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The world
agricultural

outlook in
the 1990s

Giovanni Di Girolamo*

This article analyses various international trends in the
agricultural sector which have a bearing on the external
trade of the Latin American countrles. The balance in
recent years has been rather negative for the agricultural
sector of the developing countries, both from the point of
view of the terms of trade and with regard to the
weakness of the markets for their commodity exports.

The coming years will be marked by intensive
compefition in world agricultural markets. A leading
problem in world agricultural trade will continue to be
the lack of resources to permit the potential demand for
the products of this sector to be converied into effective
demand.

Various projections bring into question the idea that
processes of greater openness based mainly on
incorporation into world trade by means of agricultural or
agroindustrial products can be a reliable way 1o
development. The exporting countries must diversify
their primary production and progress towards a form of
agroindustral development which will make possible
better internal linkages in the cconomy, the
modernization of rural areas, and the satisfaction of
domestic demands.

*Associate Economic Affairs Officer, Agriculiure Division,
ECLAC.

Introduction

The second half of the 1980s was marked by the
consolidation of a number of unfavourable trends
for the agricultural sector of the developing coun-
tries. In international agricultural markets, compe-
tition between exporting  countries grew
considerably, and there was a heightening of pro-
tectionist tendencies in the developed countries.
The terms of trade between agricultural products
on the one hand and manufactures and crude pe-
troleum on the other deteriorated to the detriment
of the former throughout the period 1980-1988
(figure 1). On average, in 1988 the terms of trade
between agricultural and industrial products were
25% below those of 1980. At the same time, the
agricultural balance proper of the developing coun-
tries, taken as a whole, deteriorated under the sim-
ultaneous pressure of the drop in the relative value
of their agricultural exports and the increase in
imports of foodstuffs from the developed coun-
tries. In Africa, for example, the lower income ob-
tained from agricultural exports in 1989 meant that
that region was only able to buy 28% less manu-
factures and crude petroleum than in 1979-1981. In
Latin America and the Caribbean too, over the
same period, the total value of exports went
down in spite of a considerable increase in their
volume.

The deterioration of the agricultural balance of
the developing countries may be explained princi-
pally by the adverse evolution of export prices, es-
pecially for food products (figure 2). Moreover, in
many developing countries which are net importers
of foodstuffs there was a clear divergence between
the tendency towards rapid population growth and
the relatively slower increase in production. In
some¢ cases, this phenomenon is due to climatic
factors (partly of a previously unprecedented na-
ture), over-exploitation of the soil, and situations
of local political instability. The main cause, how-
ever, seems to be the profound crisis in peasant
agriculture caused by the internationalization of
agricultural markets, the growing instability of
prices, and the lack of capital and training. The
crisis in peasant agricullure gives rise to a vicious
circle: larger contingents of the rural population
move to the cities; the consequent increase in the
urban population causes governments to adopt ag-
ricultural policies which tend to fix low prices for
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food, for social security reasons, I and this, in turn,
generates further subsequent backwardness in the
peasant economy and fresh migrations. At the same
time, the country registers a food deficit and ils
balance of payments deteriorates.

.In most of the non-oil-exporting devecloping
countries, the agricultural sector provides between
20% and 40% of GDP, between 60% and 80% of
employment, and between 50% and 70% of total ex-
port income. Although there are a number of cases of
successful and promising agricultural export-based
development, at both the country and cnterprise le-
vels, recent years have not been particularly favour-
able for agricultural experts from the southem part of
the world. The FAC (1990c) has calculated that in the
40 developing countries whose cxports consist
mainly of agricultural products, the macroeconomic
indicators suggest a generally rather disappointing
situation in recent years. Thus, for example:

a) The per capita gross domestic product went
down by 1.1% in 1989, and it is estimated that in
1990 it fell by a further 0.8%. In contrast, in the
developing countries with a more diversified export
base the product grew by 1.1% in 1989 and is esti-
mated to have risen by a further 0.2% in 1990.

b) In the developing countries which mainly ex-
port agricultural products, gross capital formation
went down from around 17% of GDP in the eatly
years of the 1980s to less than 14% in 1989 and
1990, whereas in the developing countries with more
diversified exports the level remained relatively con-
stant at 20%.

¢) In the 1980s, inflation was considerably
higher in the group of countries which are essentially
exporters of agricultural products than in the develo-
ping countries with more diversified exports.

d) During the greater part of the 1980s, export
volumes grew considerably less in the developing
countries which primarily export agricultural pro-
ducts than in the countries which export manufac-
tures, and the terms of trade of the former fell by
almost one-third between 1985 and 1990,

€) Import volumes went down in the coun-
tries which are essentially exporters of agricultural

LAt present, there are around 100 developing countries
where one person in five is suffering from malnutrition, Serious
food crises are expected in 1992 in Algeria, Ethiopia, Liberia,
Mozambique and Somalia.

products by a total of 11% between 1982 and 1990
(FAQ, 1990¢).

It should be noted that these disappointing
results were registered at a time (the second half of
the 1980s) when the world economy was recovering,
It does not seem likely that better results will be ob-
tained in the immediate future, since the growth rates
of the economies of the industrialized countries are
expected to be less satisfactory than in previous
years.

Moreover, the most successful and frequently
cited cases of agricultural export-based development
have been in countries with an export base which is
quite diversified rather than mainly agricultural.
Thailand, Malaysia, Brazil and Chile, for example,
have important non-agricultural export sectors in the
fields of mining, manufacturing, etc., and they also
have a dynamic agroindustrial sector which has taken
advantage of the opportunities presented by agricul-
tural export development and is at the same time
stimulating domestic demand for agricultural pro-
ducts.

Figure 1
RATIO OF PRICES OF SELECTED
AGRICULTURAL PRODUCTS TO
PRICES OF MANUFACTURES

Index (Base: 1985 = 100)
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Figure 2
VARIATION IN EXPORT PRICES OF AGRICULTURAL PRODUCTS
(1980 = 100)
Nen-food products Food products
110 110

100

90

80

70

0 | | i | 1 |

1983 1983 1987 1989

0

100

90

80

70

0 1 1 | { | l
1983 1985 1987 1989 0

Source: Urited Nations, World Economtic Survey, 1990, New York, 1990,

Developed countries.

Developing countries.

I

The case of Latin America and the Caribbean

1. Production

In Latin America and the Caribbean as a whole, agri-
cultural production grew between 1981 and 1988 at
an average annual rate of 2.4%, that is to say, a little
faster than the population. In 1989, however, the
growth rate of agricultural production in the region
dropped to 1.9%, which was less than the increase in
the region’s population in that year.

At the same time, the long-standing downward
trend in the percentage contribution of agriculiure to
GDP in the region ceased because of the economic
crisis of the early 1980s, and it was even reversed in
following years (the same thing occurred in Africa,
but not in the Far East and the Middle East, where
the ratio of agricultural GDP (o total GDP levelled
off as from 1981-1983). The reversal of this trend
in Latin America and the Caribbean confirms the
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agricultural sector’s capacity to act as a buffer against
general macroeconomic upsets in periods of depress-
ion, but if this situation persists for long it could
mark the beginning of a process of de- indus-
trialization of the region as a whole.

