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ABSTRACT

RESOURCE BENEFITS AND COSTS OF FOOD-AID: AN
ANALYSIS OF INDIAN SHIPMENTS

by Gary L. Seevers

On November 11, 1966, the United States enacted the Food
For Peace Act of 1966. Although in broad outline it
continued the program launched in 1954, commonly known as
P.L. 480, the new Act contained among its provisions the
"phasing out'" of sales of U. S. food-aid for the currencies
of recipient countries. The legislation required sales for
dollars on long term credit to replace the '"local currency"
sales by the end of 1971.

The questions posed by this legislation are: to what
extent does food-aid transfer resources to recipient
countries; and will substituting credit for local currency
sales significantly diminish the foreign assistance recipient
countries derived from food-aid? This study attempt to
answer these questions for India by, first, quantifying the
benefits from displacement of regular commercial purchases and
reallocation of resources to commercial (export) crops, using
1952-63 data, and then projecting the benefits to 1972. By

comparing benefits defined in this way with the resource costs
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under local currency and credit sales, the study provides
estimates of India's net resource gains attributable to
food-aid (Title |) shipments.

After specifying a six-equation recursive model, least
squares estimation was employed to estimate the model's para-
meters. These parameters provide the basis for investigating
the effects shipments have had on cereal and commercial crop
production, commercial cereal imports and cereal consumption.
Because the empirical estimates are subject to error, five
additional '"hypothetical models'" provide checks on the results
by imposing parameters that represent realistic limits to
the true parameter values.

When benefits -- through import displacement and
commercial crop production -- are assigned dollar values,
the estimated resource benefits for the empirical model are
$636,800 per million dollar shipment; and for the hypothetical
models, the benefits vary from $362,300 to $797,800. The two
lowest estimates correspond to models restricted to a zero
import displacement and to no impact on domestic crop
production, respectively. A model in which producers are
assumed to be highly responsive to cereal prices (elasticities
of .4 for cereals and -.7 for commercial crops) provides the

highest estimated benefits.
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On the cost side, the local currency sales that prevailed
through 1963 are estimated to have cost $205,600 per million
dollar shipment. The principal component came from U. S.
expenditures of 15 percent of the rupees paid to them by
the Indian government; the remainder (25 percent) can be
attributed to ocean freight charges. Even after deducting
these costs, the net benefits from food-aid were some
$431,200 per million dollar shipment. Aggregating over total
shipments, the estimated net benefits came to 700 million
dollars during the period ending in 1963. Food-aid also
contributed an estimated 10.6 million metric tons to con-
sumption over and above the net resource benefits.

When the benefits are projected to 1972, they remain
fairly stable for alternative assumed price and yield
increases. But the projected costs increase more noticably.
Under the relatively lenient credit arrangement (called
""convertible local currency credit') designed for payments
deficit countries like India, repayments over a L0 year
period with a 10 year grace period led to a present cost of
$289,h00 per million dollar shipment when discounted at a
.10 rate., If, instead, the United States requires India to
procure part or all shipments under the 'dollar-credit"

arrangement that requires repayment over 20 years with a two
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year grace period, the 1972 projections calculate to $528,200.
While food-aid will remain less costly than regular

commercial purchases of cereals in world markets, the Food

for Peace Act would appear to render shipments less attractive

to India from a net resource gain standpoint. By raising the

resource costs, the United States has elevated food-aid

toward a regular commercial transaction. Whether this action

will reduce India's incentive to participate in the program

to the extent she has in the past depends, of course, on the

overall political, social and economic context in which policy

decisions are reached.
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CHAPTER |

BACKGROUND: THE STUDY IN PERSPECTIVE

The divergence between the economic position of developed
and developing countries has become a growing concern to many
policymakers. Although per capita incomes are improving in
nearly all countries, the divergence tends to enlarge over
time because incomes are increasing relatively faster in
developed countries, partly due to their slower population
growth rates. In addition to its welfare implications, the
divergence poses a potential threat to stable international
relations as well as internal stability in some developing
countries. One way in which the developed countries respond
to their more favorable economic positions is by transfering
resources -- as foreign exchange, commodities, physical and
human capital -- directly to the developing countries.

Against such a background, this study examines the
contribution of food-aid to the resource transfers between
developed and developing countries. Just as it is limited
to a particular kind of transfer -- food -- the study
encompasses only two participants: The United States as the

]

donor country and India as the recipient country. Moreover,

lSeveral terms will be used more or less interchangeably
depending on the context: 'developing", '"recipient", "borrowing"
(for loans), "less developed country ?LDC)“, all apply to the
country receiving and benefiting from the transfer. A 'developed"
country may also be referred to as a ''donor'" or '"loaning" (for
loans) country.



the orientation is toward the resource benefits to India

rather than the costs to the United States. Because the
recipient's benefits will not generally equal the donor's
costs, a different analysis would be required to investigate

each.

