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

B 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.

B ManaciNGg FisHERIES BETTER. 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.

B rBST anD THE DemanD For Mitk. Differences in consumer preferences for milk produced with and without rBST
suggest potential niche markets for each product—say Misra and Clem.

Bl 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.

B Foop LaeeLing. 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.

B 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.

B Foop SareTy CONCERNS AND FRESH Propuce ConsumpTioN. For most of fourteen major fresh produce categories,
risk information has not significantly affected consumption—say Henneberry, Piewthongngam, and Qiang.

B WiLLinagness To Pay For WEeTLANDS. 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.

B Foop SareTy anDp 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!
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by Irma Adelman W

Financial Crises: Causes,

Consequences, and Remedies

Irma Adelman is the Thomas Forsyth
Hunt Chair and professor of economics
in the Graduate School at the University
of California, Berkeley.

Since 1980, three-quarters of the In-
ternational 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. Although the
origins of these crises differed, they
share common features: they are pre-
ceded by (1) a lengthy period of large
foreign capital inflows (FCI), support-
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
deficits and cheap-money policies. The
economy booms but at the cost of in-
creased inflation. Inevitably, the cur-
rency appreciation decreases the
country’s competitiveness and widens
the current account deficit further. At
some point, foreign lenders get wor-
ried about the sustainability 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 corporations
scramble to repay foreign debts with
much more expensive dollars. They sell
off domestic assets, to generate liquid-
ity, and stock and real estate markets
crash. Eventually, the country is forced
to approach the IMF. Loan conditions
usually enrail closing insolvent banks,
reducing the budger deficit, raising do-
mestic interest rates, and curtailing
wages and social spending. The human,
social, and political costs escalate. Nev-
ertheless, eventually the country’s in-
ternational credibility is restored and
the crisis is transformed into a severe
and prolonged recession.

Why are financial crises frequent
now while absent before 19732 Largely
because, in 1973, when the supply of
dollars became woefully inadequate for
world trade, the global financial sys-
tem was changed drastically. Flexible
exchange rates replaced fixed ones; and,
under U.S. and IMF pressure, open
capiral markets replaced closed, short-
term capital markets and regulated for-
eign investment flows.

These 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 interest rates above
world markets triggers a large FCI, set-
ting the stage for a financial crisis; fix-
ing them below world markets triggers
a large foreign capital outflow, gener-
ating the crisis. Similarly, setting ex-
change rates above equilibrium levels

Guest Editorial

leads to a current account deficit (stage
[); fixing them below equilibrium
stimulates capital flight and investment
abroad, producing the crisis. Finally,
running a budget deficit to stimulate
growth or providing social programs
more generous than the international
norm causes capital outflows. Flexible
exchange rates amplify the effects of
these international capital flows, by al-
lowing speculation on foreign exchange
markets that are excessively large ($1.5
trillion of daily transactions; $600 bil-
lion specularive), excessively liquid, ex-
cessively volatile, imperfectly informed,
and subject to herd psychology.

The resulting loss of economic au-
tonomy afflicts both developed and
developing nations, but has more se-
vere consequences for developing ones,
for, if their capital markets are open
and unregulated, their governments
cannot stimulate further development.
All countries are left with responsibili-
ties without instruments. It is there-
fore hardly surprising that periodically
governments ignore the international
constraints on their economic freedom
and trigger a financial crisis. So far, the
United States has enjoyed both eco-
nomic auronomy and immunity from
crisis because dollars are the sole global
asset. Bur it is abourt to lose that im-
munity once the Euro joins the dollar.