2. Agricultural exports

Between 1984 and 1989, the value of world exports
of all types of goods grew by 60%, but over the same
period the value of Latin American exporis rose by
only 8%. The Latin American and Caribbean region
as a whole registered lower growth rates than the
world average, and its share in the total value of
world exports dropped from 5.8% in 1984 to 3.9% in
1989. In that year the region’s share in world exportts
was less, in terms of value, than those of countries
such as France (5.9% of world exports) or the United
Kingdom (4.9%). This telative redimensioning of the
region’s exports is due, on the one hand, to the low
level of dynamism of commodities all over the
world,2 and on the other, to the difficulties en-
countered by the region in trying to improve its
relative position in the most dynamic export sectors.
Thus, over the last ten years Latin America has not
been able to increase its relative share in world ex-
ports in any of the six main categorics of goods and
services (agricultural products, mining sector pro-
ducts, manufactures, transport, travel and other ser-
vices),

In the second half of the 1980s, world exports of
agricultural products reflected the deterioration in the
terms of trade already referred to, and their growth
rate was less than that of world Gbr and also lower
than that of world trade in all categories of products
(figure 3).

2The main causes of the decling in the relative share of
primary commodities in international trade have been: i) stagna-
tion of global demand because of slackening world economic
growth; i) the growing generalization of replacement processes;
iii) technical advances which make possible greater savings in
industrial processes; and iv) the generally protectionist inclina-
tions of the importing countries. It is also important to note that
although primary commodities had a declining share in relative
terms in international trade, the proportion of commodity ex-
ports from developed countrics grew throughout the 1980s. See
ECLAC, Santiago, 1991.

3 Between 1984 and 1989, the value of world exports of
agricultural producis rose by 35.7%, while -as already noted-
that of world exports of all goods rose by 60%.

For some products such as coffec or cocoa, the
second half of the 1980s was a very negative period:
it is calculated that in 1989 the drop in coffee prices
caused loss of income of over US$1.5 billion world-
wide. Between 1989 and 1990, however, the market
for this product settled down, and although the
equilibrivm which exists today is rather precatious,
the evolution of production in coming years will
probably infizence export income more than in pre-
vious periods (FAO, 1990b).

Furthermore, in 1989 and 1990 there was a
reversal of the upward trend in the prices of some
products such as wheat, sugar and beef, which had
been rising quite briskly in previous years.

At the general level, the fact that global agricul-
tural exports have grown more slowly than world
GDP has naturally meant an increase in the proportion
of consumption of domestic production by the
countries: that is to say, a reduction in the global
import/consumption index.

The slow growth of global agricultural exports,
together with the deterioration in relative prices, has
resulted at the world level in a smaller percentage
share of agricultural exports in total exports, Thus,
the value of world agriculiural exports, which repre-
sented 11.4% of world exports of all types of goods
in 1984, went down to only 9.6% in 1989. Within
this already lower total, the percentage contribution
of Latin America and the Caribbean contracted even
more sharply, going down from 14.4% in 1984 to
10.5% in 1989. As may be seen from table 1, be-
tween 1984 and 1989 Latin America’s total agri-
cultural exports did nol increase in value (on the
contrary, they went down by 0.7%), whereas world
agricultural exports increased, mainly because of the
increase in European and Asian exports, Much of
the stuggishness of the figures for the region’s agri-
cultural exports is explained by monetary factors
(decline in the value of the dollar) and prices (de-
clines in the prices of coffee, ctc.). Other factors were
the protectionist attitude of importing countries and,
possibly, some cases of inefficiency in marketing.

The stagnation of the value of the region’s agri-
cultural exports compared with total regional exports,
which grew by 8% between 1984 and 1989, has
meant a decline in the relative importance of the
agricultural sector in the region’s external trade.
Thus, agricultural exports formed 28.2% of total
regional exports in 1984, but by 1989 the figure had
gone down to 25.9%.
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Figure 3

TRENDS IN WORLD TRADE IN AGRICULTURAL PRODUCTS
AND IN TOTAL WORLD TRADE

(1980 = 100)
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By way of comparison, it may be noted that over
the same period forestry and fishery exports grew by
52.1%, so that in 1989 they represented 4.7% of total
regional exports, comparcd with 3.7% in 1984,

At all events, it should be noted that the relative
stagnation which took place in the second half of
the 1980s came after an important period of expan-
sion in the first half of the decade. In the period
1978-1984, 1 atin American agricultural exports grew
more rapidly than the world average in terms of both
volume and value (table 1).

Furthermore, it should be borne in mind that
even in a situation of slow growth of global exports,
as was the case in the region in the second half of

1984 1986 1988

the 1980s, there were nevertheless products and
countries which turned in a good performance. Thus,
if we look at it in detail, the situation with regard to
Latin American and Caribbean agricultural exports is
seen to be fajrly balanced, with sectors and countries
which continued with quite well advanced processes
of change in production patterns. Exports of non-
traditional products were particularly dynamic.
Morcover, not all the traditional export products went
through stages of crisis or stagnation. On the con-
trary, the performance of the exporting countries of
the region was quite good in the case of some pro-
ducts, especially cotton and bananas,
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Table 1

LATIN AMERICA AND WORLD TOTAL: EVOLUTION OF EXPORTS
OF AGRICULTURAL PRODUCTS, 1978-1989

(Indexes 1979-1981 = 100)

1978 1979 1980 1981

1982 1983 1984 1985 1986 1987 1988 1989

Yolumes
Latin America 95 98 92 111 104 121 116 127 109 106 114 113
World total 89 92 101 106 105 105 109 108 107 114 117 120
Unit values
Latin America 89 95 113 92 87 79 90 79 92 85 91 90
World total 86 98 103 98 2€0 88 90 85 93 95 104 107
Global values
Latin America 84 93 104 102 97 105 101 102 91 104 102
World total 77 91 105 105 95 a3 98 92 99 108 122 128

Source: FAO, Trade Yearbook 1989, Rome, 1990.

3. Non-traditional products

At the present time, one of the most interesting
features of Latin American and Caribbean interna-
tional trade in agricultural products is the promi-
sing performance of non-traditional exports." In
some countries, the bigger earnings from inc. ¢ased
non-traditional exports made it possible to compen-
sate for or even mote than offset the impact of the
drop in traditional export lines. In Brazil, for
cxample, the increased income from exports of
products based on soya beans and orange juice
(US$1 908 million more in 1989 than in 1986)
more than made up for the lower value of exports of
coffee and sugar (US$581 million less in 1989 than
in 1986).°

4The definition of nom-traditional export products is not
very strict and often varies from one country to another. Gener-
ally, however, a non-traditional product is considered to be any
agricultural product which was not exported at all or only on a
very limited scale before the period 1975-1980.

*Data provided by the Banco do Brasil, External Trade
Department. See also ECLAC (1990).

In spite of the satisfactory performance of non-
traditional exports in many countries of the region,
however, © it is difficult to forecast the degree of
stability and the real prospects for the long-term
expansion of international trade in these producis.
At any moment there may be unexpected upsets in
the markets for particular wvegetables, flowers or
fruit. Often the high profitability of some products
—especially temperate-zone products for the out-of-
season market— has led a growing number of coun-
tries to embark upon or increase the cultivation and
export of such products, resulting after a while in
saturation of the market and a drop in prices and
profitability. Something like this happened in the
case of the markets for asparagus and fresh raspber-
ries, causing a crisis which has affected several Latin
American countries in recent years.

SIn addition to Brazil, there are other cases of develop-
ment of agricultural exports based on non-traditional lines of
products which have been closely studied by specialists in the
sector and are often cited by the media. Exampies of this are
Colombia (cut flowers, tropical fruit), Chile (fruit, vegetables),
Guatemala (vegetables), Mexico (vegetables), Paraguay (soya
beans) and Peru (tropical fruit and vegetables). This very in-
complete list shows, however, how most of the counitries have
concentrated on similar product lines.
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The problem with some non-traditional products
is their intrinsic vulnerability, 7 frequently connected
with the fact that they are luxury products aimed at a
relatively small percentage of consumers in the in-
dustrialized countries. These products are extremely
sensitive to the economic cycles of the importing
countries, especially because their prices are relative-
ly high and also because —unlike traditional products
such as bananas- their consumption has not become
a regular habit in the importing countries. Consumers
there consider that these products are attractive but
not essential, and they can give them up very easily.
It is therefore important that there should be good
communication between exporters in the developing
countries and importers in the recipient countries,
particularly with regard to demand trends. As a
general rule, countries exporting non-traditional pro-
ducts must pay close attention to information on mar-
kets and on competing supplies.

