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Food Aid and Induced Technical Change

Food aid is an income transfer in kind. As an important U.S. policy instru-

ment its origiral dates to the 1950'5.1/ Durfng that period the United States
Preva g Price vatios and consequently, ad 7

had excess production capacity atiaccumulated large stocks in Government hands.
Thesé stocks were costly and burdehsome, and had essentially zero value to the
~domestic economy. The Federal Government hit upon the idea of disposing of

them abroad as food.aid. This obtion seemed especially attractive in 1ight of tref
prevailing Cold War struggle and the double payoff these»resources were per---
ceived to offer in the form of food itself and the counterpart funds which
would be generated by the sale of this food. These counterpart funds were

used both for development purposes and for market development.

Food aid as it was originally conceived and carfied out was‘litt]e more than
a euphemism for dumping, despite the political rhetoric that surrounded it
and fhe admirable development objectives that were assigned to it.. By the
early 1960's a rather heated debate had developed in the U.S. concerning the
effect of this food aid on the agricu]tﬁra] sector of the recipient country.
The debate hasj?gg;ggon the effects of food aid from a‘number of different
perspectives, including: (1) the disincentive effects on loca] food produc-
“tion; (2) the impact on resource allocation; (3) income distribution conse-

quences; (4) the effect on development; (5) stabilization; (6) market

development; and (7) dependency. This paper focuses on the first two issues.

After a brief discussion of the disincentive effects of food aid and the sup-
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porting literature, we propuse a asw Jook at the subjeci by introducing the - .

possibility of technological change in the recipient countries. By making
. p:h‘.‘:to(:,!
use of the De Janvry version of the Abmad induced technical change model, we

attempt to show that an unrequited transfer of food which supplements a
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nation}s food supply may induce increased food production in the recipient
country wnile at the same time facilitating the transfer of resources out
of the agricultural sector. Supplementing domestic food production to some
extent with food aid may these not only meet the short term food needs of 2
- country but also induce inéreased food production to meet 1ong term needs
while at the same time fostering econcmic development by releasing factors

with Tow marginal productivities in the agricultural sector to the non-farm
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sector where their marginal productidn are higher.

Disincentive Effects of Food Aid

The disincentive effects on production are generally believed to be of two
kinds: (1) a direct effect through the impact of the aid on prices farmers
receive and (2) an indirect effect on sectoral policies. The essence of the
latter argument is that foéd aid allows governments to neglect public in-
vestment in the agricultural sector and to persist in discriminatory price
and trade policies in the pursuit of cheap food policies both of which ad-

versely affect the long-run output of agricultural productsb

?<f*i;"“DiYECt Effect |
Whether there is a negative effect on price and agricultural production is
generally believed to depend on at least five factors: (1) the domestic price
elasticities of demand and supply of food; (2) the relative importante of
food aid compared to the domestic supply; (3) whethef foad aid disp?aces.com—
mercial exports or represents additional suppiy to the local economiy; (4] how-'
the food aid is introduced into the local economy; and (5) the institutional

arrangements that prevail. In the next section we will add a sixth important

factor to that list--the. level of installed research capacity and the faci]ity?ﬁ*k

new technology can be diffused.
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Franklin Fisher constructed a theoretical model for measuring the impact of

food aid on domestic food production. Much of the empirical work which has
followed has been based on that model. He concluded that the impact depends
on (1) the price elasticity of demand for food, (2) the price elasticity of
domestic fodd production, and (3) the ratio 4? total domastic demand to dom-
estic supply. Fisher began with the follewing relationship:>
(1) $+1=0 |

where S = domestic supply of food;

imports of food aid; and

= domestic demand for food.

' he
Then totally differentiating (1) with respect to I, &2 derived the following

formulas for the impact of food aid on the domestic price and supply of food:

(2 E=9d2 S =__1__ (3) k=945 = %
Ty 7w IR POV

where E = the absolute value of the percentage change in price 1rduced by
the importation of food aid amounting to one percent of domestic supply;
K = the absolute value of the percentage change in domestic supply induced
by an increase in supply equal to 1% of preexisting supplies;
the local price of food;
the pricé elasticity of supply;

€ = the price elasticity of demand; and

A = the ratio of total demand to domestic production. =

According to Fisher, there is no decrease food production as a result of food
aid only in the unlikely cases that either demand is perfectly price-elastic
\J
or supply is perfectly price-inelastic. “0n the other hand the lower (higher)
1he lavgov 4rc deeveass 1 clovrslic i N <R

the price elasticity of demand (supp]y) result of food a1d 1mports with the

maximum decrease possible equal to the quantity of food aid.




