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Findings 

What agricultural and resource economists are finding about food, farm, and resource issues.* 

• CONSERVING NATURAL FORESTS. Even with increasing demand for forest products, natural forests worldwide will 
generally be conserved because supplies will be provided from more intensively managed plantations-say 
Sohngen , Mendelsohn , and Sedjo. 

• MANAGING FISHERIES BEDER. Government regulations that give more flexibility to the timing of ocean-fish harvest 
can increase the stock of fish , increase net benefits generated by the industry, and achieve greater utilization of 
caught fish-say Larkin and Sylvia. 

• RBST AND THE DEMAND FOR MILK. Differences in consumer preferences for milk produced with and without rBST 
suggest potential niche markets for each product-say Misra and Clem. 

• RISK AND THE INDUSTRIALIZATION OF AGRICULTURE. Although the industrialization of agriculture may reduce some 
risks , it also brings added risks caused by the surge and ebb of new niche markets, increased leverage needed 
to acquire capital for value-added activities, new strategic risks associated with new partnerships and competi
tors and distribution channels , and risks for those outside the tightly aligned supply chain who now face thinner 
markets for their products-say Boehlje and Lins. 

• FOOD LABELING. The limited space for labels, limits on the effort that consumers devote to using label informa
tion , and concerns about companies' rights to commercial-free speech all suggest that mandatory labeling be 
reserved for key food attributes related to human health, and that voluntary labeling be used for other food 
attributes-says Caswell. 

• THE BUREAU OF RECLAMATION AND WATER CONSERVATION. Recent BOR policies encourage or require irrigation 
districts to adopt price incentives that conserve water, but few districts have implemented pricing which reduces 
irrigation applications-say Michelsen, Taylor, Huffaker, and McGuckin. 

• FOOD SAFETY CONCERNS AND FRESH PRODUCE CONSUMPTION. For most of fourteen major fresh produce categories, 
risk information has not significantly affected consumption-say Henneberry, Piewthongngam, and Qiang. 

• WILLINGNESS TO PAY FOR WETLANDS. Nebraska households recognize multiple benefits and express positive 
willingness to pay for a contingent government program to acquire and maintain Rainwater Basin wetlands
says Poor. 

• FOOD SAFETY AND THE DEMAND FOR ApPLES. Apple consumers exhibit different degrees of preference for food 
safety attributes, a factor that marketers might use to segment the market and increase sales-says Baker. 

' Findings are taken from recently or soon-to-be published research in the American Journal of Agricultural Economics, Review of Agricultural 
Economics, Journal of Agricultural and Resource Economics, Journal of Agricultural Economics, Journal of Agricultural and Applied Econom
ics, Agricultural and Resource Economics Review, Land Economics, Journal of Environmental Economics and Management, Canadian 
Journal of Agricultural Economics, Agribusiness-An International Journal, and other journals that publish the research findings of agricultural 
and resource economists. Abbreviated citations are found on page 19. 

ON OUR COVER-Beneath a blue summer sky, a bright barn supports a beckoning 
ladder. We invite you to come inside ... and explore this summer edition of Choices. A few 
of the topics we have in store here: the information warehouse provided by the 1997 
Census of Agriculture, livestock waste regulation, economic crises in East Asia and 
elsewhere, and trade policy. As we head into a busy season, the cover imagery reminds 
us of pleasant, sunny summer days gone by, or possibly the red, white, and blue of a 
Fourth of July in farm country. Enjoy! 

. , ~ I 
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by Irma Adelman. I Guest Editorial I 

Financial Crises: Causes, 
Consequences, and Remedies 

Irma AdeLman is the Thomas Forsyth 
H unt Chair and professor of economics 
in the Graduate SchooL at the University 
of CaLifornia, BerkeLey. 

