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PRETACE

The topic of food aid has evolved greatly cver time. Tris
resulted in zentinuous re-assessment of food aid rrograms on the part of r=

cipient -~ and donor.

The present paper aims at evaluating the mctives that lie bekind
the food 214 rrograms of the donor country and its effects on the econonmy of

S ]

he recipiant country.

[

cgyrt, 2 countey which has become the majcr recipient of American
fuod aid since the re-establishment of the kmericar/Egyptian relations in 19

stands as = good example for applied amalysis in this concern.

The paper discusses such questions: Does focd aid help the Egyptian
farmers to inirease their incomes and food produétion capacitx? Does it furthe
JoG.h. trede ard policy aims? Does it lead Lgypt to accelerate its develcp-
ment p.aas? Or does it contribute to further increase of Egyptian dependency
«n the donor country? And how does food aid support the smprovement of income

dizrribetion in Egypi?

Thercfore, this perer deale with the past znd present trends cf
tmericin food aid, the analysis of the F.L, 480 prregram tc Egypt, and the effects

of fmovicar food aid on the Egyptian eccromy.



Historical Background

In the early 1950‘s U.S. Farmers were calling for sometajng
to be done with the huge agri-surpluses thereatening their incones, ' "'!'heée
surpluses represented a terrible dilemma. The farm lobby would not allow
them to be put on the d&eéﬁc market. And if dumped on the world:mrket,
grain ﬁricos would drop by a doilav a bushel. U.S. grain corporations weré
oppoaed to such a dierupti@e of their international commercial marketﬂ.l)

In 1952 a group of large and medium sized farmers proposed that food deficit

countries would be al}oﬁed to cover U.S, food imports in local currency instead A

of U.S. dollara. The Government responded posi.tivaly by paésing the P.ublic‘j
Law 480 Title I. During the period 1954-1859, the U.S. was akle to ship over
&5 ‘billion wowth of grains, or 28% of total American agricultural exports.
Nonetheless, the surpluses continued to mount to reach the highest etocks in
history by 1858 Again, the policy makers succeeded in modifying P.L. 480 by
asking recipient cf.mnt:rfias to import American capital goods for ligkt industey
in dollars.’ Aasi—atént'Sacretary of State W.L. Clyton declared his cqmic- &
tion that the World Benk fimancing for such capital goods "would eertainly be

a very good ecne for U.S. Agbicultmml exports, because as you help develcp

-
t

1) Lappe F.M. and Collins J., "Food First:Beyond the Myth of -5ecx:rc;i1:j“;
‘Houghton Mifflin Company, Boston, 1877, P, 329. .



them industrially, you will shift their economy to ar. industrial economy,
so that I think in the end you would create more markets for your agricultural

producte."z)

| Helping American Corporations tc build import-demanding industries
abroad was not enough. P.L. 480 provides that food aid is conditicned Ly an
agreement to purchase American agricultural ccuaodities on comserczal terms

in the future.

By late 1975 u.s. CQngress issued H P. 9005, a new assistanee bill
ir uhich 80% of all P.L. 480 ccmnodities must he directed to countvies with per

capita incomes of leau tkan $250.‘

’It_seeas‘suitable toaenq this section with Senater Hubert H.Humphrey's:

‘words: |
5! have heard---that people may become dependent on US for food. I krow that
was not supposed to ke good news. _To mé, that was good news, because bafore
people c;n do'anything they ﬁave got to eat. Aund if. you are looking for a way
 to get people to lean on you and to. ke dapennent on you. in terms of thelr ‘3)
coope:atzon with you, it seems to me that food dependence wculd belterrific",1975.

2)  HW.L. Clyton, Angstaut Secretary of State, S. Congress, house of Pepresenta-
- tives, Hearings on H.K. 2211, Bretton Woods Agreement Act, Compittee on Banking
and eurrency, 79tl. Cong. Ish. Sess., Harch 9, 194 PP 275, 282, cited by Michael

Hudson in uuper Inpeplalism.

3) Holt," Rinehrt and Winston, N.Y,,. "The Econoaic Strategy of Ame:>.c.
’ Praeger New Ycrk. 1972 PF. 9?-9' -

Empire",



Chapter (1)
The Effects of Food Aid on Recipient Countries

There has been a growing criticism of food aid effects on the eccnomy

of reciplent countries. The fundamental drawbacks include the following:-:

1_1- Price disincentive effect

Thecdore Shultz uas/tha £ipst to write extensively on the value of

U.5. farm surpluses to developing countries. T.H; Schultz expressed much

}"pesuimism about the possible price disincentive effacts of food aid on agri~

?5gu1tunal production in recipient countries.

Schultz gives an example that the =

y effect of a1l percent increase in food supplies on price is measured by tbgl

1)

rocipreocal of the prica'elaaticity of demand. Others disagreed with him by

oither denying any production responsiveness to price changes in developinﬁ

countries that wipe out possible disincentive effects or by accepting produc-

¢ion responsiveness but considered that he

overstated the price effect.

Hav;) developed an econometric model to measure the price and production impacts

of P.L. 480 1mporta on the Indian Economy.

The model was based on 5 main simulta-~

I"

neousleqnatinns: (1) a supply equation, (2) a demand equation, (3) a commeycial

import squation, (%) a withdrawal from-stocks equation, and (3) a market clear-

ing identity. The model showed a negative

impact of food aid on prices arnd

agricultural proddction in India, though the applicability of the model is

i) Shultz, T.W. "Value of U.S. Farm Surpluses to Underdeveloped Countries"

J.Farm Econ,. 42 (Dec. 1960): 1019-30.

2) Mann, Jitendar S., “The Impact of Publie L' 480 on Prices and Domestic
Supply of Cereals im India"; J.Farm Econon -s,Yol, 49, Feb 19E7 PP. 131-146.
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invalidated by the fact that it contained only oue dewand equation. "This
in effect ignored the role of mode of distributiqn adupted-to.distrihute 2id
commodities and its impact on prices and ppoduc:ion of domestic prodﬁeevu".l).
Pisﬁeq‘a hnalysiéELhows that, if aid enters domestic markers in adék;ion'¥o
p;oduction. the conseguences on supply and prices in the recipient country
are reduced in accordance with demand and supply elasticities. Alse, ¥ the

food is distributed without charge to those who cannot afford to pay fer I,

" there will be no impact on domestic price and preduction.

