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Executive Summary

The Conisumption Effects of Agricul-
tural Policies (CEAP) Project funded
research te identify the mechanisms by
which agricultural and economic poli-
cies affect fond consumption and nutri-
tional status.

Policies Studied

The range of policies studied included
the following.
1) Producer-Oriented Policies
(a) Price supports for specified com-
modities
(b) Subsidies on agricultural inputs,
including credit
(¢) Provision of modern agricultural
technology
(2) Consumer-Oriented Policies
(a) Consumer food price subsidies
(b) IFood-related income transfers
(food stamps)
(3) Marketing Policies
(a) Construction of marketing infras-
tructure
(b) Promotion of market competition
(c) Elimination of barriers

Economic policies not directly related
to food and agriculture, but affecting the
sector, were also studied under the pro-
ject. These included:

(1) Overvaluation of the exchange rate

(2) Deficit spending and consequent
inflation

(3) Tax policy

(4) Trade policy

Conclusions

Major conclusions of the research
were the following.

(1) Agriculture and food policies are
tightly linked to the broader economy;
economic policies interact with those
related to food and agriculture.

This means that the effects of a partic-
ular policy can be entirely counteracted
by other policies apparently unrelated to
food and agriculture. For example, gov-
ernment deficit spending can cause

inflation which erodes the benefits of a
consumer price subsidy by reducing the
purchasing power of consumers.

Because economic policies are linked
to one another, economic rigiditics intro-
duced by one policy will cause adiust-
ments to be made in other sectors. For
example, price subsidies which interfere
with consurners adjusting demand in the
face of changing supply conditions may
cause higher and more unstable prices
for the proportion of the good which is
not subsidized. A governinent commit-
iment to meet demand for a subsidized
food through imports will restrict
imports of other goods, including possi-
bly agricultural inputs or capital goods.

Agriculture and food policies are often
called upon to serve conflicting objec-
tives, which can reduce their cffective-
ness in assuring food consumption
needs are met.

The long run effects of policies are
often opposite to their short term effects
and to their original objectives, because
price distortions are gradual and cumu-
lative in their effects on the allocation of
productive resources in the economy.

(2) Assessing the consumption effects
of policies requires analysis of con-
sumption patterns, disaggregated by
income class, and possibly also by sec-
tor economic activity. Anaiysis should
also disaggregate food groups inte indi-
vidual foods.

Different population groups are
affected differently by policies, depend-
ing on how they earn their livings, what
foods they consume, and what their pat-
terns of substitution among foods are in
the face of changing prices and income.
Low income populations in most settings
have different consuinption patterns and
a higher level of price responsiveness
than wealthier groups.

The distinctions between farm and
nonfarm households, and between pro-
ducer and consumer houscholds is not a
consistent or realistic one. Most farm
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households earu a substantial portion of
their income off the farm; many house-
holds purchase in the market foods they
also produce for sale and home con-
sumption. Low-income farmers are
more likely to be net purchasers of food.

Policies which are designed without
considering the effects on different sub-
groups may be highly regressive
because they reach only wealthier pro-
ducers or consumers. This may occur if
a luxury food is subsidized, for example,
or if subsidized agricultural inputs are
made available which can only L used
on superior land.

(3) The implementation of a policy
has as great an effect on the policy out-
come as the underlying design.

The specifics of implementation deter-
mine who has access to the benefits of a
policy. Location, hours of operation, and
minimum quantity of sale or purchase
required can prevent poor households
from using a government program.

Different :nethods of targeting con-
sumer subsidies exclude different cate-
gories of people from the program. Tar-
geting is likely to exclude some members
of the target group at the same time as it
reduces leakage outside the target
group.

Policies which are simple in concept
may be extremely difficult to implement
successfully. Price stabilization programs
fall in this category.

Parastatal and government operated
marketing institutions are not more effi-
cient than the private sector. If they keep
retail prices low, it is through a subsidy.
There are operational probleins charac-
teristic of parastatals, including a ten-
dency to allow producer support prices
to erode due to inflation.

{4) The time of household members is
as important as income and prices in
determining food consumption patlerns.

Time costs must be added to cash
costs to determine the effective price of a
good. The time costs of food preparation

or procurement can discourage con-
sumption of that food even if it is cheap.
Time costs of using a governinent sub-
sidy can prevent its usec.

(5) Producer oriented policies depend
on the availability cf needed comple-
mentary resources for their effective-
ness.

Long run sustainable increases in
production, and result: nt lower prices,
depend on interventions to increase pro-
ductivity of resources (‘and and labor),
not just on increased production.

Supply response to incentive prices
and subsidized inputs may be con-
strained by risk aversion. One clement
of risk aversion is a lack of confidence in
the continuation of government pro-
ducer-oriented programs. lLong term
consistency in policy making is impor-
tant to its success.

(6) Consumer-oriented policies can be
effective in raising household food con-
sumption levels.

Successful programs have by ¢n quite
expensive. The effect of consumer ori-
ented programs is determined by access
to the program.

(7) Marketing interventions have
potential for making long-term sustain-
able improvements in the stability of
Jood prices and agricultural incomes.

(8) The effect of kousehold income in
assuring food consumption adequacy is
affected by the form, source, earner, and
locus of control of the income.

As household income increases,
houscholds appear to spend money on
diversifying their diets before they kave
reached 100% of caloric adequacy. This
may be a nutritiona'ly rational decision,
depending on the composition of the
diet.

(9) Household food consumption ade-
quacy does not guarantee individual
nutritional adequacy, and food intake
does not guarantee nutritional status.

Household food supplies are not dis-
tributed equitably among members.



There are determinants of nutritional
statug other than food intake, including
health status, activity level, and individ-
ual variation.

Lessons for the Design of
Policy Oriented Research

The lessons which may be incor-
porated into the design of policy ori-
ented rescarch include the following,

(1) Predicting the effects of a policy
on food consumplion reqeires consider-
ation of the broader economic context,
as well as the ejfects of other policies
within the food and agriculture sector.

(2) Because the economic situation
changes over time due both to domestic
conditions and to factors outside a
country’s control, ongoiag monitoring of
the consumption effects of policies is
necessary.

(}) There is no substitute for empiri-
cal investigation of food consumption
patterns. Assuinptions about food con-
sumption patterns have often been
proven wrong in a given Setting.

(4) Research on consumption patterns
may have different requiremenis from
short term policy s:udies. Houschold
level data collection necessary for disag-
gregated analysis of food consutnption
determinants is time consuming and
costly to collect. Once it has been col-
lected, however, the data continue to be
useful to answer a wide variety of policy
questions, even though these questions
may be different from the ones which
were current at the start of the research.

(5) Research can influence policy if
the results of the rescarch can be skawn
to be relevant to issues which are cur-
rently of interest to policy makers.
Involvement of nationals of the country
in the research effort makes the applica-
tion of research results more likely.
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1. Introduction

1.1. Background of the
Consumption Effects nf
Agricultural Policies Prgject

The world food crisis of the mid-
1970's focused the attention of develop-
ment professionals on the issues of
nutrition, food consumption, and food
supply in developing countiies. As food
prices rosc world-wide, national pro-
grams of food distribution in developing
countries, many of which relied on
imports, became suddenly more expen-
sive, while supplies of food aid around
the world contracted. Food security, the
assurance of an adequate national food
supply, became a pressing concern for
many countries. Agricultural policies
aesigned to provide cheap food to the
labor force and foreign exchange to the
government, with the idea of facilitating
industrialization, were increasingly
called into question. The central role of
the agricultural sector in national eco-
nomic development began to be more
widely recognized.

At the same time, the welfare conse-
quences of food scarcity and high food
prices began to attract public attention.
Poverty and lack of effective access to
the food supply were increasingly recog-
nized as limiting factors to houschold
food consuinption. High prices, scen as
necessary to provide the impetus for
increased agricultural production, thus
could contribute to the problem, rather
than to the solution of nutritional inade-
quacy. This “food price dilemma”
emerged as a ceniral issue in economic
development policy (Timmer et al.,
1983).

In 1977, USAID funded the Consump-
tion Effects of Agricultural Policies
(CEAP) project, to be administered
through an administrative agreement
with USDA. Over a twelve-year period,
the project sponsored a series of long
and short terin rescarch and technical
assistance efforts in some thirty coun-

tries. (A list of the countries and the pal-
icy questions addressed in each may be
found in Kramer and Rubey, 1989.) This
project was designed to answer the
questions that were being raised ahout
the relationship between government
policies to promote agricultural and eco-
riomic development, and the welfare
(specifically the food consumption and
nutritienal status) of the poor. The pre-
sent paper seeks to assess the contribu-
tions made by the project to the level of
understanding about these issues.

1.2. Accomplishments of ¢he
CEAP Project

The CEAP project was unique in pro-
viding a focus for research and
researchers in an emerging, important
policy area. The project framed a simple
and important question, and provided
the opportunity for a co-ordinated
attempt to answer it. The data sets col-
lected under the CEAP project are still in
usc today, not only as grist for new doc-
toral dissertations (itself a worthwhile
use), but also to address current policy
questions in the countries of study. In
several countries, the CEAP-funded
studies provided the only available infor-
mation about feod consumption pat-
terns. This alone is a valuable resource.

The CEAP project can be credited
with providing a number of researchers
with the opportunity to start productive
carcers combining research and policy
application. Most of the researchers
involved in the CEAP-funded projects
are continuing to do related research, at
least some of which grew directly out of
the questions answered, and the new
questions raised by the CEAP studies.

The CEAP studies were responsible
for answering some of the critical ques-
tions about the relationship between
agricultural and food policies and food
consumption levels. The answers were
complex and conditional, but this does
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not take away from their importance,
nor from their applicability to real-world
situations.

The links between production and
consumption of agricultural commodi-
ties are neither simple nor direct. It can-
not be assumed that improvements in
agricultural production will, automati-
cally and under all reasonable circum-
stances, result in improved nutritional
status of the population. The links
between production and consumption
must be specified and verified for the
country and the project or policy in
question.

Where are the vulnerable, malnour-
ished populations located? What eco-
nomic activities do they engage in?
What foods do they normally eat, and
what ar¢ their patterns of substitution in
respoanse to changes in incomes and in
relative prices? Answering these ques-
tions does not resolve the dilemmas
which confront developing country gov-
ernments trying to balance economic
growth objectives with concern for the
welfare of the vulnerable poor. It does
make it possible, though, to identify the
trade-offs involved in a particular policy
decision, and to anticipate the conse-
quences, both direct and indirect.

It is not realistic to expect accurate,
long-term prediction of all the consump-
tion effects of a specific policy, o matter
how good the information is. The eco-
nomic context is constantly changing,
and therefore the factors which deter-
mine how a given policy interacts with
others to affect food consumption also
change. This argues for engoing moni-
toring of food consumption over time.

