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The Challengein Building Market Demand

DaleE. Hathaway

| want to concentrateon an issuethat isvirtually overlookedin our
current discussonsd our agricultural policy. We primarily hear that
amost everything that is wrong is the result of our domestic agricul-
tural programs, which need to be changed dragtically, and that almost
everything that is wrong is the result of unfair competition, which
should be stopped. | believe that these two issues are not the major
caused our problemsand that by concentratingon them we are al-
most certain to be frustrated and disappointed because we will find
that attemptstosolvethe problem througheither of these pathsdo not
bring a satisfactory solution. .

| want to concentrateon what | bdieve to be the central problem:
the state of our markets. | want to step back from individual govern-
ment programs. To the extent possiblefor onetrained asan economist,
| want toavoid the usedf economic jargonand talk about marketsand
what wecan do about them.

This approach makes certain assumptionsthat | think are reason-
able. Oneisthat we are competitiveproducersof awideranged com-
moditiesat thefarm levd and that our internal capability of physicaly
moving productsfrom farm to export is second to none. A second as-
sumptionisthat our ability to process raw productsinto more usable
products—whest toflour, feed to broilers, soybeansto meat and ol —is
unsurpassed. Even so, | will concentrate much of my discussion on
bulk commoditiesbecausethat iswhere thefarm problem"is concen-
trated (Table 1). | say this because the declinein value o exports of
wheat and productsand oilseeds and productsaccountsfor $8.1 billion
o the $8.5 hillion in export vauefrom 1980 to 1985 and cotton for
another $1 hillion. In termsdf volume, 30.6 million tonsdf the 33.8
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million ton decline in export volume are accounted for by grains, oil-
seeds, and oilseed products. In other words, 94 percent o the lossd
vaue and 91 percent o thelossd volume are accounted for by the
grain-oilseed complex. Indicationsare that this trend will continuein
1985-86.

TABLE 1

US Agricultural Exportsby Product Group,
Value and Volume, Fiscal Years1978-85

Fiscal Year

Pr 28

oduct 4978 1970 1030 1081 1932 1933 -1934 1985

Valuein hillion dollars.

Grain and feed 117 136 187 219 176 152 174 143 -4.4
Oilseeds and products 75 87 100 94 97 88 88 63 -37
Cotton 17 19 30 22 22 17 24 20 -10
Tobacco 11 13 13 13 15 15 14 15 +0.2
Fruits, nuts,

and vegetables 1.9 21 2.7 31 2.9 2.7 2.6 2.6 ~0.1
Sugar and tropical

products 06 07 09 14 0.8 0.7 0.8 08 -01
Livestock and products 2.4 32 31 31 32 30 35 33 +02
Dairy 0.2 0.1 0.2 03 04 04 04 04 +03
Poultry 03 04 06 08 06 05 04 04 -01
TOTAL -8 =820 =408 =438 =804 =248 =980 =820 —Gb—

\olumein million metrictons

Wheat and flour 328 322 369 435 453 380 427 314 -55
Feedgrains 555 595 712 691 582 538 556 572 -140
Feed and fodders — 43 56 58 60 6.9 68 65 +0.9
Rice 21 24 29 31 29 23 23 20 -09
Soybeans - 197 202 238 200 255 245 192 166 -7.2
Vegetableails 15 15 18 17 25 24 10 0.8 -10
Oilcake and med 58 6.2 76 6.5 6.5 6.7 51 47 -29
Cotton 14 14 20 13 16 12 15 13 -0.7
Tobacco 0.3 0.3 0.3 03 0.3 0.3 0.2 0.2 -01
Freshfruit 13 28 31 34 31 30 32 27 -04
Anima fat 13 .13 15 15 1.5 14 14 11 -04

TOTAL 1217 1375 1638 1626 1579 1448 1436 1290 -338
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A review of thedtuation

The US farm sector was internationaizedin the 1970sas an in-
creasing proportion o our farm output became dependent on export
markets. The variouscomponentsd the U.S agricultural sysemsre-
sponded beautifully to growing demand for U.S. exportsand our mar-
ket share of a rapidly expanding world market for imports expanded
rapidly aswell. Our exportsgrew by legpsand bounds, measured both
in volume and in value. Both the farm sector and the agribusinesses
that sdll to it and buy from it made investment decisions based on as-
sumptionsthat the export market growth rate of the late 1960s and
early 1970swould continue.

