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Food Aid: A Substitute for Domestic Production and Commercial

Imports?
FoOD AID: A SUBSTITUTE FOR DOMESTIC PRODUCTION
A ND C O M M ERC IAL [ M PO RTS ? . A poat man’s flew. may produce abundant food. bt ingustice sweeps it away {Proverbs {323}

With widening food deficits m many develeping countries, und growing surpluses in their developed

COUNErpArts. it 15 not surpnsing that food aid continues to be a popular form of assistance. While not

questiomng the humanitanan mouves of this aid. resources for additional consumption may not be

achieved where there is significant substitution for domestic production and displacement of

commerci imports. Ditferent aspects of these substitutions are discussed using theoretical models of

Fredoun Ahmadi-Esfahani tead aid from both the donor and recipient perspectives. Emnpirical evidence from previous studies is

and provided to illustrate a variety of negative and posinve impacts from food aul. The US Export

Enhaneement Program is employed to idenufy some of the losers and gainers that arise from newer
versons of tood ud

Christopher Locke

1. Introduction

The United Nation's Food and Agriculiure Organisanon (FAOY has repeatedly warned of catastrophic
shortages of food in the 1990s. One estimte by the World Bank suggests that more than 500 million

Departmem Of A gricul tarai ECODUH‘&KCS men, women and children are reported to suffer from chronic malnuwition and hunger-related
fiad ; c o & ith de e sorme 49 milli ch yer e . 1989: 36). Na Vo
U niversity of Sy dne_\; discases, with deaths aumbening some 40 million each year (Dreze and Sen. 1989 36) Naturalty

with thas human suffering comes pressure for additional food resources from developed nations,
which have found it hard to Inok beyond growing commaodity stockpiles in their search for an

New South Wales 2006

appropriate response  There weuld seem nothing simpler than sharing the surplus.

1 1991, wotld stocks af wheat were approaching 130 mublion tannces, which i~ around 20 per cent of
wsage (ABARL 1993 100y Atthe same nme, over thirteen nuthon tonnes of gran equivalents of
tood aid were dedivered under the World Food Program (WEFP). While it is not the purpose of this
paper to quesuon the humanitanan motives of this assistance, there has long been concern that the

naunsfer of such considerable volumes of commodity could not be without side effects. Of primary
concern, 1s the Itkelthood that instead of providing resource for additional consumption, this
assistance could actually become a subsnitute for domestic production and commercial impors. The
sheer weight of this corcemn has been sufficient for many economists to recommend less or no non-
emergency awd, even i cases of severe nutnuonal shortages (Isenman and Singer 1977: 205). Whilst
this 1s ag extreme positon, it does Llustrate the controversy surrounding this aid. and raises the

questron of deficiencies :ats theorencal and operanonal structure (Schuftan 1989: 149-150).

AR CHHCT YeEvhm of s Pt s preses md ot the O B e Wathingt { onterence v
Stored-product Protection, Cantetra 17 23 Apri eoi Any o tamerts will be pratebuily tecened , .
by the authors at the mashing addiess above. of via phue s020 381 3556, o (12 351 2645 o production and comimercial wnpons. After a brief profile of current levels of food wd. the theoretical
e-matl ¢ locke@ agee usyd.edu au

The mam purpose of tus paper s weexomiie the gaestion of substitvtion of fomd aid for domestic
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foundations for this question are examined from the perspectives of a developed country amd a
recipient nation. The relationships illustrated are expanded to ke imto account imnpacts of food aid on
price incentives, input markets, infrastructure and the macroeconomic environment. Followny this,
an overview of some empincal evidence is examuned prior to conclusion. These theoretical
relationships are then reconsidered in the hight of empirical studies and obscrvations on a new version

of food uid,
2. Bounds Of Benevolence

The motivation for fond wid hus always been open to question, winch could perhaps exphtin the
turbulent history of its delivery. However, the political attractivencss of food has ensured that it
remains high on the agenda of operational resources chosen to ad developing countries. Primanly
from the US, food is distributed to diverse countnes in Sub-Saharan Africa, Asia and the Pacific, and
North Africa and the Middle East. Food aid is not 2 homogenous product, but comes in three readily
distinguishable forms. According 10 Deardon and Ackroyd, these categories can be defined as
follows (1989: 218):

1. Emergency food aid. Classically this is distributed free to destitute or near destitute people facing
a temporary food shortfall as a result of natural or man-made disaster.