1.3. Directions for Fulure
Research

The debate on consumption cffects of
agricultural and economic policies con-
tinues to be lively. The current debt cri-
sis has replaced thie world food crisis as
a focus of attention for development pro-
fessionals; the current expansion of
structural adjustment programs raises
new issues of the links between macro-
economic changes (currency devalua-
tion, exchange rate adjustments, reduc-
tions in government spending) and the
food purchasing and consumption
behavior of poor urban and rural house-
holds.

The CEAP studies also raised a new
set of issues for food policy analysts con-
cerned with consumption and nutrition
issues. These concern the relationship
between houschold and individual level
food consumption, and hetween food
consumption and nutritional status. The
CEAP studies demonstrated that these
links, like those between agricultural
production and household food con-
sumption, are not simple and direct. A
new generation of research will be
required to identify the conditions under
which household food consumption
reacies vulnerable members, and to
explore the circumstances under which
adequate food intake translates into
acceptable nutritional status. The ficld of
food policy analysis will be fortunate if a
program similar to CEAP emerg:s to
deal with this new set of questions, and
if it proves to be as productive.



2. Determinants of Food Consumption
and Nutritional Status

2.1. Nutritional Status as a
Welfare Measure

Nutritional status is in some ways the
clearest culture-free indicator of ndivid-
ual welfare. Fven though there is some
argument over appropriate growth stan-
dards for different ethnic groups, the
conceptual meaning of malnutrition is
not culture specific (as, for example,
housing quality or asset ownership is);
nor is it dependent on accurate assess-
ment of “truc” cxchange rates, as is
income.

Since all development assistance
efforts, ranging from specific projects to
broad policy formation, have as tlieir
ultiinate objective the improvement of
levels of welfare, it is appropriate to
focus on food consumption and nutrition
as central outcomes of any development
program.

2.2. Determinants of
Household Food Consumption

The primary determinants of food
consumption at the household level are:
the household’s real income (that is, its
purchasing power); the prices it faces for
foods and other goods; and the
resources owned by or accessible to thc
household which can be used to produce
income, including food cither for home
consumption or sale. The time of house-
hold members is also an economic
resource of the houschold. Part of the
cost of any item is the time required to
obtain it and to consume it (Lancaster,
1966). These variables, household
income, productive resources, time, and
the prices of food, represent the avenues
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2.3. Individual Intake and
Nutritional Status

Adequate houschold food consump-
tion, though, is no guarantee of ade-
quate individual food intake. The links
from household feod consumption to
individual nutritional status are not
direct. It has been well documented that
food received at the household level is
not distributed preciscly according to
the nutritional needs of individual mem-
bers; some members’ needs inay be fully
satisficd before others' are met, Some
members’ nutritional requirements may
not be recognized in the distribution
rules of the houschold (for example, the
increased necds of pregnant and lactat-
ing women), and in some cultures there
appears to be systematic discrimination
against some categories of household
members {children, women, non-rela-
tives, for example). It is not clear that
government policies can directly affect
these distribution rules (Franklin and
Harrell, 1985), although there are cer-
tainly policies which can alter the forces
which shape them. (For example, poli-
cies which increase the returns to
female labor; increase the likelihood of
child survival; sce Rogers, 1983; Rogers
and Schlossman, forthcoming foi a more
complete discussion.)

Furthermore, adequate food intake is
only one determinant of nutritional sta-
tus. Individual metabolic differences,
health status, and activity levels are
cqually important in their effects on
nutritional status.
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2.4. A Note on Measurement
of Food Consumption and
Nutrition

Nutritional adequacy in virtually all of
the CEAP studies was measured in

terms of calorie and protein require-
ments as recommended by WHO. None

of the studies looked at consumption of
micronutrients, though these are critical
to nutritional health. Nutritional status,
in the few studies which measured it,
was assessed in terms of height and
weight for age, which reflects primarily
caloric and protein adequacy, leaving
aside the adequacy of micronutrients.



3. The Policy Arsenal

There is a limited range of policies by
which governments can influence house-
hold food consumption levels. These
include policies directly affecting food
and agriculture, and broader economic
pelicies which affect food consumption
through therr effects on the general level
of incomes and prices. L addition,
world market conditions not subject to
policy control can significantly affect
food consumption levels. This section
bricfly describes the range of policies
addressed in the CEAP studices.

3.1. Policies Directly Affecting
Food and Agriculture

These policies fall into three cate-
gories: producer-oriented policies; con-
sumer-oriented policies; and policies o
affect marketing.

3.1.1. Producer Oriented Policies

The rationale for producer-oriented
policies to affect food consumption is
two-fold. First, increased agricultural
production can increase the incomes of
farmers. 'To the extent that farmers are
nutritionally at risk, increased produc-
tion can improve their ievels of food
consumption either through sale of the
food for cash which can be used to pur-
chase food, or through home
consumption. Improved agricultural
productivity can also increase the
demand for agricultural wage labor, thus
improving laborers’ incomes as well.
Second, increased farm production can
increase the supply of food. The supply
increase may lead to better availability
and lower prices of food in the market-
place.

Policies aimed at increasing farm pro-
duction include the following.

3.1.2. Producer Price Subsidies and
Price Stahilization Programs

Producer price subsidics are policies
whereby the government guarantees a
minimum price to farmers for the pro-
duction of a particular crop. The guar-
anteed price is intended both to red-ice
the level of risk faced by farmers and to
provide a.1 incentive for increasing pro-
duction. Prices maintained above the
frec-market level require a subsidy, tho

World market ¢con-
ditions not subject
to policy control ¢an

cost of which may be paid by the gov- signiﬁmnily affecd
ernment or passed on to consumers. If .

the cost is passed to producers, there is food consumption
no effective subsidy. levels.

Producer price supports are com-
monly implemented by having a govern-
ment agency guarantea to purchase at
the fixed price whatever quantity farm-
ers supply. In some countries, the gov-
ernment agency acts as the sole legal
buyer of the crop; in others, the govern-
ment enters the market in competition
with pitvate sector traders.

The arguments in favor of price stabi-
lization arc somewhat different from
those for price supports above market
levels. High risk is as much a disincen-
tive to production as is low producer
price. Agriculture faces a level of unpre-
dictability (due to weather) which makes
it qualitatively different from the indus-
trial sector (Timmer et al., 1983). Food
prices have a significance for welfare
which also makes them qualitatively dif-
ferent from the prices of most industrial
goods (Rao, 1989). Therefore, even
strong advocates of the free market
acknowledge the legitimacy of food price
stabilization efforts.

The idea is to establish a band of
prices for critical foods such that if the
highest level is exceeded, the govern



ment will release stocks onto the market
to reduce prices, and that if prices fall
below the floor price, the government
will act as a buyer of last resort and
build its stocks while preventing the
price from dropping further.

3.1.3. Subsidies on Agricultural
Inputs

Governments also try to provide
incentives to farmers to increase pro-
duction by reduc.ng their cests through
subsidies on tiie prices of agricuitural
inputs, including improved secd, agro-
chemicals, irrigation services, and agri-
cultural credit.

Input subsidies are cominonly imple-
mented through agricultural coopera-
tives, agricultural extension services, or
agricultural banks, which distribute the
inputs as they arc available, at below-
market prices.

3.1.4. Technological Change

A third approach to increasing agri-
cultural production is to introduce mod-
ern agricultural technology to improve
the productivity of lund and labor. Thus
farmers can produce more with the
resources they have. The introduction of
new technology is implemented by agri-
cultural extension services providing
training along with access to modern
inputs.

3.2 Consumer-Oriented
Policies

Consumer-oriented policies are
intended to increase households’ access
to food in the marketplace, either by
lowering prices or by increasing pur-
chasing power.

3.2.1. Consumer Price Subsidies

Consumer price subsidics are govern-
ment policies which lower ihe price of
one or mure foods in the marketplace
below their free-market level. Price sub-

sidies may be explicit, which means the
government pays the difference between
the Tow retail price and the higher price
nee led to obtain the food from domestic
farciers or the international market.
Prico subsidies may be implicit, which
meaans the government sets a low price
by .w, or lowers the price by distribut-
ing low-cost imported fcod, for example,
witiiout directly compensating farmers
for ihe revenue lost through the iowered
price.

Consumner price subsidies are com-
moaly implemented by governments
procuring the food (either from domestic
fariners or from the international mar-
ket, commercially or as food aid) and
dictributing it through its own outlets or
throug'. the private sector. The most
important variations in the design of
ccnsumer price subsidy programs are
(1) whether the subsidized food is
restricted in its distribution to the tar-
get group, or available universally, and
(2) whether a legal parallel market
exists for the food, or the government
controls the entire supply.

3.2.2. Food-Related Income
Transfers

Direct income transfers in cash are
not common in developing countrics
because of their cost and difficulty of
implementation (although an ambitious
income transfer program is currently
being planned in Sri Lanka). However,
several countries have implemented
food stamnp programs which provide
stamps which can be used as income for
the purchase of certain specified foods.
The food stamps, printed and dis-
tributed by a government agency, can be
converted to cash by the food seller. ’
Food stamp programs improve house-
hold foed consuraption by increasing the
purchasing power of recipients.


http:reduc.ig

3.3. Marketing Interventions

Marketing includes all the processes
by which food gets from the farmgate to
the consuming household: transporta-
tion of the raw commodity; storage; pro-
cessing; and all the stages of sale from
wholesale te retail. The flow of informa-
tion about availability and prices of
products in various markets is also
included in the definition of marketing.
Competition among sellers and among
buyers is considered an essential ele-
ment of a well-functioning market.

The rationalr for using marketing as a
means of influencing household food
consumption is that well-functioning
market services assure that food flows
from farms to markets, and that suffi-
cient food is stored to provide supplies
all through the year. Poor marketing
infrastructure results in farmers having
limited access to the market for their
products, which reduces their potential
incomes. It also results in severe varia-
tions in food prices and availability in the
market. Poor transportation, processing,
and storage result in ‘ood losses and
higher costs, raising consumer prices
without increasing farmer revenue.
Information permits farmers to seck the
highest available price for their product,
and allows consumers to seck the lowest
price they can find. Finally, competition
among sellers keeps prices from rising
above their free-market level, and bene-
fits farmers by keeping prices from being
forced below that level.

Marketing interventions implemented
by governments include construction of
roads and storage facilities; provision of
market information in radio and print
bulletins; and promotion of competition.
A common means by which govern-
ments intervene in the market is by
establishing retail outlets in competition
with the private sector. The idea is that
governments, because they do not need
to make a profit, can operate at lower

cost than private traders, and thus keep
consumer prices low.