Suddenly al these assumptionswent wrong. Starting in 1981-82,
our exportsbegan tofdl in both volumeand value. And theend o the
fall isnot yet in sight. But our farm output— apart from the decline
induced by weather and Payment-in-Kind (PIK) of 1983—has not
falen. The result has been a major overcapacity problem in both the
farm sector and in the agribusinesses serving it. The overcapacity in
thefarm sector hasbeen manifestedin fallingfarm pricesandincomes,
faling land prices, a farm financial criss, and in sharply risng farm
program costs. The agribusinesssector has seen hugefinancial losses,
spectacular businessfailures, and substantial restructuringdf all kinds
of agribusinessesrom locd farm machinery dederstofarmer coopera
tives.

Thisisal toofamiliar. Asl indicated at the outset, our responsehas
been to blamethe problemon either our farm programsor our compet-
itors. | shall attempt to provethat our problem isprimarily marketsand
that, until and unless something improves in that regard, pursuing
other issueswill provefruitless.

Some market concepts

Sincetermsare sometimesused loosdly and thisleadsto misunder-
standing, | think it is useful to definesometermsthat | believe will be
useful. The concept of market isaconcept that fitsmarket economies
with free consumers able to express their consumption preferences
within the limitsof their purchasing power. However, in the world of
international ly traded goods, especially foodstuffs, thiscannot bemea
sured because there are so many interferences between foreign con-
sumersand U.S exporters, not the least of which are governments.

The best means| think we haveto measurea market is utilization.
The farmer in Illinois who raises corn and soybeans does not care
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whether theworld utilization of feed grainsgoesup becausefarmersin
Japan feed and market more chickens or because the United States
Agency for International Development (USAID) buyscornmeal and
soy oil for foreign emergency food aid. Therefore, | will use utilization
statisticsas a market measureand avoid somed the problemsd cer-
tain other measurements.

Thelink between utilization withinacountry and itsimportsisthat
imports are the difference between utilization and domestic;produc-
tion. Thus, in terms of our export interests, the export market is af-
fected by both what happens to utilization and what happens to
domestic productionin importing countries.

Thus, the key variable to our export markets is world market
growth. World tradein different goodsgrowsas the market growsand
our exportsdo especialy wel when world tradeexpands. Somehow we
tend to believe that our exportsare a direct function of foreign crop
falluresor competitor pricing, but they redly are afunction of trade
growth.

Thereisalsoa matter of pricing involved in marketing. Again, we
tend to think o affecting marketshy varying pricesto consumers, but
in the case of international trade there is often a government or two
between the U.S exporter and the foreign consumer. Therefore, when
wetalk of pricing policy we need to be sure who the price changesaf-
fect. Inal centrally planned economies, whereexportsarea function
o thestateimport agencies, a cut in export price rarely gets passed on
totheconsumer. Sincestate trading isused in many market economies
also, ahigh proportion of the world'sconsumersisisolated from world
market prices, and from the individual country's internal farm prices.

Thereareseverd methodsdf cutting prices, and each hasa different
effectintermsa marketingstrategy. Oneway of cutting pricesistocut
prices to everyone. This is what changing price support levels or
changes in exchange rates does. Another way of cutting prices is
through the offeringdf below-market ratesdf credit to certain buyers
but not to othersor on certain modelsat certain timesd year. A third
typed pricecutting iswheredifferent pricesare charged to different
buyers, as under the BICEP program. This causes resentment among
the buyersthat do not get the lowest prices. In an open pricing system
likethe U.S system,itisclear toeveryonewhoisgettingaspecia price.
Cf course, the ultimatein pricecutting isgrant-typefood aid, whichis
givenon the bassof need of therecipient. In thiscase, the priceiszero
tothe country but not necessarily zero to the ultimateconsumer.
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What hashappened to our foreign markets?

Let usstart withagloba pictureand work backward to major mar-
ketsor typesdf marketsin lookingat thesituation. Indoing this, there
are one or two important things to remember. One is that for most
productsthereare somecarryover stocks, held either by governments
or by the privatesector. Thus, utilization measuresthe state of market
demand and is only constrained by supply in unusual situations. (It
may be constrained by supply in the case of individua countries be
caused government interventionin trade.)

Onedf the surprising facts about world grain utilization is that it
goes upamost every year. Infact, total world grain use hasonly fallen
inthreed thelast 25 years—in 1963-64,in 1974-75,and in 1981-82.
The 1963 declinewas due to a large declinein the Soviet crop, which
was not offset by imports, and the 1974-75 declinewasduetoa major
declinein the U.S output in the absenced amplestocks. Asweshall
see, the 1981-82 declinehad adifferent cause.

