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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=

s

zipient -~ 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

the 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? O does it contribute to further increase of Egyptian dependency
«n the donor country? And how does food aid support the lmprovement of inceome

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 Bsckground

In the early 1950°s U.S. Farmers were calling for something
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 do;eﬁtic market. And if dumped on the world:mrket.
gmain li'icaa would drop by a doilan a bushel. U.S. grain corporations ueré
opposed to such a dierupti@n of their international commercial marketﬂ:l)

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

countries would be alioﬁed to cover U.S. food imports in local currency instead g

of U,S. dollara. The Government responded posi:tively by passing the P.ublic‘f
Law 480 Title I. During the period 1954-1959, the U.S. was akle to ship over
&5 'billion worth of graims, or 28% of total American agricultural exports.
Nonetheless, the surpluses continued to mount to reach the highest stocks in
history by 1858 Again, the policy makers succeeded in medifying P.L. 480 by
asking recipient c«‘auntr«iaa 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 Bank financing for such capital goods "would certa-iﬁly ‘be

a very good one far U.S. llgi'icultxn-al exports, because as you help develcp

=
1

1) Lappe F.M. and Collins J., "Food FirstiBeyond the HMyth of -Scd:t-c-itf".'
‘Houghton Mifflin Company, Boston, 1977, P, 329. ‘



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

products,"2)

| 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 ceuaod;ties on conserczal terms

in the future.‘

. By late 1975, U.S. Congress issued H P. 9005, a new assistanne bill
ir uhich 80% of all P.L. 480 commodities must he directed to countries with per

capita incomes of leau than $250.

'It'segaa'suitable to end this section with Senator Hubert H,Humphrey'e

‘words: |
“I have heard--~that people may become dependent on US for food. I knrow that
was not supposed to Le good news. 'To mé, that was good news, Lecause hafore
people c;n do'anything they have got to eat. Aund if. you are looking for a way -
to get people to lean on you and to. ke depennent on you. in terms of the:ir |

coopeﬂat1on with you, it seems to me that food dependence wculd he terrific".lQ?S

2)  W.L. Clyton, Asvastant Secratary of State, u. S. Congress, house of Pepresenta-
- tives, Hearings on H.K. 2211, Eretton Woods Agreement Act, Compittee on Banking
and eurvency, 79tl. Cong. Isb, Cess, Harch 9, 194 PP_ 275, 282; cited by Michael

Hudson in uuper Inpepldlism.

3) Holt, Rinehrt and Winston, N,Y,,. "The Econonic Strategy of Ame:>.ictt Emgpire",
' Praeger Wew Ycrk. 1972 PF. 9?-9:. . :



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

Theodore Shultz uas/the fipst to write extensively on the value of

U.5. farm surpluses to developing countries.

T.H; Schultz expresssd much

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

?5gu1tunal production in recipient countries.

3 effect ofal percent increase in food suppli

rocipreocal of the prica'elaaticity of demand.

oither denying any production responsiveness

countries that wipe out possible disincentiv

Schultz gives an example that the =
jes on price is measured by the

v Others disagreed with him by
to price changes in developin?

e 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-~

+ 3

neous'eqpatians: (1) a supply equation, (2) a demand equation, (3) a commercial

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 and

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.



o
invalidated by the fact that it contained only one demand equation. "This
in effect ignored the role of mode of distributiqn adupted'to.distribute ald
commodities and its impact on prices and p?oduction of domestic prodﬁcevs“.j)_
Flsﬂeq‘a hnalysiéthows that, if aid enters domestic markets in adék;ion'fo
p;oductlon. the consegquences on supply and prices in the recipient country
are’reduéed‘in accordance with demand and supply elasticitles. Aluc, ¥ the
fecﬁ is distributed withcut charge te those who canhot afford to pay fer It,
" there will be no impact on domestic price and preduction. .

:Houever, if the donated food were so0ld on tra domestic narket, the reVeuue
- would be aquivalent to the dcmestic counterpart of general econumic ald

Sxmilarly, re-eiport of food donatxons could ke a ccnvenxent sourcu of forelgn

exr.dnge. The following equations cl&rify fishers' dnalysxs.;‘

s4s +41=D4&D
s 4D
S¢ AP ¢+ 1= D% _aP
P
AP LR el e
P \ S¢ - DM
A0 = 08 PiAP = o B e
3 AP ‘B - F P )
a&p = 4p, P a p.a o nb A 1 ;> 0 2
D ap n L

hg;;5:345¢3wﬁgﬁé~s (F) = Supply prcduced by domestic farns .
I = Imporis

D(P) = Demand in the country

SE = lrice elasticity of susply
bM = Price elasticity of dermand

2

: ) - . et
The analysis of Srivastava et al”’ shows that Lhere is a way to minimize

>

th: na‘ative price, producvion, and ingeme impact con agriculture Ly creating

——

1} Srivastava, U.K. et al., "Food Aid and Interratioral Eucnom‘c Erowth", The
Iowa State University Prebs lowa, -187%, P, 39.
2) Piszter, F.NM,, "p theoreticql ir&JVb1= of the Tmpact GF Yoot Sepadal, Yivncad

on Ag icul*ural Froduection in ﬁanpzen' fouraries”, Jourtul b >urp Rebnhierics,

vol. LY, 19€3, pp. BE3-T5,
2} IVER, 1 a0,



-8

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
hypotheais, still production policy can reduce or eliminate the disinecetive
effect as 1on§ z3 there is some supply response, whereas supply elasticity is

nrebably not-zere, but nonetheless quite low.