3.4. Economic Policies
Indirectly Affecting
Agriculture

Economic policies not explicitly
directed at the food and agriculture sec-
for can have important effects on the
prices of food and agricultural commodi-
ties, employment and incomes, and
returns to investment in various assets
and activities.

3.4.1. Currency Overvaluation

Overvaluation of a nation’s currency
has the effect of making that nation’s
tradable goods more expeusive on the
world market, and the good produced
by other nations relatively less expen-
sive in domestic markets. This means
that the market for exportable goods
produced in the agriculture sector is
restricted; competitiveness of the
nation’s exports in the world economy is
reduced. Furthermore, imported goods,
including food, displace domestically
produced goods in the nation’s markets,
because of their relatively low price.

The long term consequence of over-
valuation is loss of income in all sectors
producing tradable goods, and limits on
the potential for economic expansion,
meaning fewer employment opportuni-
ties in these sectors. Agriculture pro-
duces primariiy tradables, and is often
the major source of foreign exchange
earnings. Overvaluation thus acts as an
implicit tax on the agriculture sector.

Overvaluation of a nation’s currency is
the long-term consequence of keeping a
nominally fixed exchange rate while the
balance of trade continues to be nega-
tive. A fixed exchange rate is a special
case of the government maintaining a
fixed, below-market price for foreign
exchange. A consequence of ihis policy
of below-market pricing is that the avail-



Currency devalva-
tion is a corner-
stone of structural
adjustnient pro-
grams,

ability of forcign exchange will fall short
of the demand for it. Government will
have to develop a way of allocating for-
eign exchange among competing uses.
This can have serious consequenees for
the agriculture sector if preference is
given to the usc of foreign exchange for
the import of consumer goods (espe-
cially food), or if preference is given to
industrial goods. In the first case, cheap
imported feod may cut down the
demand for locally produced food. In
either case, scarcity of foreign exchange
may restrict the quantity of foreign-pro-
duced agricultural inputs which may be
imported, limiting the potential for pro-
ductivity increases in agriculture.

Currency de raluation is a cornerstone
of structural adiustment pregrams. In
the long run, devaluation chould
increase the competitiveness of a
nation’s econorny in international mar-
kets, promoting increased produciion,
forcign exchange earnings, and employ-
ment. The immediate consequence,
though, is a rise in prices and a reduc-
tion in the purchasing power of the
nation’s people.

3.4.2. Deficit Spending and
Inflation

Deficit spending on the part of the
government is one major cause of infla-
tion. Deficit spending in real terms rep-
resents an increase in the supply of
money; in the absence of changes in
productivity, this results in rising prices
and a deerease in the purchasing power
of a given level of income.

Deficit spending for any purpose can
be a cause of inflation. It is particularly
relevant to agriculture and food policy
because so many of the common policies
involve subsidics, which can be
extremely costly, and therefore may con-
tribute to a high level of government
debt. The loss of real income due to
inflation may counterbalance the benefit
of a government program.

3.4.3. Tax Policy

The incidence of tax policy determines
who pays for a government program.
'The net benefit of a consumer food price
subsidy, for exainple, may be negative if
the consumers of the subsidized food
are also taxed to pay for it. It is in many
ways ideal to provide the benefits of a
government program to all citizens (for
political reasons) and use a progressive
tax such as an income tax to pay for it.

Few developing country governments
have the capacity to implement a pro-
gressive income tax. In most countries,
export taxes, itnport tariffs, or consump-
tion taxes provide the bulk of govern-
ment revenue. The incidence of these
taxes—that is, what groups of pcople
end up paying them—is quite variable
from one country to another. The net
benefit of a government policy depends
in part on the incidence of the taxes
uscd to pay for it.

3.4.4. Trade Policy

Restrictions on foreign trade include
taxes on exports, tariffs or quotas on
itnports, and non-tariff trade barricrs
such as specialized quality require-
ments. Iixport taxes distort the returns
to different products. Export taxes on
one agriculturai commodity reduce
returns to it, relative to other commodi-
ties, resulting in loss of income and,
often, reduced production of that crop.
Restrictions on the import of agricultural
commoditics can act as protection to the
domestic agriculture sector. They can
also distort the returns to the production
of diffcrent crops, resulting in less eilfi-
cient use of resources, wilich means
lower incoine overall. Restrictions on the
import of capital goods can raise the
costs of industrial production and
reduce employment opportunities in that
sector. If agricultural inputs are
restricted, the same result will be felt in
that sector.




3.5. Factors Outside Policy
Control

There are factors outside of the con-
trol of policy which also affect food con-
sumption levels of households through
their incomes, the prices they face, and
the returns to their time and other
assets.

3.5.1. Policies of Other Countries

One category of such factors consists
of changes in the international market
(for example, world market prices of
agricultural commoditics, raw materials,
and capital goods) which are subject to
policy control, but not necessarily by the
countries affected by these changes. The
oil price shocks of the early and late

1970’s are one example of a change in
the world market, outside the control of
the affected countries, which had signifi-
cant effects on incomes, employment
and returns to assets.

3.5.2. Climate and Weather

I‘actors outside policy control also
include climate and weather, which cer-
tainly affect prices of food and other
agricultural commodities on the world
market. The world food crisis of the
carly 1970s, which drastically altered
the costs of many government’s food
policies, was the result of the unfortu-
nate coincidence of bad weather in
many major food producing regicns of
the world.
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4. Major Research Results

This section secks to assess the cur-
rent state of knowledge about linkages
between agricultural and economic poli-
cies, and food consumption and nutri-
tional status, taking as its starting point
the research funded under the CEAP
Project.

4.1. Agricultural and Food
Policies Interact with the
Economy as a Whole

Food and agricultural policies are
tightly linked to the rest of the economy.
In a sense, all economic policies are
agricultural policics, since they affect the
competitiveness and relative prosperity
of the agricultural sector.

4.1.1. The Effects of One Policy can
be Strengthened or Counteracted
by Other Policies

A consequence of this interrelation-
ship among agricultural and other eco-
nomic policies is that any one policy
may have effects which are mitigated or
entirely counteracted by other policies,
even policies which are apparently unre-
lated to agriculture. Such policies may
also work together in a positive direc-
tion, of course. The effects of a given
agricultural policy or program cn food
consumption will depend on the relative
nagnitude of the effect of each policy on
each group affected.

As an example, the negative effects of
overvaluation can outweigh the positive
effects of producer price policies. In Tan-
zania, the implicit tax on agriculture due
to the overvalued exchange rate was
made worse by an explicit export tax
imposed by the government (Keeler et
al., 1982). The implicit tax on agricul-
ture due to a fixed, overvalued exchange
rate contributed to agricultural stagna-
tion in Sudan (Youngblood et al., 1983),
Peru (Franklin et al., 1985) and Hon-
duras (Garcia et al., 1988), in spite of
explicit producer-oriented price and

input subsidies in these countries.

iligh levels of government deficit
spending, which lead to inflation, can
mitigate the effects of policies in the food
sector designed to increase incomes by
means of consumer subsidies. In Peruy,
I'ranklin and co-workers (1985) con-
cluded that inflation more than offset the
benefits of controlled prices. Inflation in
Jamaica significantly reduced average
caloric adequacy; lower real incomes
were reflected in changing food demand
parameters (Banskota et al., 1984). In
Tanzania, the debt incurred by the gov-
ernment to support its system of price
and agricultural subsidies increased the
money supply by 53%. The consequent
inflation reduced real incomes far more
than the benefits provided by the
systemn.

Inflation can raise the real costs of
consumer price subsidies which fix the
price of a good in nominal terms. The
CEAP study in the Sudan intended to
assess the effects of an increase in the
price of bread, but they found that,
adjusted for inflation, the price of bread
in fact was failing (Youngblood, et al.,
1983). One of the reasons for the
extremely high cost of the subsidies in
Sri Lanka (before the shift to food
stamps) and in Egypt was that consumer
prices were set at nominal levels, so the
size of the subsidy increased over time.
The deficit spending required to finance
the subsidies contributed to further
inflation, eventually resulting in an
untenable situation.

On the producer side, incentive prices
for maize in Tanzania were so eroded by
inflation that they evolved into a tax on
maize production (Keeler et al., 1982).

The most comprehensive analysis of
how the food price systemn interacts with
the economy as a whole was the set of
studies in Egypt. Food subsidies in
Egypt affect the rate of inflation, the
availability of foreign exchange, invest-
ment in agriculture and industry, and



international trade. While the
researchers on this study concluded that
the net effect of the subsidy system was
to protect the consumption levels of the
poor and to redistribute real income in a
progressive direction, they identified
numerous clernents of the system which
by themselves were regressive, includ-
ing many of the explicit consumer price
subsidies.

They also found that the budgetary
drain represented by the subsidy system
contributed to inflation, thus lowering
real incomes. Scobie (1983) conchi.ed
that a ten percent change in the level of
consumer subsidies would result in a
five percent change in the rate of
inflation.

The Fgyptian subsidy system, because
it lowers both consumer and producer
prices, leads to a level of demand for
food which must be met by imports.
While much of the imported wheat is
received as food aid, some wheat, and
most of tho other subsidized commodi-
ties, are imported cornmercially.
Because the prices of these focds are
subsidized, and are not permitted to
fluctuate with changes in the world
price, consumers do not receive the
price signals that would make them
adjust their consuinption. Because of the
government’s political commitment to
the subsidy systemn, it maintains imports
to mect demand. This means that
adjustnients to changing worl prices
for imported frod commoditics must be
made in other sectors.

Scobie argues that cutting the level of
subsidy, by reducing the inflexible
demand for imported food, would
increase the availability of industrial
imports, wh.ch would contribute to
industrial development, with positive
conscquences for national income and
for employment. He points to similar
experiences in other countries (Chile,
Indonesia, Tanzania), where the inflexi-
bility of food import requirements

caused a decline in the availability of
capital goods and raw materials for
industry (Scobie, 1983).

Alderman and von Bratn (1986) point
out that a cut in the wheat subsidy
would probably increase consumption of
other foods (rice, lentils. beans) which
are imported, and not available as aid.
Nonetheless they acknowledge that any
policy which encouraged consumers to
respond to changing world prices would
benefit industrial output and investment.
In the long run, the balance between the
positive effects of the subsidy on pur-
chasing power and on the incomes of
some poor agricultural producers, and
its negative effects on industrial develop-
ment is unclear.

4.1.2. Policies to Stabilize One
Sertor Cause Adjustments in Other
Sectors

The Egyptian case demonstrates that
policies which cause rigidity in one sec-
tor of the economy require other sectors
of the economy to aujust instead. Eco-
nomic constraints cannot be eliminated.
Timmer (1989) has noted that stabiliza-
tion of consumer prices, implemented
for welfare purposes, is likely to destabi-
lize some other market which also
affects the welfare of the poor.