Giventherarity of declinesin use, what weareredly lookingat are
ratesdf gainin useand theextent towhich they aretheresult of trade.
Let usexaminefour fiveyear periodsbeginningin 1965 (Table2).

TABLE?2

Changesin Annual Wheat and Coar se
Grain Useby FiveYear Intervals, 1965-85

1965-70 1970-75 1975-80 1980-85

World 147.4 2.4 186.4 113.1
United States 13.9 -9.1 14.7 309
World— UnitedStates 133.5 81.5 171.7 822
Centrally Planned 68.2 313 98.4 286
World— United Statesand

Centrally Planned 65.3 50.2 73.2 50.0
European Community Tota 9.5 4.3 2.1 -1.9
Japan , 5.0 3.6 54 20
Competitor 7.0 1.5 5.4 4.8
All Other 43.8 40.8 60.3 48.7
OPEC 4.5 5.8 12.6 8.8
All Other 39.3 350 70.9 399

Thereare somesurprising resultsin thesefigures. Oneisthat until
recently (the 1980-85 period), the United States had not contributed
to increased world grain use. Since 1980, however, theincreasein US
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grain use has accounted for over one-fourth of the increase in world
use. A second surprise s that the Soviet Union and Eastern Europe
have not contributed to increased world grain use since 1975. China
increased grain usesubstantiallyfrom 1975-80 by increasing imports,
and from 1980-85 use was further increased by expanded domestic
output. The European Community hascontributed littletograin use.
Use has remained stagnant in the European Community since 1975.

In the 1965-70 period, the centrally planned economiesaccounted
for about as much of the largeincreasesin useasdid dl o therest of
the world outside the United States. From 1970 to 1975, thecentrally
planned economiesaccounted for threefifths as much expansion as
the rest o the world. In the 1975-80 period, the centrally planned
economieswere again a source d expanding use, accountingfor haf
thetotdl.

Intermsaf market growth, thishasone very smplestraightforward
meaning. Since 1975 the market growth (outsidedt the United States)
in the world market for grains has been increasing in the developing
countriesdf theworld.

In the period 196570, the centrally planned economieswere one
and one-hdf timesasimportant in growthasthe developing countries.
Thedevelopingcountriesalmost equaled the centrally planned econo-
miesin market growth in the 1970-75 period, and they have become
the dominant factor in thisdecade.

Now let uslook at the last five years, when things have gone badly
for U.S exports, toseeif the market problem can beisolated. First, the
market growth outside the United States, China, and the European
Community is down markedly. Both the China market and the Euro-
pean Community market have beenlost tointernal productionand, to
make mattersworse, both have now becomesignificant competitorsin
the export marketsfor some products. Theinternal market growth of
our traditional competitors (Canada, Australia,and Argentina)alsois
down, leaving exports to absorb more o their production growth.
Therefore, what has happened is that high-growth developing coun-
tries becomeeven morecrucia to usand our export outl ook.

Food and feed use

It iswidely recognizedthat the world market for grain is two mar-
kets that interact—the market for grain for food and the market for
grainfor feed. Somegrainsare used amost completely in thefeed mar-
ket and someothers, notably wheat, are used in both, dependingon the
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price ratios between wheat and feed grains. However, the relationship
between market, incomes, and pricesis different. The grain for food
market is relatively insensitive to price—in other words, food con-
sumption changeslittleover awiderangedf prices. At certain per cap-
ita income levels, it is sengitive to income—the market expands as
income grows. But above certain incomelevelsthe direct use of grain
for food declines asincome rises and a higher proportion of calories
comesfrom poultry, dairy, and meat products.

The market for grainsfor feed is highly responsve to income be-
causealmost all poultry, dairy,and meat productsrequiresomegrainto
produce. Thus, the income-rel ated response to consumption of these
itemsisdirectly reflectedin increased use of feed grains.

If welook at market growth (outsidethe United Statesand the cen-
trally planned economies)in the context of food and feed we seesome
interesting patterns. I n the rapid growth period of thelate 1960s, food
use grew more rapidly than feed use—and almost al o the growth in
food use was in the developing countries but only one-third of the
growth in feed use was there (Table3). That pattern persisted during
the 1970-75 period, except that the developing countries suddenly be-
came the main source o growth in feed use while continuing their
dominancein growthinfood use.