;Houever, if the donated food were sold on :re domestic mdvket, the reVenue
- would be aquivalent to the dcmestic counterpart nf general econumic ald
: Sxmilanly, re-eiport of foad donat:ons could ke a ccnven;ene souvcu of forelgn

exr.dnge. The following equatlons clarify fishers' analysxs.;'

s(F) + ¥ = D(P)
AS + T =4D
sAg +A1=D&D

3 7D
S¢ AP + al= DY _ap
aE
AP = w ) 5F
P y Se - DM
A c = OS5, P8P = -S¢ a1
3 AP BT -p T |
Ap = 807, Pe Lp.w _nb.:sr >0 *
D ap D P

j'ﬁ{ﬁ¢3ﬁﬁgﬁé-s (F) = Sugply prccuced by domestic farns .
I = Imporis

D(P) = Demand in the courntry

"

SE = lrice elasticity of supply
DM = Price elasticity of demand

. o 2) e - el
The analysis of Srivastava et al shows that Lhere is a way to ninimize

w»

th: Qa’hfive price, preductrion, and ingoeme impact en agriculture Ly creating

—

1} Srivistava, U.K. et al., "Food Aid and Internatioral E;cnom\e Growth", The
lowa State University Prebs, lowa, 1975, P, 39.
2) Pister, F.M., "p theoretical \ra]valc of tte Topact & Foos Haiin Tivpezal

on Ag icu]*urul Froduction in ﬁcu!pxen' Cocuraries", dourtnl oV *urk Rolhnieriecs
vol. LY, 19€3, pp. BE3-T75,

3} Trad, | .63



a differentiatad market for food aid commodities in the recipient countries.
The Indian example of fairﬂpricé shope is of considerable interest to recipient
countries. It would raise the real income of the Consumers, minimize the
gﬁgativa effects of aid, and increase the beneficial effects. In spite of the
fast thaz what happened in India is. not adequate in itself to prove their
hypothesais, still production pelicy can reduce or elimirate the disinecetive
effect as 1on§ =3 there is some supply response, whereas supply elasticity is

nrobably not-zero, but nonetheless quite low.

&~ BShift of Consumption Pattern

Faod ald ean involve the introduction into a country of a crop that is
a&t’aoaeatically grown, thus inducing people to change their food preferences
and shift from a domestically grown crop (rice in most Asian Countries) to
wheat. which makes pwople dependant on U.S. food aid, thus the country may be
reluctant ta'incfease wheat imports from major wheat-exporting countries. HKany
‘caaea can be cited to illustrate éhiﬁ. ‘2pi Lanka is one of the countries
whepe wheat and wheat flour have replace rice as the major staple. The hidden
dangeh of a consumptién shift in these countries is continuous dependency on donor
countries o increase fheir comnercial imports.Q) Most food aid is bought on

credit, and thus increases indebtedness that is already a burden for many poor

1) Abbot F .¢ /Sarrie A.H. and Taylor L. "Grain reserves, Emergency Relief, and
Food Aid", in Policy Alternatives for a NECO, William R.C. (ed.)Praeger
fubliszters, New York, 1979, P, 197. -

2} For more details see:
Tigmer P. and Guerreiro, '"Food Aid and Development Policy", Paper Presented at
+ha ABC/FTN Conference on "Improving the Developmental Effectiveness of Focd

Aid4 ‘Colombo, Sri Lanka, August 18-20, 1280.



countries. Moreover, food aid may result ir changes in food preferaices
+hat are not necessarily nutritionally or economically favcrable. 7o
promote market development for Donorr Countries, much effort has lLe:r concentret-
=4 on training bakers and Laking demonstrations for housewives in developing
countries, that resulted in a 16% increase in wheat consumption.

Unless income also rises, this consumption shift could well result in a

displacement of & local food that might be nutritionally superior.l

3. Political Abuse

Wallepstein describes the principal attraction of food aid as a foreign
wolicy instrument in"....its capacity to achieve political oLjectives through
sither of two opposing strategies: offering food as an incentive to reinforce

.rtain desirable behavior patterns on the part of the recipient country, or
Lithdrawing (or threatening to withcraw) food as a political sa?CLion'for be-
2 .
havior considered inimical to U.S. interests'. In a number of cases the U.L.
Liminictration used food aid to serve political interests in recipient countrie:
U.S. food aid was used against Egypt Decause it was cocnsidered an “aggressive'
nation+ The argument for ceasing foed aid to Egypt, watc tiat Ly providing it

‘he United States freed funds that Hasser used for apgression against nations

- i - 3 = : "
Austin, J.E. and Wallerstein, M.B., Toward a Development Food Aj1 Folicy,
4.I.T. Intermational turrition Flanning Pt oram, Center for Internatioral

ctudic., Cambridge, Mass., Decemler, 1977, E.2u.

S

Wallerstein, M,B,, "Fcod for War-Food for Peace:lnited States I'cod Ald in

Clobzl Centext, the P71 Frass, Cambridge, Mass., , 1980, [p.121-17¢.
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friendly to the United States, i.e., Israel and Yemen (detailed discussion
will follow later). In 1972 the Nixon administratéon refused to send focd aid
to the Chilean government, "to make Chile's econcmy scream”l). The embargo of
conceasion and commercial fcod imports from the US resultec in the social
discontent that led to the overthrow by the constitutional government in

September, 1972. There was a quick offer of food aid to Chile in 1973 following
Allende's overthrow-a reward for those likely to side with political and

economic interests of the U.S.

Although congressional restricticns on Political aktuse of focd aid
were subsequently imposed, still we find that food aid goes to governments that

have close relations with the United States to favor political allies of these

countries.
Pearlberg argues that the time of food power as a valualle instrument

of diplomacy, particularly for the United States, has now passed. ,Pearlterg

summed up the sitvation by saying, "There will Le at least three points at which

any attempt to wield food power can meet frustration:

Within the somestic political system of the sutject nations, where foreign

policy leaders may find themselves unatle to maintain effective cortrol over tre

volume and direction of their own external fcold trade.

Within the domestic political system of the target nation, where the threat

of even the reality of a food-trade interruption may te inadeguate cr inappropriate

to produée the desired modification of behavior.