Prices in a frec market act as signals,
communicating to purchasers that a
good is abundant or in scarce supply.
Price subsidies prevent this communica-
tion. As a result, no adjustment in pur-
chases takes place when conditions of
supply change. But there must be some
adjustment when the quantity
demanded exceeds the amount available
for sale. In the markets where adjust-
ment does take place, the fluctuations in
price and availability may be made
more severe.

In Tanzania, a proportion of the
maize crop was obtained by the govern-
ment under forced procurement. This
portion of the supply was marketed at

11



12

fixed, subsidized prices. The remaining
supply was subject to very scvere price
fluctuations, because the proportion of
the- crop in which the adjustment of
demand to supply took place was so
small.

Similarly, policies to control interest
rates in order to keep the cost of credit
low cause farmers unable to obtain
access to the regulated credit market to
turn to private moneylenders, who
charge extremely high rates of interest,
well above any reasonable market rate.
In Panama, many small farmers were
excluded from the regulated market for
credit entirely, because fixed prices pre-
vented demand from adjusting to match
the available suppy.

4.1.3. Agriculture and Food Policies
Serve Conlflicting Objectives

Because of the interaction of policies
affecting different sectors of the econ-
omy, agricultural and food policies are
often called upon to serve conflicting,
mutuzlly exclusive objectives, such as
low feod prices, an abundant food sup-
ply, and national self-sufficiency (in
Panama; Franklin et al., 1984). The
“food price dilemma” of whether to
serve producer or consumer interests
through food price policy is just one
example of the tradeoff between equity
and growth objectives in many sectors of
the economy.

Such conflict, of course, compromises
the effects that policies may have in
improving the food consumption levels
of the poor. The Egyptian study and
other CliAP studies show the importance
of analyzing a food policy not only in
terms of its disaggregated effects on var-
ious population groups, but in terms of
its rultiple links with other ¢cconomic
policies which may enhance or reduce
its effectiveness.

4.1.4. The Long-Run Effects of
Policies May be Opposite to the
Short-Run Effect

The short run and long run effects of
agriculture and food policies often work
in opposite directions; in the long run,
food policies inay have effects opposite
to those originally intended (Roe, 1983).

‘Two examples were just mentioned:
atternpis to lower and stabilize the price
of maize in Tanzania resulted i~ much
higher and less stable prices in the par-
allel market; and attempts to provide
low-cost access to agricultural credit in
Panama resulted in the exclusion of
some farmers from any source of credit.
In both these examples, the cause was
that prices were held below market lev-
els, resulting in shortages. In Tanzania,
the original intent of the policy was to
provide incentive prices to farmers, but
these prices did not keep up with
increases in agricultural input costs and
general inflation, so that the policy
evolved into an implicit tax. The long
run effect of maintaining below-market
prices, naturally, was a decline in
domestic production of the food and a
loss of income to the farmers originally
intended to bencfit from the policy. Since
many of these policies were intended to
premote food production domestically in
order to reduer the need for imports,
annther paradoxical effect of the erosion
of incentive prices over the long run was
that in fact demand for imports grew.

Distorting any price from the level it
would reach in an unregulated market
inay reduce efficiency in the use of avail-
able resources (with efficiency indicated
by prices prevailing on the world mar-
ket). ‘The long run costs of these distor-
tions may be extremely high, often
resulting in effects contradictory to those
originally intended by the project. l'or
example, the Jamaican study (van Blar-
com, 1983) found that supporting the
price of sugar for export, with the intent



of earning forcign exchange, had a neg-
ative effect on the balance of trade,
because the diversion of national
resources away from food production
resulted in increased demand for food
imports.

In Peru, overvaluation of the currency,
combined with export restrictions
designed to keep domestically produced
focd cheap in order to foster growth in
the industrial sector, caused farmers to
shift their production away from
exportable commodities. The
rescarchers concluded that policies
more favorable to agriculture would
have increased production of agricul-
tural commodities for export, and that
even with the increased need to import
food, the balance of trade would have
been improved (Iranklin et al., 1985).

4.2. Understanding Policy
Effects Requires
Disaggregated Analysis

4.2.1. Different Population Groups
are Affected Differently by a Given
Policy

Agriculture and food policies affect
different groups in the population differ-
ently. A road which provides rural farm-
ers access to higher-priced urban mar-
kets, allowing them to increase their
incomes, also raises prices in the farm-
ers’ rural area, possibly with adverse
effects on consumers. Assisting farmers
to develop on-farm storage capacity,
allowing them to take advantage of sca-
sonal price increases, takes income
carning opportunitics away from
traders. The consumption effects of a
policy must be analyzed separately for
each population group, because the
effects are sure to differ.

A new technology, for example, will
affect different categories of farmer dif-
ferently. In Guatemala, the introduction
of terraced farming and some modern

agricultural inputs increased the
incomes of farmers growing vegetables
by 30%, while thosc growing corn
increased their production only moder-
ately (Smith, 1984).

It is also important, but often difficult,
to consider the sccond-order effects of a
policy on wages, employment, and the
demand for non-food goods. In some
cases, the second-order effects of a pol-
icy may outweigh the direct effects.

4.2.2. Distinctions Between “Farm”
and “Non-Farm” Households, and
Between “Consumer” and
“Producer” Households are
Unrealistic

The distinction between “producers”
and “consumers” is not a clear ong;
farmers both sell and purchase food,
and farm households may be net sellers
in one market and net buyers in
anothcr, or net sellers in one year and
net buyers in another. In many settings,
the poorest farmers are most likely to be
net purchasers, even of the foods they
produce for market (Garcia et al., 1988).
Similarly, the distinction between
“farmer” and “non-farmer” is equally
arbitrary. In most settings, farm house-
holds derive a significant proportion of
their incemes from off farm sources.

In the Dominican Republic, fewer
than 3% of houscholds derived more
than 90% of their income from own-
farm sources (including home-produced
and consumed food in the computation
of income {Rogers and Swindale, 1988)).
This same study found that among self-
defined farm houscholds, whose pri-
mary activity was farming, fully 40% of
income came from wages (including
agricultural wages), transfers, and other
off-farm sources.

In Honduras, more than half of all
farm honscholds derive over 25% of
their incomes off the farm, and this fig-
ure is over 50% for smaller (under 2
hectare) farms. Even in inuch less
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developed, rural areas, off-farm income
is significant. Josserand (1982) found
10% of the households in his rural Sene-
gal sample had significant off-farm earn-
ings, and the researchers in Sierra
Leone found that wages were more
important than prices in determining
food consumption (Smith et al., n.d.).

It is also important to note that one
cannot assume that thie rural population
consists primarily of farmers. In Ligypt,
fully 42% of the rural population culti-
vates no land at all (Alderman and von
Braun, 1984). Researchers in Panama
found that the majority of rural house-
holds derive most of their income from
non-farm sources: 79% of rural house-
holds earn more than half of their
income off the farm (Franklin et al.,
1984). In llonduras, 45% of the rural
population are agricultural wage labor-
ers, while 55% are farmers (Garcia et
al., 1988). Policies focused on landown-
ers or tied in some way to land ownder-
ship may therefore be quite regressive
in their effects and fail to reach the
neediest members of the rural
population.

4.2.3. Policies Designed Without
Consideration of the Need for
Disaggregaled Analysis May have
Regressive Eflects

The effects of produ-tion-oriented
agricultural policies can have highly
regressive effects on income distribu-
tion, if they do not take into account the
differential effect on different income
and employment classes.

For example, the llonduras study
(Garcia et al., 1984) found that price
supports for maize benefitted wealthier
farmers, while farms of under 2
hectares were hurt by the high maize
price, since these households purchased
more than they sold. In Jamaica (van
Blarcom, 1983), the same pattern was
observed with sugar price supports:
sugar contributes 19% of calories in low-

income diets, so that the poor find their
real incomes reduced by high sugar
prices, while production is concentrated
in large commercialized farms who ben-
efit from the support price. Van Blarcom
also found that the employment increase
attributable to the sugar price support
was not enough to compensate for this
real income loss.

IFranklin and co-workers concluded
that the system of price supports in
Panama did not benefit the rural, low-
income population, because even those
who farm have little land, work at farm-
ing only part time, and market little of
what they produce (Franklin et al.,
1984).

By contrast, the Egypt study found
that price supports on meat had a pro-
gressive effect on income distribution,
because beef is produced primarily on
small farms. Even landless agricultural
workers engage in livestock production,
and these are the poorest employment
class. The meat and milk price supports
represented a transfer accounting for
14% of these workers’ incomes (Alder-
man and von Braun, 1984). Other ele-
ments of the pricing system implicitly
tax farmers by forced procurement and
the import of wheat at concessional
prices, but these elements dispropor-
tionately affected larger farmers, con-
tributing to the net progressive effect of
the suosidy system (Aldermau and von
Braun, 1984).

These observations are extremely
important for the design of agricultural
policies io affect food consumption. Food
prices pose the dilemma that they affect
people in opposite ways as producers
and consurmers. An attempt to improve
household incomes through price sup-
ports can backfire because households
may find the reduction in their purchas-
ing power as buyers more than compen-
sates for any income benefit they receive
as sellers. Off-farm opportunities pro-
vide a possible alternative means to



improve rural household incomes, given
that both farm and non-farm houscholds
are likely to participate in the wage
labor market as well.

4.2 4. Food Consumption Pati{erns
are Different in Different Income
Classes

Consumner response to price changes
varies by incomne class (Timmer, 1981;
Alderman, 1986). Low income con-
sumers are ordinarily more price
responsive, because food represents a
larger share of their total expenditure,
and they have less flexibility to reallo-
cate non-food expenditures to food in
order to preserve their consumnption lev-
els. However, these effects depend on
what foods are being considered, and
what other foods are available on the
market as substitutes. Price changes for
foods which are relative luxuries may
not cause much change in low-income
consumption patterns, because these
foods were hardly consumed at all due
to their high price relative to other
foods.

Price subsidies on foods disproporion-
ately consumed by the poor may be cost
effective in improving the consumption
adequacy of the vulnerable group, since
better-off consumers choose not to pur-
chase the food in spite of its low price,
because of its lower quality. (This mech-
anism for targeting the benefits of a
price subsidy has been found to be effec-
tive in Pakistan [Rogers, 1978],
Bangladesh [Karim et al., 1980], Peru
[Franklin et al., 1985], and clsewhere.

It can work, however, only where an
inferior food. one consutned by the poor
but not by the wealthy, can be identified.
In Mali, for examnple, there were no
foods which displayed the consumption
pattern of an inferior good.