TABLES3

Changesin Annual Used Grain For Feed
By FiveYear Intervals, 1965-85 -

1965-70 1970-75 1975-80 1980-85

World n.a. n.a. na. n.a.
United States 121 -154 79 204
World—United States na. na. na. na.
Centrally Planned na. . na na. na.
World—United Statesand

Centraly Planned 273 23.1 39.7 242
European Community Total 8.7 0.6 0.9 1.9
Japan 4.4 2.6 4.3 1.0
Competitor 43 2.2 42 4.5
All Other 9.4 _ — _
OPEC 0.4 1.5 5.8 8.5

All Other 9.0 : 16.2 248 8.1
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Startingabout 1975, the world grain market suddenly changedina
major way. For thefirst timein two decadesthe world marketsfor feed
use o grain started to grow faster than the marketsfor food use of
grains (Tabled). Thiswasduelargely to thesurgein growth of feed use
in the devel opingcountriesthat, along with China, alsoaccountedfor
amost al o thegrowthin thefood use market.

TABLE4

Changesin Annual Use of Grain for Food
By FiveYear Intervals, 1965-85

1965-70 1970-75 1975-80 1980-85

World na. n.a. n.a. n.a.
United States 1.8 6.4 6.7 10.4
World— UnitedStates n.a. na. n.a. na.
Centrally Planned n.a. na. na. n.a.
World—UnitedStatesand

Centrally Planned 38.1 27.1 335 25.8
European Community Total 0.8 1.6 1.3 - 1.1
Japan 0.6 1.0 1.1 1.0
Competitor 2.1 -0.7 1.2 0.3
All Other 346 —_ _ —_
OPEC 3.3 4.1 6.8 0.3
All Other 313 21.1 23.1 27.3

If we now turn to the period since 1980, we begin to see what has
happened to our markets. The market growth hasdowed appreciably
and amgjor portionaf thedower growth occurredin the feed market.
Thefeed market in the European Community went from dow growth
to negative growth. The growth in the Japanese marketsfel to one-
quarter the levd of the previousfive yearsand was the lowes in 25
years,and thegrowthratein non-OPEC devel opingcountriesfdl dras
ticaly tolevdsabout the sameasthelate 1960s.

That, | think, isthe overall market dilemma. Our marketin the cen-
trally planned economiesessentially stoppedgrowingin thelate 1970s,
except for China. China, however, has been amazingly successful in
increasingdomesticoutput and, thus, infillingtheir needswhilereduc-
ing imports. Thus, the importsdf the centrally planned economies
now depend largely on the extent of the Russian crop shortfall.

The European Community has developed a policy that accom-
plisheswhat ishardtodo. It hasa palicy that hasbrought itstotal grain
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usetoa negativegrowth rate, meaningthat asinternal productionrises
an increasing share of the production must find a market outside the
European Community.

It is not surprising that the rate of growth of food use o grain is
decliningin Japan. It issomewhat moresurprising to find the growth
rateinfeed use decliningtothelowest levd sincethe 1960s. Part of the
answer, however, may betheir increasedimportsof beef, whichdowed
the growth ratesin their domestic beef and dairy industry.

But the biggest declinein market growth for food use isin OPEC,
which had been a significant factor in the growth of world market for
food grains. But most important o dl is the sharp drop in the non-
OPEC market growth of lesser developed countries (LDCs) for feed
grains, which fdl by more than one-half.

Can we get marketsto grow again?

Let usexaminethe major marketsaf theworld, one by one, and see
what might be done to make them grow again. At this point, we will
talk about U.S government policy, about U.S agricultural policy,and
about privatesector U.S. palicy.

The centrally planned economies

In my view, the United Stateshas overrated centrally planned econ-
omiesasagrowth market in recent years, especialy the Soviet Union
and Eastern Europe. Moreover, we vadtly overrateour effect on their
internal policies.

Oned our mistakeswasto believethat the Soviet Union and East-
ern Europe madeafundamental policy change regarding dependence
on outside imports in the late 1960s and early 1970s. In retrospect,
what they actually did wasto useimportsto compensatefor domestic
crop shortfalls, not to increase total grain utilization and mesat con-
sumption substantially. In other words, they have not made used im-
portstoincreasetherated growthinconsumption,asChinadidinthe
last hadf of the1970s.

