization stocks desirable,
however, control of these reserves is a large problem area, Inter-
nationsal control of the stocks would have the following

advantages:
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a) impartial and better informed approach by an

international authority;

b) . minimum influence of wunilateral political

considerationss

c) speed of intervention of an unfettered agents

d) ability to counterbalance uncoordinated national

actionss and,

e) freedom from speculative interests.

The final and most powerful advantage is seen to be that the
size of a central reserve would, because of 1ts greater

- flexibility, be significantly smaller than the total of a
network of national reserves,

Here again the FAO is facing up to reality. They believe
that centrally controlled reserves would be desirable, however,
many governments have strong apprehensions regarding the
feasibility and advisability of entrusting an international or
intergovernmental authority with direct and final responsibility
in the field of stockholding and management because of %the unknown
but potentially important repercussions on markets and prices.
This reluctance has proved insuperable so often in the past that
it is unrealistic to build any proposal on the assumption that
governments will change their attitude in this respect.

'The latest expression of governments!' dislike
of the concept of an internationally held
food reserve was the rejection of the very
modest suggestion of the Secretariat of the
World Food Conference for a 500,000 ton
prelocated pool of cereals to be placed at

the disposal of the WFP to cope adgguately
with limited emergency situations.

89. Ibid., p. 45.
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An alternative to internationally managed reserves is the
international coordination of national actions for stocks
which would be based on prior agreement of objectives and a
joint assessment of circumstances. Some flexibility would be
lost under this type of arrangement and shifting criteria would
complicate working out the scale of contributions, however,
given deep rooted sovereignty and nationalistic feelings,
this type of arrangement may be a reasonable compromise. This
is the atmosphere recognized in the Undertaking:

The International Undertaking includes no
clause whatsoever regarding "international
reserves as such., That does not mean that
opportunities for international action are
minimized. Indeed, governments have ample
scope for active cooperation in two

respects: (1) The Undertaking recognized
explicitly that the special difficulties

of a number of developing countries in main-
taining national stocks at desirable minimum
levels place an added responsibility on the
rest of the international communitys; sub-
scribing governments are to take this into
account in fixing their stock targets or
objectives and, where possible to earmark
stocks or funds for meeting international
emergency requirements; and (2) international
assistance is acknowledged to play an important
role in providing food aid and finance for the
maintenance of stocks, in particular,
emergency stocks in developing countries.90

The fourth problem being faced up to-by the FAO is that
of sharing the burden of holding emergency reserves and
stabilization stocks set up and maintained in the mutual interest
of all nations. Many other theoretical schemes have been advanced

but no viable solution has yet been discovered. Three proposals

90. Ibid., p. 46,
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which have often been touted are the "needs" test, the 'means"
test and the "gains" test. With the needs test the ccuntries
most exposed to the risk of crop fallures would carry the largest
stocks. This would also locate reserves close to areas of
highest potential need. With the means test the burden would
be shared in proportion to GNP or to some other measure of
national wealth. The gains test implies that the burden would
fall primarily on exporfing countries with the rationale
that continuity of supply i1s in the interest of exporters
both in the sense of humanitarianism and to enhance the good
will of customers.

The Undertaking treats burden-sharing in a slightly different
way. - Bach country must set the desired level of its stockheldings
objectively, based on the scale of its import requirements
in normal conditions and in emergencies. With contributions by
exporters at a level which would ensure a regular flow of supplies
at reasonable prices, the global burden would be sharel automatically.

Many difficulties still exist., How should reserves be bullt
up and released; how to help MSA's who are unable to finance
reserves and stocks of the minimum desirable levelj; how to
compensate exporting countries (who may be LDC's in some cases)
when they forfeit the benefit of rising world prices in times of
shortage; how to involve self-sufficient countries in burden
sharing. These problems are both political and technical.
Resolution of the difficulties will require painstaking
negotiations and difficult compromises, however, the effort
must be made if more people are to share in world food resources

-- or at least not starve in periods of food crisils, Speclallst
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bodies of the UN and inter-governmental groups are at work on
these aspects of world food security policy.
The Undertaking has provided a practical atmosphere for

dealing with the problem of ensuring édequate stocks of food
for MSA's in time of emergency. While much remains to be done
it is considered that this type of arrangement has a much better
chance for success than any commodity agreement scheme now in
place or envisaged. What it has not been able to do is make
much progress on the problem of inadequate export earnings of
MSA's., There is no question that the problems of world food
security and availability of Fforeign exchange are tied together;
the ultimate solution to the difficulties being exﬁerienced by
MSA's ﬁust lie with development. The focus of this paper has been
on the problem of world food security in times of crisis and 1t
is contended that the evidence shown proves that these periods
will likely be more frequent in the future. The problems of
export earnings, avallability of foreign exchange and development
issues'are beyond the scope of this particular studyj; nevertheless,
for comparison purposes, a slight widening of scope is considered
pertinent in the form of a short discussion on how more stability
might be introduced into the entire world economy. Nicholas
Kaldor presents some possibilities:

