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L WORLD REVIEW

A. World Economic Environment

1L Global economic growth continued in 1988, for the sixth consecutive year,
but was sustained mainly by growth in industrialized countries and Asia. Serious
problems remained, however, in many developing countries, especially in Africa
and Latin America and the Caribbean, where investment rates continued to be
depressed and net capital outflow unabated.

Za The cloud of uncertainty which hung over the world economy after the
October 1987 stock market crash began to dissipate in 1988. After a period of
instability, financial markets regained their balance and proceeded to grow in an
orderly manner. As the memory of Black Monday receded, so did fears of global
recession. Forecasters revised their growth and trade estimates upwards,
reflecting general optimism about short-term prospects.

ER With monetary and financial markets calm, business and consumer confidence
grew in industrial countries. Capital expenditures in these countries increased
substantially, especially in North America and Japan. Rising employment
stimulated income and consumption. Trade imbalances tended to decrease among
them. The industrialized countries also strengthened efforts to coordinate
economic policy, and took steps, most notably at the June 1988 Toronto Summit, to
reduce trade imbalances and to promote more sustainable patterns of growth.
There were some favourable impacts also on the developing countries, particularly
in Asia. Stronger exports, for some, and higher commodity prices in 1987 and 1988
helped ease the economic situation in some countries. Overall, debt-service ratios
of capital-importing countries declined in both years, although the decline was
marginal in 1988. Furthermore, of the major regional groupings only Asia
registered an improvement in 1988. Both Africa and Latin America and the
Caribbean experienced a worsening in their debt-service ratios, after the
temporary improvement registered the previous year.

4. Despite some favourable developments, serious dangers to the world
economy, and to the developing countries in particular, remain. Protectionism
plagues trade relationships, and increasing inflationary pressures are compelling
governments to raise interest rates and possibily slow economic growth. These
factors could weaken demand for developing countries' exports, in a period when
imbalances in their trade and payments remain abnormally large.

5 The debt problem remains a serious unresolved threat to growth and stability.
Indeed, despite improvements for some developing countries, the debt trap actually
deepened for some nations whose economic adjustment measures had reached their
limits. Declines in oil prices and increases in interest rates exacerbated the debt
of many countries, further compromising their development prospects.

6. A developing country perspective of the global economy was expressed in the
group of 24 (Development Committee) communiqué issued during the World
Bank/IMF Spring Meetings in April 1988. A major concern was that unless
industrial countries did more to step up the pace of their economic growth and
provide debt relief, there was little hope of easing the debt crisis and reversing the
present perverse flow of resources from developing to developed countries. Other
interrelated reasons for concern continue to be the inadequate access of developing
countries' products to world markets, the erosion of preferential trade
arrangements and the inability for these countries to improve their position in
world trade.
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Qutput growth and patterns

T World economic output increased an estimated 3.2 percent in 1987,
continuing the steady, if moderate, expansion begun in 1983. Estimates for 1788
suggest a global economic growth rate of 3.8 percent - the highest since 1984 and
the second highest in the 1980s (Table 1-1).

8. Economic growth in the industrial countries was unexpectedly vigorous in
1987 (3.4 percent), benefiting from lower oil prices and interest rates, as well as
exchange rate realignments, up until the October 1987 stock market crash. Grawth
remained strong in 1988 (nearly 4 percent), and is expected to continue at from 2.5
to 3 percent in 1989.

e Demand and economic activity in the USA increased sharply in 1988 while
Japanese economic growth was particularly dynamic in both 1987 and 1988.
Moreover, Japan's growth was more internally-generated than in previous years -
welcome news for her trading partners and for international adjustment. By
contrast, most European countries experienced only modest increases in generally
low growth rates. Demand, especially its investment component, was stronger, but
unemployment remained high.

10. Overall growth in the developing regions was strong (an estimated 3.4 percent
in 1987 and 3.6 percent in 1988), but it was unevenly distributed, and failed to
prevent per caput incomes from dropping in many areas. Real growth was
impressive only in Asia, because of advances in China and the Republic of Korea. In
Africa, real per caput GDPs dropped in 1987, with economic growth failing to keep
pace with population increases. In Latin America and the Caribbean, the situation
was only slightly better, with economic growth just keeping up with population
increases. In the Near East, economic growth was negative.