Subsidics on different foods will reach
different population groups, depending
on the group’s likelihood of consuming
each food. The Egyptian study found

that each individual foed price subsidy
had different effects on the consumption
levels of different groups. Subsidies on
bread reached largely the urban popula-
tion, while whole wheat flour subsidies
affected the rural population more; sub-
sidies on frozen meat and poultry dis-
proportionately benefitted the wealthier
population, as did a subsidy on white
flour (Alderman and von Braun, 1984),
The bread price subsidy in Sudan was
found to have a highly regressive impact
on consurnption, since the wealthy con-
sumed much more of this commodity
than the poor (Youngblood et al., 1983).

4.2.5. The Effect of Price Changes
on Food Consumption Are Affecied
by Substitution Patterns

Some subsidies may have no direct
effect on food consumption in vulnerable
groups. Depending on consumption pat-
terns, a food price subsidy may even
have the paradoxical effect of reducing
overall food consumption. The Domini-
can Republic study found that a price
subsidy on low-quality rice reached the
low-income population disproportion-
ately, but that a price subsidy on chicken
would have the effect of reducing calorie
and protein consumption among the
poor, because they would substitute the
lower-priced chicken for significant
quantities of the basic dictary staples:
rice, beans, oil, and plantain (Rogers
and Swindale, 1988). Conversely, the
climination of chicken subsidics, with a
consequent rise in the price of chicken,
would have beneficial effects on the
dietary adequacy of poor consumers,
because of these substitutior. effects.

Substitution patterns can cause fairly
complex responses to the change in any
single price. In some cases, the major
effects of a price change in one food will
be observed in consumption of a differ-
ent food. In Senegal, one of the conse-
quences of a rising rice price was reduc-
tion in peanut production and
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The net effect of

consumption. The reason for this effect
was that rice is largely purchased from
the market, while millet and groundnuts
are produced for home consumption
(groundnuts also for sale). llouseholds
facing a rising rice price try to ensure
their household food supply by shifting
their own production from groundnuts
to millet, given their uncertainty about
the price they will receive for ground-
nuts in any given year (Josserand,
1982).

Price changes have effects which are
more complex and difficult to predict
among farmers who produce for subsis-
tence and for the market. The Sierra
Leone study found that a ien-percent
increase in the price of rice would
reduce the rice consumption of the poor,
but increase their total caloric intake
because of increased income from the
sale of rice (Smith et al., n.d). These
researchers observed that for some
foods, consumption increased when the
price went up, because the income
increase from sales of the food had an
effect larger in magnitude than the neg-
ative effect on consumption of the higher
price.

Of course, the net effect of a price
change depends on whether the substi-
tutien effect or the income effect is
larger; this is an empirical question, and
there is no way to predict it a priori.

The scope for consumers to substitute
cheaper foods for foods whose price is
rising clearly depends on the specifics of
the situation: what foods are available,
and which foods are experiencing price
rises. In the case of Sri Lanka, con-
sumers were able to reduce the average
cost of calories consumed in the face of
rising prices, but not by enough to pre-
serve their caloric intake level. As prices
rosc on average 93%, the cost of calories
fell only 7%, and caloric intake in the
lowest income quintile fell by 8% (kdiris-
inghe, 1987). Consumers already buying
the least expensive acceptable diet have

limited opportunities for substitution if
the cheapest foods experience a rise in
prices.

4.2.6. Analysis Must Be
Disaggregated By Individual Food
as Well as by Pepulation Group

Substitutions are often made between
one quality of a food and another, or
between two different foods in the same
category, such as grains, or roots and
tubers. To assess the consumption
effects of a price change, analysis must
be disaggregated not cnly by population
group, but also, as much as possible, by
individual foods. Studying the substitu-
tion effects among whole classes of
foods (between meat and grains, for
example) will mask many of the nutri-
tionally significant substitutions. Iz the
Dominican Republic, for example, “com-
mon” rice is substituted for “superior”
rice as income falis. Rice is not an infe-
rior food, but “cornmon” rice is. This
has policy relevance, because common
rice may be a self-targeting food. If all
rice had been treated as a single com-
modity, this information would have
been lost.

4.3. Implementation of a
Policy is as Important as
Design in Determining Effects
on Consumption

4.3.1. The Specifics of
Implementation Determine Who
Has Access to Program Benefits

Both producer-oriented and con-
sumer-oriented food and agriculture
policies often involve direct provision of
services. How these services are pro-
vided determines who is able to take
advantage of them. For example, price
supports to producers are usually
administered through government pur-
chase. However, there may be institu-
tional constraints to farmers receiving



the supposedly guaranteed price. Small
farmers may be unable to reach central-
ized procurement posts where govern-
ment purchases are made, or they may
not be able to sell the minimum quantity

required in some price support schemes.

There may be other restrictions on
access as well. In Honduras, the major-
ity of farmers were not registered to sell
to the parastatal BANASUPRO (Garcia et
al., 1988). In Panama, it was found that
many of the sinaller farmers were not
eligible to participate in the govern-
ment’s price support program because
they were considered “part time” farm-
ers, since they derived much: of their
income from off-farm wage employment
(Franklin et al., 1984), and in Peru, reg-
istration requircments excluded the
majority of farmers (Franklin et al.,
1985).

Consumer price policies are subject to
the same considerations. Details of
implementation can restrict access to
the benefits of a program cven to those
who are in principle eligible. In the case
of the Dominican Republic, government-
run distribution centers for subsidized
food were hardly used by consumers,
because travel time, lack of credit, and
the minimum purchase necessary to
make the trip worthwhile all limited
access them (Rogers and Swindaie,
1988).

Similarly, the subsidized public distri-
bution program in Honduras was lim-
ited in its effect by the inconvenience of
making purchases there due to short
hours, limited inventory, frequent short-
ages, lack of credit, and the fact that the
stores were not located in the low-
income areas (Garcia et al., 1988).

4.3.2. Mecthods of Targeting can
Restrict Access Even Within the
Target Group

A policy which involves the provision
of price subsidies or services to produc-
ers or consumers can be a costly drain

on the budget of the government. If the
benefits of the policy can be restricted to
those in need, that is, the target group,
and if leakage outside the target group
can be limited, cost-effectiveness will be
improved.

The objective of targeting is cost con-
trol. However, there are several tradeoffs
involved in targeting. Even when pro-
grams are designed to improve the
incomes and food consumption levels of
the poor, there are political costs to nar-
rowing the benefits too much. A pro-
gram whose beriefits are enjoyed by a
wide range of population groups will
have stronger and more effective politi-
cal support than one which reaches only
the very needy.

Narrow targeting of a bencfit to a par-
ticular group, while excluding the ineli-
gible, risks excluding some members of
the eligible population as well. The more
rigorously the targeting is implemented,
the more likely that it will reduce cover-
age of the target group along with leak-
age outside the group. The method of
targeting will determine who within the
target group is excluded.

This was demonstrated in the study of
Sri Lanka’s shift from an untargeted,
rationed food subsidy system to a food
stamp prograrn targeted on the basis of
reportcd income (Edirisinghe, 1987).
The carlier program was extremely
costly, and a high proportion of the ben-
cfits of the subsidy reached the relatively
well-off population. It was estimated
that in 1978-79, just prior to the shitt to
food stamps, anly about 50% of the ben-
cfits of the subsidy reached the lowest
two income quiniiles. The shift to food
stamps was intended to concentrate
benefits of the program on the needy
population, but the evidence is that the
degree of targeting improved only
slightly, while coverage was substan-
tially reduced. Under the food stamp
program in 1981-82, about two thirds of
the benefits went to this group. 17
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However, segments of the population
whose income was well documented,
including tea-estete workers (who are
disproportionate!v members of an cthnic
minority subject to discrimination) and
employees in the formal sector, were
excluded from the program, while those
whose exact income was easier to hide
were more likely to receive food stamps.
As a result, calorie consumption in the
tea estate sector declined more than that
in other regions after the shift. Adminis-
trative targeting thus created problems
of coverage and of equity, with only a
moderate reduction in lcakage.

Targeting by geographic location can
be effective, but excludes target group
members living outside the area.

‘Targeting by self-selection is theoreti-
cally an appealing alternative because
the benefits of the subsidy can be made
available to the entire population, with
consequent political benefits, but only
the needy will choose to take advantage
of it. This mechanism for targeting has
been effective in a number of settings.
Quality-based targeting was tried in
Egypt when the government switched to
a higher-extraction-rate flour for the
universally available subsidized balady
bread (Alderman and von Braun, 1984).
lHowever, the feasibility of quality-based
targeting depends on bewng able to iden-
tify a food which has the consumption
pattern of an inferior good in the diet of
the region. No such food was identified
in urban Mali, for example, so there was
no scope for such targeting (Rogers and
Lowdermilk, 1988). In Sri Lanka, the
only food which could be identified as
self-targeting was wheat, all of which
would have to be imported. Increasing
imports was considered an unacceptable
price to pay for achieving this targeting
effect (Edirisinghe,1987).

It is not a coincidence that the con-
sumer price subsidies most often cited
for their cffectiveness in raising food
consumption levels are the untargeted

programs in Egypt and and Sri Lanka
before the shift to food stamps. Unfortu-
nately, neither is it a coincidence that
these very programs are noied for their
high cost, reaching one third of govern-
ment current expenditure in Sri Lanka
in the early 1970s.

Most food policy analysts have con-
cluded that targeting is essential to the
design of a sustainable subsidy pro-
gram, whether the subsidy is on con-
sumer prices, producer prices, or inputs.
(See, for example, Timmer et al., 1983.)
The lesson to be learned from these
studies is that targeting is usually desir-
able, and often feasible, but that the
methods of targeting must be adapted to
the local situation, and that the costs of
leakage of program benefits nced to be
weighed against the costs, financial and
other, of attempting to limit program
participation. Perfect targeting is not a
reasonable goal, but somne degree of tar-
geting can usually be achieved.

4.3.3. Policies Simple in Concepl
May Face Insurmountable
Problems of Implementation

4.3.3.1. Price Stabilization Pro-
grams. The idea behind price stabiliza-
tion programs is simple and appealing.
The government purchases stocks when
prices fall too far below the trend level,
and releases them when the price rises
too far above it. Extreme fluctuations in
price are dampened, but long-run price
signals are not distorted.