The primary need is to strengthen the adjustment

mechanism between the growth of supply and demand

for primary products., This requires that govern-

ments (or international bodies) acting singly

or in concert should be prepared to carry much

larger stocks than private traders are willing to

carry on their ownj and be ready to intervene
in markets in a price stablizing manner.



- 123 -

«eol remain convinced -- as I have been for a
long time -- that the most promising line of
action for introducing greater stability into
the world economy would be to create international
buffer stocks for all the main commodities, and
to link the finance of these stocks directly to
the issue of international currency, such as
the SDR's, which could thus be backed by, and
directly convertible into major commodities
comprising foodstuffs, fibres and metals.
Assuming these buffer stocks cover a
sufficiently wide range of commodities, theilr
very existence could provide a powerfui self~-
regulating mechanism for promoting growth and
stability in the world economy.

Assuming the system starts off in the right
circumstances when commodity surpluses are

about to develop, and the intervention of the
buffer stock authorities serves to prevent a
recession in commodities by accumulating stocks,
they would have a far-reaching effect in
influencing the rhythm of development. The

value of the commodities bought by the

authorities would represent a net adcition,

in terms of international currency, to the

incomes of the producers. The addition to world
investment would have a powerful multiplier effect --
it would increase the export demand for industrial
goods which in turn would stimulate industrial
investment; the process thereby set in train would
tend to increase the rate of absorption of
commodities until it comes into balance with the
rate of production. If it went beyond this point,
the mechanism would go into reverse -- the sale

of commodities by the buffer stock authorities
would cause a contraction of demand for industrial
goods (for the incomes of primary producers would
now fall short of consumers' outlay, and hence
there would develop a net adverse balance on
current account of the industrial countries);

it would thereby again operate in the direction

of restoring balance -- through a downward
adjustment of the rate of absorption of
commodities by the industrial countries to limits
" set by the availabilities of primary products.

The system of buffer stocks would thus substitute
the mechanism of income-stabilizing variations

in stock accumulation for the crude mechanism of
rising and falling commodity prices which
latter...operates slowly and wastefully, and tends
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to set up perverse and unnecessary cycles
in world industrial activity.91

In sum we have seen three different approaches to solving
the 1lls of the MSA countries. There are those such as Herrera
et. al., who would replace the entire world political and
economic system on the basis that modification of the present
system, no matter how fundamental, will not work. thers such
as Kaldor see sweeping new initiatives required at the
international level to introduce greater world economic stability
which would be beneficial to LDC's as weil és developed countries.
Pinally UN groups such as the FAO and UNCTAD continue to plod
along, seeking endless small achievements in international fora
by instituting minor refinements to the present systemn.

However satisfying theoretically, initiatives such as those
suggested by Herrera and Kaldor are unlikely to gain much
practical headway. Both disregard or, at least, fail to yield
proper weight to the deep-rooted concepts of nationalism and
sovereignty., Wary politicians and skeptical diplomats have
rejected continually any scheme which encompasses a significant
amount of international or even inter-governmental control of
national resources. UN bodies have at last recognized that
this stumbling-block is not likely to disappear in the
forseeable future and are therefore searching for practical
solutions within the current world political and economic
framework, It is granted that initiatives such as the Under-

taking may do little for MSA's in the development sense but,

91. Nicholas Kaldor, "Inflation and Recession in the World
Economy", The Economic Journal, #344, Vol. 86, December 1976,
(London: MacMillan Journals Ltd. 1976), pp. 712-713.
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hopefully; it will provide a more stream-lined vehicle for
emergency food relief during times of crisis. That would be
a major achievement indeed, since not much is likely to be

developed by people who are starving,

F. CONCLUSION

The world food crisis of 1972 to 1974 caught everyone by
surprise. Accelerating world inflation rates were exacerbated
by wide-spread crop failures in 1972 when the production of
wheat, coarse grains and rice fell simultanéously and significantly.
Other problems were contiguous, such as the Russian wheat deal,
the influence of affluence and ever increasing population; all
these have played their part in increasing demand which has put
more upward pressure on prices.