11. In 1988, economic growth accelerated, by varying degrees, in all developing
regions except Latin America and the Caribbean, where the 1.4 percent regional
"GDP growth estimate implied a significant reduction in per caput production and
income - the first such decline since the 1981-83 recession.l/ The estimated 2.6
percent increase in output in Africa would be one of the highest in the 1980s, but
would still fall short of population growth. Thus 1988 would be the seventh year
since 1980 in which African per caput output declined.

Trade and external accounts

12. World merchandise exports increased by approximately 5 percent in 1987,
according to GATT, the fastest annual growth in volume during the 1980s except
for 1984, This increase was two percentage points more than world output, and
similar to the high rates of the 1970s. Manufactures, which represent over two-
thirds of total merchandise trade, grew by 5-6 percent and accounted for most of
the overall gain. In dollar terms, GATT estimates a growth in merchandise trade
of 16 percent to almost US$ 2 500 000 million. This large increase reflected higher
dollar prices for several primary products, and for oil during the first half of the
year, as well as the continued depreciation of the US dollar.

1/ IMF estimates. According to the UN Economic Commission for Latin
America and the Caribbean, regional GDP growth was only 0.7%.
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ANNIAL CHANGES IN SELECTED ECONOMIC AND FINANCIAL INDICATORS, 1980-88

TARLE 1-1.
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Source: IMF, World Economic Qutlock, October 1988.
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13. Industrial country imports remained the main component of the expansion in
world trade during 1987, although their volume increased more slowly than in 1986.
The volume of developing countries' exports increased rapidly for the second
consecutive year, because of both improved Latin American exports and yet
another boom year in Asia, where exports have expanded by an average 12 percent
yearly since 1983. The 15 most indebted developing countries performed well in
1987, with export volumes increasing by 10 percent and imports by 7 percent, after
declines in 1986. Moreover, with export unit prices rising for the first time since
1981, the value of developing countries' exports increased by 20 percent ip 1987.
This was due largely to the temporary recovery in oil prices in early 1987, a more
sustained increase in metal prices, which continued into 1988, and outstanding
growth in manufactures exports by the newly industrialized countries.

14. Estimates for 1988 suggest another strong acceleration, to 7-8 percent, in the
volume growth of world merchandise trade. An expansion of nearly 27 percent in
the volume of United States' exports accounts for perhaps one-third of the total.
Exports by the other industrial areas rose moderately. Developing countries'
export volumes continued to expand at a healthy rate, although they did so less
rapidly than in the two previous years. Strong demand in the industrial countries
benefitted once again the newly industrializing countries in Asia. Those countries
exporting primary commodities also increased their export volumes.

15. The overall value of exports by developing countries, expressed in terms of
SDR, increased only slightly in 1988 and their terms of trade deteriorated because
of the sharp fall in world oil prices. However, for non-oil exporting developing
countries, the terms of trade improved for the first time since 1984 as a result of
higher non-oil commodity prices.

16. Imbalances in international payments, although still serious and potentially
destabilizing, began to improve gradually during 13987-88. Current account
imbalances between the United States, Japan and the Federal Republic of Germany
peaked in 1987 in nominal terms, began to decline in 1988, and were expected to
fall further in 1989. In volume terms they dropped in 1987 and, considered in
relation to rising GDPs adjustment appears to have already begun in 1986.

17. Despite this improvement, the imbalances are still considered unsustainably
large and to require further reduction even though such an adjustment will not be
without risks. In particular, reducing the United States of America's huge deficit
will tend to undermine growth and employment among that nation's trading
partners, which in turn could cause a global economic downturn.

18. The current account deficits of the developing countries shrank significantly
in 1987 largely as a result of higher oil prices and adjustment measures by oil-
exporting nations. But non-oil exporters also achieved an overall current account
surplus for the first time in over 20 years. This surplus resulted largely from the
strong export performance of Asian countries, but the other developing regions also
reduced their current account deficits (mainly by curtailing imports.)