In practice, stabilization is extremely
difficult to administer without distorting
the price away from long term trends. In
the face of long-term downward trends
in most agricultural commodity prices
(due to generally improving levels of
productivity world-wide), and a long-
terin trend of inflation which raises
nominal prices even as real prices fall, it
is hard to identify the appropriate floor
and ceiling prices to use in any given
year. Border price parity (the inter-



national market price adjusted for the
costs of transportation and narketing) is
often used as a benchmark for deter-
mining free-market prices, but there is a
great deal of distortion in these prices
due to subsidy policies on the part of the
major exporting countries (Rao, 1989).
There wil' always be political pressure
from the organized agriculture sector to
allow prices to rise and protect them
from falling, while consumers will, to the
extent that they can, exercise political
pressure to keep prices low. Pricing
guidelines are subject to policitical pres-
sure precisely because it is so difficult to
know what the true price in terms of
domestic resource costs ought to be.
Government price policy, being a
political variable, is in fact less pre-
dictable than price variation due to
weather and other natural fluctuations
in supply. This is especially true because
of the high cost of price stabilization.
Unless the government can be sure of
having the budgetary resources to be a
reliable purcliaser of last resort, efforts
at price stabilization are sure to fail.
Eixperience with government attempts
at price stabilization has demonstrated
that these problems are often insur-
mountable. Such programs have cither
collapsed from lack of funds (for exam-
ple, Mali in 1987, or evolved into a tax
on agriculture (as in the Dominican
Republic before the dismantling of
INESPRE, the price stabilization institute
[Allen, 1985]). By focusing on a particu-
lar subset ¢: crops, such prog:ams can
also distort the incentives within the
agricultural sector, resulting in overin-
vestment in some crops at the expense
of others (as happened in Jamaica with
sugar [van Blarcom, 1983]). The conflict
between the legitimate need for a degree
of price stability and the high cost and
difficulty of implementing stabilization
has yet to be resolved (Timmer, 1989).

4.4. Problems With the
Operation of Government and
Parastatal Marketing
Institutions

A number of the producer and con-
sumer oriented policies discussed above
were implemented by means of govern-
ment-run marketing institutions. Gov-
ernment marketing agencies have had a
poor record of success in implementing
price support and price control pro-
grams, nor have they been effective in
providing more efficient competition to
private sector marketing.

4.4.1. Government and Parastatal
Agencies Are Not More Efficient
Than the Private Sector

The idea that marketing costs can be
reduced if market functions are taken
over by government (which, it is sup-
posed, does not need to make a profit)
has been discredited by experience.
When sucl institutions have survived, it
has been because funds were available
from external sources, not because they
were able to distribute the foods more
efficiently.

[or example, the price stabilization
institute in the Dominican Republic,
INESPRE, was able to sell low-cost rice
by charging a high price for vegetable oil
received as 100d aid from the U.S,, or
imported under a greatly overvalued
exchange rate preferentially available to
the governinent (Allen, 1985). The Hon-
duran direct sales institution, BANA
SUPRO, operated at a deficit which wi 3
financed by the sale of butter oil from
European Community (Garcia et al.,
1988).

Other such agencies have operated at
a deficit financed by transfers from the
government budget. This was the case of
the Pakistan ration shop system before it
was dismantled (Rogers, 1978; Rogers
and Levinson, 1976). In all these cases,
a subsidy has been required to maintain
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costs below those of the competing pri-
vate sector. These results suggest that
marketing margins in the private sector,
even when high, reflect true costs rather
than exploitive pricing practices.

4.4.2. Qperational Problems of
Parastatal Marketling Boards

Price supports are commonly imple-
mented by means of the establishment
of a state-run or parastatal agency
which purchases the product at the sup-
port price and then takes responsibility
for distributing it. Like retail marketing
agencies run by the government, these
boards usually operate at a loss, requir-
ing a government subsidy to continue in
business.

Parastatal marketing hoards have
been plagued with other problems as
well. In Honduras, the Dominican
Republic, and Tanzania, CEAP studies
identified late payment to farmers as a
barrier to the hoards’ effectiveness in
administering price supports. In some
cases, price supports administered by
parastatals were lower than prices in
the parallel market (Iegal in some cascs,
illegal in others), so that these agencies
could not procure enough to meet their
export or domestic distribution objec-
tives. This was the case in Peru
(Franklin et al., 1985), for example.

There is an inherent tendeney for the
prices paid by parastatal marketing
agencies to be maintained below free-
market prices, because of their burecau-
cratic nature. Administrators are not
rewarded for running thei- agencies into
a deficit position, and they often have
the legal power to enforce the sale of at
least some portion of the commodity
produced, so that competition with other
buyers does not nccessarily raise the
price. Of course, the long-run conse-
quences of enforcing producer prices
below the market are reduced incomes
to farmers and reduced production of
the price-controlled product, ofiecn con-

trary to the original intent of the policy.

4.5. Time of Household
Members is as Important as
Income and Prices in
Determining Food
Consumption Patterns

Among the most significant research
results to come out of the CEAP studies
is the eritical importance of non-price
factors in determining consumption pat-
terns. The purchase price of a food on
the market can be a very misleading
indicator of its true cost, if the time costs
of purchasing and preparing the food
arc not taken into account.

The Mali study mentioned above cal-
culated that the price difference between
rice and the coarse grains substantially
overstated the true cost difference
between the two grams, because millet
and sorghum (as they are prepared in
Mali) require much more time and labor
in preparation than does rice. They also
take more time, and thus more fuel, in
cooking, and they require milling, which
involves cither time or money, which
rice does not. Rice is also considered to
be more filling than millet and sorghum,
so housewives purchase less rice to feed
the same number of people than they
would of sorghum. With these differ-
ences taken into account, the ratio of
rice to coarse grain prices falls from a
range of 1.16-2.07 to a range of .73 to
1.28, providing a clear explanation of
the lack of substitution observed (Rogers
and Lowdermilk, 1988).

Similar reasoning underlies the con-
sumption preference for rice observed in
rural Senegal (Josserand, 1982), even
though the purchase pric> of millet was
considerably lower. Because of local
marketing patterns, millet was available
only at large weekly markets, whereas
rice could be bought close to the village
every day, reducing both time and trans-
port costs and the amount of the



ninimum purchase nceded at one time.
As in Mali, the time costs of preparation
were also significantly tower for rice.

The changing value of time, particu-
larly wornen's time, has been shown to
be an important factor in altering how
prices affect consumption. The
increased participation of women in the
urban paid tabor force has been sug-
gested as the explanation for increased
rice consumption in Burkina I'aso (Rear-
don et al.,, 1988), and ma+ be at work
in Mali as well. The CEAP study of
Sudan suggested that womern’s market
work, which reduced their time avail-
able for food preparatiorn, was part of
the explanation for the increasing
importatice of bread in the diet (Young-
blood et al., 1983), although falling real
prices also contributed to the trend.

In Sierra Leone, houscholds were
more likely to consume cassava if they
were producers of palm oil, because the
processing of palm oil is a labor inten-
sive task performed by women, and cas-
sava required less time in preparation
than millet (Smith et al., n.d.).

An important determinant of the dis-
tribution of benefits in the Egyptian sub-
sidy system was found to be the time
cost of queueing at the ration shop
(Alderman and von Braun, 1984). The
rescarchers concluded that using time
rather than administrative or other
means for allocating access to the con-
sumer subsidy resulted in an inequitable
distribution of the benefits.

4.6. Conditions for the
Effectiveness of Producer-
Oriented Policies

4.6.1. Effects on Production
Depend on Complementary \nputs

I‘arm households respond to market
prices. The CEAP-funded study of farin
household behavior in Sierra Leone
(Smith et al., n.d.) demonstrated respon-

siveness of even primarily subsistence
farmers to changing price incentives.
Support prices can thus be a means to
increase preduction of a food or other
crop Prices are only part of the picture
of determinants of farm production,
however.

One reason is that farmers may not
have access to the support price as it is
administered. Many farmers, especially
smallholders, obtain the credit they need
by committing themselves to private sale
at a price agreed upon before harvest.
They are not free to look for the best
price for their product at harvest time
(Smith et al., 1981a). Liven aside from
the issue of loans, farmers often have
tong-standing agreements with buyers
which they cannot or will not violate in
order to take advantage of a govr -
ment-guaranteed price.

IFor example, in one region of Mali,
farmers chose to sell to their traditional
trading partners, while government pro-
curement posts paying a higher price
were located right next to them; the
traders were able to sell the product
immediately to the government’s buyers
at the higher price (Staatz and Dione,
1987). The explanation for this appar-
ently irrational behavior is that fariners
often correctly lack faith in the contin-
ued availability of the government’s
price support program; they do not dare
risk the loss of their guaranteed buyer
for the sake of short-term gain. In the
case of the Mali price-support program,
lack of funds forced the government to
abandon the program after only a few
months, demonsirating the validity of
farmers’ concerns.

There may be binding constraints on
the ahility of farmers to respond to high
prices by increasing production. Supply
response may be limited by farmers’
access to land, water, or other inputs. In
Panama, price supports had a positive
effect on rice yields and arca planted,
resulting in increased production,
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because subsidized inputs were avail-
able. Corn production was not respon-
sive to higher prices, in part because
corn is produced primarily by part-time
small farmers who were not cligible to
receive these inputs (Iranklin et al.,
1984).

Similarly, new technologics are often
highly dependent on the availability of a
whole set of complementary inputs, the
lack of any one of which can jeopardize
the expected improvements in yields.
Usually, these complementary inputs
need to be purchased with cash, making
the use of improved technology depen-
dent on the availability of credit. If
access to credit and tv inputs cannot be
assured, the introduction of a new tech-
nology may fail, or may even have nega-
tive consequences for farm incomes and
production.

In Mali, and in other countries of the
Sahel, marketing infrastructure rather
than price is the binding constraint on
incentives to increase production. ‘Irans-
portation and siorsge are so inadequate
that producing a surplus for sale beyond
the local market is pointless; the surplus
will sitply rot before it can be marketed
(Bremer, 1986). In a similar vein, the
study of ligypt's food price and subsidy
system concluded that the price of
wheat, kept well below world market
prices by a variety of government poli-
cies, was not the reason for lagging
growth in output; rather, tack of irriga-
tion, poor management practices, and
resource constraints were identified as
the causes (Alderman and von Braun,
1984).

4.6.2. Effects on Incomes and
Prices Depend on Improved
Productivity, Not Simply Increased
Production

Production-oriented agricultural poli-
cies can affect income in several ways.
Increased returns to the production of
agricultural commodities can raise farin-

ers’ incomes; improvements in the pro-
ductivity of agricultural labor (through
improved technology or increased prices
for their products) can raise agricultural
wages; if increased production lowers
food prices, wage rates may fall,
increasing employment. Lower food
prices themselves have the effect of rais-
ing real incomes, that is, the purchasing
power of consumers.

All of these positive effects have
potentially negative ramifications, how-
ever. The specific effcets depend on the
nature of the agricultural pelicy and how
it is implemented.

