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I was asked to prepare a paper on agricultural trade liberalisation, a

subject that I have written aboui for four decades. And I will emphasize
_the importance of trade liberalisation for agriculture for all countries,

including the developing countries such as Brazil. But I want to go beyond
recommending trade liberalisation so that I mav emphasize the positive role
that government can play in creating the conditions for a growing, efficlent
and prosperous agriculture. There are manv tvpes of interventions that
go&ernments should avoid, and most interventions in markets are among those,
but there are numerous interventions that have positive benefits and should
be -given pri?ritv.

So that there is no misunderstanding, let me.be clear that trade
liberalisation for agricultural ﬁroduc:s means more than removing tarrie
at the border. It generallv means significant changes {n domes-.2 ‘-
poiicies since in the case of agriculture, interventions in interna:::-.
tréde are a consequence of domgstic “arm policies. The border measures are
us-d to assist in carrving out the objectives of the farm programs and not
the other wav round. Thus trade liberalisation requires that domestic farm
programs be modified to reduce governmental interventicn in domestic
markets, either through price supports or price ceilings or bdbv subsxcleg of

various foras. .

To be presented at the International Seminar on Agricultural Policv to
celebrate the 45th Anniversary of the Institute of Agricultural Economics of
the State of Sao Paulo and in honor of Ruv Miller Paiva, October 26-28. Sao
Paulo, Brazil.



Significance of Trade liberalisation

1?2 the current round of GATT Negotiations in the U.uguav Round is suc-
cessful in reducing trade dbarriers for agricultiral and manufactured
products and services, the potential gains for Brazil w.ll be substantial in
their magnitude. While this paper will be concerned pr.marilv with agricul-
tural liberalisation, the long run benefits fér Brazil i1l depend more on
what is achieved in liberalisation of mani.factured prodicts and perhaps even
for services. -The reason is that while Brazil would ga.n significantlv {n
the shert run froz agricultural liberallsatsod. agricul:.ure's relative im~
portance 1n‘the_economv is declining and will ctntinue o decline. fhﬁs to
an increasing extent, the real per capita incomes of Brazilians will depend
upon hignlv productive and ccapetitive marufacturing ani services sector
that nave reascnablv free access to markets anvwhere in the world.
Currentlv drazil exports of manufactured products are o” approximatelv the
same value as its exports of agricultural products. As recentlv as 1960 89
percent of Brazil's exports were prizaryv groducts, whici meant mainlv
agricultural products. Thus Brazil has a grcwing stake in liberalisation of
trade in manufactured products and services as well as in agricultural and
other primary products.

Agricultural trade liberalisation has quite differ:nt implications for
the industrial market economies and the developing couh;rxes. such as
‘Brazil. In the 1ndustrifl countries, where the commerc.al farmers who
produce three fourtﬁs of total agriculturzl output have incomes substan- .
tiallvy above the average familv income of the countrieé. farmers are heavily
subsidized. In developing countries where¢ mcst farmers (though not

all) have average familv intomes much belcw the nationa. average, farmers are



taxed in a varietv of wava “or the bene”it of urban consumers and taxpavers.
Before turning to effects of agricultwal protectionism, whether posi-
tive or negative, upon international market prices and upon national
welfare, I shall present some information on the degree of governmental.in-
tervention in the markets for agricultural products. The neaaur; used {s
the difference between the returns received by farmers and the appropriate
border price for similar products. This difference is calculated to include
subsidies as well as market price effects. In the case of developing
countries- the difference between returns to farmers and the border prices
also {erlect the effect of the overvaluation of exchange rates upon ihe pur=
'chaaing power of agricultural products. ' N
" We shall first consider some representative examples of the degree of
nominal protection provided farmers {n developing countries. Data are given
in Table ' for 19 countries.with estimates for an export crop and an izport -
crop. The estimates of nominal protection have two components - the direct
component which measures the difference between the producer price and the
border price at the official exchange rate and the indirect coaponent vnfcﬁ
reflects the combined effects of the overvaluation of the exchange rate and
of the effects of trade policies in sectors other than the.agrlcultural
sector. An overvaluation of the exchange rate actS exactly like an export
tax; it also serves as a subsidv-on imports for those who are fortunate
enough to have access to foreign exchange at the official rate. Similarlv,
_as‘anown bv Clements and Sjaastad (1984), import duties act as taxes on
exports. Thus it {8 verv appropriate in determining how a countrv's

poiicies affect agriculture-to take into account the exchange rate and trade-

policies that affect the costs of {tems that farmers purchase.



The data on protection of agricultural products ir. developing countries
are based on a series of countrv studies organized bv the World Bank and
presented at the XX International Confereice of Agricultural Economists in
in Buenos Aires in August 1988 by Anne O. Krueger. Th¢ project was the most
extensive and careful studv of the effects of governmental policies upon
agr:pulture that has ever been undertaken. Its detailcd resuléa, which will
be pudblished in \9@9. are worthv of studv bv all who are interested in the
welfaré of farc people and the adequacv o the food supplv for all. The
cata are for 1980-84 and the farm commodities are divided {nto those that
are exportgd and those that are faported.

There are several notable outcomes indizated in the table. In geher#l.
the negative protection of exportables is greater than for importables.

This is true in everv country for which there is both an exportabie and im-
portatle, save one (Zambia). In several instarces the cifferences are
sybstantial. Such a case is Malavsia where rutber, which is exported, has a
total negative protection of 29 percent while rice, which is imported, has a '

positive rate of protection of 58 percent. The differ:znce between the

_treatzent of export and import products is not quite 8) striking in the case

of Brazil, vet soybeans are more significantly discriminated against than
wheat, which is fmported.