Since 1980, mree-quarters of me In
ternadonal Monetary Fund's (IMF) 
member countries, developed and de
veloping alike, have been hit by finan
cial crises. The global economy has thus 
become quite unstable. Almough the 
origins of these crises differed , they 
share common features: mey are pre
ceded by (1) a lengmy period of large 
fo reign capital inflows (FC!), supporr
ing sizable current account deficits; (2) 
increases in investment and economic 
growth; and (3) significant apprecia
tions of the country's currency. The 
FCI permit running extensive budget 
defi cits and cheap-money policies. T he 
economy booms but at me cOS t of in
creased inflation. Inevitably, the cur
rency a pprecia tio n d ecreases th e 
country's competitiveness and widens 
the current account deficit further. At 
some point, foreign lenders get wor
ried about me sustainabili ty of the twin 
deficits and, fearing a devaluation, cur-

tail lending and start withdrawing capi
tal. This triggers a sharp devaluation. 
Futile currency stabilization efforts re
duce foreign reserves to perilously low 
levels. This accelerates capital flight and 
leads to precipitous declines in exchange 
rates . A severe domestic credit crunch 
ensues as banks and corporation s 
scramble to repay foreign debts wim 
much more expensive doUars. T hey seU 
off domestic asse ts, to generate liquid
ity, and stock and real estate markets 
crash. Eventually, the country is fo rced 
to approach the IMF. Loan conditions 
usually entail closing insolvent banks, 
reducing me budget deficit, raising do
mestic interes t rates, and curtail ing 
wages and social spending. The human, 
social, and political costs escalate. N ev
ertheless, eventually me country's in
ternational credibili ty is res tored and 
the crisis is transformed into a severe 
and prolonged recession. 

W hy are financial crises frequent 
now while absent before 1973? Largely 
because, in 1973, when me supply of 
dollars became woefully inadequate for 
world trade, the global fin ancial sys
tem was changed dras ti cally. Flexible 
exchange rates replaced fixed ones; and, 
under U.S. and IMF pressure, open 
capital markets replaced closed, short
term capital markets and regulated for
eign inves tment flows. 

T hese changes created an environ
ment which enables financial crises by 
robbing countries of their economic 
autonomy. Governments become un
able to employ their traditional policy 
instruments (interest rates, government 
expenditures, and exchange rates) uni
laterally: raising interes t rates above 
world markets triggers a large FCI, set
ting the stage for a fi nancial crisis; fi x
ing mem below world markets triggers 
a large fo reign capital outflow, gener
ating m e crisis. Similarly, sening ex
change rates above equilibrium levels 

leads to a current accoun t deficit (s tage 
I); fi xin g them below equil ib rium 
stimulates capital fl ight and investment 
abroad, producing the crisis. Final ly, 
running a budget defi ci t to sti mulate 
growth or providing social programs 
more generous than the international 
norm causes capital outflows. Flexible 
exchange rates am pl ify the effect of 
these international capital flows, by al
lowing speculation on fore ign exchange 
markets that are excess ively large ($ 1.5 
trillio n of dai ly transactions; $600 bil
lion speculative), excessively liquid, ex
cessively volatile, imperfectly in fo rmed, 
and subject to herd psychology. 

T he resulting loss of economic au
tonomy affli cts both developed and 
developing nations, but has more se
vere co nsequences for developing ones, 
for, if their capital markets are open 
and unregulated , their governme nts 
cannot stimulate fu rther development. 
All countries are left with responsi bili
ti es without instruments. It is there
fore hardly surprising that periodically 
governments ignore the international 
constraints on their economic freedom 
and trigger a fin ancial crisis . So far, the 
U nited States has enjoyed both eco
nomic autonomy and immunity from 
crisis because dollars are the sole global 
asset. But it is about to lose that im
muni ty once the Euro joins the do llar. 

What must be do ne? O ne, we must 
negotiate with the European Union to 
precommit to a stable Euro-dollar ex
change rate. Two, we must discontinue 
pressuring develop ing countries from 
regulating or taxi ng portfo lio in vest
ment and fore ign borrowing. Three, we 
must requi re greater fi nancial transpar
ency: in OECD banks, disclosure of 
lending to hedge fu nds and fore ign ex
posure; and, in LDC banks, better and 
more timely reporting and governance. 
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ptets and the Developing CO ll lltries. an annual publicatio n 
of the World Bank. incorpo rates resul ts from her research. 
In this issue of ChoiuJ, she and co-autho rs ex tend her 
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