2. Project food aid. This is assistance that is either targeted (by free or subsidised distribution or
food for work) to pirticular consumers. or it is used to promote investment in physical capital (for
example, public works construction) or human capital (for example. special feeding programs for
infants, mothers or schoolchildren). This is typically negotiated on a multi-year basis for specific
activities.

3. Non-project (or program) food aid. In its simplest form this food is provided without conditions,
and substitutes or supplements regular commercial food imports. Normally this is delivered
through usual market channels, rather than targeting particular consumer groups. This is typically
longer term assistance for countries in continual food deficit.

The emergency category of aid is predominantly short term in nature and is generally not subject to
the same criticism as the latter two, which are seen to have longer term structural impacts on the
recipient. There is little doubt that crisis food aid has resulted in the saving of millions of lives, even
in cases were food shorages were not the primary cause of starvation (see, for example. Locke and
Ahmadi-Esfahani 1993: 372). In practice. however, most food aid is delivered in project or program
forms (Fitzpatrick and Storey 1989: 241).

After declining in the early 1970, food aid recovered strongly in volume and value terms at around
15 per cent of net Overseas Development Assistance (ODA) (Maxwell and Singer 1979: 225). After
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short dips in thus value n the earty 1980 the value of food aid was down to 5.8 per cent of ODA
1990 (WEP 1992, Table 193 Over 90 per vent of this aid 1s cereals, the majority besng non-preject
aid (WFP 1992, Table 12)  The breakdown af thrs aid appears in Table |

TABLE 1
P91 EOOD M D LIVERIES BY CATEGORY
Cereals Gn grun coqua ety Non-cereals
Toal  Noo- Emer- Project Total  Noen- Emer-  Project
project gemy pioject gency

Recsprent Reguon [ i 5y %} { 10X 13 %) 1% {%)
Sut-Sanauran Alrw g RIS ) P nr [E] i3 n? kil 2246
Asn & Pacuie W i B EE 4ok T 184 hH6
Latn Amenca
& Canbbean iRsr e T2 L % 12k 2 269 a1 SR G
North Afnca
& Middle East 12151 %2 el 34 153 B3 402 53
East Europe
& former USSR 9903 @9 3 - i822 355 43
World Totai iJ1ss Sy 6 26 [ERXA 133 6 307

SOURCE - WFP 1992, Table 12.

Most of this ard com -5 from the US 151 per cent), the WEP (22.3 per cent;, and the European
Community (16 per cent), with smatler donauons from Canada (4.3 per cent), Australia (0.6 per
cent). non-government organisations (0.5 per cents and other multifateral agencies (2 percent). The
WFP aid comes from contributions from member countries, again preaominantly US, then European
Community donors (WFP 1992 Tables 7 and 1)

The table indicates that Sub-Sahara Afnica is unique in that it is the only recipient of cereal aid where
the emergency category dominates. This retlects the severity of the food problems being experienced
in this region. Of the many anempts made 1o project future food aid requirements, the common
conclusion is that the basic food shonages of Sub-Saharan African Jow income food deficit countries
will widen, even if they adopt vigerous agnicultural policy reform (Deardon and Ackroyd 1989: 222
and Owusu 1989: 207-213). Even though the avenues through which these countries achieved this
growing aid dependence are varied (for example, compare Nepal in Khadka 1989: 156 with Somalia
in Farzin 1991: 262}, it would seem that the problems of {ood deficits. and the response of food aid.
will be continue into the future. This being the case. msights into long-term repercussions of food
aid become essential to sound policy formulauon



3. Theorctical Perspectives

The actors in the stage of food aid are not simple ones. Donors, whilst favourable to philanthropy,
are not singularly moti--ated. Recipients. whilst sutfening shortages. may not be accepnr;g the gifts
simply to obtain food. Consumers, whilst fecling bunger, may not see the gifts as homogenous as
their providers, and potiticians, whilst clasming their acuons are constratned by lack of food, may be
trying to use food aid to perpetuate lack of action. Into this complexity, it becomes difficult ro
establish motives and determine the success of meeting objectives. In this section, some of the
theoretical observations on these actions are made: firsdy. looking from the perspective of a donor ,
and secondly from the viewpoint of a recipient. In order that we focus on the issue of substiution,
not all the pros and cons of food aid. which have already been sufficiently expounded in the
literature. will be reiterated here.!