The other factor in Fisher's formulas that affects the magnitude of the
price and production impact of food aid is the ratio of total demand to

domestic supp]y(ﬂ= % ) . Given equation (1), then A=1+ S tRefer—

ring to equations (2) and (3), therefore, ths zmaller the ratio of food
aid to domestic supply at the time of importation of the food aid, the
greater the 1npae¥-g;}p;jpe and domestic supplr. In other words, food

aid has its greatest rnegative effect on price and production in the reci-
pient country when domestic production in the racipient contry is large
and when food aid has not historically been an 1xportant part of domestlc
supply. Large food imports by such a country would therefore tend to
have a large negative effect on both price and production. §There have .
been cases where food aid during a given period has been sufficiently im-
portant compared to domestic food supply to lower prices and production,
especially for indipiduai commodities. Lancaster, for example, dpcuments
the cases of Egypt, Jordan and Banglad&sh where P.L. 480 made up 19, 21
and 24 percent, respectively, of total domestic wheat consumption in 1976.
When food aid is this important during any period, it can have a sizeable
negative effect on price and production. Dudley and Sandilands also docu-

ment the case of Co]ombia, in which P.L. 480 wheat virtually eliminated the

domestic wheat dindustry.

To the extent that food aid merely disp]aces commercial imports, of course,

ey
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no Towar ip the racipient counivy than thay
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food aid. In principle, ho,ever, Tood

.

is supposed LO be above and beyond regular commercial imports. _It is

this reason that a "usua] marketing requ1“enen*" condition is imposed

u.s. food aid. However, most author1t1es will admit that fu1f111ment




negative effect on price and production: Dudley end Sandilands also

docunient~the case of Co]ombia, in-which P.L. 480 wheat virtually elim-
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/iﬁated’gﬁe domestic whgat_jndU§fry,

To the extent that food aid merely dispiaces commercial imports, of
course, prices and production would be no iower in the recipiant country
than they wouﬁd be {n the absence of the food aid. In principle, how---
ever, food aid is supposed to be abéve and beyond regular commercial im- -
ports. It is for this reason that a "usual ﬁarketing requirement"
condition is imposed on U.S. food aid. However, rost authorities will
admit that fulfillment of this requirement is tenuous at best. The fact
that this requirement is not rigorously adhered to tends to reduce the

potential disincentive effect.

-

Fisher implicitly assuﬁeq'that food imports into the recipient country
consisted solely of foog;gie., no commercial imports. J. S. Mann (1967
and 1968) modified Fisher's theoretical fraﬁewdrk to includelﬁommercia1
imports of food and withdrawal from stocks. He used the model in the
fifst quantitive study of the disincentive effects of food aid. Mann's
results provide.evidence that P.L. 480 imports leazd toidecTine in prices
and food production in the recipient country. He found, howevér, that
the decline in domestic production is always less than the volume of

£ T [0 T A : ~+ PR A N A e SRR - e ot
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econony.

Another important determinant of the disincentive effect of food aid is

the manner in which the food aid is introduced into the economy. If it




is sold or otherwise distributed into commercial markets, as implicitly
assumed by both Fisher and Mann, the 1ikelihood oﬁidisincentive effect
is rather strong. However, if it is distributed by other means, espe-
cially in such a way as toc go to those who woq]d not otherwise be pur-

chasing food, the disincentive effect can be minimized or eliminated

entirely.

Srivastava attacKed Mann's results for India for overlooking "the capac-

ity of fair price shop distribution, through which P.L. 480 supplies are
To : .

channeled ef function as a built-in safeguard©against the possibility of

disincentive effects (p. 146).

Rogers, Srivastava and Heady developed a theoretical model to test the
disinceniy o a .
ahypothesis under, differentiated market assumption. They used Mann's ana-

lytical framework but modified it to include an additional équation to
provide for cereal purchases on both the open domestic market and.the
concessional domestic market at lower prices. When distributed through
concessional markets, food aid becomes an income transfer to the poor
and can produce an income effect that may either partially or completely
compensate for the disincentive effect. Rogers, et. al., concluded that
the cumulative impact of distribution throuah a differentiated market on
domestic supply is about Z;itenth the impact with a non-differentiated

market.