A second_tmporcanc feature of the d:ta i{s that in the majoritv of the
‘cases the indirect effects are substanti:llv greater than the direct
effects. .This is true for a small major:ty of the export crops and for all
of the import crops except one (grapes in Chilo)L Neglect of the {ndireot
effects upon agriculture of currencyv overvaluat.ions and protection of the
. nonagricultural sectors has all too often left the imgression that agricul-

tural policies were onlv moderately bias:ied against firm people and {n favor
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of consumers and the nonrarﬁ sector generallv in the developing countries.
But what is clearlv revealed in Table 1 is that this impression {s highly
erroneous, especially for the most productive sectors of agriculture t.nar..
are able to compete in world markets. The third notable feature {s that the
majoritv of the highest rates of taxation, and that is what negative nominal
protection rates amount to, are fér tropical products that are grown on
trees. These are products that face modest trade barriers in importing
countries but as Table ! indicates this is small comfort for the producers
of theée products since their governments have seen to it that the producer?
do not realize the advantages of relatively open markets.

Table 2 presents estizates of the nominal rates of agricultural protec-
tion for nine industrial countries for 1980-82 and 1986/87. Two things are
immediatelv evident. The first is that the positive rates of protection af;
of the same order of magnxiude as the negative total rates of protection,
Qitn the exception of the verv high raiea for Japan. The second 1s that the
nominal protection rates increased between the earlv 1980s and 1986/87.

With the recent increases in intefnactonal market prices, the protection
rates are below 1986/87 but still not back o the levels of the earlv 1980s.

It is not only that the average nominal rates of protection are high in
the largest industrial market economies, but the protection rates vary
widelv from commoditv to commod1t§ within each of the economies. For ex-
ample, based on the average levels of nominal protection from 1982-86, the
nominal protection levels for thé United States varied from 6 percent for
pork to |\7'percen: for dairv and 342 percent for sugar. For that period
the average level of nominal protection was 33 percent. The average nominal

protection coefficient for the European Communitv for 1982-86 was 55 percent



with a range o7 18 percent for pork to apgroximatelv 80 percent for milk,
beef, rice and oilseeds {USDA 1988).

In terms of effects upon an economv's igports or ec<ports, the varia-
tions in the levela.of protection are as sigrnificant as the average lével of
protection. Differential rates of protection influence the pattern of
production in the protectec sector and thi.s influenceut\e pattern of trade{_(
Since the elasticities of supplv for individual farm priducts are sig-
nificantlv greater, on average, than the tup;lv elastictties for all
agriculture, var:ations .n ;rotection .evcls have an fuportant effect upon
the composition of trade and thus of the consequences for those who wish to‘
export to -the countr§ or who have to compete with it in the 1ncernationa1A
markets. '

Consider :hé following. In a recent mocel used' to estimate the effects
of trade liberalisation by the industrial market econocies upon interna-
tional trade and prices, Roningen and Dix:t (1988) estimated the price
elasticity of supply for all U.S. fara products for the .ntermediate term
(approximatelv five years) at 0.29. If there hid dbeen no effort at supply
management in the United States from 198286, tae nomiral protection of
agriculture of 33 percent would have mean!. that total farm output would have
been somewhat more than 9 percent larger .han i{f the U.S. farmers had
produced in responsec to international mar:iiet prices. The price elasticity
of suéplv for the EC was estimated to be 1).28 and with a nominal protection
coefficlient of 55 percent, the output eff.ct compared to what output would
have been at international market prices Jas aporoximately 15 percent.2 But .
the elasticities of supplv of individual romnodities with respect to their
own prices were aubscantxallb nigher than the average. For exampl;. the 'sup-

plv elasticities for individual commoditizs .n the United States were



estimated to be as follows: Sovbecans, 0.60; wheat, 0.60; corn, 0.48; beef,
0.65; pork, 1.00; dairy, 0.80 and poultry, 0.65. While we need more infor-
pation than the elasticities of supply with respect to own price to
determine the differential output effects of different levels of noaminal
protection, it is obvious that since dairy has had a‘verv high level of ;
protection and pork ilmost none, dairy production has been increased while
pork production has been reduced from the level that wouid have prevailed
" under. free trade. Even though there was aismall positive protection coeffi-
cient for pork, the average for all other {arms products was so much hig-er
tha: resources were pulled avay {roam pork produbtion to products with the
‘higher levels of proiection. The United States exports significant Quan-
tities of dairv products and it would be a large net inpérter with 1low or
nil rates of nominal protection while it is a large net importer of pork
products.

‘ Differences in rates of protection affect the composition of faram out-
put’ and trade because the most highlv protected sectors are able to bid both
traded and nontraded resources awav from the less protected sectors, inclucd-
ing especiallvy those sectors with high negative rates of protection. thie
it may not be too surprising that a sector, such as agrlcuyture. will seek
protection, i{s it not a little odd that in the United States, for example,
that pork producers do not protest the high. rates of protection provided for
dai?y or, perhaps even more surprising, whv the beef producers have not ob-
Jjected to protection of dairv since higher dairv prices adds quite directly
to the beef supply? Or whv do Brazil's sovbean and beef producers not con-
test the more favorable treatment giéen to wheat? More directly; do sovbdbean
producers resist the high rateg of protection afforded the domestic process- -

ing industry bv the export tax on sovbeans? These are questions that need



more attention bv all who are interested {n b2tter understanding the for-

mulation of agricultural policies.

International Market Effects of Agricultural Prctection

There have been several studies of tle effects of l.he elimination of
agricultural protection bv the industrial market econom:.es and by all market
econoxnies. Stucies have been done the International Institute of Applied
Svstexs Analvsis (I1IASA), the Organization for Economic Co-operation and
Development (OECD), Tvers and Anderson of Australia,and the Econoamic
Research Service of the U.S.Department of Ag"icult.ure. Thege studies.'exf
cept for IIASA's are partial equilibrium studies that >onsider responses to
the potential price changes within agricuiture with no consideration of the
impacts of output and price changes upon Lhe rest of th2 economv.3 The
mqdels do i{nclude several different agricultural produc: groups, generallv
from 10 to 20 groups. »

But something new has been added recentlv, namelv a number of gene;'al
equilibrium studies that include the érterzts of agricultural protection upon
the economv as a whole. These studies revea. mich larger adverse effects of
protection than do the partial equilibriua studies. Traditional partial
equilibrium studies have shown that the 1oss of national output due to.
protection was quite small, generally less one or two percent of the sec-