India's Food Situation: A Short History

India's history is marked by a series of food shortages
and famines. From 1865 to 1943, Bhatia reports that 21 famines
have been observed; some were limited to individual states or
major cities and other covered the greater part of the
country.2 When shortages are included, it is apparent that
the adequacy of food supplies was a major economic and political
problem during these years. A review of India's food situation
since the early 1940's will show not only that her food problem
has been only partially solved but how food-aid has become an
integral part of food policy.

The food shortages that developed during the Second World
War were regarded as short run phenomena. Therefore, when

the first Indian Foodgrains Policy Committee (1943) recommended

2g, M. Bhatia, Famines in India: A Study of Some Aspects
of the Economic History of India, 1860-1945, Asia Publishing
House, Bombay, 1963.




a program of distribution for deficit rural areas, the longer
run implications were not fully explored. By 1947, ",.... 54
million persons were served by statutory rationing and another
90 million by other forms of public distribution".?  The
government's commitment to consumers had already become
substantial. Public procurement of domestic supplies failed
to keep pace with the commitments and commercial foodgrain
imports had to be expanded.

Concerned about the growing dependence on imports and
the difficulties of internal public procurement in shortage
years, the second Foodgrains Policy Committee (1947) recommended
a program of gradual liquidation of imports and public dis-
tribution commitments while taking steps to increase domestic
production. When followed, this policy failed because
"ol it became politicially impossible to neglect the
[subsequent] rise in prices.“’+ So the Foodgrain Procurement
Committee (1950), reasoning that public procurement on a
voluntary basis tended to chase prices up, recommended

"monopoly procurement at the village level, abolition of free

3v. M. Dandekar, Food and Freedom, Karnatak University,
Dharwar, India, 1967, p. 2. The discussion in this section
relies heavily on this set of lectures delivered in March, 1967.

bibid., p. &.




market and of free movement of food-grains outside the village,
and a complete statutory or near-statutory rationing elsewhere.
The policy was never tried because it was believed to be both
administratively and politically impossible.”5 Although

two policy alternatives, free markets and complete control,
were debated during 1947 to 1951, the operating policy tended
to be the more moderate one of partial procurement and some
rationing.

Beginning in 1952, domestic output increased and the
government moved to a free market policy for most areas. When
food prices began to rise significantly in 1956 and some action
was again required, the government had an alternative to rein-
stituting public controls and procurement. Instead of procuring
supplies internally, the government turned to importing
foodgrains on concessional terms from the United States under

P.L. 480.6 Endorsed by the Foodgrains Enquiry Committee (1957),

1bid., p. 5.

6p.L. 480 is shorthand for The Agricultural Trade Develop-
ment and Assistance Act of 1954, On November 11, 1966 the
U.S. Congress passed the most recent and sweeping amendment
(P.L. 89-808) to the earlier Act, entitling it the "Food for
Peace Act of 1966'". Although the program is still referred to
as P. L. 480, the term "food-aid" will be used in this study;
this term is defined later in the Chapter.



the new alternative source became a long run policy that
continued through 1966. |t was politically acceptable,
administratively expedient and allowed relatively free
movement of domestic supplies because food-aid, supplemented
with some commercial imports, was available to meet public
distribution commitments, especially those to low income
families who would have otherwise suffered when prices rose.

Until late 1963, India followed '"....essentially a policy
of complete free trade in food-grains, fortified and supple-
mented by large quantities of imports under P. L. 480
agreements.“7 But when domestic output declined in 1963 and
1964, prices began to rise and the government returned to
greater control. Procurement of internal supplies increased,
trade in foodgrains became restricted and food-aid shipments
increased sharply. However, the Foodgrains Policy Committee
(1966) expressed the following concern about the policy of
dependence on food-aid: "As is now well-known, imports are
not likely to be either large or easy in the future....Imports
from the U.S.A. will not only be less, but will have to be paid
in dollars, not rupees'. The committee also observed that,

"Our dependence on inports was undesirable. In the future,

7Dandekar, Food and Freedom, p. 9.
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it may not even be feasible. This is a development which must
radically affect both food policy and its implementation...for
there can no longer be reliance on imports; there can only be
self—reliance."8 This concern was justified inasmuch as the
Food for Peace Act of 1966 specified that all foreign currency
sales should be replaced by sales for dollars on long term
credit by the end of 1971. It also required that recipient
countries be evaluated on a set of '"self-help" measures which
should be implemented to expand domestic production before
agreements would be reached.

Apart from doubts about the realism of the committee's
recommendation, one can question whether a shift away from
food-aid would be economically justified. The answer depends
on both the benefits of food-aid to the Indian economy and the

cost when credit sales replace rupee sales.