-

Between the subject and the target ration, within the international

food trading system itself, where the target nation may find & lcw-cost alterrative

Nivcn ty David Frest, transcript from

1) Excerpts from interview with Fickard F.
York Tines, 2€ May, 1977, F. 0.

television program, 25 May, 1977, The New



to Food-trade dependence upon any nation attempting to exercise food powsr%?
As a result for food powerr to be cuccessful, U.S. leaders must be able to
manipuiate U,S., food exports at will, governments ir target naticns have rr
vy othar than adjusting their policies to side with pelitical and ecorcmic
prefergnces of the U.S,, and (he world food trading system must provide these
taiy “-nation lead:»s with no low-cest means tc avoid dependence on U.S. food.
i: case of witholding food from Ezypt in 1967 proves that all three of

these conditions are seldom met. First, cutting food aid to Egypt left the

0

w.der in a stronger position than before with the people as they
nized that the U.S5. had attempted to exercise political power in its cwr
interest: against humanitarian considerations. Second, President Nassar succed-
#is polltical azpeal to obtain wheat supplies from other scurces in the

marker at no lLiigher cost.

more Loint slould be clarified when comparing the "food weapon

the i1 weanon", as the praophets of food power Iinsist that 'we could make

tock sick il we were just to use what our agriculture gives us.' =
U.5. .furmers cannot sustain mounting surpluses that earn more than S22 il
every vear in foreign exchange, on the other hand oil-exporting countries can

F¥ ¢heir supplies with ro negative impact on their economies in vies

L enfireoce monotary reserves and revenues larger than their econcmic

crtive capacities. Second, the food weapon goes tc countries with small
Pezi. gs K.L. "The Failure of Focd Power'p ir: "The Role of U.S. Agricult
i Foreign Folicy" edited by Fraenkel R.M. er al,, Pracger Publishers, hew
rk. 19745 Page 39,
od fowe; The Ultimate Veaporn in World bclities" Business Week, Decent



populations but large monstary resefvea that enable them to find even

2 “igh cost alternative to “ood imports, whereas the oil weapoﬁ might ke
more effsctive with industrialize@ countries heavily dependent upon
fore’sn ol aubpliera. Third, U.S. as a superpower cannﬁt exercise food
power with its international and humanitarian obligations while oil export-

ing couniries have not the same obligations,



e 10~

Chap_tei (2)

Motives of the Donor Countries

The donor countries have certain mctives while formulating their fcod aid

programs. These motives may affect the recipient countries in Various degrees.

The principal motives cover the following itenms:-

I. Attacking emergency situations

The very aim of food aid is a humanitarian one. It aims at attcking
hunger and reducing malnutrition. There were large food transfers from the
U.8. after World War I and World War II, principally to Europe, to starve off
wide-spread food shortages and possible famine. After 1954, following the
passage of the P.L., 480 act, more systematic and largg scale emergency food re-
1ief has béen witnessed. American traditions of international fool transfers
take different forms: emergency relief, supplementation programmes, and govern-
nent-to-government food aid. A considerable part of American food aid is donat-

d by individuals or church-related groups because of their humani:arian con-
erns. Food donations are granted to needy countries under PL 480 Title II fcod
aid, which unlike Title, I, aims to provide relief at nc direct cost either to

“overnments or individuzls hit by natural disaster and lunger.

«Title Y represents food conmodities that are provided on & consessional-

scale basis. Consessional sales are made of market prices hut with :lorng-term

[3

arrangements for repayments at low interest rartes,
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Though loans are given with low interest rates, it increases the indebtedness

that is already a burden for the poor countries.

2. Tool of Foreign Policy

Food aid was, and is still, seen as 2 means for the United States to
encourage certain political behavior on the part of the recipient country. The
case of South Vietnam and Cambodia, where congressional cutbacke were circumvent-
ed by the U.S. administration award of $461.5 million in Title II loans could
well illustrate that role. Also, the withholding of food ald for non—commarcl;l.
political reasens has been undertaken by the United States aeveﬁa; times in re-

cent history before "food as a weapon" was thought of in connection with the

advent of (OPEC) market power and the prospects of resource politics on a world

scale.

Food aid to Egypt was cut off when Egypt was considered an aggressive

nation at that time. Also, the food aid given by the Nixon administration to the

Government of Chile was ecut off.ir 1973 when Allende came to power.

Conceptually, food aid can be applied as diplomacy power in three forms:

denial, priority access, or discriminating pricing. Denial seems to be insigni-

ficantly efficient because food aid represents a minor part of total food imports,

and alternative supplies can be obtained from other sources on the world market,

although at a higher cost. Priority access can be effective in shortage conditens;

nonetheless, the needy do not get much because focd is given to less needy nations.
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Discrimivatory pricing has the disadvantages of the other two Fforms without
€ uaj advantages. Recent convictions of the limits, or even the failure, of

food diplisacy reflect the inherent ineffectiveness of its use,

3. Market Development and Surplus Disposal

Food aid has been described as an effective ﬁeans to improve the re-
lative market position of the U.5. as a donor country.
ool carpencies received under Title T PL LB0 sales to finance market develop-
ment programnes In the U.S. have been used effectively. These programmes are
purtly financed by the foreign currencies received under sales using local
currency. Tha U.S. has the right to convert a lirited amount of local currencics
te hard Eanh fo be used in its market development activities, and in part by
private grouns to promote trade fairs, trade centers, marketing and utilization

vesearch. In fact, these kinds of market promotion activites can be applied by

4any nation whether or not engaged in fogd aid operations.

The U.E. goverrment has encouraged the American farmers to increase

LR

their producticn to l:refit from the strong world food demand as well as to
balance the deficit of the non-farm trade sector caused bty inereasing U.S, oil

irnparts.  In fact, the growing emptasis orn food expaorts has had no positive effecct

@n food aid  The reason might be the curtailment of Title II commodity de-
livaries and iittle interest or incentive on the side of producers to =ell food

vli

t< the government for use as food aid, as they ojjpose political interference in
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U.S. agricultural exports (consessional and commercial).

Alzo, surnlus disposal and maric: development are closcly comnected with
domsstic American farm programe aimed at finding markets for mounting American
zurplusss, Economists who thought there would be no preblem with American food
surpluces are now disappoiuted because the crisis is over and projections of
produstion to the year 1290 and after indicate that American farmers will be

able to meoduce substantial foed surpluses in the future. !’