19. In 1988, however, the current account position of the oil exporters again
deteriorated, as oil prices turned downward. Even the newly industrialized
countries in Asia experienced a reversal in their current account position, due to
currency appreciations and measures to reduce their surpluses. By contrast, many
primary commodity exporters continued to achieve moderate success in their
efforts to reduce their current account deficits.



External debt

20. Oppressive external debt remains the main obstacle to satisfactory economic
growth in many developing countries, particularly in Africa, and Latin America and
the Caribbean. For developing countries as a whole, external debt increased 4
percent in real terms in 1987, reaching US$ 1 218 000 million by the end of the
year. For capital importing countries (all developing countries except the eight
capital exporters of the Middle East), external debt stood at about US$1 156 000
million in 1987 and was estimated to have reached US$1 178 000 million in 1988.
Most of the increase derived from official creditors.

21. Even though total debt increased, however, debt-service ratios (external debt
servie payments as a share of exports of goods and services) improved overall in
capital-importing countries. They declined from 24.5 percent in 1986 to 21.2
percent in 1987 and 20.6 percent in 1988, mainly because of expanded export
earnings in 1987 and 1988. Nevertheless, debt-service ratios remained far worse
than before the onset of the debt crisis in 1982, and 1988's improvement was not
shared by all groups of capital-importing developing countries. Indeed, the debt
service ratio worsened again in 1988 for some of the most severely indebted and
for capital-importing countries in Africa, the Middle East, and Latin America and
the Caribbean.

22. High debt-servicing payments, coupled with low levels of commercial bank
lending and new investment, resulted in growing net transfers of resources from
the poor nations to the rich (by World Bank estimates, no less than US$43 000
million in 1988, compared to US$38 100 million in 1987. Furthermore , many
indebted countries have undertaken major adjustment efforts in order to reduce
their debts. Frequently, these have entailed high social costs in terms of foregone
economic growth, increasing poverty and hunger,*and reduced imports.
Unfortunately, these sacrifices often have not been met with the debt
restructuring that would allow these nations to continue adjustment, but with
renewed economic expansion and reduced social hardhsip.

23. Indebted sub-Saharan countries have benefited from long-term rescheduling
by the Paris Club and additional resources through the IMF Structural Adjustment
Facility (SAF) and the World Bank's Special Action Programme. At the Toronto
summit in June, the seven major industrialized countries agreed to provide
additional debt relief for low income countries. This effort by the Big Seven
provides about US$500 million a year for the 34 low income countries, most of
which are in Africa.

24, The highly-indebted, middle-income countries, however, still have enormous
debt burdens, despite continuing adjustment efforts, further reschedulings and a
search for new debt relief and debt conversion options, such as that announced by
Japan at the IMF/World Bank meeting in September 1988, which will relieve the
debts of middle income countries by restructuring and converting loans into
securities.

25. Ultimately, the only solution to the debt crisis will be to reverse the flow of
resources from developing to developed countries. Recent developments in the
overall economic setting - particularly higher interest rates in the developed
countries - are anything but encouraging in this regard.
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Inflation, interest rates and currency values

26. Consumer prices in the industrial market economies rose by 3 percent in
1987, slightly faster than in 1986. In 1988, they increased further to 3.3 percent,
and are expected to increase by at least 3.5 percent in 1989. Consumer prices rose
faster in the United States than the OECD average, due in particular to the weaker
dollar, higher primary commodity prices, and high rates of capacity utilization. The
drought in the mid-west also put only mild upward pressure on food prices.

27. In other industrial countries, inflation rates in 1988 varied from 1 percent in
Japan to about 5 percent in Italy and the United Kingdom. Despite these generally
comforting figures, however, authaorities in several countries tightened monetary
policies. They feared that rapidly increasing demand, high use of capacity, higher
non-oil commodity prices, lower unemployment and demands for high wages in
some labour markets could reignite inflation.

28. In many developing countries, 1987's high inflation accelerated in 1988,
particularly in Latin America, where stabilization programmes in several countries
encountered severe difficulties and consumer prices reached historic heights.
Higher commaodity prices, inability of many countries to maintain fiscal restraint,
and strong growth in some manufacture-exporting countries all contributed to the
inflationary surge.