Chinadid useimportstoincrease domesticconsumptionduring the
1970s but now has replaced imports with domestic output. | would
guessthat as domestic use growsin China, asit will with higher con-
sumer income, China will withdraw from the world feed grain export
market and eventually return to imports to sustain domestic poultry
and livestock expansion.

|t appearsthereislittlewecan do that will causethe Russians, East
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Europeans, or Chinese to change their basic strategiesregarding im-
ports. Pricecutting will savethe Sovietssomeforeignexchange, but it
isunlikely to get them tobuy more. TheoneexceptiontothisisPoland,
which might return toits'import now and default later” policy of the
late 1970s, if the West would provide the creditsfor grain imports.
However, it isnot clear that Polandwould reverttoa policy of domestic
poultry and meat production based increasingly on importedgrain.

Japan

Japan isa case where there is not much we can do to increase our
market, but there are many thingswe can doto hurt it. We could lose
our dominant market sharedf that grain market. Wecan losethat mar-
ket if, asmany now want, weimpose heavy trade penaltieson the Japa-
nese economy to offset our immense trade deficit with them. Thisis
not to say that we should not demand that Japan open its domestic
marketsto U.S products. OF course, in the case of bedf this cuts two
ways, sinceif wesall moreU.S bedf wewill sl lessU.S feed grainsand
soybeans. (Sincethe United Statesis moreefficient in providing beef,
total world demand for grainwill decline.)

Japan does not need either credit or lower pricesto buy U.S farm
products. All that lower grain pricesaccomplishisthat Japan's balance
of paymentsisimproved. Income growth and changes in habits have
driven changesin Japanese food consumption and are likely toin the
foreseeablefuture.

Developing countries

Developing countries have become the main source of growth in
world usedf grainsnow that growth hasfaltered. We must look at the
reasonsand what we might do about thesituation.

Thebasicreasonfor thesharpdeclinein growth ratesof grain usein
developing country markets is the mgjor slowdown in economic
growthin most of those countriesasa result of a seriesof external cir-
cumstances (Table5).

Thestory of developingcountriesissomewhat akin to thestory of
U.S agricultureover thelastfiveyears. It goesback tothemidand late
1970s. The problem started with thefirst oil shock of 1973. Thiscre
ated huge OPEC bal ance-of-paymentssurplusesand threw theforeign
accountsdf theoil-importingdevel opingcountriesinto hugedeficits.

But sincecommercial banks had hugeamounts of OPEC money to
recycle, they were willing to make huge loansto devel opingcountries,



TABLES
Populationand GNP Pear Capita, 1980, and Growth Rates, 1965-84

1980 1980
GNP 1980 GNP )
billions Population Per Capita AverageAnnual Growth of GNP Per Capita (percent)
Country Group dollars) (millions) (dollars) 1965-73 1973-80 1981 1982 1983* 1984+
Developingcountries 2,059 3,119 660 4.1 33 0.8 -0.7 -0.1 2.1
Low-incomecountries 547 2,098 260 30 3.1 2.0 2.8 5.2 4.7
Asa 495 1,901 260 32 3.5 25 34 6.0 53
China 284 980 290 49 4.5 1.6 5.8 76 1.7
India 162 687 240 1.7 1.9 35 0.4 42 20
Africa 52 197 270 1.3 0.0 -17 -26 =26 -5
Middle-incomeoil importers 962 579 1,660 4.6 3.1 -038 -2.0 -16 1.1
East Asaand Pcific 212 162 1,310 5.6 5.7 37 19 4.5 34
Middle East and
North Africa 25 31 830 35 4.3 =25 26 0.5 -13
Sub-Saharan Africa 26 33 780 20 0.5 4.1 -48 -5.4 -54
Southern Europe 214 91 2,350 5.4 29 0.2 0.3 -0.5 0.2
Latin Americaand
Caribbean 409 234 1,750 4.5 29 -4.1 -438 —-4.5 1.1
Middle-incomeoil exporters 550 442 1,240 4.6 3.1 L5 -23 -36 0.1
High-incomeoil exporters 229 16 14,050 4.1 6.2 -1.1 -18 -141 -64
Industrial market economies 7,471 714 10,480 37 2.1 0.7 -1.0 1.5 4.3
*Estimated
tProjected

Source: World Development Report 1985
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and thiscapital flow was usad to offset the non-oil LDC deficits. Non-
oil LDC external debt rosefrom $130 hillionin 1973to $612 hillionin
1982. These new loanswerein dollars, relatively short term, and had
floating interest rates tied to U.S. prime rates or London Inter-Bank
Offer Rate. Then, al o the things that might go wrong did. The
United Statesand Western Europe entered the worst recessonin his
tory and total world tradefdl for thefirst timesinceWorld Wer I1. Red
interest rates rose as the monetary authoritiessdammed on the brakes
to hatinflation. The valued the dollar rosesharply and world com-
modity prices plunged.