Objectives and Methodology

This study attempts to provide some quantitative evidence
on the attractiveness of food-aid from India's standpoint.
The major objective is to estimate the resource transfer --
the net resource gain -- of food-aid shipments. |In particular,
the study will provide estimates to answer the following

questions:

81bid., pp. 10-11.




1. What was India's net resource gain from
shipments during tHe 1952-1963 period?
2. What would have been the gain if shipments
had been for dollar-credit rather than
rupees during 1952-19637?
3. What will be the probable gain in 1972 if the
United States implements the new long
term credit policy?
Estimating the resource benefits is the most forbidding
task from both a theoretical and empirical standpoint.
Chapter |l surveys the various theoretical issues and postu-
lates a simple six equation recursive model that incorporates
the relevant effects of shipments. The empirical estimates of
resource benefits for 1952-1963 are developed in Chapter |11,
using single equation least squares regression analysis to
estimate the recursive model. Chapter |V examines the resource
costs under dollar-credit sales by discounting future payments
to arrive at present or resource costs. These estimates are
compared with the resource costs implicit in sales for rupees.
In Chapter V, the resource benefit and cost estimates are
combined to answer the questions above.
Chapter VI summarizes the study's major findings and

discusses the implications of the dollar-credit sales policy.



The remainder of the present chapter considers the concept of
food-aid as it is employed in the study and previous studies

that relate to this one.

The Concept of "Food-Aid"

Public Law 480, the basic legal authority for U.S. food-
aid, provides food under several arrangements. Two are relevant
to this study: sales for foreign currencies (former Title 1)
and sales for dollars on long term credit (former Title 1V).
Both have been combined into Title | of the 1966 Act.
Shipments for foreign currencies (rupees) flow into India's
markets in two ways. First, the government maintains a system
of some 100,000 retail outlets krown as '"fair-price-shops"
that function along-side local markets. Due to the preference
for home-grown foodgrains, shipments sold through these shops
are typically priced below local supplies and provide an
alternative source, particularly for low-income consumers.
Distribution to private roller flour mills serves as a second
outlet for shipments. This outlet has grown steadily in
importance from 15 percent of government distribution in 1957
to over 50 percent in 1962, Unlike shops, sales to mills are

ultimately consumed in various grain products and tend to be






purchased by higher income segments of the population.9 While
Title | shipments sold through fair-price-shops compete
directly with domestic supplies, the sales to flour mills

would be expected to influence local market prices by
diminishing the mills' demand in these markets. Although India
had received no shipments under the dollar-credit arrangement
through 1966, it may be assumed that they too would be
distributed in a similar fashion.

In contrast, shipments under other arrangements (formerly
Titles Il and 111, now Titlelll) have been made for emergency
relief in cases of natural disaster, school lunch programs,
special development projects, distribution by voluntary U.S.
agencies and barter for strategic materials.!0 The new Title II
also includes U.S. contributions to the World Food Program
which provides food for emergency relief and development
projects. Except for barter arrangements, shipments in these

categories are on a donation basis and move, in the main,

IThe relative importance of shops and mills and regional
variation in food-aid distribution through 1962 are discussed
in: Nilakanth Rath and V.S. Patvardhan, Impact of Assistance
under P.L. 480 on Indian Economy, Gokhale Institute of Politics
and Economics, Asia Publishing House, Bombay, 1967, pp. 70-95.
(Subsequently referred to as Impact of P.L. 480).

10various titles and shipments under each through 1966 are
discussed in: Twelve Years of Achievement Under Public Law 480,
ERS-Foreign 202, U.S. Department of Agriculture (USDA),
November, 1967, pp. 1-17.
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outside regular marketing channels and do not compete with
domestic supplies. Following standard practice, they are excluded
from the present study.‘l Thus this study's definition of food-
aid includes only shipments under new Title | -- rupee and
dollar-credit sales. Also excluded are donations by other
countries, especially Canada and Australia, that were of
relatively minor importance during the 1952-63 period.

Table 1.1 gives the value of shipments to India under
Titles | through IV of the 1954 Act. It shows that Title |
has been far more important than other Titles in the case of
India. Through fiscal year 1966, Title | contributed 91.5
percent of all shipments. Even if the remaining Titles generate
the same effects as Title |, they do so indirectly and these
effects would be relatively unimportant, quantitatively.

One further distinction is that the present concept
includes only shipments of cereals -- wheat, corn, grain
sorghums and rice. It excludes dairy products, soybean and
cottonseed oil, tallow, canned fruits, cotton and tobacco.

In aggregate, these contributed only 10.7 percent of the value

of Title | shipments through 1966. Consequently, the concept

For an example of this precedent and the rationale see:
G. R. Allen, The |Impact of Food Air on Donor and Other Food-
Exporting Countries, World Food Program Study No. 2, Food and
Agriculture Organization (FAO), Rome, 1965, pp. Lo-h1,
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of food-aid employed here encompasses slightly over 80 percent

of the total value under all Titles.!?2
Finally, this study concerns the so-called "program

approach" to food-aid rather than the "project approach'.