1)~ Hopkins R.F. and Puchala, D.J., YGlobal Food Interdependence-(halienge to
. U.S. Policy", Columbia University Press, New York, 1980, P. 1?%.
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Chapter

Amerecen Focd hid end The Fgyption Eccromy

1. The Past and Present Trends

American-Egyptian relation have had ups and downs for almost 29 years.
An observer of that long history could ezsily see different phases of the

relationship that could be classified as follows:-

1. The First Phase 195L-196€ Limited Assisténce
2. The Second Phase 1967-15873 Cessation of Aid
3. The Third Phase 1974-1981 Unrestricted Assistance

1. The Fipst Phase: Limited Assistance (195k-1S66)
After the institutionalization of American food aid in 1954 with

the passage of Public Law 480, Title I, food shipments to Egypt bezan in 1955%.

During the period 1955-1964 American food shipments to Egypt totalled
$690 million or 11.7% of its total food aid. This was channelled prisarily
through government to government programs, voluntary relief agencies and‘the
World Food Program. Egypt was the fourth recipient country (following India,
Yugoslavia and Pakistan), and such aid helped prevent wiéespread underautriticn
among selected target-groups (e.g. supplementary feeding for pregnant woimen and
schocl lEnch programs for childrer). Egypt, a country that gained its indepen-
dence in 1956, was somewhat sensitive in its assessment of the connecfion Le-

tween American foreign pclicy and food aid. When the United States backed out of
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the Aswan High Dam project, it gave Gamal Abdel-Nasser the impression that
the U.S. administration wanted to deprive his country from modernization,
and industrialization. As a result, Nasser increased dependence on USSR whose

good intentions appeared in financing the building of the High Dam as well as

arms shipment to Egypt.

The Kennedy administration attempted to improve relaiiona with :

Nasser as a response to the advices of Rusk, Bowles and Badeau against an

aggresasive U,S. poliey:

"We have no illusions that any broad under standing with Nasser is

possible. We do feel, however, that modest assistance iy ueaful

to help the U.A.R. meet its massive challenge on induatriiylization
and over-population and to make it clear that there is a continuihg
alternative to full reliance on communist-block assistance....This

position reflects our concidered view that efforts to modigy ﬁpeci—

fic policies would only (a) make progress on such problems even

more difficult than at present} (L) make it more difficult for the

U.A.R. to follow a genuine neutral course; and (¢) afford new

opportunities for communist exploitation.”l)

In sddition, .resident Kennedy sent economist Edward Masen of Harvard

University to the U.A.R. to assess Egypt's future development plans and need for

1) Memorandum from Dean Rusk to President Kennedy, Hay Sth, 1961. (Kusk 1961).
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forelgn assiatance. On his returw, Mason Warned the Kennedy admianistra-
tion that 1.S. failure to help In the U.A.R.'s economic and social plans
would Further Egypt's close reiations with socialist countries. .Dn the basis
of the Mason's Report, President Kennedy decided to approve a $390 million
multi-yesr PL 480 agreement to assist Egynt with its on-going plans (i.e. the

Tipat Egyptian five-year plan).

‘n Septembex: 1962, after the Yemenian revolution against the monarch
(Imz= Ahmed), Abdalla Salal, the leader of the Yemenian army, appealed to.
¥asger to back his revolution against what he called foreign intervention.
The move of tgyptian army to Yemen was considered by U.S. as an intervention in
Yemsn and a-thraat to the Saudi Monareh and oil supplies to U.S.
hs a result, the U.5. policy aid slowed suddenly down. On November, 23rd, , 1964,
.t ~Egyptian diplamatic re'ations ceme to a critical turn when the U.S. Informa-
tion Service Library, and the marine detachment building were burned in Cairc
by Congolese students who demonstrated against the landing of Belgian paratroope
from American planes foi- a rescue operation in Stanleyville,
U.S.—Egyptian:relationa were further atrained on December 19, 1964, when & U.S.
©il company plans was shot down after it approached a military zone near
Alexandrig and ignored instructions to land. Before the latter events tock place,
2 vequest- had,in fact, previcusly came from the Egyptian Government for $35
million worth of food to alleviate a shortage. The anti-Egyptian representatives

tnside the Congress used the restriction of public law 480 assistance to M"agressor
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nations" which was aimed at the U.A.R. to convince the U.S. administr:s-
tion to deqlare that, because of U.A.R.'s actions inimical to foreign policy
intereates of the United States and anti-American sentiments, consicderztion of
‘ood aild would be delayed until 1965.1) Yet Nasser's reaction was:

"The Americans want to give us aid and

dominate our policy, I say we are sorry,

we are ready to cut our rations and

minimize our daily consumption so that

we ksep ~ur 1ndependence."2)

Again, P.L 480 shipment were resumed after an agreement was signed on
canuary rd., 1966 by Abdel Moneim El-Kaisouni, the deputy premier For economic
affairs, and American ambassador Lucius D.Battle, providing $56 million in food
aid on tha condition that repayment was required in dellars rather than local
currency, and the agreement was applicable only for a six-month ﬁeriad when
there would be a pause for a reiew of Egyptian-American relations. Because
there is zlways a time-lag between commitments and actual delivery, shipments

were delayed until mid-1966.

2. The Second Phase: The Cessation cf Aid (1S87-1973)
In the aftermath of the 1967 Israeli-Egyptian war, the Egyptian intelli-

gence ahnounced that the U.S. sixth fleet in the Mediterranean was invclved in

1) For more details See:
Toma A, Feter, "The Politics of Food for Feace', the University of Arizora
Press, Tucson, 1967, PP, 82-9y, _

2) Information Dept., "The Speeches c¢f Fresident Nasser', Vol.IV,Cairo,1967.
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the military attack on Egypt on June, 5th., 19€7. As a result, the
Egyptian leadership broke off diplomatic relations with the United States
on June 6th, 1967. The U.S. administration reacted strongly by cutting-off
food shipments to Egypt. The 1967 domestic wheat oroduction in Egypt
amounted to 1.5 million tons creating a deficit of 2.5 million tons. Yet,
it became clear that U.S. administration had adopted a political attitude
pather than a humanitarian one. At that time the Egyptian food reserve was
sufficient only to cover 15 days. Nasser appealed to the Soviet Union for
wheat, and the Russian leadership reated with no delay by diverting wheat
shipments from Australia destined for the Soviet Union to the poft of
Alexandria, confirming to Nasser that human neeus cannot be use& as a political
game,
" The threat and application of U.S.'Political .