The trading characteristics of a non-traditional
product may change with advances in storage and
transport techniques. In the case of fresh fruit, for
example, regardless of whether this is tropical or
out-of-scason temperate fruit, the possibility of
changing from air transport o sea transport, thereby

substantially reducing prices, opens up new markets
in the importing countries and is a factor in facilitat-
ing the incorporation of the product into the regular
consumption habits of those countries.

For other products, especially those for
agroindustrial use such as soya beans and cake,
regardless of whether or not they are exported in
semi-processed form, the markets may display price
curves tending to go down in the medium and long
term, because of the existence of production potential
which is greater than demand possibilities. In other
words, with the passage of time some non-traditional
products may become subject to the mechanisms
which are already tending to depress the markets for
traditional commodities.

In view of the foregoing, and in the light of the
experience of recent years, it may be stated that
countries which wish to expand their trade success-
fully in non-traditional agricultural export lines
must make an effort to ensure that their sup-
ply is as diversified as possible and they must also
strive to attain a level of production and trading
flexibility which will enable them to adjust to mar-
kets whose essential features change with consid-
crable rapidity.

International markets in the1990s

According to the mean “most probable” projection
by the United Nations, by the year 2025 the world
population will amount to 8 504 million people: a net
increase of 3 104 million over the level assumed to
have been reached in 1991 (UNFPA, 1991). With this
growth, potential world demand for agricultural pro-
ducts should also inctease considerably in the com-
ing years, both in respect of foodstuffs and raw
materials of vegetable and animal origin.

"Some specific studies which have taken due account of
the oligopsonic nature of many markets for non-traditional pro-
ducts have come lo the conclusion that the exporting countries
tend 1o aceept rather than fix the prices paid, This phenomenon
is also observed in the case of countries which control a substan-
tia} share of the market for a particular non-traditional product.
Thus, for example, in the United States market for out-of-season
grapes, an exporting country such as Chile does not manage to
exert any decisive influence on prices, even though it controls
some 25% of the market,

At the same time, however, it is difficult to fore-
cast to what exient this potential demand will be
transformed into effective demand, for 95% of the
population increase foreseen will correspond to the
developing countries, especially South Asia, Africa,
Latin America and the Caribbean and the Middle
East. In contrast, it is expected that in most of the
countries of Europe, North America and Oceania
natural population growth will be very low (below
1%) or even zero. In East Asia, too, population
growth is beginning to stagnate. Japan has already
reached fertility rates below the replacement level,
with an average of less than two children per family,
and China will possibly reach this level towards the
end of the century, while similar situations exist in
the Republic of Korea and Thailand.

Thus, in the tegions with the greatest economic
growth prospects, the population —and hence the
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potential demand for agricultural products- will
grow very slowly. In contrast, in regions such as
Africa or Latin America, which are more dependent
on exports of agricultural products, the agricultural
sector will have to increase its output sufficiently to
feed the new population contingents, while at the
same time it will have to generate a trade surplus
sufficient to finance the necessary imports of indus-
trial products.

It might be useful to sketch quite briefly a table
indicating the real net position of the major areas of
the world in the international agricultural product
markets. For this purpose, we shall use the concept of
the agricultural balance (Boulard, 1990). Over the
last 25 years, there have been four. deficit arcas:
i) Western Europe; ii) Japan, iii) Eastern Europe and
the Soviet Union, and iv) the Persian Gulf countries.
Japan has kept its deficit more or less constant, but
the deficit of the Gulf countries has grown during the
1980s. The most interesting features are the increase
in the deficit of Eastern Europe and the big reduction
in the deficit position of Western Europe, which is
now both the biggest exporter and the biggest impor-
ter of agricultural products in the world. Both the
impotts and exports of Western Europe grew rapidly
during the 1980s, but the growth rate of that region’s
exports was markedly greater. In the period 1984-
1989, for example, the cumulative increase in im-
potts was around 55.6%, whereas the growth of
exports was 70.3%. In many product lines, Western
Europe is now a net exporter. Underlying this expan-
sion of its exports are the big surpluses that have
been generated in many member countries of the
European Community as a result of the Community’s
Common Agricultural Policy (CAP) and its produc-
tion support mechanisms.

Among the areas with a surplus, the United
States has the highest positive balances, but these are
characterized by big fluctuations, which cause their
value to vary between 5% and 15% or 16% of world
agricultural exports. The United States surplus comes
mainly from its grain exports.

Latin America, which is the other main area
with a surplus, is the principal supplier of the United
States in most agricultural products other than cereals
(60% in 1988). The balances for Latin America also
fluctuate markedly as a result of the interaction of
the variations in exports of tropical products, agri-
cultural raw materials, cereals and beef on the
one hand, with those of imports of food products on
the other.

Other areas with surpluses, such as Canada,
Australia, New Zealand and some Asian countries,
register more stable positive balances. In the case of
Africa, however, which registered a substantial posi-
tive agricultural surplus equal to almost 10% of the
value of world agricultural exports in the late 1960s,
its surplus has gone down steadily under the pressure
of growing imports of food products and the decline
in the prices of its main export products.

All this forms a picture whose essential features
are unlikely to be changed much in the medium term.
Let us now see what opportunities could arise on the
markets as a result of the great processes of economic
and social change which are taking place in some
regions {Eastern Europe and the Far East) and world
trends with regard to trade liberalization.

It is thus possible that big changes may take
place in the structures of the world agricultural food
supply system, which will bring with them increases
in the demand for agricultural products originating in
the developing countries. These changes could result
from three parallel processes currently underway in
the world, whose final outcome is not yet completely
predictable. These processes are: 1) the social, econ-
omic and political changes taking place in the East-
ern European countries and the Republics which
made up the former Soviet Union; ii) the process of
industrialization and rapid expansion of GDP in many
countries of the Far East, and iii) the negotiations
within the Uruguay Round on the liberalization of
international trade in agricultural products,

We shall now briefly analyse the effects that
these processes could have on world trade in agricul-
tural products, and the possible implications of this
for the developing countries.

1. The effects of the changes East of the Elbe

The intensive processes of social, political and econ-
omic change which are taking place in the Eastern
European countries and the former Soviet Republics
will affect the structure of the world agricultural food
supply system in two different ways: on the one
hand, there will be an increase in the global demand
of those countries; on the other, there will be an in-
crease in their own supply of agricultural products.
These two phenomena must naturally be of particular
interest to the developing countries, which, in the
medium term, must organize themselves to take ad-
vantage of the opportunities and reduce the risks in-
volved in the entry of important new aclors on the
world agricultural market.
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There can be no doubt that an increase in the
growth rate of GD in the Eastern European countries
and the Republics which made up the former Soviet
Union would raise demand for some products from
the developing countries, especially Latin America
and the Caribbean. A higher standard of living in the
former communist world would be reflected in big-
ger imports of tropical beverages (tea, coffee and
cocoa), tropical fruit, cotton, sugar and other pro-
ducts, Although most analysts assert that in the me-
divm or long term these countries should register a
substantial process of economic growth, however, it
is not possible to forecast with any certainty the mag-
nitude or rate of this process, or the length of time
that would be needed for GDP and demand to begin to
grow significantly. Consequently, it is as yet too early
to quantify these variables.