The latter involves supplying food to support specific projects

either through paying wages in kind or selling food in local

markets to offset demand increases from higher money wages.

The World Food Program and U.S. Title Il contribute food on

a project basis. |Indian officials have always insisted on the

program approach, arguing that food-aid should be integrated

with the total development program.I3 As a result, it will

not be necessary to evaluate the benefits of shipments in

the context of particular projects. |t is assumed that local

currencies (generated by Title | shipments) loaned to India

for specific projects include only projects that were already

included in the development program so that food-aid does not

alter the pattern of development expenditures. |f, instead,

food-aid led to a different combination of projects, some

allowance would need to be made for the possibility that the

resulting expenditures were less productive.

12From the year of the first Title | shipments (1956)
through 1963, food-aid contributed some five percent of the
total physical quantities of cereals available from consumption
in India.

135 R, Sen, "Impact and Implications of Foreign Surplus
Disposal on Underdeveloped Economies: The Indian Perspective",
Journal of Farm Economics, December 1960, pp. 1030-42,




Previous Research

Although excellent studies have been conducted on several
countries, limited research has been devoted to evaluating
Indian shipments.‘“ 0f the few Indian studies, three merit
explicit comment. The Food and Agriculture Organization (FAO)
conducted a pilot study in 1955 under the direction of
M. Ezekiel.!5 The study examined various ways that food-aid
could be used to finance additional investment and concluded
that food-aid could finance some 40 to 45 percent of
additional general investment. Because the study specified
the now accepted FAO "principles'" that food-aid should not
displace commercial imports or depress domestic prices it
ruled out two of the effects that will be examined in the
present study. Indeed, by considering the incremental
investment permitted by food-aid, the FAO study represents an

alternative to the net resource gain approach taken here.

WEor a review of several country studies, see Lawrence
Witt and Carl Eicher, The Effects of United States Agri-
cultural Surplus Disposal Programs on Recipient Countries,
Research BulTetin 2, Michigan State University, 1964,
(Subsequently referred to as Effects of Surplus Disposal).

IsUses of Agricultural Surpluses to Finance Economic
Development in Under-developed Countries: A Pilot Study in
India, Commodity Policy Studies No. 6, FAO, Rome, 1955.
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The second notable study has been reported by Mann.I6

Employing a simultaneous equation model, he concluded that,
despite its price and domestic output depressing effects, the
net increase in consumption from marginal changes in P.L. 480
was 68 percent of actual shipments during the 1956-63 period.
Like the FAO study, he did not evaluate food-aid's resource
contribution., But his study does provide an analytic frame-
work that with modifications will be employed here to estimate
the resource benefits of food-aid.

Another comprehensive evaluation of P.L. 480 shipments
through 1962 was conducted by the Gokhale Institute of
Politics and Economics under U.S. Department of Agriculture
sponsorship.l7 The study credits food-aid with restraining
inflationary pressures resulting from expanded development
programs and with providing for increased consumption in
the short run. But it indicates that middle and upper income
consumers have received a large part of the benefits and that
cultivators have born part of the burden of development via

lower product prices. And even additional short run consumption

]6Jitendar S. Mann, "The Impact of Public Law 480 Imports
on Prices and Domestic Supply of Cereals in India," Journal
of Farm Economics, February, 1967, pp. 131-146,

17Rath and Patvardhan, Impact of P.L. 480, especially
pp. 199-202,
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may be a passing benefit if, as is conjectured, India has
not developed the agricultural capacity to feed her population.
In particular, it is suggested that food-aid has led to
government complacency with respect to price policy (food-
grain prices have been allowed to fall too low) and
structural-technological changes in production, especially

of wheat.



CHAPTER 11

RESOURCE BENEFITS: THEORETICAL CONSIDERATIONS

A program as large as P.L. 480 has many facets and the
extensive literature on the subject reflects the program's
broad scope. The first task, therefore, is to delineate the
issues included in this Chapter.

In a recent survey of P.L. 480 research needs, Witt
proposed the six-category classification shown across the
top of Figure 2.1! While it is recognized that certain
considerations would fall in more than one category,2 this
study will be limited primarily to economic issues. Witt's
classification helps place these issues in perspective
relative to other relevant issues arising from food-aid
shipments. A second dimension in Figure 2.1 concerns the
country from which the analysis is viewed; this dimension
covers donor, recipient and third countries. Since this study
focuses on the effects of food-aid in a particular recipient
country, the shaded area encompasses the issues to be

discussed in the next section.