Finally, institutional arrangements’ have a bearing on the disincentive
effect. Perhaps the most relevant case is when governments operate par-

ticular kinds of procurement policies. For example, a government procures
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a certain amount of grain at prices ]oﬁer than those prevaiiing in the open
market. Once procurement needs have been mat the proggé;;e can sell his re-
maining surplus at the higher price. The availability of food aid in this
example reduces the amount of grain the govarnment must procure, which in
turn increases thevamouﬁt the producer can sell at the higher world price.
Under these circumstances the food aid may 2ctually result in higher average

prices to the producer than otherwise woulc bz the case. s

Indirect Effects
The indirect or policy effects are now well recognized. Johnson contends that

food aid allows governments to neglect public investment in the agricultural

sector and therefore to avoid facing up to agricultural development problems.

These are other versions of this argument. Lancaster postulated an especially
devious line of logic whereby dependence of the country on counterpart funds
for budget support causes them to fail to develop their agricultural sector by

design in order to continue receiving this "cheap" form of budget support.

A completely different perspective might be taken on indirect effects, although
we have not encountered it in the literature.  Many governments inherently dis-
criminate against'their agricultural sector through price and trade policy in
order to keep food prices low to urban consumers.
ﬂoi? : o :
In principle, at least, the availability of food aid could reduce or remove the
need Torosuch pa!fcias.~ To b2 effectiive i this sense tha food aid would hava
to be channeled to the targeted groups and nct just sold into the market. 1In
any case, the release of price policy from servicing income goals to better |
serve resource allocation objectives could result in &ﬁ;:subStantia] improve-

ment in economic policy and reduce the discrimination against agriculture.




Food Aid and the Induced Technical Change Model
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An -important factor in the price and production effect of food aid,in the

1
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Titerature %e;%he level of the installed res=arch capacity and the facility
with which new technology can be diffused in the recipient country. In ﬁhis
section we present an analytical argument bassd cn De Janvry's version of
Ahmad's model of induced technical change in which, given the necessary re-
search and diffusion capability, food aid takes on the role of an inducer of -~

technical change and increased outpu* in the agricultural sector.

We assume that in the recipient country the cemand for food is less than per-

fectly elastic and that supply has some price elasticity. Further, we assume
that (1) food aid represents additional supply to the economy; (2) the food is
introduced into the economy in such a way as. to Tower the domestic price of
food; and (3) the procurement and other 0011c1°s of the recipient country S
government are such that they do not prevonu prices from falling as a result //

of food aid imports.

The key element of the De Janvry model is the concept of an ex ante Innovation
Possibilities Curve (IPC) which can shift over time in response to investments
in research, i.e., changes in the stock of scientific'know]edge. A given IPC
is an envelope of all presently known or potentially discoverable technical
blueprints for a given level of scientific knowledge. Technological change can
“thus result either from improvements in scientific knowledge or from discovery
of nesw producticn techaigues witnin the saiz 170, A scparadie, two-stans
duction function is assumed:

(4) Y = F (f¢ (T, Ke)o £y (L, Ky)

vhere Y = aggregate output;




T=land ;
L = labor;
Kt='1and-augmenting (landesque) capital; and

Ky= labor-augmenting (laboresque) capifa?,

Within each of the subfunctions (f; and f,), the inputs are assumed to be
T o1

highly substituable while substituatability of inputs between subfunctions

-

is assumed to be relatively low.

Because landesque capital is assumed‘to be output-increasing while laboresque
capital is assumed to be Tabor-substituting and only mildly output-increasing,
the analysis of the effect of food aid on production can be confined to the T
subfunction. Later, the f} subfunction will be used to analyze .the effect on

Tabor resources.

Consider the,ft‘subfunction as depicted in figure one. The initial unit cost
line is AB. It is defined as the locus of points where profit per unit of out-

put is zero and is given by:

() Pe g 4Pt Kt =3
Po Po

vhere Pt = nominal price of land;

Pkt= nominal price of landesque capital; and

Po = nominal product price.

I .

inicizt oquilibricm is ab Lowhzea &5 95 fasgant i9 ine unit iscquan [;on IPCy,
the unit IPC in period t. Isoquant I, represents a given specific technical
"blueprint" at a given stage of scientific knowledge. The slopé of ray 1 indi-
cates the proportion in which resources are combined so that equilibrium at 1

represents a land-intensive, traditional production technique. Schumpeterian pro-

fits at 1 are zero.