What must be done? One, we must
negotiate with the European Union to
precommit to a stable Euro-dollar ex-
change rate. Two, we must discontinue
developing countries from
or taxing portfolio invest-

pressuring
regulating
ment and foreign borrowing. Three, we
must require greater financial transpar-
ency: in OECD banks, disclosure of
lending to hedge funds and foreign ex-
posure; and, in LDC banks, better and
more timely reporting and governance.
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Bruce R. Beattie is professor of agricultural and re-
source economics at the University of Arizona, where he
served as department head from 1990 to 1996. One of his
perennial interests is rent-seeking hehavior, within the acad-

emy and elsewhere. Beatie spent the summer and fall of

1996 writing and speaking about the economic conse-
quences of the Karnal-bunt-related quarantine of the Desert
Southwest, the subject of an article in this issue.

After teaching high school science for five years, and serv-
ing a six-year tour as a Navy pilor in Antarctica, Dan R.
Biggerstaff returned to Montana State University to com-
plete his MS in agronomy and PhD in crop science.
Biggerstaff is the general manager of Western Plant Breed-
ers, a cereal grain breeding company directly impacted by
the Karnal bunt episode in Arizona, the subject of his article
with co-author Beattie. Kb quarantine restrictions eventu-
ally forced Western Plant Breeders to relocate their Central
Arizona field rescarch to the Imperial Valley of California.

Sabrina Isé Lovell is an cconomist in the Economy
and Environment Division of the U.S. Environmental
Protection Agency's Office of Policy. She joined EPA in
the fall of 1997, just as atention was being focused on
outbreaks of Pfiesteria in Chesapeake Bay tributaries and
the adequacy of federal regulations regarding animal ag-
riculture. She is involved in efforts to update a number
of existing EPA regulations and conrinues rescarch in
this area. She received her PhD in Agricultural and Re-
source Economics at rthe University of California, Berke-
ley in 1997, where her research focused on land use,
water rights, and the preservation of wetlands.

Peter J. Kuch is the director of the Natural Resource
Sectors Program in the U.S. Environmenrtal Protection
Agency's Office of Policy. In the late 1980s he became
concerned about animal waste management and the ad-
equacy of permitting programs for confined animal feed-
ing operations. These interests have led to research on the
state environmental regulation and the livestock produc-
ing sectors, and an involvement in EPA’s current efforts to
revise the Federal Narional Pollution Discharge Elimina-
tion Program for animal feeding operations.

Professor of agricultural and resource cconomics at the

University of Arizona, Robert Innes focuses much of

his rescarch on a variety of issues in microeconomic theory,
industrial organization, finance, agricultural policy, envi-
ronmental economics, and law. In 1994-95, Innes served
as a senior ecconomist on the President’s Council of Eco-
nomic Advisers with responsibility for agriculrural, natu-
ral resource, and internacional trade issues. Innes's work
on livestock waste management and policy was largely
spurred by farm bill debates during his tenure in Wash-
ington, especially debartes concerning the environmental
costs of livestock production and the need for policy
measures to mitigate these costs.

Elena I. lanchovichina, a nacive of Bulgaria, is assis-
tant professor in the Department of Agricultural Eco-
nomics at Kansas State University. She specializes in the
analysis of trade policy issues and general equilibrium
modeling. In 1998, as a consulranr to the World Bank,
lanchovichina analyzed the global implications of rhe East
Asian crisis. The 1998 edition of Glabal Economics Pros-
pects and the Developing Countries, an annual publication
of the World Bank, incorporates results from her research.
In chis issue of Choices, she and co-authors extend her
work and discuss the implications of the East Asian crisis
for North American farmers and food manufacturers.

Thomas W. Hertel is professor of agricultural eco-
nomics at Purdue University, and the founding direcror
of the Global Trade Analysis Project. The Project main-
tains a global cconomic data base and an applied general
equilibrium modeling framework. Herrel specializes in
the economywide analysis of trade policies and has pub-
lished numerous journal articles on the topic. Hertel has
served as a consultant to the World Bank, the OECD,
the European Commission, the Ford Foundation, and
the Australian Indusery Commission.