The ongins of the current world food aid programs are witen traced back to the desire 1o remove
unwanted surpluses. The US was pre-eminent here with 11y 1954 PLASO serplus disposal program,
which later had its name changed to the “less honest™ - as Singer termed it - nde of “food for peace”
(1988: 80). Virte aside. surplus disposal has been promunent m internanional made for many years.
as whilst there are humane reasons for responding to “carth, there are also tvo key commercial
motivations. The first is to enhance marke! share, :n that disposal of surpluses will undercut
competitors and allow the suppher to capture 2 larger shice of the market. Whalst it could be argued
that this is actually an issu¢ of increasing the size of the market. as the countries were previously
excluded from thus arena by virtue of their low incomes. there 18 a possibddity of enhancing future
shares through import dependence and brlateral concessions The second commercial motyanon is
that aid provides a special export outlet for surpius domesti production wiich would have otherwise
depressed domesuc and international prices and provided 4 burden on storage faciiities. Assuming a
price elasuc demand for food. the donor will be abie t© more than compensate for the cost of aid.
implying that focd aid. in effect, constitutes 2 demand inducing scheme Lt international surplus
production

The way domestic support and delivery of aid can be achueved sunulanecusly, can be seen in

Figure 1 (based on Houck 1986. Figure 10.7) The ieft hand side represc™ts the domestic market for
a particular grain in the donor country, which is a net experter, grven by the excess sapply curve (ES)
in the intemational market on the nght. The excess demand curve is thas of exther the recipient, or the
rest of the world

The donor government s commutinens to provide non wommercial stupments of food aid 1s analogous

s
¢ Numerous studies detas) the pros unw cons of food 2 Fer exargie Maxactis thiee J 86 e Deardos amd Ackip-g
(1989). Fizpatrick and Starey (1989, laenman and Singer 1987 g Sogert P80 ThE semun; sorh w the lantus v ves o

Maxwel! and Suiger (19773

1o a shift i the quantity that s demanded within the denor country, as it is purchased domesticatly,
The hatched arca represents the cost of the govemnment's purchases. In the mternational market, the
excess supply is reduced (shifts up to ES*), causing an increase in world price from pl to p2. Asa
result of this price rise domestic consumption falls from ¢ to d. production increases from a to b, and
exponts expand from ca to db, with de going 10 the aid recipient. From this analysis, two
observations emerge: fisstly, the gain in price depends on the slope or elasticity of the ES and ED
curves in the international market. The greater the exparter’s ability to infiuence the world price, the
steeper the ED curve, and hence the greater the change in price. Secondly, the analysis assumes that
the ED curve does not shift in response to the supply of aid.

prce pricc "
p2 ¢ b %s
pl

=

N

D \\D. \Eom
N Mo

quantity export quantity
FIG 1.-Impact of Feod Aid on Doner Nation

If commercial ausplacement does occur, the ED curve will shift down, mitigating the price rise,
Maxwell (1986b: 7) argues that the commercial displacement can occur through four different
avenues. Firstly, a government marketing board which has a fixed demand will neeessarily buy less;
secondly, marketing organisation inputs which are fixed: thirdly, through displacement of private
sector food smports by public sector food aid, and finally, via incentives on domestic production. In
the event of aid substituting for commercial imports donors may no fonger achieve their domestic
policy goals, although they may be providing development assistance by relieving constraints on
foreign exchange. It is perhaps for this reason, that many researchers single out conflicting
objectives as one of the major problems associated with food aid (Fitzpatrick and Storey 1989: 243).

Looking next 1o the theoretical insights into recipient impacts of food aid, we continue to follow
Houck who suggests "what is done with the quantity of [aid] is another story with its own economic
and pohincal consequences i the recipient nanon” (1986. 108) . This other story is the one most
ofen told by eriucs of food aid programs, and tells of displacement of production firough price
racentives, inpat markets. mfrastructure and the macroeconomic environment. Looking firstly at the
price effect. tus can be explained in terms of the analogics that are drawn between mid and a
sophisucated form of dumping or a bumper harvest (Sen 1960: 1032, Maxwell 1986b. Schultz

6.