-tor's output. The transfer of income from consumers ard taxpavers to
farmers, including those who own agricultural resources dut do no.r. {am. and
to input industries, such as fertilizer, nacainerv and storage, have been
several times as large as the losses in real national cutput. And :né in-

come transfers, even though they have alzost universal.v transferred income .



from relativelv low i{income consuners to relativelv high income farm
families, have been accepted dbv the political process.“

Those who have seen the results of the first group of studies mav be
puzzled bv some of the results, especiallv the resultg that lndicate the
elimination of agricultural proiectlon would have very modest etfecté updn
international prices. The studies that used the levels of nominal protec-
tion that prevailed in the mid-1970s (IIASA) or the earlv 1980s (OECD)

,. obtained modest price effects for gralns. and sugar and an average effect in

the-range of 5 to 10 percent from full liberalisation of agriculture bv the °

industrial market economies. In their studv for the World Bank and included

.1n the World Development Report 1986, Tvers and Anderson obtained interna-
tional price effects similar to those obtained by IIASA and OECD sinc; the
protection levels were those of 1980-82. Onlv for dairv products was there
' projécted to be a large increase in international market prices due to trace
and policy liberalisation bv the industrial market economies. These three
sets of studies projected price increases ofid0 to 80 percent, The projected
{ncrease in ruminant meat (primarily beef) was from abdout 18 to 25 percent.
In interpreting these results, it {8 necessarv to recognize that agricul-
tural protection levels for the United States and the EC were relatively low
in the vears around 1980. .
Tvers and Anderson (1988) have projected the levels of protection for
1995, based on trends in protection levels during the 1970s until the mid-
1980s, and for all industrial market economies indicated that the average
level of nominal protection would increase from 40 percent in 1930-82 to &0
percent for 1995. With .this average level of nominal protecclon;
1iberalisation would result‘in projected price increases of 25 percent fér

wheat, 18 ‘percent for rice, 43 percent for ruminant meat, 10 percent for
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nonruminant meat, 95 percent f;'x' dairyv products and 22 percent for sugar for
a weighted average of 30 percent.

Roningen ang Pixit use a model to project the effects of liberalisation
from the levels of protection that prevailed in 1986/87. Their model dif-
fered from the others since they méluded measures that were intended to
reflect the e’fects of the U.S. supplv management prog:rams upon output and' ..
worid market prices. Under liberalisaticn, the eupplv management programs
would be abandoned and output of grains and cotton wou.d increase. Their
projectec e?fect of liberalisation bv the industrial ;nurket. economies upon
international market prices was an average increase or 19 per'cent..._ with t._ne
largest increase of S0 percent for dairv products and ‘.he smallest increase
of 7 percent for oilseeds. rain prices were projected to increase bv 23
percent (coarse grains) to 30 percent (wteat).

A. Valdes and J. Zietz (Valdes 1966, made a numbe* of estimates of the -
effects of a partial liberalisation (50 jercent) by th: industrial market
economies upon developing country export: tc those ecoiomies. Based on the
relativelv low rates of protection during 1975-77, the projected increase in
exports of agricultural products for all developing ma-ket economies was
$5.9 billion (1985 U.S. $) while :import «osts would increase by $1.4
pillion. A studv (Valdes and Zietz 1985) for just four commodities - sugar,
bee’”, maize and wheat -indicated that fu.l trade liberalisation would in-
crease developing country exports bdbv from $9 o $12 tillion (1980 U.S. $).
In terms of 1985$, the increase in expor', earnings frcm the four commodities
would be approximately $11 to $14 billici. In 1980 tre total value of
developing markgt. economies exports of agricultural products was 366.
billion. Thus xﬁcreases of the size indicaied for the four commodities

would be from 14 to 18 percent.
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-General Equuibr‘iu; Estimates of Benefits

Under the auspices of Centre for International Economics, Canberra,
several general equilidbrium analyses have been zade of the economy-wide ef-
fects of agricultural trade liberalisation. These studies, by taking into

account several factors not included in the partial equilibrium and single

- sector studies, reveal much larger real costs of agricultural protecuon.' A

study for West Germany, where agriculture accounts for just 2 percent of
gross domestic product, estimates that liberalisation of agriculture would
increase gross domestic prc;duct by 3 percent. What is perhaps even more
striking. was thé estimate t.ha;\t thh agricultural lidberalisation 850,000 new
Jjobs would be created and the unemployment rate cut from 9 to 5 percent.
One argument for agricultural protection (anv protection for that matter) is
that it saves jobs; in this case quite the opposite. For the whole of EC a.
study by Stoeckel and Breckling indicates that the Com.on Agricultural
Policy has cost the EC 3 million jobs (Centre 1988).

A studv of the effects of chp.st.rial market liberalisation of agricul-"
ture upon the developing countries revealed several significant effects.
Based on the assumption that international market prices for farm products
would increase by 10 percent, the general equilibrium model projected an in--
crease of 2.1 percent in the GNP of the lowest income developing countries .
(other than China and India) and an increase of 1.1 percent for all market
developing countries. The total increase in GNP for the developing
countries was projected to be $26 billion; this estimate excludes China.
Note that this is actually larger than the projected increase in agricul-
tural exports by a factor of two or three. It {s worth noting that the
incnége in international market prices used i{n the model was 10 percent;

this was based on studies using protection levels of the early 1980s. Since
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then protection levels have'ln.creasea sutstantially in the industrial market
economies and the projected increase in world zarket pr'ices due to agricul-
tural liberalisation in the developed market economies has been put at 20 to
30 percent. Thus the income gain to the developing mar ket economies could

well de of the order of $50 billion, a large fraction ¢f the current annual

cost of debt service.

Brazil and Trade Liberalization

The brief discussion o the potential benérlts from trade liberalisa-
tion implv t.hat. brazil has a great deal t> gaip from acti{vely participating
in the current .round of trade negotiations in Ceneva in terms of potential
growth of exports. In particular, Brazilian agricultwe has much to gain if
it were permitted to freelv export their products and to freelv import in-
puts for use in agricultural production. Givgr.. thé natural and human
r.esc-.:."ces engaged in agriculture in Brazil, Brazil can compete in a wide
range of agricultwral products. While it is true that not every agricul-
tural product now being produced will have a ccmparati'e advantage in
Brazil, the range of natural conditions and the availability of ample
resources means that with the proper domestic policies that Brgzn has the
potential to become a much larger exporter of agricultwral products thg;l it
now is. This is true even though Brazil is now either sixth or seventh

largest exporter of farm products i{in the world.