A more probable development in the medium
term could be an increase in the exports of agricultu-
ral products from some of these countries —especially
those closest to the EEC~ to the OECD countries. The
radical changes already made in countries like Hun-
gary and Poland are giving rise to substantial in-
creases in their agricultural productivity, In 1988,
these two countrics came to an agreement with the
EEC whereby they can export their agricultural pro-
ducts to the Community free of duties. Al the same
time, under the powerful stimulus of the liberaliza-
tion of domestic markets, Hungarian and Polish far-
mers have considerably increased their output, while
domestic consumption has continued to stagnaie or
even go down as a result of the elimination of price
controls. This situation has been reflected in the rapid
generation of substantial exportable surpluses.

According to some estimates (Fottorino, 1991),
Poland -a country which has traditionally been an
importer of butter— now has exportable surpluses of
this product estimated at 70 000 tons. Czechoslova-
kia already has the capacity to export nearly 40 000
tons of dried milk, while various Eastern European
countries also have export capacity for beef and live
animals (it is estimated that in 1990 these countries
sold some 80 000 head of cattle at low prices).

While the potential of the Eastern European
countries to export agricultural products is by no
means negligible, that of the Republics which made
up the former Soviet Union could be much greater in
the long run. Although, as it stands at present, Soviet
agriculturc on the whole registers deficits, this docs
not mean that it will continue to do so indefinitely.
Various analysts consider that between now and the

year 2000 at least some of the former Soviet Repub-
lics, such as the Ukraine, could recover the position
as grain exporters which they occupied before 1917,
Others consider that this could hardly take place be-
fore the period 2005-2010, but at all events, conside-
ring the present size of the cereals sector of the
former Soviet Republics, 3 the hypothesis of the de-
velopment of agricultural export capacity in the me-
dium term must be taken very seriously (table 2).

2. The potential of the Asian markets

In the medium term, opportunities may also arise for
exporting countries in the markets of the Asian coun-
tries. In recent years these countries have registered
and continue to register growth rates which are
among the highest in the world.

With regard to growth in international trade in
agricultural products of the Asian countries in recent
years, between 1984 and 1989 the agricultural im-
ports of the nine countries in question grew by
58.4%. The highest growth rates of agricultural im-
ports corresponded to China, South Korea, Thailand
and Hong Kong, whose imports rose in percentage

®In 1989, Soviet cereals production represented 10.9% of
the world total. In the same year, United States production rep-
resented 15.2% of the total and that of Argentina 0.9% (1.2% in
1988).

9A11hough economic growth rates in Asia and the Pacific
slackened in 1989, they continued to be among the highest in
the world. Thus, the real rate of increase of the aggregate GDP
of the region went down to 5.3% in 1989, after the uapre-
cedented figure of 9.4% registered in 1988, China and India
—the two biggest Asian economies after Japan— registered quite
a sharp drop in their GDP growth rate. In China, this went dowa
from 11.2% in 1988 to 3.9% in 1989, while that of India fell
from the record level of 9.5% in 1988 to 4.5% in 1989. In the
latter year, the agricultural GDP grew by 4.5% in China and
2.0% in India. In the region in question, only Nepal, Papua, New
Guinea and Samoa registered GDP growth rates in 1989 that
were below 2%. No negative rates were registered at all, On
the contrary, the Republic of Korca, Singapore, Thailand, In-
donesia, Malaysia, the Philippines, Pakistan, Fiji, the Maldives
and Taiwan all had GDP growth rates over 5%. Thailand, with a
growth rate of 10.8%, was the fastest-growing economy in the
whole world in 1989. Likewisc, a number of countries obtained
excellent results in the agricultural scctor in 1989, In Nepal,
Pakistan, Burma, Fiji and Vietnam, the agricultural GDP grew
by 6% or more in that year, Indonesia, Laos, Malaysia, Thailand
and the Philippines, for their part, registered agricultural growth
rates between 3.5% and 4%. In 1989, the Asian region generated
almost %)% of world rice production and 42% of world cereals
production. China, India, Bangladesh and Thailand had record
rice harvests thanks to a combination of good weather, greater
use¢ of high-yielding varietics, and an increase in the area
planted with the cereal.
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Table 2

SOVIET UNION: TOTAL CEREALS PRODUCTION, 1986-1990

(Thousands of metric tons)

Average Percentage

1986 1987 1988 1989 1990 1986-1990  of total
Russia (RSFER)” 117 968 109 084 102 807 112 360 127 000 113 844 535
Ukraine 43 063 50 184 47 388 54 900 53 200 49 747 234
Moldavia 2044 2011 3052 3 538 2600 2649 1.2
Byelorussia 7041 9 281 6922 7 900 8 200 7 869 37
Kazakhstan 28 306 27 444 22 560 20 200 31 200 25942 12.2
Transcaucasian Republics 2035 2057 2 504 1 607 2 400 2121 1.0
Central Asia 3 447 4 443 4775 4071 4 400 4227 2.0
Baltic Republics 6 164 6 897 5050 6 324 6 800 6 247 2.9
Total 210 068 211 401 195058 210 %90 235 800 212 645 100.0

Source: U.S. Department of Agriculture, Foreign Agricultural Service.

® Russian Soviet Federated Socialist Republic,

terms more than those of Japan. At the same time,
the total agricultural exports of these countries also
increased at a rapid rate —around 45%— between 1984
and 1989. In this period, the fastest growth of agri-
cultural exports was registered by China (81%) and
Thailand (57.2%). Thus, China has almost ceased to
be a deficit country, and Thailand, Malaysia, Indone-
sia and India are net exporters (table 3).

It is interesting to note that in a number of coun-
tries agricultural export development has been ac-
companied by substantial growth of agroindustry.
During the 1980s, another two nations —Thailand and
Malaysia— joined the group of newly industrialized
Asian countries. 10 Unlike what happened so far in
other countries of the region which ate included in
this category, however, Thailand and Malaysia are
developing, within a rapidly expanding industrial
sector, 1! a substantial agroindustrial subsector
closely linked with export agriculture (FAC, 1990c,
p. 55). In Thailand, for example, the average an-
nual growth rate of exports of frozen pouliry in
1984-1989 was 26%, and that of canned pineapple

®Ihis definition had already been applied in previous
years to Hong Kong, the Republic of Korea, Taiwan and
- Singapore.

114 the 1980, the average annual growth tate of the in-
dustrial sector was 30% in Thailand and 20% in Malaysia.

was 14%. During the same period, exports of pro-
cessed goods by Malaysia grew at an average annual
rate of 10%. 12

The success of Thailand and Malaysia in in-
creasing their production and trade in traditional and
non-traditional agricultural products, together with
their capacily to create a dynamic and aggressive
agroindustrial complex in order to export high-
quality products, explain why they are considered
newly agro-industrialized countries (FAO, 1990c, p. 55).

The dynamic development of the Asian region
—one of the most striking economic and social phe-
nomena of these final years of the century— opens up
opportunities but also represents threats for the Latin
American agricultural exporting countries. On the
one hand, the economic growth and growing con-
sumption capacity of their inhabitants are creating
new markets for the products of the Latin American
and Caribbean countries. On the other hand, how-
ever, the great dynamism of the Asian agricultural
exporters may in time reduce the market shares cur-
rently won by Latin American enterprises, not only in
the Asian region itself but also in Europe or North
America.