Robert McDougall is a depury director of the Global
Trade Analysis Project (GTAP) at Purdue University. He is
a native of Australia, with degrees in science and commerce
from the University of Melbourne. McDougall has worked
in quancitative economic analysis, especially CGE model-
ing, and has led several CGE model development projects.
Current acrivities include maintenance and development of
the GTAP dat base, development and applications with
dynamic GTAP, and application of entropy/informartion
theory methods to dara base construction.
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Malcolm Abbott is with the Australian Competition
and Consumer Commission, a governmental agency respon-
sible for enforcing Australia’s trade practice and anti-truse
laws. Prior to this, he was a lecturer of economics at Deaking
University in Melbourne. Abbot has published on the eco-
nomics of education and wool markering. An article in this
issue was sparked by earlier research on the collapse of rhe
Australian wool price support scheme and its relation o
similar collapses in New Zealand and South Africa.

Professor and Eminent Scholar Andrew Schmitz holds
the Ben Hill Griffin 111 Endowed Chair in the Depart-
ment of Food and Resource Economics at the University
of Florida. Schmirz is an expert in the areas of interna-
rional trade, marketing, and agricultural policy. He has
served as a consulant to the U.S. Tarriff Commission,
U.S. Departments of Agriculture and Transportarion,
Canada Agriculture, Canadian Whear Board, International
[ood Policy Research Institute, and numerous orher gov-
ernmental and privare institutions.

Hartley Furtan is professor of agricultural economics
at the University of Saskatchewan. He teaches agricul-
tural policy and conducts research in the areas of farm
policy, agricultural trade, and technological change.

Katherine Baylis is a research assistant in the Depart-
ment d'Economie Agroailementaire, ar Université Laval,
Québec. She recently completed her MS in agriculwural eco-
nomics at the University of Saskarchewan. Currendy she is
working on a textbook on Canadian agriculrural policy and
teaching a course on the same subjecr. Her incerests include
the influence of institutions on marker power with a par-
ticular focus on agricultural markering firms.

Julian M. Alston is professor of economics at the Uni-
versity of California, Davis, where he teaches graduate
and undergraduate classes in microeconomic theory and
the analysis of agricultural markets and policies. Prior o
his joining the faculry ar UC Davis, Alsron was chief econo-
mist in the Department of Agriculture in Victoria, Austra-
lia. His experience in public policy analysis shaped his

research interests in economic analysis of agricultural mar-
kets and public policies concerning agricultural incomes,
prices, trade, and agricultural rescarch and promotion.

Philip G. Pardey is a research fellow at the Interna-
rional Food Policy Research Institute, where he leads the
global and regional program of rescarch on Agricaltural
Science and Technology Policy. He also holds an ap-
pointment as an associate professor in the Department of
Applied Economics at the University of Minnesora, and
was previously a senior research officer at the Interna-

tional Service for National Agricultural Research in The
Hague, Netherlands. His research interests include the
cconomics of technical change in agriculture, research
policy, and economic development.

Vincent H. Smith is professor of economics in the
Department of Agricultural Economics and Economics
and senior research fellow in the Trade Rescarch Center
at Montana State University. Smith is interested in inter-
national trade and domestic policy, the cconomics of sci-
ence and social science research, and rural health 1ssues.
He holds teaching and research appointments and works
with extension colleagues on outreach programs address-
ing international agricultaral commodity issues.

Alan Randall is a professor of agricultural, environ-
mental, and development economics at The Ohio State
University, and recently became chair of the department.
He first worked with benefic-cost analysis (BCA) during
his MS research at the University of Sydney in the lare
1960s and has continued to address the theory, methods,
and applications of BCA throughour his career. In the
carly 1980s a philosophical dimension was added to his
agenda when he took up the challenge of rrying to ex-
plain why benefits and costs matter to public policy. A
Narional Science Foundation grant supported a formal
project on this topic, with Don Hubin and Michael
Farmer, This fruitful and continuing collaboration has
influenced much of Randall's subsequent writing, includ-
ing the present essay.
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