‘Lawrence Witt, A Program of Research on Food for Peace,
Part I, Michigan State University, 1966, pp. 13-36.

2E.g., the composition of foods offered (wheat, cotton,
dairy products, tobacco, etc.) could be included in most
categories.

16



17

pue sanssi ydoueasad jJO uolledljlsse|)

*yoaeasau
0gh Meq d1|gng J0j uoljejualdo Aajunod

:1°¢ @24nb1 4

A\

uoijedadg
weabouy

A1ddng
poo4
pue

uolje|ndoy

uoilidany
pue
yi|esH

uelJe)
- | uewny
pue
|e120g

Ad1 o4
2119nd

SO 1wouo33

$9143Un0)
P41yl

sjuaid)ooy

sJaouoq



R R

——c s




18

Theoretical Effects of Food-Aid3

When food-aid enters a country's economic system and
competes with domestic supplies in retail or wholesale markets,
the system will respond in some way. From a conceptual
standpoint, one can identify the responses that would be
expected to occur and, ideally, empirical techniques would
permit their quantification.

Unfortunately, the matter is considerably more complex.
Recipient countries are characterized by rapid rates of
population growth which press against the capacity of the
economy to supply nutritionally adequate diets; uneven income
distributions which impede low income groups from demanding
the food they need even when supp]ies are adequate; unstable
domestic supplies which lead to severe shortages in some
periods; subsistence producers who often consume more than
they sell; marketing systems which inadequately connect
shortage and surplus regions, especially growing urban centers;
and food customs and taboos which inhibit changes in consump-

L

tion patterns. In such situations, theoretical issues are

not easily separated from humanitarian considerations and the

30ne of the few works that treats the various issues in
a comprehensive framework is: Witt and Eicher, Effects of
Surplus Disposal, especially pp. 63-68.

bThese characteristics are explained in: The World Food
Problem, A Report of the President's Science Advisory Committee
Panel on the World Food Supply, Vol. |, White House, May, 1967,
pp. 11-17 (subsequently referred to as Food Panel Regorts.
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latter of necessity often dominate short run political decisions.
Even when the theoretical issues are separated and resolved,
empirical work on the effects of food-aid suffers from a lack
of reliable and comprehensive data over extended periods.
Nevertheless, this section examines the theoretical
issues in the spirit that they bear directly on the actual
resource benefits of food-aid even if humanitarian and
political factors determine short run decisions. Furthermore,
Indian data surpasses that of most recipient countries and
will, it is believed, support the empirical work in Chapter |11,
Ths issues are divided into two groups: the "direct
effects'" and the "indirect benefits" of food-aid. Collectively,
the direct effects determine the resource transfer or benefits
plus the incremental consumption inherent in food-aid. These
effects are necessary implications of food-aid in the sense
that they are certain to occur. They do not depend, in total,
on the policies followed by the recipient government although
the relative magnitude of individual effects can be influenced
by various policies. In contrast, the indirect benefits will
not typically be realized without special efforts by the
recipient country to bring them about. The distinction
between direct effects and indirect benefits is crucial in
this study since only the former will be quantified to estimate
the resource benefits of food-aid. Because indirect benefits
are not associated with resource transfers, they will be discussed

only in qualitative terms.
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Direct Effects

Of all the aspects of food-aid, the leading issue has
been the potential "disincentive effect" on producers in
recipient countries. It is reasoned that when food-aid
joins domestic supplies at some point in the marketing
system, prices fall. |In turn, prices received by producers
decline and their production is reduced after some time lag.
If domestic production falls substantially the net increase
in food supplies will be correspondingly smaller than the
quantity of food-aid shipped. Morebver, the longer run
capacity of the country to feed itself would be endangered
by dampening producers'‘incentive to invest in new technology.
This possibility, while widely recognized, has been advanced
most notably by Professor Schultz.” Fisher gave a rigorous

analytical treatment in support of this argument in 1963.6

5T. W. Schultz, "Value of U.S. Farm Surpluses to Under-
developed Countries," Journal of Farm Economics, December,
1960, pp. 1019-30. More recently, he has stressed a public
disincentive effect whereby the recipient government tends to
neglect investment in foodgrain production. This issue is
examined later as one of the indirect "benefits'" of food-aid.