2 This growth of the agroindustrial sector has formed part
of the general growth of industries processing renewable natural
resources. In the 1980s, for example, Thailand’s exports of
canned fish and shrimps grew at an average annual rate of 29%
and exports of wood products grew al a rate of 21%. Malaysia’s
exports of rubber-based manufactures and wood products grew
at average annual rates of 33% and 10% respectively.
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Table 3
SELECTED FAR EASTERN COUNTRIES: IMPORTS AND EXPOR'TS OF
AGRICULTURAL PRODUCTS, 1984-1989
(Millions of dollars)
Imports Exports
1984 1985 1986 1987 1988 1989 1984 1985 1986 1987 1988 1989

Japan 18446.4 168659 18120.8 20934.3 268054 29059.5 8537 7553 834.6 9475 10163 10736
China* 57367 47851 53864 74399 07402 110748 55806 62480 78869 90567 100588 101685
Republic of

Korea 34314 30747 32671 40556 52825 63085 5621 5024 5900 7471 10062 11064
Hong Kong 35696 35420 37073 47589 57381 62033 12799 14678 16449 21734 30203 32723
Singapore 280L1 24362 22923 24511 3058.0 31965 22055 18321 17426 18284 23066 24347
Malaysia 16340 14659 13002 14881 18529 20672 46419 3717.9 33050 40827 51819 46205
Thailand 651.1 541.9 57L1 7719 10566 12488 38213 32027 35960 39490 50455 60102
Indonesia 11171 903.5 9347 11240 13193 16252 24620 24752 25283 27699 33230 31844
India 19416 16505 13113 15827 23198 14267 22592 22646 23761 23734 22074 2469.0
TFotal 393290 352717 36900.2 44606.5 571727 62299.7 23678.2 22466.0 24504.4 279281 331660 34339.6

Source: FAQ, Trade Yearbook 1989, Rome, 1990,
*Including Taiwan.

Indeed, in the main Asian market —Japan— the
presence of Latin American products is not very great
(5.9% in 1988) in spite of the great possibilities for

complementation between the economy of that
country and those of the Latin American and Carib-
bean agricultural exporting countries.

I

The Uruguay Round

1. The past extent of agricultural
protectionism

The direction taken by the processes of change in the
Eastern European countries, as well as the processes
of rapid development observed in the Far East, will
decisively influence the evolution of world trade in
agricultural products in coming decades. In the short
term, however, the most important developments
could emerge from the multilateral trade negotiations
being carried out in the eighth round of GATT: the
Uruguay Round. Their outcome will be of the grea-
test importance for world trade in general and agri-
cultural products in particular. Indeed, the most
important new feature of the Uruguay Round com-
pared with previous GATT negotiating rounds has

been the extensive space reserved for agricultural is-
sues on the agenda. 13 As the debates have pro-
gressed, it seems evident that the success of the

3 Within GATT, agricultural issues had already been dis-
cussed in the Dillon Round (1960-1962), and more extensively
in the Kennedy Round, where the opposing positions of the Eu-
ropean Economic Community and the United States took shape
quite clearly. In the Tokyo Round (1976-1979), agriculture was
one of the main poinis of tension, and the discussions were also
complicated through the lack of agreement between the United
States and the EEC on procedural matters. The expericnces of the
Tokyo Round led to the formation in 1982 of an Agricultural
Trade Commitiee made up of representatives of 57 nations, with
significant presence of the developing countries. The work of
this Committee made it possible to identify more precisely the
issues and procedures for negotiation in the Uruguay Round. For
a detailed analysis of the role of agriculture in GATT, see Basile
(1991), Hathaway (1987) and Mine, Ingersent and Raymer
(1989).
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Round as a whole will depend on the possibility of
reaching agreement on the liberalization of trade in
agricultural products.

Another important feature of the Uruguay Round
is the broad scope of the negotiations, which cover
not only protective measures such as tariffs and im-
port quotas, but also policies on subsidies for agricul-
tural exports and the fundamental issue of subsidies
and other support measures for domestic agricultural
production. _

The possible successful outcome of this Round
could lead to a fundamental reversal of the tendency
which has existed for over a century towards agricul-
tural protectionism. 14 With the depression registered
in the last twenty years of the nineteenth century, the
European countries began, one after another, to use
tariffs to protect their agricultural production which
was threatened by competition from Russia and from
the new producers of those days, that is to say, the
United States, Canada, Australia, New Zealand and
Argentina.

The main reasons put forward in justification of
protection were: i) the need to maintain a certain
level of food self-sufficiency; ii) considerations
connected with the “special nature of the sector”; 15
and iii) the need to protect the standard of living
of the inhabitants of rural arcas. 1

With the crisis of the 1930s, the protectionist
logic spread to the United States, which since that
decade has displayed an attitude of openness with
regard to trade in manufactures and protectionism
with regard to agricultural trade.

After the Second World War, the United States
progressed from defending its agriculture to active
promotion of its agricultural exports. In its view, this
involved the protection of a natural comparative ad-
vantage. Between the early 1950s and the beginning
of the 1970s, United States agricultural exports grew
fourfold and began to play a more important role in
offsetting the trade deficits which grew more and
more as from that period.

M For more details of the past evolution of agricultural
protectionism see: K. Anderson and Y. Hayami (1986), Basile
(1990} and Jones (1989).

5 The concept of the “special nature” of the agricultural
sector refers to the fact that agriculiural activities run bigger
risks than other sectors of production, because in addition to the
risks inherent in any economic activity there are also those due
to the weather and pests and diseases.

16 With the passage of time, the supporters of protection-
ism have also emphasized the “special social importance” of the
agricultural sector in terms of both employment and political
and territorial equitibria.

As long as the United States saw itself as an
exporting country and the EEC as an importing area,
the conflict between the United States agricultural
export thrust and European agricultural protectionism
remained latent. When the Community began to de-
velop big export potential in direct competition with
the United States, however, the trade conflict was
manifested in increasingly open forms.

As well as stepping up the conflict, the protec-
tionist instruments were refined and diversified. 17
Tariffs were increasingly accompanied by quantita-
tive restrictions, non-tariff duties, technical and cus-
toms barriers, and various forms of direct State
intervention in agricultural markets (through sub-
sidies for production and exports, acquisition of pro-
ducts by government agencies for price defence
purposes, and political and diplomatic intervention in
order to achieve voluntary sclf-restraint agreements
with other countries).

Over the last hundred years of protectionism, the
evolution of these instruments has also been accom-
panied by an evolution of the objectives pursued.
There has been a gradual progression from policies
involving closing markets or strengthening natural
comparative advantages to policies designed to create
artificial conditions of compelitiveness for national
agricultural producers.

It is important to note that the problems of
international trade in agricultural products are of pol-
itical importance, not only in the sense of the impli-
cations of these matters for the domestic policy of
the various countries (clectoral weight of farmers,
food prices, regional policies, etc), but also the
growing international political dimension of agricul-
tural trade. It might seem a paradox that in the
last decade of the twentieth centuty, the most con-
troversial aspect of trade relations between the two
greatest economic areas in the world, the United
States and the EEC, is agriculture. This international
political dimension of agricultural issues is bound to
last for many years to come, whatever the outcome
of the Uruguay Round, because of the increasing im-
portance that food and agricultural balances will
have for the stability of various regions of Africa,
South Asia, and, looking forward into the future,
Latin America too.

7 Reference has been made to the “escalation” of protec-
tionist instruments. See Basile (1991).
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2. The positions of the various actors

The GATT rules on agriculture are relatively few in
number, rathet generic in nature, and moreover
drafted in slightly ambiguous terms. In one way or
another, they are strongly conditioned by the
priorities which the contracting parties had at the
time when the agreement was ratified. Thus, in keep-
ing with the objective of permitting the consolidation
of a world trade system which is as free as possible,
some pains were taken to avoid introducing into the
text any reference or declaration of principle on the
“special nature” of the agricultural sector. In order to
permit the reconstruction of European agriculture,
however, some rules were incorporated which, in
fact, were to give various degrees of protection to na-
tional agricultural production. 18

What the Uruguay Round has aimed to modify
in depth is thercfore a complex of rules and estab-
lished forms of behaviour which have governed in-
ternational agricultural trade over the last 40 years.
Furthermore, there has been an explicit desire to
measure the effective obstacles impeding trade in ag-
ricultural products and to establish a clear conceptual
connection between national agricultural policies and
distortion of markets.