Figure 1. Effects of Food Aid in Recipient Country
When No Possibilities for Innovation Exist ‘
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In this framework, food aid constitutes a dzcline in tha product price
under the assumptions above and is shown as a para?];] shift of the unit
cost 1ine to A'B'. Profits thus become negztive at—g If the Johnson as-
sumption of government neglect of public research investment holds 50 that
no new IPC exists or insufficient "installad research capability" is avail-
able to allow farmers to adopt new availabiz tachnologies, the negative pro-

fits will drive factors out of the agricultural sectar.

Factor outmovement lowers food preduction and raises ité price shifting the
unit price line back out in a parallel fashion. At the'same time the outmove-
ment of factors raises their prices and affects the siope of the unit cost
line assuming that their demands are less than perfectly elastic. If for ex-
ample land shifted out at a faster rate than landesque capital, raising its
relative price, the unit cost Tine would pivot clockwise as a result. Without
innovation possibi]%ties,xindividua1 farmers would a@just to the ﬁew factor
price ratios through factor substitution from point {;to a point tike 2 on 11’
The factor ratio also changes from I to II as a resu]t,. If, on the other hand,
landesque capital shifted out at a faster rcte raising its relative price,

a Sl 2

equilibrum would be established in some fasq1on at a point to the right of :¥ on

I, Thus, where no possibilities for innovetion exist and under the assumptions

given, food aid lowers domestic food production and displaces agricultural fac-

tors of production in the recipient country.

SLPDOSE now That 1PN bacomes 2v2i7able hanausae of fnvestrants iy
science (figure 2). This new IPC represan s latent demand for new production
techno]bgies. Pgain, let food aid result in a decline in the domest1c price of
food and a sh%ft in the unit cost line from AB to A'B'. Once more profits at

the.old equilibrium point 1 become negative. If an adequate applied re-
search capacity and research delivery system are available, the negative Profits




Figure 2. Induced Technological Change Effects of
Food Aid in Recipient Country ’
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Q,
Act as an inducer of technical change in the agricultural sector. According

to De Janvry (p. 24):

It is possible, furthermore, that threats of deterioration
or actual deterioration from scme previous state are more
powerful attention-focusing devicas that are vague possi-
bilities for improvement. Thers may be psychslogical
reasons why a worsening state of aff;1rs, or its prospects,
galvanizes these affected into a “ora positive and decisive
response than do potential movem to improved states ...
Such...behavicr may possibly be ted more appropriately
within a "satisficing" model of prans uwial bahav1or
and response, where alternative

only when a firm's profit posifion lov some minimum
acceptable Jevel. In any. .case, i ear fhat threats to-
1nduceﬂeﬂts o™ technical chaﬂge. T8 pliisnied

De Janyry defines stress as negative or falling profits. Farmers thus in a
stress situation search for technical output-increasing alternatives and press
pUb]ic and private research institutions to provide them. Therefore, given the
new IPCiy1 and unit cost line A'B' in figure 2, there exists a Tatent demand for
the innovation of isoquant’ 12, at which indijvidual prot1bs will be maximized.
Sincc

Serviee-at point 2 Schumpeteﬁeﬁ profits are positive, further price and innova-

tion adjustments are necessary to bring the sector to a2 new equilibrum.

If factor supplies are elastic, product prices will drop as alert profit seek-
ing farmers adopt the new technologies made aﬁai]ab1e by research institutions
“and increase aggregate output until a sectoral equilibrum is obtained at 2.

If, as is more likely, the supp]y of land is IneTast1c and the supply of Ki

elastic. the price of Tand will &%0 re?ab1vn to tha orice of~“: until thay

internalizesail nonzero profits, shifiing the cost lins to CD a:

a new sectoral equilibrum at 3 with technology 13. In the adjustment process

factor ratios change from I to II because of technological innovations.

Schuh (p. 4) points out several results of the induced innovation process:
(1) there is strong incentive for "conventional" resources to move out of the
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agricuitural sector causirg major adjustment probiems; (2) the benefits of
the technical change go to the consumer (in the form of lower product prices.
~ with greater supply) and to the eariy adopters (in the form of quasi-profits);
(3) non-adopters bear the burden of the adjustment costs ending dp-with Tower
incomes and returns on their cwned resources or selling out alternative employ-

ment.

The process is depiéted in figure 3 in terms of the more familiar but analyti-
cally Timited Marshallian cross diagram. Hh%}e tood ‘aid in the amount AB initi-|
ally shifts the suppiy curve from S to S' and lowers éomestic production from

OC to OA, the food aid also acts as an inducer of technical change resulting in
an additional outward shift of the supply curve to S" increasing domestic pro-

duction to A0 + BB' at equilibrium price P,.