29, In 1988 industrial countries, wary of inflation, raised interest rates which had
come down substantially from the high levels of the early 1980s. These tighter
monetary policies may dampen investment and economic growth, could cause
financial difficulties and bankruptcies in certain sectors, particularly farming, and
will aggravate the problems of indebted countries.

30. By January 1988, the real effective value of the US dollar had dropped 40
percent from its peak in March 1985. The depreciation continued through the first
five months of 1988, when the dollar fluctuated around 1.35-1.4 per SDR, but it
came to a halt in June, primarily as a consequence of the United States' improved
trade position. The dollar remained relatively stable between June and October, at
around 1.28 per SDR, but weakened again during the fourth quarter of 1988.

31. The currencies of most developing countries continued to depreciate in 1987,
though more slowly than in previous years. According to the IMF, the real
effective value of their currencies declined by 31 percent during the three years
ending October 1987 - a period of severe adjustment for many of them - but by
only 4 percent in the last year of this period. While most effective exchange rate
fluctuations remained moderate in 1988 , several inflation-stricken nations in Latin
America and the Caribbean experienced real exchange rate appreciations, despite
repeated nominal devaluations. Rates also appreciated for those African countries
with currencies pegged to the French Franc or the South African Rand.

Commodity prices

32. Commodity prices rose sharply in 1987 after having fallen to their lowest
levels since 1973 at the beginning of the year. This recovery continued during
1988. According to the World Bank's aggregate commodity price index (1980=100),
during January-November 1988 the prices of 33 selected commodities (excluding
petrol and steel) rose almost 13 percent over average 1987 levels. Food commodity
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prices rose 17.7 percent, agricultural timber 5 percent, metals and minerals
35 percent in that period.

33. Oil prices recovered substantially from the low levels of mid-1986, but began
to weaken again in mid-1987. In nominal US dollar terms, the price of crude oil
(North Sea Brent) averaged US$ 26.50 a barrel in 1985, US$13.30 a barrel in 1986
and US$17.10 a barrel in 1987. The price fell during much of 1988, to a low of
US$10.50 per barrel in October, but picked up subsequently, following the OPEC
production control agreement reached late November. Overall, crude oil prices
averaged approximately US$14 a barrel in 1988, 18 percent less than the 1987
average.

34. Clearly higher commodity prices are a godsend for many developing countries
- and essential if the debt crisis is to be resolved. But these increases already have
raised inflation fears in the industrialized countries - even though most prices are
still well below 1980 levels. At their June 1988 Toronto Summit, the major
industrial powers underlined their concern on the potential impact of rising
commodity prices on their domestic inflation rates, by including a commodity price
indicator on the list of key economic variables to be closely monitored.
Furthermore, some experts believe that higher international prices will reduce
pressures to liberalize agricultural trade.

What do these global economic trends mean for Third World agriculture?

35. The main positive trend for Third World agriculture is higher prices for many
commodities although not all key Third World export commodities have shared in
the price rise. Lower energy costs have also compensated farmers for higher
fertilizer and credit costs. More important - but far less positive - are the trends
of slow growth in global demand for agricultural products. Present trends are
unlikely to provide Third World Agriculture with the stimulus to increase output,
exports and consumption. Why not?

36. Reason 1: Domestic demand for food lags in the poor countries. Stagnant or
declining per caput incomes in 1987 and 1988 in all developing regions except Asia,
mean that farmers in most poor countries will receive little domestic stimulus to
increase output. Overall demand for food is expected to grow by only 2.5 percent
per year in Africa, 2 percent in the Near East, 2.2 percent in Latin America and
the Caribbean, and 3.5 percent in Asia and the Pacific. Such levels of growth, Asia
excepted, would be well below those of the 1970s.

37. Accelerating price inflation, especially in Latin America, may also depress
domestic demand for food. Minimum wages have not kept up with food price
increases in countries where economic adjustment programmes have required
reduction in aggregate demand.

38. Reason 2: Export demand of other developing countries will lag for the same
reasons and because of current account difficulties aggravated by the burden debt
servicing. High food commodity prices in world markets also make some exports
too expensive for poorer potential importers.