The main participants in the debates in this
Round have been the United States; the EEC; the

"% These rules consist, primarily, of articles XI, XII and
XII, which permit the adoption of quantitative restrictions
on imports and exports for various reasons (food crises, need
to control international production, balance of payments
problems). These articles are very important because in prin-
ciple GATT does not permit the adoption of such instruments,
since it considers them a form of “non-transparent” protection,
in contrast with fariffs, which are the only form of “transpar-
ent” profection. In addition, article XVI, which is drafted in
complex and rather vague terms, actually permits the adoption
of subsidies. It is worth noting that the generic naturc of the
criteria and of the frame of reference selected in this article
for imposing disciplire on the adoption of subsidies lie at the
root of the great majority of the controversies in GATT between
the United States and the EEC in the period 1976-1986. Finally,
article XXV.5 permits temporary exemption from the obliga-
tions of GATT in “exceptional circumstances”. This rule has
been repeatedly used by the United States since 1951 (in
respect of dairy products).

Cairns Group; 1° Japan, Korea, the Scandinavian
countries and Switzerland, which share a marked
sensitivity to domestic food security issues; and
the developing countries which are importers of
food, 20

These debates have highlighted above all the
discrepancies between the two main negotiators —the
EEC and the United States— over three points:

i) The conversion of non-tariff obstacles 1o im-
ports into customs tariffs which provide equivalent
protection to begin with and could be gradually re-
duced to zero in the course of time. So far, it has not
been possible to reach agreement on this point for
various technical reasons connected with the criteria
for the determination of reference prices and years
and the opposition of the European Community to a
form of conversion into tariffs which does not pro-
vide for suitable “correction coefficients” for protect-
ing the income of farmers from abrupt variations in
international prices or fluctuations in exchange rates.

ii) Reduction of domestic assistance and criteria
for measuring it. The European Community offered a
30% reduction of the global aid which it has been
applying to products where it is known that there are
serious structural imbalances: rice, cereals, sugar,
meat, protein-rich foods, olive oil and oilseeds. 2!
This proposal has been considered unsatisfactory by
other negotiators and by the United States in particu-
lar. An even more paralyzing ¢lement has been the
discrepancy between the United States and the Euro-
pean Community on the criteria for measuring effec-
tive domestic aid. The United States negotiators
proposed the use of producer subsidy equivalents,
whereas the European Community advocated the use
of a support measurement unit, because this essen-
tially identifies aid affecting international markets.

% The Caims Group, named after the Australian city, is
made up of 13 countries which are major exporters of agricultu-
ral products; five Latin American countries (Argentina, Brazil,
Chile, Colombia and Uruguay), four Asian countries (the
Philippines, Indonesia, Malaysia and Thailand), three countries
from Oceania (Australia, New Zealand and Fiji}, and one East-
em European country (Hungary). As may be seen, this is a
group of countries which are quite different in their general
economic structures but share the common feature of being
efficient exporters of temperate-zone agricultural products.

. 20Among these countries, a particularly active role has
been played by Egypt, Jamaica, Mexico, Morocco, Nigeria and
Peru.

2 Some of these products are of great importance for the
Latin American and Caribbean region.
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iii) Export subsidies. The Uniled States proposes
the total climination of these subsidies over a period
of five years, whereas the European Community pro-
poses a system of gradual reduction, combined with
“correction coefficients”.

Both the question of domestic aid and that of
export subsidies form part of the same fundamental
issue for the long-term interests of the developing
countries: that of the net transfers of resources which
the industrialized countries regularly make to their
farmers in order to create artificial competitiveness,
evading the cost differences with producers in de-
veloping countries. In order to appreciate the real
dimension of these transfers, it may be recalled, for
example, that in 1988 the global transfers by the
OECD countries to their agricultural sectors totalled
US$266.7 billion, that is to say, a value comparable
to that of the entire world agricultural exports in that
year (US$287.2 billion). In 1989, these transfers
grew still further to US$299 billion while world ex-
ports of agricultural products came to US$299.9
billion inthe same year (table 4).

It may be seen from table 4 that, with the notable
exception of Australia and New Zealand, which are
big exporters of agricultural products, all the OECD
countries heavily subsidize their agriculture.

It is obvious that a reduction of subsidies and, in
general, a successful outcome of the Uruguay Round,
would considerably increase the relative competitive-
ness of the developing countries which export agri-
cultural products. At the present time, however, the
great processes of openness which are taking place in
many areas of the developing world, especially
J.atin America and the Caribbean, are creating an
unbalanced situation between a South which is open-
ing up its economy and a North which is engaging in
protectionism.

After the resumption of the Uruguay Round
negotiations, the prospects of reaching agreement on
agriculture could improve as a result of the debate on
the reform of the Common Agricultural Policy which
is taking place within the EC, The agricultural budget,
which absorbs two-thirds of the entire Community
budget, grew by 20% in 1991 compared with 1990,
and initial calculations on the 1992 budget indicate
a possible increase of 12.6% compared with 1991,
In view of these spectacular increases, together with
the growing imbalances which exist in the markets
for cereals, beef and mutton, milk and wine, the

Commission of the European Community has pre-
pared new guidelines for a fundamental reform of the
Common Agricultural Policy. If this reform is finally
approved by the member countries, it could open up
the way for an agreement within the Uruguay Round
(BCLAC, 1991).

At the same time, it is important to bear in mind
that not all the individual countries within the Com-
munity take the same positions. The main concern of
Germany is to defend the income levels of its agri-
cultural producers, while other countries, such as
France, also want to defend the export capacity of
their agriculture. These internal differences markedly
reduce the freedom of action of the Community
negotiators.

For the North American negotiators, on the other
hand, the main objective is to defend their agricultu-
ral trade surplus. The United States, in particular,
regularly turns in a positive balance on its external
agricultural trade. In the last two years, however, that
positive balance has begun to be threatened by the
reduction in the volumes exported and in the prices
obtained. In other words, United States agricultural
exports have suffered the effects of the same phe-
nomena which are affecting some developing coun-
tries. In the light of these circumstances, and in view
of the importance that the agricultural surplus has for
a trade balance like that of the United States, which
registers an overall deficit, it is easy to understand
the efforts which that country is making to gain
greater access to the markets of Europe and Japan.
These United States efforts are clear proof of its de-
clared will to increase the volume of its agricultural
exports to all markets. In the coming years, the
United States will probably further intensify its pro-
motional activities in two geographical arcas in par-
ticular: firstly, in Latin America and the Caribbean,
within the trade openness initiatives which are under-
way throughout the region; and secondly, in the Re-
publics of the former Soviet Union, and especially
Russia itself. Indeed, of the US$4.5 billion which
the United States has so far promised to the members
of the Community of Independent States (CIS)
as a whole (Crisafulli, 1991; Marti, 1992), US$3.75
billion correspond to guaranteed agricultural credits.
At the same time, other credits will be given to the
group of former communist countries through a spe-
cialized agency (the Commodity Credit Corporation),
in order to enable them to purchase agriculiural
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Table 4

ORGANIZATION FOR ECONOMIC COOPERATION AND DEVELOPMENT (OECD):
TOTAL TRANSFERS TO AGRICULTURAL SECTOR
{Billions of dollars)

Transfers paid by

. a . \ ¢
Fiscal transfers Fiscal income Total transfers

consumers
(1) (2) 3 (1)+(2)-(3)