Thus, you had huge debtsthat wererisng in non-dollar terms, red
interest ratesrising, and export earningsand debt-servicing ability fall-
ing. Poland wasthefirst toadmit it could not serviceitsdebt in 1981.
Theworldfinancial structuretrembled when Mexico joined in August
1982, followed shortly by Brezil.

Ascountry after country joined thelist of those unableto service
their debts, the nternational Monetary Fund and the bankersholding
the loans began to impose tough economic conditionson these bor-
rowersasthepriced extendingloan periodsand deferringinterest pay-
ments. Those conditions dmost dways included reduced imports,
increased exports, and reduced domestic government spending and
lower budget deficits.

Not surprisingly, this produced recessons and stagnant or faling
real per capitaincomesin countriesthat had enjoyed highratesof red
per capital incomegrowthinthe 1960sand 1970s. And theseareecon-
omiesthat have no safety netsfor the poor or unemployed.

Then, to further confuse the situation, many of the oil exporters
asogot into trouble beginningin 1983, and continuing to today. They
too had goneon a borrowingbingein the heyday of OPEC power, and
when oil markets in the United States, Japan, and Western Europe
contracted, many or most of them began to facethe same problemsas
theoil-deficit countries. Venezuela, Nigeria, and Indonesiajoined the
ligt of countrieswith huge debt problems. The World Bank now esti-
matesthat the total debt of developing countrieswas $895 hillion at
theend of 1984, upfrom $610 billionin 1980.

Givenal o this, it is not surprising that the market growth in feed
grain markets in these countries has dropped sharply. The only sur-
priseisthat the growth in OPEC countrieshas not dowed as much as
might be expected. The food grain market growth in those countries
has continued, but a good sharedf the improvement has been due to
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theincreased output and consumptionin Indiaand thushasnot led to
increased trade.

Thus, the problem with our markets in the developing countries
seems relatively easy to understand but may be very difficult to fix.
Market growth has stopped because red income growth has stopped
and many countriesare having seriousbal ance-of-paymentsproblems.
Both of these need to be considered because each createsitsown prob-
lem.

The balance-of-paymentsconstraint created by the external debt
problem putsa limit on the amount a country can import. That con-
straint hasbeen reduced by the use of CCC export credit. However,
that doesnot removetheinternal incomeconstraint, whichmeansthat
theinternal market for the products may not exist unlesstheimporting
government subsidizesinternal food consumption. But one d the de-
mandsadf the International Monetary Fund andforeign lendersisthat
thesegovernmentsreduceor end their consumer food subsdies. Thus,
additional CCC credit, including intermediate credit, does not solve
the problems unlessthere isexcessdemand for food internally despite
thelower incomes.

This means that the only true solution is to get higher income
growth in these developing country markets. But, that is not so easy
and it isnot entirely within our control. Thereare, however,a number
o thingswithinour control that would help.

e Someadditional approachesto reducing the drag on these econo-
miescreated by their debt burdens. These might include writing
off somed the debt, changing thetermsaof the debt, which also
writesdown itsvaueto thelender, and other measuresto change
itsterms.

¢ Reduction in the valued the dollar. Since the debt islargdly de
nominatedin dollars, thiswould reducetheloca currency costsaof
debt servicing. Moreover, since the price of ail is aso denomi-
nated in dollars, it would cut theloca currency cost o oil imports
for oil-importingcountries.

¢ Reduction in U.S interest rates, which reduces the cost of debt
savicing.

e Maintaining an open market for the exports of these debt-
burdened countries. The recent movesto restrict importsof such
goodsas shoes, textiles, and sted will reducetheexport earnings
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of thedevel opingcountriesand their ability to maintaindebt serv-
iceand grow again.

* Developingmeasures(publicand private)toincreaseflowsdf new
capital to developingcountries.