6Franklin M. Fisher, "A Theoretical Analysis of the
Impact of Food Surplus Disposal on Agricultural Production
in Recipient Countries,'" Journal of Farm Economics, November,
1963, pp. 863-75.
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Although questions have been raised about the magnitude
of price declines and how efficiently these are transmitted
to producers, the principal controversy centered around the
supply response of producers. Khatkhate argued that sub-
sistence producers adjust production in order to sell enough
to meet fixed cash expenditures and for this reason lower
prices would increase their output.7 Several writers in the
late 1950's expressed the view that subsistence producers
respond negligibly, if at all, to price changes and therefore
food-aid wouldnot alter domestic production. Instead of
supporting this thesis, empirical investigation in the 1960's
points in the direction of a positive supply response in
developing countries. In a recent summary of this evidence,
Krishna classifies the supply elasticities for foodgrains as
positive, but low, ranging from zero to .4. He observes
that "....the price elasticity of wheat and rice acreage in
poor countries equals that of grain in the United Kingdom and

maize in the United States."8 Based on research to date, a

’Deena R. Khatkhate, '"Some Notes on the Real Effects of
Foreign Surplus Disposal in Underdeveloped Countries,"
Quarterly Journal of Economics, May, 1962, pp. 186-96.

8Raj Krishna, "Agricultural Price Policy and Economic
Development,'" in Agricultural Development and Economic Growth,
edited by Herman H. Southworth and Bruce F. Johnson, Cornell
University Press, Ithaca, 1967, pp. 504-08. (Subsequently
referred to as Price Policy).
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disincentive effect would be expected to result from food-
aid and it will be included in our analysis.

The second theoretical issue concerns the shift of
resources to alternative commercial (cash) crops when food-
grain prices decline -- the "allocative effect" of food-aid
shipments.9 Shifts of land to commercial crops is 1limited
to the decline in foodgrain acreage for countries such as
India where available land is fully utilized. |In addition,
more complete utilization of labor through diversification
of crop production and increased opportunities for the employ-
ment of purchased inputs may permit greater price responsive-
ness for commercial crops than decreases in foodgrains would
imply. Based on his review of available research, Krishna
summarized commercial crops such as jute, cotton and sugarcane
as having supply elasticities ranging from .1 to .7 and he
observes that "....the elasticity [acreage] for cotton in
India, Pakistan or Egypt turns out to be about twice that in

the United States."10 Although the available studies report

For brevity the possibility of resources shifting to
other alternatives such as vegetables is not considered.

10Krishna, Price Policy, p. 505. Since the studies reviewed
have acreage as a function of relative prices, the cross
elasticity of supply would equal the negative of the own-price
elasticity.
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acreage responses, they certainly suggest that food-aid may
induce a significant allocative effect by changing the
relative prices of foodgrains and commercial crops.

Among several writers who have stressed the potential
importance of the allocafive effect, Dantwala's view is
representative:

The expected consequence of this relative
shift in prices in favour of commercial

crops would be a shift in agricultural inputs
for their production. Assuming that this is
exactly what happened, would such a development
be necessarily injurious to Indian agriculture
or the Indian economy as a whole? It is, of
course, true that higher foodgrains production
is very vital to India's economy, but a stim-
ulated growth in non-foodgrains crops is of

no less importance for the overall national
economy, particularly in regard to fhe
international balance of payments.'

Because of the interrelationship between the disincentive
and allocative effects, both should be considered in an over-
all evaluation of food-aid. The relative quantitative importance

of each will depend on the way producers respond to changes in

foodgrain prices. From a normative standpoint, the relative

1M, L. Dantwala, "Incentives andDisincentive in Indian
Agriculture," Indian Journal of Agricultural Economics,
April-June, 1967, p. I1.




24

importance is determined by the country's comparative advantage
in producing the two types of crops as well as its policy
regarding self-sufficiency in foodgrain production. In this
study, no judgment is advanced on the question of comparative
advantage between foodgrains and commercial crops. The study
does examine the wisdom of India's desire for foodgrain self-
sufficiency in terms of resource benefits and costs from food-aid.
Critics of food-aid have focused almost exclusively on

the disincentive effect and have generalized it to an '"aggre-
gate effect". Schultz, for example, states that '

We have reasons to be worried about the adverse

side effects of the[ P.L. 480J program upon farm

production within the recipient countries. In

India it may well be that Indian farmers have

been receiving less for the rice and wheat they

have been producing than they would have received

had there not been large imports of United States'

farm products made available under the P.L. 480

programs, But can India afford this kind of

underpricing and thus discou‘age her domestic

production of farm products?!2

The validity of the criticism depends on two assumptions:

first, the food-aid lowers agricultural prices, in aggregate,

127w, Schultz, Economic Crises in World Agriculture,
University of Michigan Press, Ann Arbor, 1965, p. 3.
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relative to non-farm prices; and, second, that aggregate
output responds negatively to decreases in producers' terms
of trade.!3 While the first assumption is defensible, the
second has little evidence to support or reject it. To quote
Krishna; "So far the least amount of work has been done on
the response of aggregate output (of all agricultural products
or all crops) to the ....terms of trade of agricultural
production."”+ Our model does not explicitly contain either
aggregate production or aggregate terms of trade variables.
However, by including both a disincentive effect and an
allocative effect from a change in price, it implicitly
allows for the net difference, which could be interpreted

as an aggregate effect.