Increased production of a crop does
not necessarily result in lower prices. If
local production is marketed outside the
area in which it is produced, or if it is
exported, there may be no cffest at all
on prices within the region. If increased
production is the result of an effective
government price-support program,
then obviously the price of the crop will
be higher than it was prior to the gov-
ernment’s intervention, unless the high
support price is balanced by a lower
consumer price paid for by an explicit
government subsidy. While this high
price may increase returns to some
farmers (those able to produce the crop
and able to take advantage of the sup-
port price), it will result in higher prices
to consumers.

Agricultural production can affect
food consumption through its effect on
employment and wage rates among the
agricultural labor force. Technologies
which displace labor or shift the relative
returns in favor of capital equipment are
likely to have a negative effect on rural
incomes and employment.

In developing countries, food is such a
major share of tatal expenditure of the
low income population that its price
(that is, the prices of the major low-
income staples) is the key determinant
of wages. Thus any technology which
lowers food prices by increasing



productivity should have the second-
order effect of increasing the demand
for labor, because wage rates can fall if
the price of the key wage good falls. This
effect, at least in the short and medium
term, depends in part on the capacity of
the economy to absorb increasing
amounts of labor, even at lowered
prices.

New technology which enhances the
productivity of agricultural resources is
the most satisfactory approach to resolv-
ing the conflicting objectives of policics
affecting the agricultural sector. Cost
reducing technology makes it possible
for production to increase and prices to
fall at the same time, without distorting
cconomic incentives or creating a long
terin drain on government resources to
finance subsidies. This apparently
occurred for both rice and poultry in
Panama (FFranklin et al., 1984). Price
incentives coupled with technological
change increased local supplies and low-
ered the prices of these foods. Techno-
logical change was also a factor in
increased milk production lowering milk
prices in Panama (Franklin et al., 1984).

A technology which enhances the pro-
ductivity of labor should also raise wage
rates of hired workers, as well as real
returns to farmers' own time.

4.6.3. Risk Management is as
Important as Prices in Determining
Farmers’ Production Decisions

Risk management is an important fac-
tor in determining farmers’ responsive-
ness to price changes. Farmers and con-
sumers alike are rightly skeptical of any
new, untried government intervention in
the market. Especially in countries
where policies have been frequently
changed in the past, there will be
reluctance on the part of farmers (or
others) to change their behavior in ways
which risk the loss of their subsistence if
goverament cornmitments are not hon-
ored. This is an argument for govern-

ments to be extremely cautious in mak-
ing commitments, and even more cau-
tious in changing them once they have
been made. Confidence in the reliability
of government policies is hard won and
casily lost.

The CEAP study in Senegal
(Josserand, 1982) found that farmers
changed their production mix in
response to changes in relative prices,
but one of the factors determining their
production choice was the need to pro-
duce food for their own consumption. As
market prices for rice increased, farm
households increased their production
of millet for home consumption, perceiv-
ing higher rice prices as a threat to their
food security. In addition to confirming
the importance of risk-reduction as a
motivating factor for farm houscholds,
this case also demonstrates that price
policies can have significant cross-
effects, with sometimes paradoxical con-
sequences.

Another case of risk reduction
occurred among farm houscholds in
Kenya (von Braun et al., 1988), who
responded to the high returns on sugar
by increasing production, bus they still
reserved some of the household’s land
and labor resources for production of
food for home consumption. This deci-
sion represents less than absolute maxi-
mization of profit, and it demonstrates
that both profit maximization and the
minimization of risk enter into farm
household decision-making,

4.7. Conditions for the
Effectiveness of Consumer-
Oriented Policies

4.7.1. Consumer Food Price
Subsidies Can Be Effective in
Increasing Houschold Food
Consumption

The category of price-lowering strate-
gies which has received the largest
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share of attention in the CEAP policy
studies is that of direct consumer food
price subsidies. CEAP studies of con-
sumer price subsidies were conducted in
Egypt (Alderman and von Braun, 1986)
and Sri Lanka (Edirisinghe, 1987). The
study in the Dominican Republic (Rogers
and Swindale, 1988) also addressed
subsidized consumption issues, although
subsidized food distribution was not a
significant factor in most houscholds’
food consumption.

The Egyptian food price subsidy sys-
tem, despite its web of comnplex and
sometimes contradictory effects, docs
raise food consumption levels, according
to the CEAP study (Alderman and von
Braun, 1984). Calorie consumption in
the lowest income quartile was 2,300
calories per capita per day, a very high
level compared to other countries at a
comparable income level. These
rescarchers point out, however, that
caloric and protein censumption levels
well above those of comparable coun-
tries without widespread subsidies are
not enough to reduce Iigypt's infant and
chila mortality rate below that of com-
parable countries. They conclude that
food consumption is only one determi-
nant of child growth, and that the sani-
tation and health care situation in Lgypt
must also be addressed, if child health
goals are to be reached (Alderman and
von Braun, 1984).

The effectiveness of the Sri Lankan
food price subsidy system in improving
food consumption levels was demon-
strated by the significant drop in caloric
consumption resulting from cutback in
subsidy levels after the government
switched to a food stamnp program in
1979 (Lidirisinghe, 1987). In this case,
negative effects of the subsidy cutback
included a rise in infant mortality rates
within a year after the switch to food
stamps (McGuire, 1988), suggesting that
the program had had a health effect.

The cffectiveness of food price subsidy

programs, however, depends on the
specifics of implementation discussed
above: what foods are subsidized; how
arc they distributed; who is likely to con-
sume them; and who has genuine access
to the subsidized supplies.

4.8. Conditions for the
Effectiveness of Marketing
Interventions

Services inctuded under the rubric of
marketing include all the processes
whereby a food gets from the producer
to the consumer. 1ransportation, pro-
cessing, storage, distribution, and sale
are all areas of marketing. Interventions
to promote the free functioning of the
market include provision of market
information (prices and availability in
different markets), and encouraging
competition.

Among the marketing interventions
which have been implemented to foster
growth in the agriculture sector are the
following: opening the border to interna-
tional trade; reducing restrictions on
trade; providing improved storage and
transportation services; improving
farmer and trader access to market
information; promoting competition by
establishing parastatal marketing agen-
cies which operate alongside a legal par-
allel market; and liberalizing the market
by eliminating government or parastatal
monopolics and monopsonics.

Marketing improvements can have
enormous impact on local food prices
and availability. in the CEAP study of
Cameroon, one of the few explicitly
focusing on marketing changes, the
researchers concluded that extremely
poor roads between northwest
Cameroon and Nigeria caused such
costly damage to vehicles that opening
the border to legal trade in rice would
not substantially increase the flow of
rice to Nigeria, in spite of much higher
prices in the latter country (Ariza-Nino



et al., 1982). They concluded that
improvernents in the roads would both
uampen price differences among towns
and make cross-border trade profitable,
by opening the Nigerian market to
Cameroonian producers. The impact of
these changes on different groups of
consumers in the region was not mea-
sured in this rescarch. The effects would
be hard to vredict, since high prices in
Nigeria would raise the incomes of pro-
ducers and traders, but also probably
raise prices in Cameroon. The effects
would vary for different groups, and
would depend on the relative magnitude
of the two factors.

In Mali, numerous studies have iden-
tified poor marketing infrastructure as
an important cause of the very wide
year-to-year fluctuations in food prices
and availzbility on the market (Bremer,
1986; Dembele et al., 1986). Since much
of Malian agriculture is rainfed, and
rains are quite variable in this part of
the world, production fluctuates greatly
from one year to another. Transporta-
tion and storage are so limited that
farmers have little incentive to produce
more than they need for their own con-
sumption and sale locally. In good pro-
duction years, local gluts drive prices
down drastically, but limitations on stor-
age and transport prevent farmers from
seeking higher-priced markets outside
the region, which could presumably
raise their incomes.

In poor production years, many small
farmers switch from being net sellers to
net buyers, putting pressure on market
prices. This situation exacerbates nor-
mal price variations due to climate and
season, and reduces houschold-level
food security. Improvements in market-
ing could have a significant positive
impact on food consumption.

The effects of any marketing interven-
tion, like those of other interventions,
depend on the local situation. In
Guatemala, researchers found that the

construction of rural access roads,
intended to facilitate marketing, had
quite variable cffects depending on the
region. In one area, where soil is poor,
farmers were unable to increase their
production, and their incomes were
unaffected. Non-farmers, however,
received significant income benefits
from their improved access to labor
markets outside the area. In another
region, marketing of agricultural prod-
ucts expanded significamly.

lfowever, the cffect of improved mar-
ket access on farm incorne was
extremely limited except when other
activitics were implemented at the same
time to permit increased production for
the newly available markets. Where irri-
gation and terracing were combined
with access to roads, farm incomes
increased by a factor of ten (Smith,
1984).

Conditions in the local and world
markets at the time of implementation
can also alter the consequences of a par-
ticutar marketing intervention. Franklin
et al., (1985) concluded that the liberal-
ization of trade in Peru in the late 1970
and the ‘80’s did not raise consumer
prices because during that period food
prices were falling on the world market.

4.9. Limits on Houschold Income as
a Determinant of Food
Consumption

lHousehold income is a primary deter-
minant of houschold food consurnption.
In every one of the CEAP studies in
which variation in income was
observed, caloric and protein adequacy
were found to be strongly associated
with income level. The association
hetween income and food consumption,
a major if not the major consumption
item in most household budgets in poor
countries, should not be surprising.

Nonctheless, there are limits to the
effeciiveness of income change as a
mechanism for assuring adequate food

ML Y
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consumption. One reason is that
marginal income changes may not be
large enough to result in significant food
consumnption increases. Houscholds
have many priorities for expenditure, of
which food is only one; even with regard
to food, houscholds may prefer to nse
increases in income to improve the vari-
ety and (perceived, not nutritional) qual-
ity of their diets rather than simply the
quantity of food consumed.

This was the case in the Sierra Leone
study (Smith et al.. n.d ), where
rescarchers observed that at low income
levels, marginal increases in income
resulted in slightly lower total calorie
intake, but increased diversity in the
diet. With the information provided in
that study, it is impossible to say
whether this decision was nutritionally
wise or not; it would depend on the
composition of the diet before and after
the change. Many nutritionists argue
that the calorie levels recommended by
WIIO/FAO (1985} are hisher than neces-
sary, so that diversifying the diet at only
80% or 90% of these ievels could be ben-
cficial, by providing more varied
micronutrients, with no negative conse-
quences for energy and protein levels.

These researchers did not address
this issue. However, they concluded,
based on their computed income elastic-
ity of calorie demand, that it would take
22 years for income growth alene to
bring low-income households to a con-
sumption level of 1900 calories per
capita per day.