1987, and Deardon and Ackroyd 1989 Using 1 similar diagran: 1o Figuie 1, Figure 2 represents the
situation of 1 net impurter teciprent naton, with therr domestic market shown on the left
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FIG. 2.-lmpaci of Food Aid on Recigient Nauon

Under these circumstances, the amval of aid s equivalent to a large increase in excess supply in the
wnternational market. Domesuc prces fail from pl te p2. consumpuon intrcases from ¢ 1o d. and
domestc supply falls from bt a. The volume of food shipped 1o the country, wicluding wd.,
increases from be o ad It is assumed in the above diagram that the armvad of aid does not alter the
domestic demand curve, however, many acthors would argue that because food asd implicitly argets
the peor or thase with 2 gher margiral propensity © consume out of new income, then ammival of aid
will cause this demand curve to shift out 1 ag income effect t:n Deardon and Ackyoyd 1989: 226:
Isenman and Singer 1977, 209-211. and Fuijamck ard Storey 1989 243-24.43. If this is the case.
the price depression would be somewhat muugated. As a counterarguinent to this, dumping of non-
tradivonal foods could lead 1o a change a 1 aes away from hustorical consumpuon patterns, which
would appear 2s an expansion of the demand curve abeve. and again a depression of producer prices
(Maxwell 1986L: 6, Fitzpamck and Store £ 1989 241)  Although these are not problems in
themselves, they may become sc when they encourage smpon dependence

Of primary concern 1n the above situation 15 the degree to which this price change alters domesuc
production. Thus can be sees as peing related 1o the propositon that me mwre melasgc fsteep) the
supply curve, the less price responsive the predusers are and hence the | swer the drop in productun
Reponted measurements of the clasticnty of supply, the percentage change iz uulpul i response (o a
percentage change in prive. are consistently low. around 0 2, indweaung thas the poce decline would
have hitde nfluence on production. Whitst the Worls Bank as gues yuite unecty, that ths figure 1n
higher in the [oag run. the estmates sull reflect & low degree of grice responsiveness amony
producers (Fuzpatrick and Sworey 1989 245.246) Khadka 11989 1621 argnes that the elasticity of
smill farmers who are uying tu provide tood for therr fambes will abways be luw. especially one
would suppose, for down«ard movements in frice, thus expiasning the fow or 270 estimates from
more aggregate figures. Isciman and Singer (1977. 210 argue that ths low esumate 1s 2 result of

i

relauvely inclasue supply of land and consequent diminishing retums to other inputs. However, the
most likely reason for this fow magnitude of elasticity is the fuct thar prices in these countries are
often admimstered and do ot retleet the inerplay of supply and demand, especially in the short-run
{Singer 1988: 1. and Sen 1960: 1034; More importantly, structural rigidities such as limited
resources, poor chimate, soi erosion, drought, and social and economic structures mitigate higher
supply response from risk-averse fanmers.

Aside from direet pnce effects. food ad can atfect the supply curve through disruption of the input
markets. Proponents would argue that food wid can act as budgetary support (o free resources (o
purchase inponts of intermedianes such as fertiliser; however, negative impacis on inputs. which
would cause a shift up in the supply curve ia Figure 2, are possible. Although food aid can
potentially influence the capital market i an inflationary manner. and the land market by moving
productive land 1o non-food production which may have higher risks, it is perhaps labour markets
whuch have received the greatest attention (Deardon and Ackroyd 1989: 225), Projects may compete
wiih local agriculwral production for labour. bidding up wages and reducing agriculmiral employment
and output (Maxwell 1986b: 6). This competition is not only as it induces labour to move (0 projects,
but encourzges workers not to work. and farmers to leave food production and move into food for
work projects (Fitzpatnick et al 1989 241)  The counterargument 1o this 15 that the displacement of
labour does not oceur in pracuce due to the fixaty of human capital, and that even if this does .
the displacement will be minimised by the high levels * disguised unemployment (see, for example,
Khadka 1989: 162).