sanctions did have almodurating influence on

the Nasser's regime, particularly when it

was:

1) in severe need of food or 2) in a period

1)

of cool relations with Moscow"

=

1) Wallerstein B.M., oOp.Cit,, P, 129
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3. The Third Phase: Unrestricted Assistance  (197u-19gl)
The 1973 war between Egypt and Israel hac proved Egypt's capacity
to exploit heavy U.S. dependence on Arab oil. "Shipping wheat to Egypt

is never free from political considerations and never will be. To assure

the continued flow of Arab and, above all, Saudi Arabian-oil, American policy

makers and increasingly the pulbic at large have recogﬁized the benefits of

cooperation. A recognized covariant relationship axists."l

In the winter of 1973-1974, U.S. Secreatary of State, Henry

Kissinger visited Egypt. While in Egypt he cabled washington, propeosing that

substantial amounts of grain be shipped to Egypt as a sign of American good

intentions towards the Egyptian people at a time when Egypt was suffering from

high indebtedness and lack of foreign exchange to pay fer food imports.

jonal amounts durirg 1974 were shipped to

An initial amount of grain plus addit

Egypt. In return, the U.S. administration expected Egyptians to resume

diplomatic relations after a six-year break and to work toward disergagement

with Israel and a sclution for Apab-Israeli cornflict formulated in kashington

not in Moscow.

of An Agricultural Commodity as
€. pyricuiture in Foreign Policy),
P (eds.), Praeger Publishers,

d
ey

1) Merriam J., "U.S. ¥heat to Egypt: The Use
a Fereign Pclicy Tool", in (The Fcle of U.
Frankel R., Hadwiger Don F., and Lrauie W.
New York, 1979, P. 100.
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e- The Anelysiz of T.L. 480 Prgram tc Egypt.

—— - e i £t

During the period 1955-64 Lgypt »eceived an amount of PL 48C equal to

$ 090 decrsased to § 220 during the period 1S€5-74,

in a study of P.L 420 to Egypt, Urstott's analysis shows that PL
Y80 shiprents were closely relarted to a shift from a 7% cost of living in-

argase batwean 1955 and 1981 to a 5% decrease Letween 1961 and 1963.1)

Since the re-establishment of diplomatic relations between Egypt and the
Unitec Stztes in 1874, Egypt has become the méjor'recipient country of commod: -
ties financed under the U.S. P.L. 480 since the start of the progranm.
US P.L. 480 program to Egypt includes three titles:

- Title 1 = Concesaional sales

4

- Title 2 = donations for the needy

- Title 3 = food for development

Title 1, concessional slaes:

Ti‘le 1, the concessional sales part of the PL 480 program, allows de-
veloping countries to buy US agricultural preducts for dollars, Eut payments
can be extended over 20 years, and interest rates are much lower than with
cummerical financing.

For those countries rot capable of going directly to 20 year dollar

credit sales, title 1 dces allow for credit sales on 40 years terms with grace

"
Sc¢a: Umstot H.Dsbublic Law 480 and other Eccnomic Assistance to UAE, USDA,ERS
Foreign Rept,,. 83, June 1964,
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. S o !
pariads on principal repayments of up to 10 years.
the understanding that US can eventually

The law aléo allows

payment in local currbnciys, with

exchangs thase into dollars, However, this option has never been exerciged-in

practice with Egy?t or any other PL %480 receipient country.

o Jaauary 1, 1974 the ficst PL 480 title 1 agreement after the re-

2
@
"#stablish ant of diplomatic relatxonn was signed with Egypt. During the last

@5 years. *hipne:%s under PL 480 title I/ITI to Egypt has increased dramatically

n 1975-77 to $2.3 billion by the end of 1981 represents

1n vaiue frqn _v .3 billioni
'453 p«rcen¢ of tan >3] yalus of title 1 PL480 comm
he total to appraxxmately $2,5 billionm,

odities shipped to all countries

%3n FY 1981. shimmente, in 1502 will increase t

-~ (See mm? 1s

£ On Deaemhar 21, 1987 a new Public lLaw title 1 agreement was signed with

.
“Egypt. The‘agreement provides 1.1 million metric tone of wheat and wheat flour
:_uurth ¢ 20¢ million to bs geliveped during fiscal year 1882. An adljeional

f_allaqatien;of séogooa -ons is to be provided during 1982 under

Teims of the FY 1982 Agresmant are t

titles I/III

he same as for 1981en initial

f:ihnendmanta;
;tpaymant ofVS percent and 31 installement payments is 10 years after the date of
: the last dbl;verv of COFqulties in each calender year. The jnitial interest
f and 3 percent interest for

rate is 2 pereent during the 10 ycar grace period
- tha remaiéfugfag vears that principal and interest payments are made, (See table 1).

T’tle 1* uona+icrs for the Needy

_;i T*f1& IT is the food donation program of PL 480 for thuse overseas who are

5 tess fbrtpnate such as:-

=)



Table.1 =--EGYPT: U.S. Shipments Under Public Law 480,
by Quantity and Market Value, U.S. Fisca

=

(Data in thousands)

Titles I/IIX
1 Years 1975-1981

FY FY FY FY £Y .4
Commodi ty 1955-77 1978 1979 1980 1981%/ TOTAL
1
i \
Tobacco |
ietric tons , 49.14 . | s i
Market value= 97,121 5 R
|
Wheat - i
Metric tons o, 8,220.04 .968.16 1,082.65;: 1,035.32 i 1,000.0 " _5%.332-17
Market value= 655,581 116,583 151,961 377,569 171,500 ; 1£13
Wheat Flour ' ' . | 0
ilarket value= 336,344 61,214 77,257 08,203 [ 193,300 ! :
Beans; dry edible 3 i ‘ 3.0
Metric tons 3.00 - - = fe i | 1,030
Market value= 1,030 . - e i '
¢ |
i t
Corn - : uih s
Hetric tons ,, | 1,160.50 - - . 6285 s tic e
Market vaiue- 72,945 - - ; 9,655 i e 3 z
' !
Other ; 5 L 96,462
rarket valueaf 96,462 5 7 W SR o 1 f
TOUAL ' g ] '
e vaimal h 28eidsa © Maa7,797 o | 2ae,me. | -285,387 (| 275,008

2,226,985

24 Programmed.

2/ uy.s. pellars.

Source: U.S. Department of Agriculture and Agricultural Counselor.