Someor dl o theseare very complicated economically and, as we
have seen in recent months, even more difficult politically. Thereap-
pears to be increasing agreement that balancing our federal budget
would beamajor stepin bringingdown interest rates, lowering the ex-
change rate, and stopping the drain o world capital into the United
States. However, achievinga balanced budget has proved to be beyond
our politica grasp. Ironicaly,onedf theincreasing strainson our fed-
era budget isthefederd farm programsto offset the adverse priceand
incomeimpactsd our decliningforeign markets.

L ow-incomedevelopingcountries

Most o the market growthwe haveseenin thelast decade has been
in the middle-income devel oping countries—now caled the newly in-
dustrializing economies(NIC’s). But thereis another group of poorer
developing countriesthat have not donewel. Thishasincluded most
o Africasouth o the Sahara. In amost every country in this vast
region—outsdeof Nigeria—red per capitaincome hasdeclined,food
production hasdeclined, and per capitafood supplieshavedeclined.

The continued existence of this painfully obvious situation is
known to usal. It has led some persons to suggest we ought to use
much larger amounts of our surplusgrainsto push forward on a mas
svefood-for-development program. | think, however, that thisview is
mideading becauseit representsa misreading o the conditionsthat
madeit possiblefor some largeamounts of food aid to be used effec-
tively in the 1960sand 1970s.

The USDA now estimatesthat 69 devel opingcountrieswill require
some 114 milliontonsaof food abovetheir normal commercia imports
to maintainconsumptionat current levels!

However, in 1984-85, donor countrieswill ship an estimated 11.7
milliontonsd cerea food aid, surpassingfor thefirst timethe 10 mil-
lion ton target set by the World Food Conferencein 1974. The USDA
also estimates that an additional 19.4 million tons of food would be

'World Food Needs and Availabilities, 1985, Economic Research Service, US. Departmentof Agricul-
ture, July 1985.



The Challenge in Building Market Demand 147

required to bring al of the people in these 69 countries up to a mini-
mum nutritional standard. However, thisfigureisdownsharply froma
year earlier when it was 26 million tons. Much o the declineisdueto
improved conditionsin India.

Thisillustratespart of the problem. Indiawill be a net exporter of
food grainsthisyear becauseitssurplusstocksaretoo high. Yet, there
areclearly still large numbers o people in India with inadequatein-
comeand, therefore, inadequatediets.

We could and should increasethe used foodaid to reduce the still-
widespread malnutrition in many developing countries. But the solu-
tion to the problem is more nearly afood stamp program than a food
aid program. Aswe saw in the 1960s and 1970s, in some countries,
thereisalimit to thefood aid that can be absorbed in a country with-
out destroying local agricultural marketsand incentives. My guessis
that weare pushing closeto that limit in some African countriesnow,
despitethe continued prevaenced hunger and malnutrition.

The concept of food aid as a development tool, as contrasted to
strictly faminerdief, hasworkedin the past. However, it requiressome
conditionsthat do not appear toexist in many o the poorest countries,
especialyin Africa. It requiresastablefunctioninggovernmentwitha
reasonabledegreedf honesty and efficiency. It requiresa minimumin-
frastructureto move productsto and from the popul ation—roads, rail-
roads, and trucks. It requiresan indigenousmanagement'capability to
plan and execute development programs. And it helpsif you have a
disciplined, literate popul ation.

Our two best examplesof food aid contributing to economic devel-
opment are Koreaand Taiwan. They had dl o the above characteris-
ticsand more. Most countrieslack oneor mored thesecharacteristics
and, thus, it isunrealisticto assumethat they will become the Koreas
o the 1990s. This does not mean we should abandon the idea. It
merely means we should view it with caution and approach it on a
caseby-casebasis.

Many o these very poor developing countries also face external
debtsthat are burdensome, but they were too poor to get commercia
loans. Too muchof their debt isowed to bilateral and multilateral lend-
ing institutions. In many ways, this can be handled easier than the
problemsd the NIC's.

Themain need for many o these countriesisan increased flow of
multilateral and bilateral development aid. Development aid is not
very popular these days, either in the United Statesor in other deve-
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oped countrieswrestlingwith domestic budget deficits. Asaresult, de
veloping assistance is declining in red terms at a time when income
growthin poor countriesislaggingand privatecapital fromaround the
world isflowing to the United States to finance our budget deficit.

Thus,insummary, therearealot of poor-countrieswithalot of poor
people, many of them with inadequate diets. Wecould do better onour
food-aid both for emergency and development purposes. But apart
from thecontinuing crisisin Africa, most of thesecountriesneed more
and better capital investment—in people, research stations, transport
facilities, manufacturing, andstructure. Some, but not all of this, could
comefromfoodfor development. But todo that without the necessary
underpinning in other developmentaid invitesother problems.