Producusn 1s also srongly influenced by the wnfrastructuse of the country, which is determined
poumny by the policy environment. Many authors have speculated that food aid encourages
governmenis (o neglect agnculture by scung as a policy disincentive (Maxwell 1986b: 6, Fitzpatrick
and Storey 198Y: 241 and Farzin 1991 262). As Bardhan notes. the quality of govemnment
uervention differs from staie to state, so it »» difficult 1o ascribe inacavity in policy to food aid alone

{1990° 4) In an o priori sense, there wouid seem no justification for assuming that food aid cannot
be just as cusily used to support a bras against agriculture as one in s favour (Isenman and Singer
1977:213-215). However, given the widespread evidence of urban bias in developing countries,
end the prevalence of weak governments. food ad could potentially be responsibie for reducing long-
run productson through this avenue

A final way that fvod wid can infivence domestic supply 15 through macroeconomic linkages,
prncipally tirough the eachange rate and nflation. Counterpart funds thag are generated from the
sale of food aid can lead 0 adverse mflanomany effects as a resolt of expansionary and indiscriminate
tiscal pohcies (Faramn 1991 269), Under s scenario, food aid effecuvely becomes new money
supply. and 1=flaton crodes real prices receved by producers. Aliematively, food aid can help a

govemment support an overvalued exchange rate, uself impliculy taxing agneulture ( by shifting the

ES(r# curve in Frgure 2 nght ) sumufating imponts and further Iowenng domesuc prices resulting in
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deflation.

Thus, the theoretical analysis, both from the perspective of the donor and recipient, lends itself to
hypothesis that substitution for both domestic production and commercial imports is quite likely. The
next saction examines some of the empirical evidence that has been obtained to test this hypothesis.

4, Empirical Observations

Since T.W. Schuitz first raised these concems in 1960, there has been a conunual appeal for more
cmpﬁicnl research into the problem. As Maxwell (19860 21) notes, there i3 a traditional dichotomy
between empisical and checklist analysis, with many analysty preferring the latter due 1o the problems
inherent in applying econemetrics to less developed countries. Due to some of the independent
variables affecting food production and consumption winch affect one another over ume, many
researchers have recetamended the most appropnate fonm of extungtion s through a multi-equation
economeme model  This esumanon was first cormied out by Mann i 1967, and later with
madificaton by Rogers, Snivastava and Heady in 1972, on food aid w India.

The use of this approack is fraught with difficutties. Tae first and most obvious problem refates w
dia. or more sccurately the fack of relable dat. in ecoromues where pastoralism 15 important and
where much of agriculture {s non-monetised (Thomson 198% 209, Isenman and Singer 1977 230,
Ofiens the length of ume series may be nsufficient to atiow specification of appropriate regressions,
and simipler forms have to be chosen (as 10 Maxaveil 195601 E cen when data are avalable. changes
w government policies or 1 technology may render concius.or: from the past data useless Given
these limiztions, it is almost umpossibie o tsolate the pact of food aid from those factors which
result in the food aid being delivered, such as drought. refugees, and government intervention in the
price mechanism (Thomson 1988: 209: Khadka 1985 1643, There 1s also much debate over which
vanables should be included i the model  For examipie. Maxwell (1986b) argues that. ideally, price
mpact should be measured as devizuons from epumal prices. as just focussing on lower prices
1gnares the beneficial impacts thar mught anse from sappresany sflanon

Locking first at the issue of depression of production. o> was ndicated previously, production
believed 10 be rather unresponsive o prices 1 less deveioped countnes. The more ad hoe swdies of
Khadka in Nepal (1989}, and Maxwell 1n Senegal {19862 and Ethiopta (1986¢) have produced hittle
zvidence of price distncentives happeming in these counmes  Khadka 1 1989 164) clamed that her
analysis was hinuted by 1gaonng state wterventon an! cuss burder tade with Inda. Mann (19675
faund that the deciine in producson s a resalt of tood ant was wround 33 per cent.and therefore only
two-thirds of this & was addionat The analysi by Hogers e ol 119723 mcluded an equanon which
affowed for government intervention i pritang through  tas price shiups”, which offered subsidised
retsms to producers. and cut Mann’s esumate of the producnion distncentive 1n India 10 around 10 per
cent. Subsequent simpler studies (see, for example. [senmuan and Singer 1977} were supporuve of