L



a) death difference for victims of earthquakes, hurricanes, volcanoes,

floods, draughts and civil strife.

b) thesa foods have also helped in the ongoing battle against world hunger

and malnutrition. HMore than $ 8 billion worth of U.S. agricultural pro-

ducts have been donated under title TI since 1955.

¢) they serve as the mainstay of many school lunch, prechool feeding and

mother-child health care programs around the world.

d) they also figure importantly in the U.S. committment to help the world's

needy become self- sustaining through economic and agricultu-hl development.

o) under title II, U.S. farm products are used in food for work programs to
pay foreign workers for their labour on such public projects as building:

schools and roads, improving village water ard sanitation system and digging

wells and irrigation ditches.

Most of the food shipped under title IT is donated through nqnprofit u.S.

voluntary agencies such as CARE (Cocperative for American Relief Everywhere),

fathclic Relief Services, Seventh Day Adventist Services, Lutheran ﬂorlé Relief,
American Joint Distribution Committee, and the Cooperative League cf the United
States. '

Title II donation are also made directly to receipient governments, mestly for

large emergency feeding programs, ard through multilateral organisaticns such



T

as UNICEF (United Natfons International Children's Emergency Fund) .nd the

Borld Food Program (WFP).

The WFP is financed by voluntary contributions of commod:l: ies,
services, or cash by members of UN and FAO. Most of the food is distributed
as part of the wages of people employed in development prafects. The U.S. and

other donors make committments to the WFP every 2 vears.

4s far as Lgypt is concerned, title II program of PL 480 includes the

following commodities:-

a) wheat flouwr - (A.P. flour, 72%)

b) wheat soy blend (WSB)

«} bulgar wheat-(crashed p;rboilad wheat)
d} corn soy milk (CSE)

e} iqatant corn soy milk (ICSM)

£) nﬂrfat dried milk (NFDM)

g) vegetable oll-{cocking oil)

The above mentioned commodities are shipped to Egypt through the

foliowing agencias:-

=

2) Horld Food Program (WFP)
b) U.S. Department of Agricultural (USDA)
@) Catholic Relief Services

d) Cooperative for American Relief Everywhere



= s

The title II PL 480 commocdities are chanelled tc tle
following Egyptian progrms:
- sarvernal Child Health Care (MCHC - Ministry of Health)

School Lunch Frogram

Egyptian Family Association

3eduine and non - Baduins in Sinai region

Crphans Institutions.

The schoal lunch program is concerned with the rural children of
~~imary schools in 8 governorates (Ismailia, Suez, Giza, Sharkia, Gharbia,

Dakahlis, Pamietta, Khaliubia and Port Said).

According to tha school lunch Program, the children cf the primary
schools in the previous listed governorates are given a lunch meal composed of:-
- 920 grm, cheese + 1 loaf aish baladi {142 grm). 82% ext. (for three days}

-  Halve op Aates + 1 loaf alsh baladi (142 grm). 82% ext. (for the other three

day: V.

There is a phase over period during whieck it is expected that Egypt
will be covering 75% from the loaf of aishk baladi weight while the remaining

n£8 - 111 be covered by U.S. By the year 1986 it is plarrned that Egypt will be

cover .ng totally the loaf of aish bzladi given to the childrer of the school

“«
luncia program.
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Title II donations to Egypt have been fluctuated much over the last

8 years since the renewal of Fgyptian-American diplomatic relations, both in

quantity and value.

In 1975, Egypt received 29,37 MT commodity donations valued at $

v

11,085,000, In 1976, Title II donations dropped to 19,889 metric tons worth

? 5,425,000. Thepe was an down ward trend from 65,131, metric tons valued at $

15,894,000 in 1979 to u4y,176 metric tons worth $ 20,608 in 1981 °

FL. 480 title II donations for 1982 programmed u44,176 metric tbns valued at

20,608,000. Approximately, 88 percent of 1981 commodity donations to Egypt.

[

Title III: Food for Development
Title III, which was added to PL 480 in 1977, is also designed to help

the World's needy to help themselves. -

In particular this title is concerned with Lettering the lives of small

tenants, sharecroppers, landless agricultural workers and others who

armers,

depend for their livelihood on agricultural and related activitiss.

Basically, Title III-kncwn as Food for Develcpment-allows foreign

overnment to purchase U.S. agricultural ccumodities on title I teyms and resell

»

‘hese commodities in their own countries. However, instead of jay.rg the U,S.
i

or comnodities they may use the proceeds from local sales (or the commodities
: 3 ;

themselves) for self-help projects which increase farm production, improve

F 4

orage, transportation and distribution of farm prcducts, or improve the
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Teble 2

 —

Title II Free Donatloms to Egypt

during the period 1975-1982.

Year Recipient Commodity MT $ Value
1975 700,000 29,087 11,085,000
1976 547,000 19,889 5,425,000
1977 1,315,000 44,671 10,588,103
1978 1,714,000 55,329 9,395,000
1979 1,933,000 65,131 15,694,000
1980 2,386,549 45,268 16,765,000
1981 2,436,000 53,180 22,993,000
1982 2,331,084 44,176 20,608,000

13,36 ,633 356,681 112,753,103
Source: U.S. Aid - Cairo.
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quality of vural life through health and putrition or family planning

programs.

As the currencies ars used, an equivalent dollar vaiue to the title
T dept is offeet.

A country must be elegible for 2 titrle I agreement before a title IIX
program can be approved.

sise, since title IXI provides for &evelopment programs in addition to
what the pesiplent countsy iz already doing,adequate technological and ecenomie

ansiyss and review are required in designing the program as well as in monitor-

ing dnd evaluating progress.

Ir. 1579, *he first title ITT agreement was gigned with Egypt. The
agrseuant provides $ 75 million grant for 6 yearb'uhich means $ 15 million each
ear io be deducted frrom annual loan payment. This grant is used in financing

infrastructure project in come governoratss.

3- Effects of Aucricaa Food Aid on Egyptien Ecenomy

Y. the “ollowing part the researcher analyes the offects of Food-a2id Frvg

Egyptian econcmy. The effects of food aid can be analysed from 2 number of
iiffa?eqf perspectives: -

1. . The diasineintive effects on local fcod production

2. Incone distribution consequences.

3. Imact on development.

i, Aarket develcpment.