The fourth response pertains to the substitution of food-
aid for regular commercial foodgrain imports -- the "import
displacement effect." This issue was very controversial in
the early years of the P.L. 480 program and continues to

receive some attention.

1370 meanings of '"terms of trade'" need to be distinguished.
(i) consumption terms of trade that relate agricultural product
prices and prices of consumer goods purchased by producers, and
(ii) production terms of trade which relate product and input
prices. The implications of food-aid will differ for each
meaning.

l"’Kirshna, Price Policy, p. 512.
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Criticism came not only from developed exporting
countries, especially Canada and Australia, but underdeveloped
countries such as Thailand and Argentina. When the program
was revised in 1958, the new legislation included specific
reference to the need for safeguarding normal commercial
trade patterns. Inasmuch as the concern in this study is
with the effects of food-aid on a single recipient country,
the multilateral issues associated with import displacement
which have quite naturally received major attention in the
literature will be omitted.!®

In a recipient country, the incentive to substitute
food-aid for commercial purchases is likely to be strong. |If
foodgrains are imported privately, the same dampening effect
on foodgrain prices that causes the disincentive effect
will also decrease the profitability of imports. In many
recipient countries, including India since 1943, the govern-
ment controls commercial imports either by licensing or
public monopoly of facilities. In this situation, the
opportunity to shift foreign exchange, typically in short
supply, from foodgrains to other types of expenditures provides

the incentive to displace commercial purchases.

15G.R. Allen has dealt with the broader issues in: The
Impact of Food Aid on Donor and Other Food Egportingfcountries,
World Food Program Study No. 2, FAO, Rome, 1965.
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When imports are publicly controlled, the only external
pressure to limit a complete displacement would be restrictions
on the aVailability of food-aid or policies of donor countries
that discourage such substitution. The current U.S. policy
states that:

The President shall take reasonable precautions

to safeqguard usual marketings of the United

States and to assure that sales under this title

will not unduly disrupt world prices of agri-

cultural commodities or normal patterns gf

commercial trade with friendly nations. |
Although this provision undoubtedly limits to some extent
import displacement, the term "normal' is a fluid concept
including quantities based on some historical period and
quantities in the absence of food-aid. Therefore, 'to comply
with the Congressional mandate, U.S. government officials
have had to implement P.L. L8O programs pragmatically..."17
Because the legislation is imprecise, it seems reasonable to

expect that some displacement occurs and that it may be quanti-

tatively important for certain recipient countries.

16y.s, Congress, Food for Peace Act, 80 Stat. 1526,
1966, sec. 103c.

'7Lyle P. Schertz and Gabrielle Rice. U.S. Loans
Under Public Law 480: Comment'", Journal of Farm Economics,
August, 1966, p. 750.
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The contribufion of food-aid to incremental consumption
in the recipient country -- the '"consumption effect" -- is
the fifth response identified. Because of food-aid reaches
final consumers (except for wastage), this effect must be viewed
as a net concept. That is, the disincentive and import dis-
placement effects must be deducted from the total quantity
of food-aid to arrive at incremental consumption. Despite its
humanitarian importance, one should avoid thinking of the
""consumption effect" as if all food-aid necessarily is a net
increase in consumption,

One of the guiding principles established by FAO in the
early 1950's was that all food-aid should contribute to
incremental consumption. For this "additionality" principal
to hold when shipments are sold in regular market channels,
some extreme conditions would have to exist for the elastici-
ties of demand and supply, commercial imports and government
expenditures. Even though these conditions can be made
explicit, their implausibility for any given country would
make it a rather fruitless exercise. |In reality, it seems
safe to conclude that part of food-aid contributes to incre-
mental consumption and that another part displaces imports
and domestic production.

Population is one factor that deserves special comment

in this connection, however, |If increases in foodgrain demand
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due to population growths just offset increases in food-

aid shipments, constant foodgrain prices will prevail,
assuming there is no decrease in commercial imports. The
additionality principal is achieved in the sense that all
food-aid enters incremental consumption. But in another
sense, domestic production and/or imports are less than they
would have been in the absence of food-aid and this is the
economically meaningful way in which to perceive food-aid.
Perhaps this can be stated more clearly by assuming that
domestic supply shifts at the same rate as population due

to favorable developments in agricultural input markets.
Then stable prices would prevail without food-aid. But with
increases in shipments, prices will decline and presumably
so will domestic production. Suppose the shift effect out-
weighs the disincentive effect so that there is a net increase
in domestic production. We do not conclude that food-aid

increases domestic production because the net increase came

from an autonomous source. Likewise, population growth is
autonomous with regard to food-aid and to depend on such growth
for the achievement of the additionality principle seems .
unwarranted.