these earier findings. If we take the model with market differentiation to be more accurate, we.cirr.
conclude that the production impuct 15 Jow, at least for India, However. given the positive nature of
India’s agricultural planning and their firm stance when food aid was first introduced, it is possible:to-
speculate that in other countries the disincentive effect may be much higher. More recent studies
undertaken formaily by Hall (19803 and Bezunely, Deaton, and Norton (1 988}, however, are.more
positive. The former suggests that Brazil's wheat production tripled over the period 1952-71 asa
result of revenues gained form PLA8D wheat imports (Halt 1980: 27). The latter study looks.atthe
tmpact of food for work in Kenya and finds that food aid increased agricultural producticn, income,
capital invesunent. employment and markewble surplus (Bezunch et al 1988 190},

On the other hand, Farzin (1991 266-267) has argued informally thut food aid resubied in the figity of
domestic prices befow free market levels in Somalia and was significant in altering consumption
habits in 2 way not directly aunburable to income effects. This is in contrast 1o the earlier findings by
an informal asalysis of Senegal, where Maxwell found no evidence of labour or policy disincentives
(1986a: 15.17). Agamn thus is inconsistent with Farzin {1991: 274) who found significant evidence of
undisciplined policy as a result of food aid receipts. Duc to the casuat nature of these analyses, intet-
country differences, and the subjecuve nature of observations, it is impossible to determine the source
of many of these conflicts. However. it may be argued that changes in prices and/or consumption
habuts depend heavily on both the volume of food 2id and its resulting real inceme effect.

Looking now at the ssue of substitution for commercial imports, empirical evidenve is very thin,
There is ceriunly scope for leakage of wd back into the marker, with Thomson (1938: 216)
suggesung that 25-30 per cent of Somata’s feod aid earmarked for refuges camps ends up here via
carruption and reselling. Deardon and Ackroyd (1989, 223) argue that over half of all food aid
displaces commercias imports: however, others are less confident of this. From Mann’s 1967 results
for India (p140), it can be concluded that food aid does have a negative impact on smports, but that
thus ss only marginaily significant. Mare recent results seem to support this observation, although
duce 1o the way the models are constructed :11s impossible to broaden the scope of Mann's findings.
beyond idenufying a dissncenuve on prices from food aid which will, cereris purtbis, have a negative
impact on commercial unports {see. for example, Rogers er al 1972). Hall supponts this finding
using the data for Brazil (1980: 273 More casual regressions by Maxwell in Senegal {1986a: 20-21}
ndicate that commercral imports have fluctuated much less than food aid, giving no significant
statistical relationshup berween the two. In another study (Maxwell 1986b), the unport of grains is
shown to be more dependent on foreign exchange than food md . I appears that some effect is
apparent i the empincal stidies. but less convineing sn the ad hoc assessments.

The reconcibiation of the vanous views and findings seems to be that food aid cun be either negative
or posiive 1 18 impact on domesuc praducton and commercial imports depending on the
environment 1 which it 15 used




5. & New Version Of Food Aid

The analysis suggests that, like many other sconomic ventures, food aid yields both costs and
benefits. Whether costs exceed benefits or vice versa is an etmpirical question, the answer to which is
constrained by a paucity of data. However, useful insights mto this central question may be provided
by identifying fosers and gainers of the new versions of food &id in international agriculiural gade. A
major program umalganating various compenents of traditional food aid n addivon to other smutepie
considerations is thut of the US Export Enh_acement Program (EEP).

The introduction of EEP in 1986 was the result of 2 complex set of events wncluding the cumulative
impact of the loss of foreign markets, contnued high producnon in the US and expiranion of the 1981
Farm Act which provided an opportunity to re-evaluate US farm programs. Prior to 1986, the US
program was not flexibi¢ enough to respond immediately to price cutting by competitors, intreasad
sales by other wheat exporters coming at the expense of US market share. EEP was chosen as the
most efective response to these shenfalls.