If the food aid reafhes consuners in the recipient country through a concessiona®
market such as the fair price shops in India; a Rogers-Srivastave-Heady real in-
come effect may result shiftingi%;e demand curve From 07€6-D% in figure 3. To
some extent the real income effectzzganteracts the tendency 23;§§¥§ lower prices
as a result of food aid. If in this way a recipient country with the adequate
installed research capabiiity avoids food-aid-induced price declines thereby

- eliminating the economic signals that would lead to technical change in

agriculture, the country also forgoes a possibility for more efficient a]]ocatioﬂgi

of resources, larger domestic food production than otherwise and a step towards

soviculiura]l and everall crongmie dayalamman®
COTTCU TUYG AN QYR SIOnonaT asvaianment.

~———-

=)

The effect of food aid specifically on the sectoral allocation of labor withini*';m
recipient country can be analyzed by considering the labor subfunction, fkq’ of

the separable production function (4). In figure 4 the falling product price
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Figure 3. Agricultural Price and Quantity Effects
of Food-Aid-Induced Technological Change
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as a result of food aid as before forces an inward shift of the unit cost
line 2/ to A'B' from AB. Again Schumpeterian profits are negative at the

original equilibrium point J.

The negative profits, as before, drive Tactors including labor out of the

agricultural sector. If no innovation possibilities exist and the demand

-~

for labor is inelastic while the demand for laboresque capital in elastic

the relative price of Tabor will rise shifting the unit cost line to a posi-

tjon 1ike CB' establishing a new sectoral equiiibrum at point 2. th]e
agricultural production techniques have not changed, within the constraint
of the known techniques factcr substitutien has taken place changing the
factor ratio at equ111b”1um fron I to II. On the other hand if the demand
for labor is elastic and for 1abore1ue capital (Kl) is inelastic, equ.11~
brium would result at a point like 3 on I, to the right of 1 with the factor

ratio becoming more labor-intensive.

Because laboresque capital is aSsumed to be labor-substituting and only
mildly output-increasing, an addition to the stock of scientific knowledge

will shift the IPC curve on1y s11qht1y, perhaps 1mperceot1b1v. The major
‘,ﬁ,‘.:‘, lebay ag e cags e < ety s et pew deef fasess

potential for techn1a~ss vhich a]]ow a greater substitution of capital for

labor along a given or slightly changed IPC curve. Assuming that a change
foved pinia

in the stock of scientific knowledge has no,eifect on IPC, in figure 4, if
nublic and pr irch institutions o *ou*‘? new, cost. wmd':znh techn1~‘
ques such as'zé in respoasg to farmer éénandsA the nece sé;y ce and ;n-'iJ'
novation adjustments will bring the sector into equilibrium at point 4. 1In

the adjustment process technological innovation changes the factor ratio

Th Vs
from 1 to IV. TFhe,contrasts with the factor ratio changes from I to II as

a result purely of factor substitution. Food-aid-induced technological change




Figure 4. Effects of Fooc-Aid-Induced Technological
Change on the Sectoral Allocation of Labor in the
 Recipient Country
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thus facilitates a substitution of new factors of production for labor and

thus an outmigration of Tabor from agriculture.

The introduction of changes in real wages intc the foregoing analysis pro-
duces some interesting changes in the above ccnclusions depanding‘upon the
sector to which the food aid is distributed. i one extreme if the food aid
is distributed solely to rural consumers, the =ffect of food aid on the out-
flew of labor from agriculture is indeterminatz. At the other extreme, if

the food aid distribution is confined to urbar centers, the result is a

transfer of labor from rural to urban areas.

;!
selaty

Distribution of food aidqto rural consumers, civen the assumptions stated at
the beginning of this section, as before results in a lower price of food fol-
lowed by a decrease in the demand for agricultural factors of production in-
cluding labor (i]]u;trated as a shift of the cemand for agricultuéa] Tabor
from D to D'in figure 5). However, the declinz in the price of food also re;
presents an increase in the real wage réceived by agricultural workers (as-

suming food a wage good). This means that each agricultural labor unit is

now willing to supply more labor than previously at each nominal wage rate

egfshift of the Tabor supply curve from S to S' in figure 5) in the agricul-

tural labor market. Thus, equilibrium is estzblished at 0B with no net change
in employment or at a higher or Tower level depending onfa) the relative
shifts of the demand and supply curves, (b) tra price elasticities of both

3

Jrmand and suosiy ang | the ofTictancy of noch the vural and urban 1ab
markets in adjusting to changing conditions., Thus the effect of food aid on
labor employment in the agricultural sector is ambiguous when food aid is dis-

tributed only to rural consumers.