I know of nogoodestimateof how much moregraincould be used if
we expanded food aid toimprovenutrition and increasedevel opment.
However, it does not even come close to the 18 million tons per year
declinein growth in grain usewe haveseenin the world outside.

Pricecutting and building markets

Cutting prices is a common marketing device. Acrossthe-board
pricecutting can expand the total market and thismay beagood strat-
egy, regardlessof what your competitors do. It is an especially good
strategy if you can pick up market share becauseyour competitorscan-
not or will not match your pricecuts.

There are several methods of price cutting. One is an acrossthe-
board cut, such as we would achievetoday if we sharply lowered our
support prices. However, that may cost total revenuein some markets
wherethey do not respondto price cutsand there may not beenough
market gain elsawhere to keep your income up. Another method of
pricecutsisselectivethrough such devicesassubsidized credit and spe-
cial export pricing. This hasthe advantage of targeting marketswhere
you may both expand total useand pick up market share.

[t isimportant to look at whose priceiscut when you talk of price
cuts. Isit the price to the ultimate consumer or just to a government
import agency that then charges consumers the same? The latter
would bethe casefor the Japanese Food Agency, which buysall Japa-
nesewheat imports. | suspect it would betruein almost every country
that imports through a government agency. Therefore, price cuts will
savethe purchaser'sforeign exchangebut may not expand the underly-
ing real market at all. Therefore, given the structure of world wheat
markets, where 90 percent of the imports are through governments,
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pricecutsare not likdy to expand the market much.

Pricecutsthat actually reach the consumer would probably expand
the feed grain market most if they are passed on to the consumers.
Sincelessdf the worlds feed grain importsare controlled by govern-
ments, we could expect somemarket expansionthere.

Will price cuts-be matched by competitors? | would guess they
would havetobeand that any pickupin market sharewill comedowly
as competitorsfound it less profitableto continue to expand output.
Our own domesticexperiencewithlowering pricesto reducefarm out-
putisnot very comfortingin that regard. You tend tolower land prices
more than output.

Therefore, the best and |east expensiveway to do acrossthe-board
pricecutsisby lowering the value of thedollar. That producesno pain
on the federal budget or on the domesticfarm producers but it hasall
the positiveeffectsyou want abroad in termsdf both marketsand com-
petitors.

If you cannot get the dollar exchangeratedown the next best strat-
egy isto use targeted subsidized credit. It may both expand markets
and improve competitive position in those markets. The BICEP pro-
gram apparently had thissame concept in mind, but it has not beena
smashing successand might even give price cutting a bad name.

Becaused the way both world consumersand world producersare
heavily isolated from international agricultural markets, | would pre
dict that pricecuttingwill proveadisappointment to thosewho believe
it will substantiallyexpand markets. For the record, it should be noted
that the traded red pricesdf whest, rice, cotton, sugar, and corn have
all falenappreciablysince1980, and despiteall this, the U.S useisone
o thefew that hasincreased.

Summary and conclusions

Think how much different thisworld of farm exports, farmincome,
and farm programswould appear today if world marketswere 80 mil-
lion tonsa year higher than they are now and if much of the market
growth that has occurred had not been met from increased domestic
output in China. We would haveafar different view of our domestic
farm programsand, probably, even of our competitors.

Thisloss of market growth hasoccurred in the face of faling redl
pricesd our exported products. Unfortunately, it also has occurred
when both the European Community and our competitors have in-
creased output at rates far exceeding their internal market growth.
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Thus, we have intense competition for nearly stagnant import mar-
kets. Thiscompetition isone in which farm incomesand varioustrea
suriesare both suffering.

We have focused our attention on the competition and have paid
almost no attention to the problemsaf market growth, but asamost
any businesscan tell you, when marketsare shrivelingand overcapac-
ity isgrowing, things are tough.

| believeweshould do moreto stimulate market growth than weare
now doing. It will requireselective pricecutting at least, but mainly it
involvesgetting the economiesof the developing countries and East-
ern Europegrowingagain. Wecannot do much about how they handle
their internal affairs, but we should be able to do something about
ours. How we handle our internal affairs affectsthe world economic
scenewithin which these marketsmust grow. | n thismatter, asin many
others, thefamous saying of the cartoon character Mr. Dooley would
seem to apply: "We have met the enemy and they are us”