EEP hys intensified forergn compendon mn vanous markets and pleced added pressure on the
Evropean Commumiy and all other compeung wheat exporung navons. For example, the Australian
government has decided to mamtun the single desk seling status of the Auswralian Wheat Board
{(AWB).and to cxtend the guarantee on AWD borrowang unul the end of tus decade. In a mare
aggressive move, Canada hxs recently itroduced two malt-hillon doilar mcome support programs.
These are the Gross Revenue Insurance Program and the Net Income Stabilisation “ceount which are
effectively used as unphicit expor subsidies for grun farmers. Although both these cxporters have
been able to mainuan merker shate, the cost of the EEP has been expressed through the changing of
the price profile. For instance, an. *ysis of the payment for quahity in Austraban wheat has extubiied 2
significant downward trend in premiums since 1987 {Ahmadi-Esfahan: and Stnmore 1993). The
European Comumunity may well be able 1o contnue t cope untsl future export restitutons are
increased, but for Austrahia and Canada which rely more beavly on wheat exports, the lower prices
will have an adverse effecs on the structare of wheat productiun and the viabuuly of the industry

Similarly in developmg couamies. e avaslabiily of subsadised wheat has shilted the demand Sor US
wheat and forced whea: producers off the land, wr the pautt #ReTe several o these Lounlies are o
solely dependent on wheat imponed trom the US Sumuiar tu an unpot of consumption subsiudy
pursued by some of the recipient goveraments, EEP has reducerd internai pnces resuiting m

=23 on of ¢ B <O pion and imports  From 2 swaiegic standpunit, the miruducuon of
EEP muy also be considered 2 sunk cost 10 g 2 fooihold 1 son-US markets  This can be jusuficd
on ccanomic grounds if these pew Customers are able to purchase reguiar amuunts at market prices at
o later stge. EEP 18 thus 2 loyatty-inducing markeang device wiuch has effectively eroded the
potential of eompetag vxporiers such as Austreha and Cantada to enier 1o lomg-(enn ggrecmants
with deveiopmg countries.

Although not explicitly stated as one of EEP's objectives, a rationale underfying this in-kind subsidy
scheme was that it would stop the US stockpuie of wheat which had built up to-a peak of 52 milfion
tonnes in 1985/86 (ABARE 1993: 103). As well as being effective in seeing this excess supply
reduced, industrizs which rely heavily on the wheat industry, such as input marketing services and
processing have also beaefited. o particulur, as the gram trade gets its margin on every ronne
regardless of prices, volume increases lead to hugher profits for this sector. In fact, it might norbe in
the interest of this sector to increase the intemation. prices of wheat if it led 1o more importing
countries enhancing thetr domesuc producton and marketing capacyy 10 reduce imports. This
poteanal, central to the national food self-sufficieacy policies of many developing countries, directly
threatens the interest of wheat trade and has been structurally undesmined by EEP.

Sinularfy, the US economy could porentialty benefit from the trade of other products to the particulur
muarkers sargeted under EEP. The increased foreign consumer surplus in wheat (sconomic gains) wilk
allow the unporung country Lo have more flexsbility in purchasing other US agriculral and/or non-
agncultural products, particularly if this assistance s ued. Even if unconditional, there may also be
poliveal benefits for the US through unproved ade relations, the supply of eheap wheat encouraging
the importing country to look favourably upon the US i oter matters. As such, EEP appears to
have berome an effective foreign policy toot

Finally, EEP has also strengthened the US's ab ty to win concessions from the Eurapean
Community and other major exporters in the Uruguay Round of GATT negotiations. More
generally, EEP has contnibuted to the US emerging asa significant balancing foree in nternational
trade confhicts. Thas 18 supportive of the propusivon that the EEP acts not ondy as a form of aid, but
also as 2 strustegic uade pohey o serve pohocal ends.

6. Conclusions

From the aualysis. the considerason of food aid impacts from theory enturces the wdea of trade-offs
and country specitic etfects. Expenences in the use of food aid as a form of development assistance
has reveslad bot the potental 1o harm and the potentutl to heal. In reconsidentng the cument role of
tood and, an cxarmnation of the 1986 US EEP. scion of the 1954 PLASD program. caprures the
imposthion of Losts on producers 0 competing export countries and imponting nations, and benefits
for producers i denor countries and consumets w food deficit nations. It is perhaps for the later
raponale that EEP, and food aid iy general, will conunue to find merit, as it wanscends the bartier w
foud faced by the world's one billion poor
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