5. Dependency.
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1) The Bivis emtive Sffects on Local Production

Dininoantive effects are gensrally baleived to be of two kinde: A
dlract effsat through the impact «f the aid om prices farmers receive and in-

diwest & polloy effact on secloral policias.

va the latter case,ihe argument is that the avaliasbility of food aid

e

enahice . -veraments to avoid directing develcpment resources to agriculture:

or o c-eist in diseriminatiery price and.Food policies in the Fursuit

5

of «i.:ap foad policigg_

in the case of Egypt, food aid has been sufficiertly important, ccmpared

with the domestic food supply. FPL 480 make up almost 20% from the domstic feood

supply .
It is believed that disincentive effect on local production rettlted from
the significantly lower prices paid to the farmers compared with impouy prrices

and consumer joices. Tzble (3) shows that during a period of 15 years prices

aceived bv favmers were lower than both import aud consumer prices which re-

sulted in discouraging Fgyptian farmers to grow wheat and made them seck cropa

other than wheat for the sake of higher profitakbility, besides, there iz an

argument that the svailability of foed aid dir .ot become &n incentive to direet

de~elopment pesources to agriculture, in order to incrcase the food capéc.ty of
-

the country.

For further studies on this incentive effects, tue researcher kel ieves that
there are three main factors ‘that should Le analyzed in order to evaluéte the ne-

gative effect of food aid on farmers prices.
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catle (3) . ,
Farm gate, Consumer and- import ;rices of '
wkeat in Egypt during theip;fica."_lgf“.? 198?
| Im;rt o : . ‘ccn'a'ur.'er‘}‘- .- Ferm - gete
Year~ Prices per M.T Irices —_— T Frices
ee - | L3.8 - s1.24
1196‘)"" o B , o Ls.0 - | S e "31.95
1966 30.3 o 53,8 | L 3KLT9
1967 o3k N
19648’ o 30.0 . Lg.s N
1969 2. PR ST N
1970 _ 22;.9 | | 55.€ o k18
o 29.1 558 | 3t.£2
1972 31.0 $€.8 37.22
1973 37.0 60.1 LR
1974 - 103.4 12.0 * L9170
197 79.5 1.8 Dosha
197¢ 5. Cqk 7 1 ;‘59;79
197. '5'3.‘2 B2k 5T.8
1578 T ser 102.¢ €5.67
19?9 - 77.L R €6.1€
1980 - WL, $3.72

SOQrée: ‘Ministry of Agr1cu1ture, Inst. of tgriculturel fecremic Aesearch.



1. The relative importance of food aid compared with the denestic cupply.
9. How food aid is introduced in the local economy.

4. The institutional arrangements that prevail within the country.

2) Income Distribution Consequences

Special emphasis has been put on the effect of food aid in improving

the income distribution ir Egypt.

one of the main elements of Egyptian government policy is to sub-

sici.= the prices of basic food commodities at low prices to make it availakble

£c low income and potentially explosive population of the country.

Government subsidjes for wheat and fleur, corn, beans, lentils, edible
oil, tallow, red meat, chicken, fich, tea, sugar, rice and others increased
from L.E. 332.9 million (396.2 willion $) in CY 1977 to L.E. 1.690 million

{ ¢ 2.011 million) in fiscal year-lgalflga'})(See tatle ¥)

A few years ago (1976) serious concerns were paised about the size and

n food subsidies in relation with food assistance. Most of the studies

growth i

show that about 20% of Lgyptian budget is allocated for food subsidies, and that

subsidised food hardly reach the rural consumer because of the food distribution

system. =

‘As a result, the U.S. and the Internatioral Monetary Fund put much

pressure on the Egyptiarn government to halt subsidies for essential foods. Halting

the subsidies meant higher prices, a highly urpopular measure for those who live
near ©r belecw poverty line.
%
1) Critenden A., "aWor.d to Feed-kEgypt: Lependence cn Inports of Focd", in New
York ‘i, 2s., Novem!or, 1981.
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neble (L}

Pevelopment Trends of Goverrment Subsidiecs
(167: - 1482)

10" T.E *

Year Total Velue
1973 ERPER T L
1574 Lik
Lo A2
976 | Gt
97" ' P
1516 ik
1679 b
158078 ' 1565
LBy rr ' 2000
1982/83 _ : &0k o

1) Pres.dernt &Sreech on the Cccasion of July Revolution, El.Ahrar Deily
Rewspaper. July 27, 1962,

o This Treludes lacsie Foods urnd Cthers.
L 3

-



Egyptian governuent anounced the price increase of tasic fcod products in an
atteapt to cu’ back the subsidies. Bloody riots broke out around the country an.
government seer:d threatened "Thesc viots shook a regime that needs a strong poli-
tival base im pursuit of ecomomic reforms and in its efforts to achieve ; negotiat-
ed paace w.th Eﬁracl“.l} 7o reswore political stability and possibly prevent any

further uphosvsis, the U.S. quickly reserved its pclicy aud extended additional foecd

supplies under PL 480 and security supporting assistauce programs.

Since *hat time, Government policy continues to be directed toward providing
the low inceme population with essential Foods at low pr;ces. The goveﬁnment of
Egypot is currently studying variocus proposals among them.different intervention
programs that would teiget the benefits of subsidles to the needy and at the same

time reduce the subsidy bill to the government.

3) Impact on-Develapmant .

“cod aid can contribute to development in & number of different ways:-

a) It could ailev:iate Lalance-of-payment constriants, thereby freeing ﬁp foreign
exchange for development purposes.

b) It gives toe recipient govermment greater command on domestic resources,

¢) Lowers the price of food in the recipient country based on the fact that food
‘s wage .ood. With low food prices, it is possible to keep nominal wages lcuwer

#n the® industrial sector, thereby stimulating industrialisation.

1)} Fraeniel R.M, et al., "The Role of U.3., Agriculture in Foreign Folicy),
Praeger, N.Y., 197% pp. 103410k,
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Much evidences show that the effect of food aid on development

frograms in Egypt was not a positive one. With more control on local re-
sources, the government of Egypt has encouraged a market-oriented devélopment
policy rather than direct government intervention and this‘has resulted in
corruption and many deficiencies. Besides, these resources were used in low-

pay-off investments and the case as such, their econtribution was not substantial.

Above all, the continuous dependency on American food aid and foreign
loans will result in some negative effects Lecause of the increasing share of

the foreign world in both GNP and NDP.