Agricultural Wage

»

/Yy

o - A B Agriéu'ltura'l Labor
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Figure 5. Effect of Rural Distribution of
Food Aid on Agricultural Labor Market
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Restrieting food aid disteibutien, to urban consumers results in a

L4 . M4
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in the demand for domestically produced food, a ceciine in thgfproduct nrice
and a subsequent fall in the demand for labor in the agricultural market{as

discussed above and illustrated in figure 5). This time, however, there is

no real wage effect on the supply of labor in the agricultural sector. The
&

result is an outflow of labor from agriculture ¢¥ A3 in figureZ.and an equal

to S* in figure 6) at the ™~

prevailing urban wage (an).

The real wage effect instead occurs in the urbar sector shifting the urban
1aborﬁ§ypp1y curve from S' to S" in figure 6 establishing equi]ibrium‘at

wage ééj and employment level 03,2/ Thus, confining food aid to urban con-
sumers results in an outflow of labor from agriculture and an increase in the
level of employment in urban areas.

&ote that in figure 6 the employment of the labor transferred from agriculture
js totally effected. Whether or not this occurs, however, depends on a)vthe
elasticity of the demand for urban lahor, (b) the size of the real wage effect,

and (c) the efficiency of both the agricultural and urban labor markets in trans-

ferring and employing the agricultural labor.

Summary and Conclusions

By depressing the product price, food aid induces increased doﬁestic food pro-

4
T

Auction and azn adjustment of conventional resources cut of the agricultural

-

sector, Wit rospect o the lazur merket, focd aid disniaces labor fron agri--
culture to the urban sector. If real wages are considered, the impact of food
aid on the labor market depends on how the food aid is distributed. At one

extreme, if the food ajid is distributed solely to the agricultural sector, the




Urban Wage

Urban Labor

Figure 6. Effect of Urban Distribution of
Food Aid on Urban Labor Market




impact of food aid on agricultural labor e-aloyment is indeterminate. If

>

on the other hand, the food is distributzd to the urban consumer, food aid
facilitates a movement of labor out of azriculture while creating urban em-

ployment opportunities.

A crucial assumption made in the analysis o a food-aid-induced increase in
output was the existence of a new IPC curve and the "installed research capa-
city" to allow farmers to innovate and increase output, .In many of the
underdevelopad countries which receivé food aid, neither the scientific
knowledge nor the installed research capzbility exisﬁs. In fact many of
these countries have discriminated rather saverely against their agricultural
sectors. They have not invested in agricultural research to develop new pro-
duction technologies or extension systems to diffuse new technologies. They
have underinves?ed in the education of their rural people. In these countries

| W
T1ON

food aid most 1ikely constitutes a disincentive to agricultural producers.

An important policy impT?catjon for thes= countries is that to the exfent that
investment fu:aiﬂg;é}ékéﬁhéaéd away from the industrial sector towards agri-
culture with an emphasis on research and extension, improvements in education
and training of rural workers and the development of the physical infrastruc-
ture for agriculture, food aid can lead %o increasigg food self-sufficiency and
an increase in the rate of agricultural znd general economic deVe]opment.

Otherwise food aid will simply nerpetuatz z dependency on foreign sources of

food.

For the U.S. the implication is that technical and scientific aid must become
an integral part of our food aid program if the long-term, economic development

objectives of food aid are to be obtained and the disincentive effects avoided.
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However only a large and sustained commitment t0 a coordinated program of

appropriate levels of technical and food aic will sianificantly contribute

to the economic development of recipient countries.




Footnotes

Public Law 480 was passed in 1954, formzlly establishing a U.S. program

of food aid.

The unit.ccst Tine is now given as:
Py L+ By

Po Apg

where Py = the nominal Tabor wage; and

P.
R

= the nominal price of Jaboresgue capital.

The change in the price of food does not affect the demand for iabor in %ha
urban sector.since the value marginal product condition is unaffected

i.e., that the nominal wage be equal to th2 marginal product of indust-
rial labor valued by the price received by industria?istskfor their out-
put. However, if fodﬁ aid contributes to an improvement in the nutrition
of urbah workers and thus Teads to a formation of human capital, the
resu1t<;;fani:ncrease in the marginal productivity of 1abor, 111ustrdte§
as a rightward shift of the demand for urban 1abor‘curve in figure 6.

This further enhances the employment opportunities for agricultural labor

in the urban sector.
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