But Brazil's interest in trade liberalisation goes well bevond agricul-
tural products. Many of the nontariff berriers that exist in t.he‘u-ldmt.ria'].‘
countries are in areas that have both current and prosjective significance

'

to Brazil. I refer to trage barriérs for labor intens.ve manufactured

products, which now extend well bevond stroes ard texti.es to consumer
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‘electronics and per'haps in due course to manv nachlnerv} {tems, possibly in-
cluding motor vehicles {n the earlv yecars of the Twenty First Century. While
Brazil is a major exporter of agrlculiural products, the value of exports of
manufactured products in recent years have been of the same order of mag-
nitude as the agricultural exports. And in the years ahead, manufactured
exports will grow more than agricultural exports. Consequently Brazil must
consider its changing roles in international trade as it prepares to par-
ticipate in the current trade negotiations. It is no longer mainlv an
exporter of primarv products.

.But. if Brazil {s to have a significant role in the current trade nego-
tiations, it is important that it develop a consistent trade pou_cv for ils
entire economv. This would include the willingness to.graduanv reduce
trade barriers in the manufacturing and service sectors. Further, trade
liberalisation also requires that the exchange rate be at appropriate
levels. An overvalued cu;‘rehcv means, as argued earlier, the saze as an ex-
port tax. But perhaps the more imzportant problem with an vovervalued
currency i{s that it appears as a subsidv td imports - it makes t.hé cost -of
imports appear low in terms of domestic currency. However, this is actuallv
true qnlv for those lucky ones who are given the right to import at what’
amounts to a subsidized price. But not every‘one who desires to jmport
based on the overvalued currency can do so - there simplv is not enough for-
eign exchange for every one who wants i{t. Thus the foreign exchange must be
rationed or allocated; to do so means that government officials decide who
is to gét. it and can place rest.ralnt.s upon {ts use. In effect, an over-
valued currencv becomes an excuse for direct protection measures and once
such direct measures are put in place, thevy become hard to dislocge even if

the currency is no longer overvalued. In fact, if the overvaluation is
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) eliminated and if the direct protection neasures have deen in the form of
tar1ff duties, the duties become more prutective because the subsidy that

was {nherent in the overvaluation of the currency has >een eliminated.

Positive Roles for Government

The discussion has primarilv emphas: zed the negative aspects of
governmental interventions. It should b: noted thai the {nterventions
referred to have directlv affected commolity markets. Noting the negative
consequences o market interventions bv ;lovernment does not mean that there
-is m constructive or positive role for ;overmment oth2r than national
security and u.aim.unlng civil order. Qiite tie contrary. There are manv
departures from laissez faire that would contribute to improving the lives
of ZTarm people in the developing countrics. I: remains a puzzle to me why
governments tend to choose interventions that 1ave such negative conse-
quences and neglect others that have muca to contribute.

How can governments act to i{mprove .he ci~cumstances of rural peoi;le
and to do so with attention to the costs and bznefits of such efforts?
Answers to this question requires a digr:ss.on to a discussion of the fac-
tors that primarily determine the incomes’ of farm peofle.

The incomes of farm people are deteimined by three major factors: (a)
the human and physical resources that thev own; (b) the income level of the
econoay in which the farm people live anJi (¢) the access that they have to
the opportunities for employment of their resources ir the nonram econoav
(Jonnson 1973). In the industrial marke: economies, agricultural policies
are guided bv the erroneous notion that “he level o‘r cut.put prices is a
major determinant of farm familv tncomes. However, as I shall note later

while the three factors that have been {ijen.ified as ger.'ern'xning the incomes
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of farm people haveiuniversal applicability, in the developing countries low
output prices can have a significant negative influence upon farm incomes.

‘ For any one of us our income is determined bv how manv resources we
have and the price, wage, interest or rent that we receive for those
resources. Appropriate goverment'u intervention includes positivelv in-
fluencing both the amounts of resources owned by farm people and the access
that farm people have to alternative uses of those resources outside of
agriculture.

The emphasis upon the access that farm people r\;ve to nonfara oppor-
tunities for the use of their resources follows directly from a universal
and fundamental economic relationship, oné that cannot be repealed and one .
that can be ignored only at the cost of great harm to farm people. In an
economv in which per capita income is increasing over time, agriculture is-a
declining industrv. By this I mean that agriculture's share of national
output and of employment of labor declines as real per capita incomes
increases. This o‘utcome is due to the slower growth of demand for agricul-
tural than for nonagricultural products and to the growth of producr.ivit.v lr;
' agriculture that compares favorably with that of the nonagricultural sector.
Put simplv, the potential growth of the supply of farm products is greate.r
than t.he growth of demand for those products. Consequentlv, resources and’
especially labor pust be continuously transferred from agriculture to the
rest of the economy. The experience of Brazil between 1960 and 1980 is
fullv coﬁlstenc with the relationship, as i{s the experience of all develop-
ing countries. Between 1960 and 1980 agriculture's share of national
emplovment in Brazil fell from 52 to 30 percent. For all upper middle in-
come countries the decline was from 49 to 30 percent - almost exactlv the

Brazilian experience (World Bank 1986) It may be noted that the more rapid
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is the i{ncrease in real per cabica income, the greater will be the decline
in agriculture's share of national emplovment. How far will the decline in
agriculture's share of national emplovment go? One indication is that in
the United States farm emplovment is approximately 2 percent of thé total;
it was more than 20 percent at the beginnirg of world War II.

It is not onlv that agriculture's relative share of employment falls
but 2fter a time the absolute number of workers emplo#ed in agricultire
ceclined. Brazii is now at that stage and farm emplovment has probablv
startec to decline absolutelv. But even i{f the ébsolute decline has not vet
started, nati?nal policy should be based upon thg assump:ion that for the
chilaren now living on farms at least half of them will leave the rural
area, proﬁablv before thev reach the age of 21. The incomes of those who
remain on farms will be greatly 1nf1uence& bv the economic opportunities ‘
realized dbv those who leave.