The "monetary effects'", the last to be examined, include
internal and foreign exchange effects. Because this study
measures resource benefits and costs in foreign exchange,

this aspect of the monetary effects will be discussed later.
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To examine the internal monetary effect, it is necessary
to recall the distribution procedure for food-aid. After
receiving shipments, the recipient government exchanges them
for local currencies in domestic markets (usually directly
to consumers but in some cases to processors). The currencies
are then deposited in U.S., accounts from which U.S. officials
allocate part (10-15 percent in India) for purchases of goods
and services that would other wise have been purchased with
dollars. Some of the currencies are loaned or granted to
the recipient government or private businesses. The remainder
accumulates in U.S, accounts and represents a net withdrawl
from the money supply:

The ceteris paribus result of such transactions is

deflationary. However, if the recipient government's monetary
system can adjust the money supply, the deflationary effect
can be offset by monetary policy. For a particular country,
therefore, the question becomes: how have the local currency
operations affected the money supply? Khatkhate analyzed

this question for India and concluded that: "....the monetary
impact of the accumulation of P.L. 480 deposits with the

18

coomercial banking system in India was neutral'. For this

18p K. Khatkhate, "Money Supply Impact of National
Currency Counterpart of Foreign Aid: An Indian Case",
Review of Economics and Statistics. February 1963, p. 82.
See also Rath and Patvardan, Impact of P.L. 0, pp. 19-30.
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reason as well as the fact that a deflationary policy would
not have impinged directly on resource benefits and costs,
the internal monetary effect will be ignored in subsequent

analysis and estimation.
Indirect Benefits!?

Several potentially favorable effects of food-aid are
detailed below. Unlike the direct effects, the indirect
benefits do not represent a resource benefit in the transfer
sense defined in this study. And frequently they can be
achieved through policies and programs that do not depend
directly on the presence of food-aid shipments.

Food-aid can contribute to price stability -- a condition
almost unanimously viewed as desirable in developing countries
because it removes some of the uncertainty that hinders
adoption of new production techniques. When effectively
programmed, shipments remove seasonal price fluctuations as

well as year-to-year price swings arising from weather induced

lgBecause these benefits are widely recognized, they
are only sketched here with limited documentation. Some theo-
retical discussion relevant to these issues has been provided
by Alfred E. Kahn, "Agricuttural Aid and Economic Development:
The Case of Israel'", Quarterly Journal of Economics, November
1962, p. 568-91.
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supply shifts. Moreover, if the marketing system normally
has wider price fluctuations than can be justified on the
basis of storage costs alone (because of speculation, e.g.)
this too can be modified by timely distribution of food-aid
shipments.

The role of food-aid in preventing seasonal fluctuations
is clear; some caution should be exercised, though, to avoid
removing normal seasonal price changes which are needed as
incentives to private traders for their provision of storing
and handling services. Regarding year-to-year price changes,
food-aid can contribute to a buffer stock which will restrain
prices when domestic crops are short but it offers Iittle.
help in abundant crop years when prices fall below acceptable
levels,20

A second alleged indirect benefit arises because food-aid
forces improvements and expansion of physical marketing
facilities -- proéessing, storage and transportation. Most
developing countries stand to gain from better marketing
facilities and food-aid could contribute by stimulating the
needed expansion and, perhaps, by encouraging some new
processing plants that are able to count on shipments to

ensure a regular supply. One may be somewhat skeptical of

20Food-aid has served-a constructive price stability
function in Pakistan. See Walter P, Falcon, "Comment'" to
Krishna, Price Policy, pp. 542-44,
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the real benefits, however, because food-aid requires
expansion mainly of port facilities and facilities to move
shipments from ports to urban deficit areas. Such expansion
may correspond only slightly to the internal expansion which
will enhance indigenous storage and movement of domestic
supplies.

Food-aid may serve as an expedient taxing mechanism,
especially in countries where revenue collection is adminis-
tratively difficult. But in a nation with sophisticated
monetary authorities, Witt and Eicher have noted that "Title |
local currency is simply an alternative means of financing
development....Because of the interest charge and rules
imposed by the U.S. government, it usually is more cumbersome
than alternative internal financing procedures“.ZI Therefore,
food-aid serves as a taxing mechanism, not because it provides
revenues to the government, but for the more fundamental
reason that it decreases private aggregate demand for
consumer goods. This permits the recipient government to
finance (internally) additional expenditures by a proport?onal
amount with no general inflationary pressure. Since the tax
falls on foodgrain producers through lower prices for their
products, it is simply the counterpart of the disincentive

effect discussed earlier. The point here, however, is that

2lWitt and Eicher, Effects of Surplus Disposal, p. 66.
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there is a shift of real income away from producers and to
other sectors of the economy. |f the marginal propensity to
save is larger for those who benefit, the redistribution of
income will increase the proportion of real income invested
and could favorably affect long run <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>