39. Reason 3: Demand in the industrial countries for Third World agricultural
exports grows slowly even in the best of times. Despite steady economic growth
since 1983 in the developed world, only the USA has increased agricultural imports
substantially. Low population growth, already high per caput consumption levels,
protectionism and other policies supporting domestic agriculture have contained
demand for agricultural imports.
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40. Reason 4: After an unusually long economic expansion in the 1980s, the
developed countries may be heading for a slowdown which would cut their demand
for imports. Third World exports also would suffer should the industrial countries
succeed in reducing their trade imbalances. Reductions in the USA budget and
trade deficits would depress that country's demand for imports and, even if this
were to be accomplished gradually, it would slow growth in other parts of the
world. Furthermore, inflation fears in Western Europe are likely to lead to tighter
monetary policies and less growth.

41. Only in Japan might demand increase substantially but since it accounts for
only about 10 percent of world agricultural imparts (compared to 16 percent for
the USA and 26 percent for EEC), overall demand will be weak.2/ Furthermore,
the countries most in need of increased exports are those nations - in Africa and
Latin America - that trade least with Japan. Each of these developing regions sells
only 4 to 5 percent of its total agricultural exports to Japan. Should Japanese
demand increase, East and South-East Asian countries would be the main
beneficiaries - about 20 percent of all Asian agricultural exports currently go to
Japan. Even these Asian countries would suffer, however, from weak USA and EEC
markets (which currently absorb nearly 30 percent of their agricultural exports.)

42. An additional threat to Third World agriculture could come from low oil
prices. Should oil prices remain low, the competitiveness of petroleum-based
synthetic substitutes for such products as cotton, jute and natural rubber would
increase. Furthermore, continued oversupply of many agricultural products in
world markets, as well as unstable commaodity prices, add to agriculture's uncertain
future for most exporters.

B. Agricultural and Food Production

43. Global agricultural production stagnated in both 1987 and 1988: overall
output remained at approximately 1986 levels (Table 1-2). Output fell by about
5 percent in the developed market economies. Drought-stricken North America
registered a large decline in food production. West European output also declined.
Oceania saw modest increases. Eastern Europe and the USSR recovered somewhat
in 1988 from the previous year's poor performance, but only Bulgaria had a truly
good year. Romanian and Czech production fell sharply in 1988. Polish output also
declined. Production increased in Africa, the Far East and the Near East, where it
had declined or stagnated in most areas in 1987. African per caput food production
rose by 1 percent. Agricultural output in Latin America and the Caribbean
fluctuated, strong output in 1987 being sandwiched between poor output in 1986
and 1988. Increases in fooderop production in China slowed significantly in 1988
from the high growth rates of recent years and livestock production rose only
slightly.

44, Cereal production declined worldwide in 1988 to an estimated 1 743 million
tons - 3.3 percent less than the already low level of 1987 (Table 1-3). The sharpest
drop occurred in North America, where drought reduced output by 27 percent. East
European and USSR production dropped slightly (-0.5 percent). In the Far East,
however, cereal production increased by nearly 9 percent because of an excellent