4) HMarket Development

Market development (as it is described before) is an important source of.
the political support for food aid, and is one of the reasons that domestic

support .in the donor country for this form of foreign assigtance has been sustain-

ed in the face of declining support for other forms of foreign as:istance.

A look at the data of agricultural commodity imports from J.:5. leaves

little doubt as to the efficacy of food aid as a bsis for market devel>pment.

S

Egypt is the an example of current-PL 48C title I sales rﬁ;igpients
that have become a good U.S., commercial customers. At the mémént,‘ngpt is the
leading Arabumarket for U.S. agri-iltural products in view of .its Large size
of population and consumers spending the largest part of their i"comes on food.

Tgypt is the leading Aral market for a sizaktle list of U.S. agricultural commodi-

ties, including wheat and wheat flour, corn, tallow, tobbacco, soybLean neal andé

frozen poultry.
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Egypt was the llth most important market for U.S. farm prcducts in
1977-up from 15th place in 1976. This move put Egypt ahead of India, France,
Belguim and Poland, Countries that had preceeded Egypt in 1976,.

In 1976 U.S. agricultural products to Egypt valued at § 453+6 million.

In 1977, the record increased to $ 540 million or 18 percent more than
the record of 1977. Again the record reached a new high of $ 650 million in
1978.

Egypt lmports of agricultural commodities from all sources re..ached '
$ 2 billion in 1976 up from $ 1.8 billion in 1977 and § 1.5 billion fii 1975
A nueber of factors ensure a major U.S. farm market in Egypt. These factors
are:-

L. Remittances from 3 million Egyptians now work in OWAPEC countries and send
back over $ 2 billion annually.

5. Suez Canal revenues worth to $§ 1 billion annually after its last deepening.

3, Egyptian exports of petroleum valued at $ 1 billion in 1980.

L. The movement to the city by Egyptian farmers whose patternms of consumption
are changed for better.

5. The urban encroachment into arable tané which means a loss ip production
that must be compensated by either increasing yield per unit of land or

importing foed to close the gap Letween the level of consumption and level

of production.
6. A new tendency among farmers remaining on the land to grow vegetables and fruits

for both domestic market and expdrt because of its higher profitability andcash

return.



All the above mentioned factcrs have encouraged the govermment of U.S. to
undertake cestain market development actrivities through a country prcject
statemen. (CPS). The CPS program in Egypt is an integral part of the overall

» %
' J

effort to develop the Egyptian market for U.S. food and agricultural products.”

5) "Deperdency

4 frequent criticism of food aid is that it nurtures dependency on the
part of the vecipient country. "Presumably, this is more likely with food aid
than with veaulav‘financiai aasistancélbecauée of the institutional arrangement:
which evolve around payment-in-kind progreme and becausé of the perceived dis-

sentive effacts of food aid".

tgypt, more thar almost any other country In the developing world, is
depengsnt upon foreign countries and food aid for its daily bread. iheat imports
represents about %1% of the present total consumption.
There iz a growing reliszuace cn foed shipments from the U.S. In the biggest food
aid program in the worid, the U.S. ships 1.5 million metric tons of wheat to
Egypt each vear, which transiates roughly into cne of every five loaves cf bread

produced by Egyptian bakeries.

Foud reliance on U.S. government is too dangernus because it involves

an incentive to reinforce certain desirable behaviour pattern on the part of

Egyptian govermment.

1. For more details Sce: American Pmbassy, Egypt: Annual Agricultural Sitvation
Repert, sttache Report, Cairc, March 1982 PF. 36-37 .
2. Foreign Agriculture, "The Bffects of Food Aid", USDA, Washington D.C.,April,

107G, PP. 8.



Dipectly aiter the death of Fresidert Sadatjthe New York Times
published zn articie in which the future of food aid to Egypt was Guestioned.
(Son~ diplciacs here fear that in the .fternath of Mr, Sadat's death, the

sepican public will lose its enthuciasm for pickirg up so much of Egypt's
fa0d Lills. You'd bLe crazy to rroject this kind of food aid for more than

the next “hre. o» four years". Commented one state department official in

Cairc. £ vhe peace r~ocess fails we will cut it, and if it pgoes we wont need
i+ Lvher o Ffic .le here stress, however, that for the next couple of years,
aid _.velis wiil, if anythipg, increase. '"Our support is more a policitical than

econcE e 4uc;;¢6n," Sai. Denald Brown, head of the 127-person United States aid

micsion heve, the largest in the World. "In the shart runm, the political decision
)

.
will be to maintain it""

The d-batable guestion among Egyptian Fconomists: whether Egypt shquld
waste itz scarce iand and Lrac. us water on.cropa which can Le imported from ex-
tensi e agriculiure countries cr grow cCrops which Egypt has a ccmparative advantage
in producing them? will fird in the previous analysis a good argument, why
Lgyy . should coatinue growing wheat sc that its political sovereignty will rot

2)

i . . e 5 &£
i subjected to American foed alc.

1. Critenden A., Gp. Cit,

'ricultural Ecconomic Intescerion with the [udans seem to Le one ¢ thle
good solution for this dilenza.

n



CONCLUBSION

The topic of food aid is & very debatatle subject.

There has been a continuous reassessment cf food gid progrems,
their direction, implementation problems and ippagt on the part

of recipient and donor.

The evaluation of food aid impact on Egyptian economy shows the
following facts:~
American food aid to Fgypt sustains further political dependency on the
donor es long es P.L. 480 makes up 208 of total domestic wheat consumpt-
ion..Ehipping wheat to Egypt is never free from political considerat-
ions ;nd never will be,

) Food aid contributes to the development of human capital. This is
pecause, the stock of human capital is increased by investment in
improved nutrition, housing, formal schooling and training prcgrams:
Foecd aid contributes to the formation of human cepital within the
househcld in a number of ways. It improves the nutrition status of
+h. Loor families, enebles the poor wives to withdraw from the labor

{orce to give more care to their cekhildren, and increases the schooling

rates.

-

o

Focd aid pleyed & mejor role tor expanding the market of U.S. farm
products. At the moment, Egypt is the lerciing Arab market and cne of
the majcr commercisal customers for U.5. farm products.

i) Food aid ha; s deletericus effect or local producer. This resulted frcm
the significently lower prices peid to the Egyptian farmers cempared

with the import prices aru consumer prices.
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