&~ BShift of Consumption Pattern

Faod ald ean involve the introduction into a country of a crop that is
a&t’aoacatically 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 te illustrate thie. ‘2pi lanka is one of the countries
whepe wheat and wheat flour have replace rice as the major staple. The hidden
danger of 2 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.



countrics. Mopeover, food aid may result ir changes in food preferaices

T,

hat arve not necessarily nutritionally or economically faveorable. 7o

i

promote market development for Donor Countries, much effort has lLe:n concentrst
-4 on training bakers and Laking demonstrations for housewives in developing
countries, that resulted in a 16% ircrease in wheat consumption.

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

displacement of a local food that might be nutritionally superior.

3. Political Abuse

Wallerstein describes the principal attraction of food aid as a foreign

olicy instrument in"....its capacity to achieve political objectives 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

.

withdrawing (or threatening to withcraw) food as a political sanction for be-

havicr considered inimical to U.S5. interests". In a number of cases the U.Z.

Liminietration used food aid to serve political interests in recipient countrie:

1.S. food aid was used against Egypt because it was considered an “aggressive'

nation+ The argument for ceasing food aid to Epypt, was that Ly providing it

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

" - 3 e . "
Toward a Development Food Aj1 Folicy,
sram, Center for Internatioral

Austin,'J.E. and Wallepstein, M.B.,
M.I.T. International lutrition Planning P
ctudic., Cambridge, Mass., Decemler, 1977 .-E.24.

Fsed for Peace:lnited Srates locod Aid Irn

st

Wallerstein, M,B,, "Fead for War-
Clobzl Centext’, the P~ T Prass, Cambridge, _Mass. , 1980, rp.121-17¢.
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friendly to the United States, i.e., Israel anc Yemen (detailed discussion

will follow later). In 1972 the Nixon administration 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 resulte¢ 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
Allence'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 valuatble instrument

of diplomacy, particularly for the United States, has now passec. ,Pearlrterg

summed up the situation 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 subject nations, where foreign

policy leaders may find themselves unakble to raintain effective corntrol over tre

volume and direction of their own external fecold trade.

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

of even the reality of a food-trade interruption may be inadeqguate cr inapproprizre

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 alrerrative

rd M.Niycn ty David Frest, tramscript from

1) Excerpts from interview with Ficka
The New York Tines, 2€ May, 1977, F. L0.

television program, 25 May, 1977,
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to Food-trade dependence upon any nation attempting to exercise food powsr%?
As a result for food powerr to be cuccezsful, U.S. leaders must be akle to

manipuiate U,S. food exports at will, governments ir target naticns have nco
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 uc low-cost means tc avoid dependence on .S,
case of witholding food from Egypt in 1967 proves that all three of

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

0

de 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 succe

#is poiltical azpeal to obtain wheat supplies from other scurces in the

marker at no Liigher cost,

[ W] Ay &

more oint slould be clarified when comparing the "food weapon

t] i1 weanon", as the praophets of food power Iinsist that 'we could make

- O s % . . i s

{ lovk sick il we were just to use what our agriculture gives us. 1
U.S. . furmers cannot sustain mounting surpluses that earn more than $22 bill

every vear in foreign exchange, on the other hand oil-exporting countries can
F¥ ¢heir supplies with ro negative impact on their economies in vie:
L enfireoce monotary reserves and revenues larger than their econcmic

~apacities. Second, the food weapon goes tc countries with small

1 -



populations but large monetary rese-r'vae that enable them to find even

2 nigh cost alternative to “ood imports, whereas the oil weapo-n might ke
more effzctive with industr-ialized countries heavily dependent upon
forelgn oil aubplier'a. Third, U.S. as a superpower cannot exercise food
pewer with its international and humanitarian obligations while oil export-

ing counirles have not the same obligations,
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ChaEtef (2)

Motives of the Donor Courtries

The donor countries have certain mctives while formulating their fcod aid

brograms. These motives may affect tte recipient countries in Various degrees.

The principal motives cover the following items:-

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
J.8. after World War I and World War II, principally to Furope, to starve off
wide-spread food shortages and poesible famine. After 1954, following the
passage of the P.L. 480 act, more systematic and largg scale emergency food re-
lief has béen witnessed. American traditions of international fool transfers
take different forms: emergency relief, supplementation programmes, and govern-
ment-to-government food aid. A considerable part of American food aid is donat-
:d by individuals or church-related groups because of their humani?erian con-
erns. Food dona;ions are granted to needy countries under PL NBO‘Title II food
ald, which unlike Title, I, aims to provide relief at nc direct cost either to

“overnments or individuzls hit by natural disaster and Funger.

-Title Y represents food commodities that are provided on 2 consessional-

scale basis. Consessional sales are made of market prices htut with long-term

[4

arrangements for repayments at low interest rates,
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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—commurci;l.
political reasens has been undertaken by the United States seveﬁa; times in re- |

cent history before '"food as a3 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 eut off.ir 1973 when Allende came to power.

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

denial, priority access, or diseriminating 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,

althowgh at a higher cost. Priority access can be effective in shortage conditons;

nonetheless, the needy do not get much because focd is given to less needy nations.