1987 1988 1989 1990 1987 1988 1989 1990 1987 1988 19890 1990 1987 1988 1989 1990
Australia 03 02 03 03 04 04 04 04 - - - - 07 06 07 07
Austria 1.0 10 08 11 28 26 20 27 - - - - 38 35 28 38
Canada 56 57 43 47 36 36 35 36 01 01 01 01 91 93 78 83
EC(1Z countries) 382 456 413 493 827 750 619 851 09 10 08 1.0 1200 1196 1024 1334
Finland 16 18 17 22 31 33 32 38 03 01 - 01 44 50 49 59
Japan 179 196 180 149 600 656 59.0 547 115 150 11.7 106 664 70.1 653 59.0
New Zealand 1 01 - - 01 01 01 01 - - - - 01 02 01 01
Norway 18 19 18 21 18 '1.7 16 22 02 01 01 01 33 35 33 42
Sweden 06 06 05 05 27 26 27 30 02 02 01 01 31 30 31 34
Switzetland 1.7 18 18 21 45 47 39 49 08 08 06 07 54 57 50 62
United States 516 442 478 471 314 260 242 279 14 10 07 09 815 691 713 741
Total 1203 122.3 1184 1243 192.9 185.6 162.6 1883 153 184 14.2 13.6 297.8 289.6 266.7 29990

Seurce: OECD estimates.
* Fiscal transfers include State, federal and Community taxes.

® Transfers paid hy consumers represent additional outlays which consumers in the various OECD countries must make as a result of

national price support policies and protectionist measures.

“Fiscal income generated as a result of price policies occurs only in the case of products fn which the countries are not sclf-sufficient,

products from the United States. Some US$2.5 billion
were granted through the Commodity Credit Corpor-
ation in 1991, and a third credit of US$1.25 billion
was agreed in November 1991. The cIS currently
absorbs between 25% and 30% of the agricultural

IV

exports of the United States, and in the short and
medium term, until the agricultural sector of the for-
mer Soviet Republics is fully reorganized, the per-
centage of United States agricultural exports that
goes to these markets is bound to increase further.

Trade liberalization prospects and the developing countries

A successful outcome of the Uruguay Round would
lead to at least the partial liberalization of interna-
tional trade in agricultural products, At present the
leeway open to the negotiators is not very great, es-
pecially in view of the pre-electoral period in the
United States and the debate on the reform of the
Common Agricultural Policy in the member coun-
tries of the Europcan Community. As the months
go by, however, the prospects of a compromise

agreement could become more likely. Open failure of
the Uruguay Round would have very strong adverse
psychological effects on the economic agents, pre-
cisely at a moment when the signs of world recession
are already very serious.

% According to an updated version of the Unrited Nations
World Economic Survey 1991, total world production and in-
come went down in 1991 for the first time since the Second
World War.
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If the negotiations have a satisfactory outcome,
this would strengthen general confidence and have a
substantial anti-recessionary effect. 2 Moreover, the
Uruguay Round already involves too many vital scc-
tors of the world economy to be allowed to fail mere-
ly because of the impasse over agricultural trade. 24

It therefore seems important to try to guess in
advance what effects international agricultural trade
liberalization is likely to have on the economies of
the developing countries.

In recent years, a number of analytical models
have been prepared, some of them of high formal
sophistication, which are expressly designed to cover
the problem of the effects such liberalization would
have on the various markets (Goldin and Knudsen,
eds., 1990). The set of models presents multiple sce-
narios for different degrees of liberalization and dif-
ferent analytical approaches (partial equilibrium
models, general equilibrium models; cases of a single
product or several products; partial or specific mar-
kets, etc.). In general, they have been criticized,
inter alia, for not taking account of the existence of
preferential trade agreements (the Lomé Agreement,
the Caribbean Basin Initiative, etc.); for not having
paid sufficient attention to the question of food se-
curity; for not having taken account of the reactions
of the countries concerned when presenting hypo-
theses on price variations, and not having hightighted
the differences of basic interests between the various
groups of developing couniries (Ananfa, 1950).
Nevertheless, it is interesting to make a rapid review
of the results of these models, which are the only
analytical instruments available so far for gaining
some indications of the trends that might be followed
in terms of the possible effects of liberalization on
agricultural markets.

2 As the Director-General of the International Monetary
Fund expressly stated in his address before the Economic Com-
mission for Latin America and the Caribbean on 29 November
1991: “Nothing could do more to strengthen the medium-term
growth prospects of the developing countries, and the industrial
countries too, than the successful completion of the Uruguay
Round. This would boost confidence precisely at the moment
when it is most needed”.

2 There are 14 issues under negotiation in the Uruguay
Round: 1) tariffs, 2) non-lariff measures, 3) natural resource-
based products, 4) textiles, 5) agriculture, 6) tropical products,
7) the articles of GATT, 8) multilateral agreemenis, 9) safeguard
measures, 10) subsidies, 11) intcllectnal property rights, 12) in-
vestments, 13) settlement of disputes, and 14) functioning of the
GATT system.

In general, the analysis of these results indicates
that the developing countries will be the most af-
fected —positively or negatively, depending on the
particular cases— by the liberalization of agricultural
trade. In a way, this is obvious, since the agricultural
sector is relatively much more important to the de-
veloping countries than to the developed nations.

In the short and medium term, efficient expor-
ting countries, such as the Cairns Group countries,
will considerably increase their exports and earnings.

The food importing countries, on the other hand,
will be adversely affected in the short and medium
term by the increase which is expected in the prices
of many products. All the models foresee an increase
in the short and medium term in the prices of meat,
dairy products and sugar. Moreover, all of them ex-
cept the MTM model of the OECD (Moreddu, Parris
and Huff, 1990) also foresee increases in the prices
of cereals for human consumption. In the case of
basic grains for animal feed, the results are more
open to controversy. Thus, both the MTM model and
the model prepared by Zietz and Valdés (1990) fore-
see a decline in prices as a result of the crisis in the
stock-raising sector of the OECD countries caused by
the liberalization of markets. The other models, how-
ever, foresee an increase in prices in the basic feed
grains sector also.

Examination of the models also clearly reveals
that if there were liberalization of the export markets
of the developing countries together with liberaliza-
tion of the OECD import markets, the rise in prices
would be significantly less in the medium term.

In other words, if the policies of the developing
countries adopted an export blas and if they aban-
doned, at least partially, the tax, exchange rate (over-
valuation of the exchange rate) and tariff {duties on
inputs) measures which make it less attractive to pro-
duce for export, this would considetable increase the
possibility that farmers in the developing countries
could respond rapidly to the new opportunities cte-
ated in international markets as a result of liberaliza-
tion in the OECD countries.

Thus, simultaneous liberalization in North and
South would cause a gradual change in the geo-
graphy of trade flows, together with a general in-
crease in efficiency instead of a mere generalized
rise in prices (Krissoff, Sullivan and Wainio, 1990).
This makes clear the fundamental strategic import-
ance of the transmission mechanisms between inter-
nationa} and domestic prices in developing countries
which are exporters of such goods,
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Consequently, the rise in international prices
would be a strong stimuius for the agricultural sup-
ply of the developing countries. In the medium and
long term, it would also stimulate technological
change, with consequent increases in yiclds, With
time, the increase in international prices could be
reabsorbed. It is important that the whole process
should be of a gradual nature: rapid increases in food
costs could have very severe political and social
consequences for the importing countries, while
the gradual nature of the process could facilitate
the adjustment of both the importing and exporting
countries.

At all events, it is necessary to highlight two
unknown quantities which the models do not help to
solve because of their inherent methodological ap-
proach. Firstly, it is not clear what aggregate effect
the big changes in the structure of international prices
will have in the medium term on the aggregate sup-
ply of China, the Eastern European countries, and the
members of the C1S. Because of the size of their total
agricultural production, even modest percentage in-
creases in the supply of countries such as China or
India could have big effects on prices.