Prices of cerealé have moderated since 1974 in the face
of excellent world harvests in 1975 and 1976, however, current
world stocks of food cannot be considered large when viewed.
within the perspective of ever increasing demand. Concurrently
the plight of LDC's and MSA's, with regard to their capability
to finance needed food imports, is worsening quickly and
fundamentally. Another major crop fallure, such as that which
occurred in 1972, would probably lead to widespread starvation
in much of the underde#eloped world, given the current state of
preparedness'for international food crises.

The key area upon which international organizations such as
the UN in general and UNCTAD in particular are focusing, is
development of LDC's and MSA's so that they might become more

self-sufficient in every possible sense. However, the problem
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of securing adequate food for the world's population is
paramount since poorly fed or starving people cannot develop
the intellectual capacity or muster the necessary energy to
carry forth development plans.

UNCTAD has from their beginning in 1964 espoused
International Commodity Agreements as panaceas for world food
problems. Theif contention is that adequate and centrally
controlled food stocks, along with higher and reasonable prices
for LDC exports of primary products, will enable the less
developed world to progress quickly to a situation of relative
well being vis-i-vis the developed world.

Whatever the merits of the UNCTAD position, with respect
to international food transfer, they have not faced up to
political reality. International Food Commodity Agreements
over the years have done very 1little to foster development
since they almost always break down in abnormal times of plenty
or scarcity. Even if prices can be set and bracketed at levels
consistent with reasonable and fair incomes for primary producers
during normal periods, when crops are good those outside the
agreement will sell below the ICA price and when they are poor
consumer resentment of the higher prices will ultimately lead
to substitution. Additionélly, the deep-rooted concepts of
nationalism and sovereignty have stymied repeatedly any attempt
to establish an internationally controlled reserve of food for

crisis periods.



- 127 -

Some theorists point to the overall failure of present
institutions to solve the world's economic problems and put
forth suggestions that the current world economic order must
be abandoned completely and replaced with a new egelitarian
system of governments and resource transfer mechanisms, Less
extreme propositioﬁs are advocated by others? which call for
fairly radical éhanges e present international institutions
which might enhance world economic development. These proposals,
however satisfying theoretically5 are also guilty of ignoring
political reality.

The FAO, with its Undertaking, is the only unit that
appears to have much hope of success in making a méaningful
start on the amelioration of the world's food problems for the
less developed world. They have faced up to political reality
by abandoning utoplan notions of effective food ICA's and inter-
nationally managed reserves. While their proposal for emergency
food relief does not have as much flexibility as centrally
administered reserves would have, the scheme to provide food
stocks for crises, through international coordination of national
actions, is a good compromisee More importantly, the compromise
is consistent with the way international economic and political
problems are usually solved, if they are solved at all, Certainly
if participation and interest in the proposal are the criteria
the Undertaking has been successful up to nowj; the World Food
Programme, the World Bank, the International Wheat Council, the
GATT administration, Regional Banks and 46 governments have

agreed to work together with the FAO on this scheme.
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Many problems remain. The most vexing is the continued
slow or non-existent economic development of most of the
less developed world. The Undertaking does not attempt to deal
with this problem except to provide for one of the very basic
ingredients required to foster development -- adequate food.

If the Undertaking is successful, however, the practical ethos
behind the scheme, of facing up to the fact fhat sovereignty and
nationalism will remain as overriding national concerns in the
forseeable future, may mean that other issues such as development
assistance will be approached in a new wayj; one that would
possibly have more success than past efforts.

Total world grain stocks are once again at fairly high
levels, however, there is little reason for complacency. A
significantly higher percentage of the reserves are now held
by the US and they have decided to restfict acreage in crop year
1978/79, This decision is completely in keeping with American
interests since their grainaries are full and US farmers cannot
afford to continue producing grain at current prices. However,
if we have another widespread crop failure, such as that which
occurred in 1972, a major portion of the reserves will be depleted
quickly. And they will be used up more rapidly than in the
past because of inexorable population growth combined with the
influence of affluence.

It must also be recognized that resources, technology and
facilities to produce significantly greater amounts of food in
the world do not exist at the present time, with the exceptlon
that arable land in less developed countries could be farmed
more intensively. More efficient cultivation is a worthy goal

but it is a slow process. Without a system in place to provide
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emergency food relief, the almost inevitable result of poor
crops in the next few years would be widespread starvation in
MSAts,

Time is short. Emergency food supplies must be established
soon so that people in the poorest countries do not starve,
Heightened economic development of the less developed countries
must continue'ﬁdube a major concern but the problem of providing
adequate and sustained supplies of food for the world's

population must be solved first.
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