' There are significant positive roles f§r government to assist farm
people maxe the adjustments required bv economic growth. Very briefly, '
these include providing rural people with the samne access to education as

is proviced for urban people. During the current century governments have
universailv neglected rural education, at least while the farm population
accountec for more than a sixth of the total population. Unrdrtunacelv
develioping countries continue to make the same mistake .as the now industrial
countries made while their farm populations were a significant part of the
total. This neglect was a costlv one. Wh!le no: recognized by policy
cakers, an important reason for the low incomes of farm.populations in
recent decades in the industrial countries was that fars people had fewer
vears and poorer quality education than their urdjan c@unterparts of the same

age. In other words, farm people possessed less human capital than urban



17

pgople. This neang that when farm people obtained nonfaram jobs, they were
suited mainlv for unskilled ;nd semi-skilled jobs that had wages commen=-
Surate with the skills required. The fact that nonfarm earnings available
to farm migrants were well below the average meant that the earnxhgs of
labor from farming was low conparéd to the national average. In the in-
dustrial countries the response to the low farm incomes was protection which
was ineffective in increasing the returns to mobile resources - labor and
capital.

The investment in rural people, through educltlgn. health facilities -
and nutrition, is a ﬁeceesary condition for lmproving the welfare of rural
people. But this investment mav not be sﬁff!clent by itself. What {s also.
required is that the barriers that }Lmit the integration of agriculture and
rural life with the rest of the economv be significantlv reduced. These
barriers include limited and expensive transportation and communication.
Next to education, the highest prioritv government interventlons in rural
areas should be in the development of a road network to link farm people to
the rest of the economy. This is important not onlv because it makes ali
agricultural resources more productive and lowers the cost of food to con-
sumers, but Secauae it contributes to breaking down the barriers that .
aeparaie farm and urban life. Also important is the availability of low
cost means of communication such as radio, telephones and mail deliverv.
Low cost transportation, including public bus transport, and readv access to
lnformacioh about urban life and opportunities contribute enormously to
pro;xding farm people with the same chances in life as are available to ur-
ban people. v

Since World War II there has been a substantial increaae in the rela-

tive incomes of farm people compared to nonfarm in the industrial countries.
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This izprovexzent has not been i consequence of agricultural protection or
the traditional agricultural sectoral policies but has been due to increased
integration of rural areas into the national economy and societv. This in-
tegration has been due to low cost transpor:ation made possible by the
automobile, truck and bus and the completion of rural road svsteams, to im
provements in the technology of communication that has given fara people
access to tng saxe information and cultural affairs as the urbdan population.v
and the improvement in the quality of rural education and the narrowing of
the gap if not its full elimination in the difference 1; vears of schooling.
A consequence of tnesg changes is that the returns to fam people }qr their .
labﬁr adjusts rather quicklv to employment opportunities and earnings in the
nonfarz sector. The adjustment occurs through changes in farz emplovment.
Fecent studies of the elasticity of supplv of labor to. agriculture in the
United States indicate an elasticity of abcut 3. This means that if nonfarm
earnings increase 5 percent relative to farm earnings, over a period of a
few vears, farm emplovment would decline by 15 percent. Such a large
geciine would not occur since the actual decline in emplovment of much less
than 15 percent would bring farm labor earnings %ack into the prior

relationsnip to nonfarm earnings.

Prices Do Matter in Developing Countries

As noted earlier, in the industrial countries agricultural protection
has no long run effect upon the return to {arm labor anc¢ management. The
reason was that faram émplovment was able t» adjust quickly to earnings
differentials. But {t should not be concluded from this result that govern-
ments in developing countries can depress farm prices with little or no

concern about the effects upon the incomes of farm people and the return for
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farm labor. Unfortun;tely. in developing countries most rural areas are not
well integrated into the natlgnal econoay, consequently the farm employment
reiponse to earnings differentials is much less than is the case {n the in-
dustrial countries. This difference reflects the lower levels of education
~of farm people as ue;} as che.relattveIQ high costs of transportation and
the limitations of communication. Put another way, it takes a uucﬁ larger
earnings clfrerentxal,benween:fqru and nonfarm emplovment to induce a given
percen:aée migration from farm to nonfarm areas than is the case in in-
dustrial countries. This {s due not only to the factors already mentioned
but because a given percentaée reduction in farm exployment in developing
countries requireé the avajlabilitv of a much larger percentage increase in
nonfarc jobs than would be the case in an industrial countrv. In France,
for example, farm emplovment is approximately 8 percent of total emplovnent:
I7 three percent of the taru_uorkers annually changed to nonfara jobs, it
would requirec the creation of an additional 0.25 percent in non!arg Jobs.
But in Brazil, where 30 percent of tﬁe total emplovament is in agriculture,
an annua. transfer of 3 percent of the farm workers to nonfarm jobs in a
vear .would require increasing nonfarm jobs by 1.3 percent each vear over and
above the amount required for the net additions to the labor force through
population growth. Thus in developing countries the labor trans’er frgm
agriculture to nonagriculture is clearly more difficult than in the in-
dustrial countries. this is why it {s particular relevant for governments
1A developing countries to utilize their scarce resources, both financial
and admxnistfatlve. to facilitate the transfer of labor from agriculture to

the rest of the economv.
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The Polltica{ Econoav of PrOteétion

whv do governments intervene in the markets for farz products? Why do
some countries tax agriculture and others subsidize {t? Whv do pork
procucers in the United States and the Eurcpean Communitv who receive little
protection not protest the high rates of protection for dairy products? Or
why do brazilian sovbean producers accept the much more favorable treatdent
of wheat producers as well as the export tax cn sovbeans to assist what is
prodatlv an ine”?icient sovbean processing incustrv? These are soxe of the .
questions for whicn answers are required if we are to better understand the
hows anc wnvs of governmental intervention in agriculture. Governments in-
tervene in response to ceriain ‘nterests and the {ncentives of’ered bv £hosé
1n:eres§s. '