Secondly, it is not clear either what impact the
strategies of the big transnational firms are likely to
have on the agricultural food market. In view of the
market shares controlled by these enterprises, 25 the
hypothesis of perfect competition which is at the
basis of the great majority of the models seems unre-
alistic, at least for some products. The intermediation
of the big transnational corporations means that agri-
cultural producers in the exporting countries are
faced in many markets with an oligopsony, while
consumers in the importing countries are supplied
through an otigopoly.

For many developing countries, the negotiations
specifically devoted to tropical products have been of
special importance. The position of the developed
countries with regard to these products has generally
been more flexible than in the case of other products.

®In the early 1980s, for example, five big firms controlied
around 90% of the wheat and maize exports from the European
Community, almost 90% of the exports of Argenting wheat, and
90% of exports of Australian sorghum. At the same time, four
enterprises controlled between 60% and 65% of the world sugar
market and three enterprises controlled 60% of the cocoa mar-
ket For more details on these points, see Davies (1986) and
Cramer and Heid (1983).

The specific objective of the negotiating group with-
in the Uruguay Round has been to secure the fullest
possible liberalization of trade in these products, in-
cluding their trade in processed and semi-processed
form, extending to all the tariff and non-tariff
measures affecting this trade. According to the Punta
del Este Declaration, this sector should receive spe-
cial atlention, in view of the importance of the trade
in tropical products for many developing countries.26

The main achievement of these negotiations has
been the unilateral granting of tariff reductions by a
number of developed countries, which began to be
applied in January 1989. Subsequently, other more
far-reaching proposals have been put forward, but the
developed countries have linked the results of the
negotiations in this field with those attained in other
groups. Furthermore, their markets have tended to
become less and less open as the degree of process-
ing of products increases (Ananfa, 1990). This has
been reflected in the phenomenon of tariff scaling
already referred to.

Since it is very important for the developing
countries o progress from the phase of developing
agricultural exports to that of developing agroin-
dustry, the problem of tariff scaling must be given
due consideration by all the interested partics.

A final point that should be highlighted is that of
the possible effects of the liberalization of agricultu-
ral markets on food aid flows. So far, the existence of
big surpluses in the North has been an important
prior condition for the food aid plans designed to
help many developing countries. If trade liberaliza-
tion not only puts an end to the tendencies of agricul-
ture in the developed countries to produce surpluses
but also leads to the cessation of food aid, this could
result in famine in a number of areas of the world. It
is therefore important to strengthen and suitably
modify the bilateral and multilateral food aid mech-
anisms, in order to avoid emergencies that will be
difficult or impossible to cope with when the effects
of the liberalization begin to felt,

2 Although there is no agreed definition of tropical pro-
ducts, the negotiations of this group have covered the following
product groups: tropical beverages (coffee and coffee products,
cocoa and cocoa products, fea and instant tea); spices and essen-
tial oils, cut flowers, plants, vegetable materials, lacs, etc., and
products thereof; certain vegetable oils, oilseeds and ojlcake; to-
bacco and tobacco products; rice, cassava and other roots of
tropical plants, and products thercof; bananas and banana pro-
ducts, and other tropical fruits and nuts and products thereof, in-
cluding fruit juices; tropical timber and products thercof; natural
rubber and rubber products; and jute and hard fibres.



112

CEPAL REVIEW No. 47 / August 1992

Conclusions

The second half of the 1980s was a difficult period
for agriculture in the developing countries. The dete-
rioration of the terms of trade, the weakness of the
markets for their commodity exports, the external
debt burden and inflationary tensions all combined in
a number of regions of the world to depress incorne
and wages and bring down the standard of living of
broad sectors of the population. These were years in
which many countries asked too much of agriculture.
On the one hand, it was asked to feed a growing
population, and on the other it was asked to provide
the resources needed for financing the debt and im-
ports.

Although the growth rate of the wvalue of the
agricultural exports of many developing countrics
has been going down and, in any case, has been
below the growth rate of the agricultural exports of
the OECD countries and some Asian countries, in a
number of cases —particularly in developing coun-
tries which do not have mineral resources— agricul-
ture has become the main source of foreign
exchange.

Whatever the outcome of the Uruguay Round,
the 1990s will be a period of intensive competition
on international agricultural markets. If the OECD im-
port matkets are liberalized, it may be expected that
initially there will be a rise in the prices of many
temperate zone products, including basic grains for
human consumption. It is foresecable, however, that
in the long term prices will go down once again un-
less there are profound structural changes in the com-
position of world agricultural demand.

There is a key point which is of fundamental
importance in all this: the basic problem of world
agricultural trade, and the factor which severely
limits its development possibilities, lies in the gulf
between potential demand and the resources needed
to turn that potential demand into effective demand.
As long as the markets of the developing countries
are not in a position to purchase the agricultural pro-
ducts they need to feed their growing populations,
the development possibilities of world agricultural
trade will always be limited.

The new markets which are opening up for re-
newable natural resources undoubtedly offer big
opportunities for innovative countries or enter-

prises which -through new products, new trans-
port technologies or new trade strategies— arc able to
incorporate themselves successfully into this trade
and take advantage of unexploited markel segments
or niches. Regional and world experience shows,
however, that with the passage of time other compet-
ing countries enter international markets, giving risc
to crises of over-supply and falling prices. The indus-
trialized countries have limited markets for new re-
newable primary commodities, and the cycles of
expansion and saturation are currently quite short. It
may therefore be very important to study these
spaces and cycles when preparing national develop-
ment strategies.

It would be desirable to initiate, expand or con-
solidate some agricultural export chains, promoting
their efficiency and competitiveness by various
means, provided that these options are not at variance
with the essence of a growth and development strate-
gy. Except in some very special situations, diversi-
fying primary production for the purpose of domestic
or export supply does not seem to be a sufficient
basis for a long-term development strategy, no matter
how promising some agricultural export chains may
seem.

It is obvious that the various agricultural expor-
ling countries must pursue agroindustrial develop-
ment in order 1o progress o a more complex level of
production and increase the diversification of their
exports. Agroindustrial development also favours the
internal linkages of the economy, speeds up the pro-
cess of social and production modernization in rural
areas, and leads 1o the production of goods which can
readily be sold on domestic markets. Even when con-
ceived in the broadest terms and oriented to both the
domestic and the international market, however,
agroindustrial development alone cannot radically
change the situation of the agricultural exporting de-
veloping countries.

Latin America and the Caribbean must follow up
with the greatest attention the changes which are tak-
ing shape in the world markets for agricultural pro-
ducts, including the evolution of the agricultural
sector of the FEastern European countries and the
Republics which made up the former Soviet Union;
the changes in the Asian economies, which are
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making decided progress towards greater food self-
sufficiency and even towards the conversion of their
agricultural sector into an important source of ex-
ports; the evolution of the tensions between the Iead-
ing countries which export temperate-zone agricultural
products, as reflected in the Uruguay Round; and the
relatively rapid saturation which is taking place in
the markets for new products, especially tropical and
subtropical products, into which various African and
Asian countries are trying to penetrate,

Consequently, processes of economic openness
based mainly on incorporation into international
trade through agricultural or agroindustrial products
call for close and cautious attention.

In conclusion, it may be noted that, within the
cconomic trends predominating today, greater econ-
omic openness, together with the simultaneous re-
duction of the regulatory capacity of the State, may
be leading in some countries to the creation of new
forces tending to concentrate renewable natural re-
sources. The trend towards greater concentration
could be channeled through the exchange of external
debt for resources and through the transnationaliza-
tion of the ownership or use of renewable resources.
This phenomenon would be strengthened by the
tendency to rediscover comparative advantages with
regard to the enhancement of such resources by pro-
cessing.
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