The source of the income change is
another factor determining the degree to
which incone increases are translated
into increments in food consumption. It
is increasingly recognized in the eco-
nomic literature that household income
is treated differently depending on its
form, its period and reliability, and who
earns it. (Sce Rogers, 1983; Rogers and
Schlossman, forthcoming, for a review
of the literature on this subject.)

For example, the Sierra Leone study
found that increases in production of a
particular food resulted in increased
consumption of that food well above the
increase that would be expected from
the same amount of income received as
cash (Smith et al., 1981a). (This analysis
computed the income value of the crop
at the farmgate, not the retail price.) In
the Dominican Republic, income in the
form of home-produced and consumed
food had a significantly greater impact
on household caloric and protein ade-
quacy than did income from other
sources (Rogers and Swindale, 1988),
but the valuation of home production at
retail prices weakens this conclusion.

While income is typically ieasured at
the household level, control over the
incomc may be assigned to different
individual household members, depend-
ing on a number of factors, including
who carned it. Real income changes due
to a general rise or fall in the price level
do not change the balance of influence
and power within the household, but
most income changes arise from a
change in the employment conditions or
employment status of one or more mem-
bers. With these changes come changes
in the relative value of the time of some
inembers (Rosenzweig, forthcoming),
and changes in their degree of influence
over houschold decision-making. These
changes may provide some explanation
of the “loosely meshed” relationship
between nutritional status and income
observed by some researchers
(Behrinan, 1987).

There is limited scope for government
policy to affect directly the patterns of
decision-making within the houschold.
There are, though, policies which can
alter the forces which shape these pat-
terns. For example, policies which
increase the returns to ferale labor, or
the likelihood of child survival, may
increase the amount of household food
allocated to these members (Rogers,



1983).

If it is true, as frequently asserted in
the literature, that women have a higher
preference for food consumption than
men, then income incrementis under the
control of men will be less likely to result
in increased spending on food. Indirect
support for this hypothesis comes from
the CEAP study in Egypt, which found
that female-headed households con-
sumed more calories than male headed
households at the same income level
(Alderman and von Braun, 1984). A fol-
low-up to the Dominican study found the
nutritional status of preschool children
higlier in female than in male-headed
households in the lowest income quar-
tile, at equal level of calorie availability
per adult-cquivalent (Johnson and
Rogers, forthcoming).

4.10. Limits of Household
Food Consumption in
Determining Individual Intake
and Nufritional Status

Even if income increments translate
dircctly into increases in food purchases,
changes in the level of expenditure for
food are a poor proxy for changes in
individual dictary adequacy. First,
expenditure may be devoted to improv-
ing the variety and quality of the dict
rather than its quantity, as was the case
among low-income consumers in Sierra
Leone. It has been observed that even at
quite low levels of food intake, marginal
income increases are divided between
quality and quantity of the food con-
sumed. I'ranklin and co-workers found
that households in the Dominican
Republic diversified away from the low-
est-cost acceptable diet after they had
reached about Y0% of caloric adequacy
(Franklin et al., 1976). Edirisinghe
reports similar results for Sri Lanka at
about 80% of caloric adequacy (1987).

Furthermore, increases in food intake
are not necessarily distributed equitably

among household members. ‘There is
considerable evidence that in some cul-
tural settings, some members receive
less than their nutritional requirements,
while others receive more. Pinstrup-
Andersen and Garcia (forthcoming)
found in the Philippines that average per
capita caloric intake measured at the
household level was a poor predictor of
caloric intake of children. Edirisinghe
(1987) found that the income increase
represented by the food stamp program
increased adult calories by 10%, but
children’s calories by only 5%. lle found
that once adults reached about 20% of
caloric adequacy (between the second
and third quintiles of income), children
began to receive a larger proportion of
the increase in household caloric intake.

Finally, there are many determinants
of nutritional status other than the
amount of food caten. The Egyptian
study found relatively high levels of
infant mortality in spite of quite high
caloric intake among the lowest income
quartile, which they attribute to poor
sanitary conditions and inadequate
health care (Alderman and von Braun,
1984). A study of the effects of a coin-
mercial sugar farming project in Kenya
(Kennedy and Cogill, 1987) found chil-
dren’s nutritional status unaffected by
substantial income increases among
households participating in the project,
possibly also because of health condi-
tions. Similar studies in four other coun-
tries, however, found significant nutri-
tional improvement associated with
increased houschold income (von Braun
et al., 1988). Josserand's study in rural
Sencgal (1982) found that income was a
good predictor of caloric intake, but that
nutritional status of children measured
anthropometrically correlated with nei-
ther of these variables.

These results taken together suggest
that poverty is indeed the major deter-
minant of inadequate food consumption,
but that policies or projects which raise
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household incomes may not be enough
by themselves to assure nutritional ade-
quacy for all members within in reason-
able period of time. This suggests that
there may be a role for targeted food
programs to complement incorne inter-
ventions, if food consumption is a seri-
ous concern.

The important point for this discus-
sion is that the chain of variables lcad-
ing to the determination of one individ-
ual’s food consumption and nutritional

status contains many links, each of
which is critical. Guaranteeing adequate
food supply at the national level is no
assurance of household food security;
similarly, adequate household food sup-
ply may not be a guarantee of adequate
nutritional status for each member. This
reinforces the assertion that, to predict
any policy’s impact on nutrition, all the
linkages need to be specified and their
validity assessed.



5. Lessons for the Design

of

Policy-Oriented Research

5.1. Predicting or Assessing
Policy Effects Requires
Consideration of the Broader
Economic Context

Assessing the consumption effects of a
policy involves an understanding of a
whole range of econornic variables not
directly related to food or agriculture.
The close interactive relationship among
the various sectors makes it imperative
to consider not just agriculture but those
aspec.s of the economy which may affect
it, in order to have an accurate picture
of the potential for any one policy to
improve food consumption levels.

However, econormetric models which
incorporate the whole economy are too
expensive to develop, and require too
sophisticated a staff of ecoromists to
interpret; they are not feasible for most
developing countries (Iivenson, 1983).
More importantly, most general equilib-
rivm or linear programming models
which attempt to model the whole econ-
omy require too many simplifying
assumptions to be useful for making
predictions at the disaggregated level
required for consumption analysis
(Timmer, 1980).

The resolution to this dilernma is to
perforin the econometric analysis of var-
ious elements in the system (disaggre-
gated demand analysis; disaggregated
determiration of incotne sources;
analysis of the incidence of various trade
and tax policies; descriptive investiga-
tion of the operation of institutions
implementing food and agriculture poli-
cies), and to combine it with a solid
understanding of the local situation, and
a degree of sophisticated intuition about
how these policies have worked in the
past.

Past research on the consumnption
effects of agriculture and food policy has
provided a wide range of experience on
which to base hypotheses (to be empiri-
cally tested, of course) about how a pol-

icy might operate, and the important
variables to consider: exchange rate,
government deficit spending and infla-
tion, the design and incidence of taxa-
tion, and trade restrictions.

5.2. Ongoing Monitoring of
Policy Effects is Necessary
Because the Economic
Context Changes Over Time

It is not possible to assess the con-
sumption effects of a policy once, and
conclude that this assessment is valid
over the long run. As the international
and domestic economic situation
changes, the dynamics by which a policy
influences food consumption will also
change. Assessment of the consumption
effects of policies must therefore be
updated on an ongoing basis.

5.3. Empirical Information is
Required to Assess the Effects of
Policies

There is no substitute for disaggre-
gated analysis of demand parameters,
based on detailed, houschold-level data
from the country and region in fquestion.
Since it is increasingly recognized that
food demand may be affected differently
by different sources of income, it is
desirable to have data not only on indi-
vidual foods consumed and their
sources, but also on the sources, forin
and earners of household income.
tfouschold size and coinposition are also
important for analyzing consumption
effects. Because of the recognition that
household food censumption levels are
imperfect indicators of individual intake,
infortnation on the food consunption of
individuals at risk of dietary inadequacy
is important for assessing the probable
nutritional consequences of a policy.

A clear lesson of the CEAP studies is
that predictions about food consumnption
parameters based on experience in
other countries are often wrong, and

The dose interae-
tive relationship
among the various
sectors maltes it
imperative to con-
sider not just agri-
wlture but those
aspects of the econ-
omy which may
affect it, in order to
have an accurate
picture of the
potential for any
one policy to
improve food con-
sumption levels.
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need to be verified for each new loca-
tion. The cost (which is substantial) of
obtaining the needed data is very likely
to be lower than the cost of a policy rec-
ommendation based on incorrect
assumptions about consumer behavior.

5.4. Research on Policy
Determinants of Food
Consumption Requires More
Time than Short Term Policy
Impact Studies

Rescarch is not always compatible
with the need for quick-turn-around,
focused studics to answer specific,
pressing policy or program design ques-
tions. Research, especially if it requires
houschold level data collection, requires
years rather than months to complete in
a responsible manner. A rescarch pro-
ject formulated with a particular policy
application in mind may be completed
under completely different conditions.

This was the casc with the Mali study,
which was formulated at a time when
the policy debate focused on liberalizing
the rice market by eliminating price con-
trols and allowing the price to rise. By
the time the study was completed, two
years later, the international market
price of rice had fallen, and the issue of
concern was whether to keep prices
high to protect domestic farmers.

This study, though, demonstrated the
value of conducting research on food
consumption patterns. The data on con-
sumption patterns collected under the
project is a continuing resource which
has been of significant use to donor and
government policy makers to answer
different questions from those of con-
cern carlier.

5.5. Research Can Influence
Policy

itesults of the CEAP studies were used
to inform policy decisions in several

countries. In Sri Lanka, the government
accepted rescarchers’ advice about
redesigning targeting methods and cligi-
bility criteria for the food stamp pro-
gram. The research in Mali provided an
empirical basis for the dialogue between
the Malian government and a multilat-
eral donor group advising on cereals
rrice policy; consumption effects could
be explicitly considered for the first
time. In the Dominican Republic, infor-
mation on consuiner purchasing pat-
terns and sources of food was used in
the design of a proposed targeted sub-
sidy program under consideration.

Research results are most likely to be
used if they have clear relevance to cur-
rent policy questions. The research team
should work closely with government
counterparts so that they arc aware of
the issues currently receiving attention,
and those that are likely to emerge in
the future. They should spell out the
ways in which their results can be used
to shed light on these questions. (This is
not to say that their role is to advise the
government; it is not. But they may be
able to clarify the probable conse-
quences of some of the alternatives
being considered.)

The involvement of nationals of the
study countries in the research makes
the incorporation of research results
into policy more likely. The principal
investigator of the Sri Lanka study was a
Sri Lankan national, and was familiar
not only with the policy questions, but
also with the mechanisms of govern-
ment operudons, and the relevant peo-
ple. This made him more effective in
presenting the research conclusions in
such a way as to make them useful.
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