Ir. this, an almost final section of my paper, I srail review some of
the work that is relevant to understanding why protection rates vary widely
froz country to country - from verv negative in iow income developing
countr:ies to large positive in high income industrial countries. It has
been a common assumption that agriculture's political influence {s a func-
ticn of the {mportance of agriculture in an economy. Importance could be
measﬁred either bv population or bv contrisution to national income and
emplovment. This view seems clearly inconsisten: with two.racts: (a)
Agricultural protection has increased in industrial countries as the rela-
tive importance of agriculture has declined and (b) acrcss countries at a
given time agricultural protection goes from negative to positive as one
moves from countries with low per capita incoaes io countrle; with high per
capita incozes. ’ BRI

Let me note in advance that there is 70 generally agreed explanation otf'

why agricultural protection varies over tinpe and from ccuntry to countrv.
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However, in recent vears, increasing attention has been given to finding ex-
planations based upon interest group theory or the closelv related theory of
collective action. I;terest group theory postulates that an interest group,
in our case the producers of a farp product, will spend resources upon
political influence:or pressure onlv if they expect to earn a positive
return. Where there :are many producers, the fixed costs of organizing are
large and it is unlikelv that political organization would be profitable.
The amount of gain or loas resulting from governmental intervention {s a
function of the size :»? farcs and of sales per farm. ' Where the CTarms are
large ;nd.relat.ively'apecxaltzed. the probabilitv increases that the gains
realized from organ'zing are greater than the costs of organizing. As faras,
become larger, the costs of communication among them decline. In addition,
the costs of communication and organizing decline as economic growth occurs,
A number of regularities in protection levels have been discovered .
(Binswanger and Scandizzo, .1‘983 and Miller, 1986). Binswanger and Scandizzo
estimated nominal protection coefficients for 17 developing countries with
57 different commodity-countrv combinations. Onlv 5 of the 57 proiectlon
coefficients were positive. In other words, in only 5 of the 57 instances
were the prices received by farmers higher ..an they would have been under
free traade. Whv have developing countries and i{ndustrial countries treneq
agriculture so differently? The regularities that studies have found as re-
lated to the size of protection coefficients, which range from negative to
positive; are as follows:

1. Positively related to the level of per capita incoae. _

2. Negau-vely related to the percentage of a countrv's labor force
engaged in agriculture or, alternativelv, the percentage of the gross
national product produced bv agriculture. !

3. Negatlvelv_relat.ed to the amount of agricultural land per capita.
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L, Negativelv related to the value of agrtca;;ur;l exporta per capita
(with izpor-ts counted as negative exports).

S. Positiveiv related to commodities produced on larger and more special-
ized fares.

6. Negativeiv related for a product that i{s a tropical beverage.
Because per capita income levels and the gercentage of the labor forces en-
gaged in agriculture or the percentage of the GNP produced bv aérlculture
are highlv nega::ve;v correiated, the first two relationships are the same
thougn with opbosite signs. But both are included beca.se one or the other
of the two reiationships is the most powerful of the possible variables in
. explainins.the level of protection provided to an agricultural commodity.
In e’’ect, these relationships implv that as per capita incomes increase lﬁd
as the relative importance of agriculture declines, the cost of a given
level of agricultural protectiion declines as a share of national output. In
other words, at high levels of per capita income agricultural protection be-
comes afforca>le and at low levels of per capita income, agriculture is an
important source of government revenue. When the amount of agricultural
Aland per capita ls small, protection levels increase (other things equal).
This relationship probablv reflects increased concern over fooc security in
counties that have little agr:cﬁltural land relative to its populatxon.

The relationsnhip between agricultural exports per capita and the level
of protection is negative implving two quite different things, depending
upon the circurstances. In developing countries a large volume of exports
offers the possibilitv of acquiring a substantial amount of revenue for the
governzment through the use of export taxes. In hxgh income countries with
large per capita exports, protection of the exported products réquines some
,form of subsidv and thus government experditure. The subsidv mai be an exf

port subsidv or a general subaldv, such as the deficiency pavments in the



a3

United States. But'-'the larger are the exports, the greater the government
cost and thus there is some limit on the degree of positive protection in
industrial countries. ‘

The fifth of the relailonshipa is directly supportive of .lnr.erest group
theory. Large and specialized producers can orga-ntze at such lower cost
relative to benefita than can huge numbers of general farmers. It is much
easier ‘for the 10,000 rice .'a‘rmérs"ln the United States to organize and ob-
t.a.ln a hearing for their conc;erﬁa than it {s for millions of rice farcers {n
either India or China or hundreds of thousands of bean producers in Brazil
to similarly organize themselves.

The above considerations are helpful, I believe, in understanding why
the demana for agricultural protection has increased over time and why
countries may shift from taxing agriculture to subsidizing it - as Brazil
prodbadly will in the early vears of the next century. As real per capita
incomes increase, as the number of farmers declines and those who reosain be-
come larger and more specialized, as the ease of communications increases
and the costs of organizing commodity producers falls, producers find the
gains from {nereased protection worth the potential ‘coats of acquiring the
protection. But the analysis is rather less convincing concerning why there
is, so to speak, an apparent increase in the supply of protection. The
declining importance of agriculture and the diminishing share of income
spent on food that occurs with economic growth means, as pointed out above;
that’ consumers and taxpayers can "afford" a relativelv high rate of agricul-
tural protection with a constant or even declining share of their incoae

devot:J3 to the required interventions. But this still doesn't tell us why

it ls. agriculture that becomes the object of political sympathy rather than



24

other kinds of small businesses, such as grocerv stores or restaurants or

automobile dealers.

Concluding Comzents

This is a paper about governmental policies and I shall end it with a
small nusber of policy prescriptions that 1 believe merit serious considera-
tions in Brazil. I belleve that it is clearly in thetinterests of Brazilian
consumers anc t;rmers for Brazil to make a significant effort to achieve
reductions in barriers to trade ;n agricultural products in the current
roundg of negogiations in Geneva. If Brazil {s to insist that the induatrlgl
countries largelyvy eliminate their bdarriers to trade in agricultural
products, Brazil must be prepared to do l;kewise. In Brazil's case reducing
trade interventions would mean increases in the prices of several farm
products. The gains to consumers would come rot from lower prices, though
tmls cight well be the case in the long run, but from greater security of
suppiies and stability of prices. There is abundant evidence that {nterna-
tional trade {s the most effective means for assuring adequate food supplies
at reasonable price; (Johnson 1981).

But for the long run the interest of Erazil lie even more in achieving
recuctions in trade barriers for manufactured goods and for services.
Brazil's future role in both export and import markeés will increasinglv
move toward these sectors. And it will be through these sectors that the
Brazilian econozv, and especially the consurer and worker, will gain by
Brazil's participation in world trade. ’ )

" We are now seeing throughout the worlc efforts to reduce the role of
governmeht in the economv. This change has occurred to a remarkable degree

in China and in New Zealand and reforms are under considaration for similar



T ‘ 25

changes {n the Soviét Union and several of the Eastern European’ economies.
Similarly in Western Europe, North America and Japan there have been sig-
nificant econonic‘d§regulatlon and such efforts are continuing, espéclnllv
in the service aeétsr generally and the financial sector in particular. The
European Communitv Has embarked upon creating a Comﬁunity without dorders by
1992. If successful, this would achieve a remarkable reduction in
governmental interventions in markets. ' In manv countries there have ﬁeen
shaﬁp reductions in the maximum marginal !.come tax rates.

I menition these significant grends in the role of government {n the
"eeonomy to note that the changes in policies and the reforas requtreh for ,'
Brazil to become more fully integrated into the world economy are consistent
with trends that seem to dbe sweeping the world. And it may well be that a
nation that ignores these trends mav well be left bdehind.

My final note i{s to emphasize the positive contributions that
governmental 1nterv€ntton can make for the benefit of rural people. The
issue {s not whether government should intervene, but what responsibilities
should it undertake and what should it avoid. My position has been that ‘al-
most all market {nterventions have negative consequences, while governzent
investaments {n education, in rural roads and transportatx6n, in communica-
tions and {n facilitating the integration of ruralland urban life will have
large Tavorable consequences. Obviously there are other areas, such as
agricultural research, information gathering and dissemination, fostering
competition and maintaining securitv of person and property, where govern-

ment should have a major role.
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FOOTNOTES

The U.S. Department of Agriculture has made estimates of the nominal
protection rates for 17 countries, including Brazil, for 1982-86 (USDA
1988). For Brazil the USDA estimates »f nominal prctection rates dif-
fer significantly from those given in the World Bank Study and
reproduced in Table ' for sovbeans and wheat. The estimation of
norinal protection rates that reflect the World Bank study included the
effects of nonagricultural protection ipon agriculture as well as the
effects of currencv overvaluation and domestic subsidies, such as the
credit subsidies that were so enormous in Brazil in the early 1980s.
The USDA studv did not include the effects of protection elsewhere in
the economv but did include an estimate of the impact of the overvalua-
tion of the currency in estimating the nominal protection rates. The
USDA estimates of nominal protection ranged froa a large negative for
beef (-33 percent) to large positives for wheat and rice = protection
rates of 100 percent or mcre. However, the rankings of the World
Bank's total protection rates and the JSDA'S nominal protection rates
are similar. For the discussion {n the text, it is the relative and
not the absolute protection rates that are relevant.

The estimation of the aggregate output effect ¢ a given level of
nozinal protection of agriculture should dbe considered a rough
approxication. It assumes that there is no significant protection in
the 'rest of the economv. For the Unitea States and EC the protection
rates for agricultural inputs is very low and the overall rate of
protection for goods anad services is much lower than for agriculture.

While the IIASA studv is said to be a general equilibrium study, there
are particular assumptions in the model that maxe the measure of
economv wide effects unreliable. The zost important of the assumptions
is that the marginal productivity of resources, especially labor, in
agriculture can be measured bv monev pavments or wage rates without
taking into account the large differences in unzeasured in-kind income
between rural and urban areas. As a result, wnen real agricultural
prices increase due to trade liberalisation, as they do for developing
countries, anc there 18 a relative snift of resources to agriculture,
the mocel indicates that this shift reiuces national welfare or income.-
Wnat the model seexs to be saving is that vou can increase national
wellare bv taxing agriculture heavilv, even when it is a major source
o7 exzployment. This result is not only counter-intuitive, it is wrong.

in the United States in 1986 the 'u percent of all farms that sold 70
percent of all sa.es of farm products ~eceivec 56 percent of all
governzent pavments. The average net income of the farm operator
families on these large ®arms in 1986, from both farm and nonfarm
sources, was in excess of $13C,000 or about four tizes the national
average Tamilv incomes. The average direct pavment per familvy in this
group was nearlv $22,000 or about two thirds the average family income
and d~ubie the povertv-income level fo~ a familv of four (USDA Dec.
1987). wnile similar data are not availaole for cowntries in the
European Comzunitv, the fact that about tne same percentage of farms
produce from two thirds to three fourtas of total fara output indicate
that the distribution of the income benefits of the farm subsidv
prograzs would be quite similar to that found in the United States.
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Table 1

Direct, Indirect and Total Protection Rates for Selected

Commodities, 1980-84,
(percentage of .international price)

Exportables Importables

Source: Anne O. Kreuger, presented at XX International, Conference of
Agricultural Economists, August 24-31, Buenos Aires.

Product Direct lIndirect Total Product Direct Indirect Total

(1) (2) (3) €4) (5) (6) 7) (8)
Argentina Wheat =13 -37 =50 none - - -
Brazil Sovbeans -19 . =14 -40 Wheat -7 -8 =21
Chile Grapes -0 -7 -7 Wheat 9 =7 2
Columbia Coffee -5 =34 =39 . Wheat 9 =34 =25
Dominican Coffee =32 -19 51 Rice 26 -19 T

Republic .

Egvpt Cotton -22 c=14 -36 Wheat =21 -4 -35
Ghana Cocoa 34 =89 =55 Rice 18 -89 29
Ivory Coast Cocoa -21 =26 -47 Rice 16 =26 =10
Korea " None . - - - Rice 86 -12 T
Malaysia Rubber -18 =10 =29 Rice 68 -10 58
Morocco None - C - - Wheat 0 -8 -8
Pakistan Cotton -7 =35 =42 Wheat =21 -3¢ 56
Philippines Copra -26 -28 =54 Corn 26 -28 -2
Portugal Tomatoes 17 -13 ] Wheat 26 =13 13
Sri Lanka Rubber -3 -31 -62 Rice " -31 20
Thailand Rice =15 =19 =34 None e - -
Turkey Tobacco -28 =35 =63 Wheat -3 =35 =38
Zambia Tobacco 7 =57 =50 Corn -9 =57 -66
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Table 2

Nominal Rates of Agricultural Protection for §1x
Industrial Market Economies, 1982 and 1985

) (Percent)
U.S. Canada EC Japan Australia New Zealand
1682 21 26 0N 199 15 55

1985 56 76 99 367 15 15

aBased on Producer Subsidv Equivalents for major agricultural products in
eacn countrv; nozinal protection rate calculated bv dividing the policy

transfers to farmers by the value to producers minus the po.icy transfer.
This i{s approximately equivalent to dividing the value to produers by the
appropriate border price. Since some of the subsidies included are for

adoinistration and to lower costs ‘incurred by farmers due to methods used to
ennance farm prices and income, the measures of protectior are somewhat too .

high.

Source: U.S. Departament of Agriculture, Economic Research Service, Estimates
of Producer and Consumer Subsidv Equivalents: Covernment Intervention in
hgriculture, 1582-86, ERS Staff Report AGESH80127, 4pril 1988.







Programa.ll. Geragdo e Transfer@ncia de Tecnologia

.

0 Programa de Seragdo e Transferéncia de Tecnologia
é a resposta do IICA a dois aspectas fundamzntais: i’ o
reconhecimento, por parte dos paises e da comunidade
técnico-financeira internacicnal, de importd@ncia da tec-
nolagia para o desenveolvimento grodutivo do setor agrope-
Cuario; (ii) a convicgdc genercliraca de' qi4e, para apro-—
veitar plenamente o potencial de :-.é&rcia e Ja tecnologia,
¢ necessarioc que existam infra-estruturas institucicnais
capazes de desenvolver as respostas tecnoldgicas adequa-
das 4s condigées especificas de cada pais, bem comoc um
lineamento de palitices que promoava ¢ possibilite que
tais infra-estruturas sejam ircorporadas aos processos
produtivos. - '

Nesse contexto, o Programa 11 visa a promover e
apoiar as agdes dos Estados membros cdestinadas a aprimo-—
rar a configuragds de suas politicas tecnolégicas, forta-
lecer a arganizagdo e administragio de seus sistemas de
geragdo e transfer@ncia de te¢cnologia e facilitar a

.transferéncia tecnolégica interracicnal. LCesse modo sera
possivel fazer melhor aproveitamento de todos o0s recursos
disponiveis e uma contribuigdoc mais eficiente ¢ efetiva
para a solugédo dos problemas tecnoldégicos da produgéde
agropecudria, num Smbito de igualdade na distribuigdo dos
beneficics e de conservagac dos retursos naturais.



INSTITUTO INTERAMERICANO DE COOPERAGAO PARA A AGRICULTURA

0 Instituto Interamericanc de Cooperagdo para a Agricultura
(IICA) é o organismo especializado em agricultura do Sistema Intera-
mericano. Suas origens datam de 7 outubro de 1942, quando o Conse-
lho Diretor da Unido Pan-Americana aprovou a criagdo do Instituto
Interamericanc de Ci®ncias Agricolas.

Fundado como uma instituigido de pesouisa agronémica e de
ensino, de pés-graduagédo para os trépicos, o 1ICA, respondendc as
mudangas e novas necessidades do Hemisfério, converteu—-se progres-
sivamente em um organismo de cooperagao técnica e fortalecimento
institucional no campo da agropecuadria. Essas transformagies foram
reconhecidas oficialmente com a ratificagdo, em 8 de dezembro de
1980, de uma nova convengdo, que estabeleceu como fins do IICA
estimular, promover e apciar os lagos de cooperagio entre seus 31
Estados membros para a obtengio do desenvolvimento agricola e do
bem—estar rural.

Com um mandato amplo e flexivel e com uma estrutura que per-—
mite a participagdo direta dos Estados membros na Junta Inter-
americana de Agricultura e em seu Comit& Executive, o IICA conta com
ampla presenga geografica em todos os paises membros para responder
a suas necessidades de cooperagido técnica.

As contribuigdes dos Estados membros e as relagées que o IICA
mantém com 12 Paises Observadores, e com vdrios organismos interna-
cionais, lhe permitem canalizar importantes recurscs humancs e
financeiros em prol do desenvolvimento agricola do Hemisfério.

0 Plano de Médio Prazeo 1987-1991, documento normative ' queé
assinala as prioridades do Instituto, enfatiza agdes voltadas para a
reativagdo do setor agropecudrio como elemento central do crescimen-—
to econémico. Em vista disso, o Instituto atribui especial impor—
t8ncia ao apoio e promogdo de agies tendentes A& modernizacio tecno-
légica do campo e ao fortalecimento dos processos de 1ntegragéao
regional' e sub-regional.

Para alcangar tais objetivos o IICA concentra suas atividades
em cinco Areas fundamentais, a saber: Andlise e Planejamento da
Politica Agraria; Geragédo e Transfer&ncia de Tecnolugia; Organizagao
e Administragdo para o Desenvolvimento Rural; Comercializagdo e
Agroindistria, e Saade Animal e Sanidade Vegetal.

Essas Areas de agdo expressam, simultaneamente, as neces-—
sidades e prioridades determinadas pelos prépios Estados membros e o
ambito de trabalho em que o IICA concentra seus esforgos e sua
capacidade técnica, tanto sob o ponto de vista de seus recursos
humanos e financeiros, como de sua relagidoc com' outros organismos
internacionais.
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