2/ These trends were already evident in 1987. USA demand grew by only
2.5 percent (compared to 3.9 percent in 1986). In West Germany it fell from
3.7 percent to 2.8 percent. Japanese demand grew from 4.0 percent to
5.1 percent in the same period.
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TABLE 1-2. TOTAL AGRICULTURAL, FOOD AND NON-FOOD PRODUCTION, 198688
Anmual rate
Index Change of change
1986 1987 1988 1986-87 1987-88 1981-88
ce. 1979-81=100 ... = ciiiiiiiiieens 2
WORLD
Agricultural 115 115 5 - 0.1 1.9
Food 116 115 115 -0.5 - 1.9
Non—food ‘ 107 116 117 8.0 1.2 1.6
Developing market econcmies
Agricultural 117 117 121 -0.1 3.7 2.2
Food 118 117 122 -0.9 4.4 2.2
Non—food 105 114 111 8.1 -2.7 1:7
Africa
Agricultural 118 115 120 =2.6 4.1 2.5
Food 118 114 119 -3.2 4.0 2.4
Norn—Food 117 122 129 4.2 5.4 3.6
Far East
Agricultural 121 118 124 -2.1 5.3 2.4
Food 121 119 125 -2.3 5.5 2.4
. Norn—food 114 114 118 -0.1 3.3 2.6
Latin America
Agricultural 111 115 11y 3.9 1.6 1.8
Food 113 115 119 1.8 3.6 1.9
Non-food 93 114 99 22.5 -13.1 0.4
Near East
Agricultural 116 117 121 0.6 3.2 2.1
Food 118 118 122 0.7 3.4 Z.3
Non—food 102 102 104 02 1.3 0.5
Asian centrally planned econcmies
Agricultural 134 140 140 4.0 0.4 4.3
Food 134 138 138 3.3 -0.3 4.4
Non—food 140 157 169 11.9 79 3.5
Total developing countries
Agricultural 122 123 126 1.2 2.6 2.8
Food 123 123 127 0.5 2.9 2.9
Nor—food 113 123 124 9.1 0.2 2.2
Developed market econcmies
Agricultural 105 104 100 -0.9 -4.6 0.1
Food 106 104 99 -1.4 -4.9 0.1
Non—food 91 103 105 12,7 2.6 0.6
North America
. Agricultural 102 100 89 -2.8 -11.2 -1.2
Food 104 100 88 -4.1 -11.6 -1.2
Nen—food 74 98 g5 32.9 -2.8 -0.7
Oceania
Agricultural 109 108 112 0.7 3.8 1.7
Food 108 107 109 -1.3 2.1 1.4
Non-food 113 115 128 1.8 i I 3.0
Western Europe
Agricultural 108 109 108 0.6 -0.5 1.0
Food 108 109 108 0.7 -0.5 1.0
Non—food 128 117 119 -8.7 1:9 27
Eastern Europe and USSR
Agricultural 118 115 117 -2.0 8 11§ 2.4
Food 119 116 117 =1.9 0.9 2.6
Non—food 104 100 104 -4.2 4.6 0.1
Total developed countries
Agricultural 109 107 104 -1.3 -2.9 0.8
Food 110 108 104 -1.6 -3.2 0.8
Non-food 96 102 105 5.7 3.4 0.3
Source: FAD, Statistics Division.
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crop in India. China's cereal output declined by nearly 2 percent, African cereal
production staged a strong and much-needed recovery of about 12 percent from
1987 shortfalls. Cereal crops, particularly wheat, fared poorly in Latin America,
but Oceania registered significantly larger harvests.

45. Coffee production declined sharply in 1988 as a result of bad weather in
Brazil and other Latin America and Caribbean areas, where output dropped nearly
30 percent. Sugar output changed little from the previous year's levels: small
declines in the developed regions were offset by larger crops in the Far East, Latin
America and the Caribbean. Cocoa production rose, as did that of pulses, in the
main producing areas. Cotton lint production rose substantially - in Africa by
8 percent, in the Far East by 10 percent and in Latin America by 36 percent.

46. Meat production increased by an estimated Z percent globally. Beef output
increased substantially in Latin America, the Caribbean and North America, but
these gains were largely offset by reductions in Western Europe. Milk production,
which had declined in 1987 for the first time in 24 years, expanded modestly in
1988 with Third World increases offsetting reductions in Western Europe.

47. Per caput food production continued to lag in much of the developing world:
56 ouf of 108 developing countries failed to increase per caput food production in
1988 (Table 1-4). This represented, however, an improvement over 1987, when 78
had failed to do so. Output increased substantially in several densely populated,
mainly Asian, countries. India's food production rose by 6.1 percent; Sri Lanka's by
3.1 percent; Indonesia's by 2.8 percent; and Pakistan's by 2.7 percent. Several
other populous countries, including Brazil and Ethiopia, increased output. But 29
African countries saw per caput food production drop again. Nearly two-thirds of
African countries suffered setbacks, compared to just over half in Latin America
and the Caribbean, a third in the Near East and a quarter in the Far East.

Cereal stocks and food security

48. Food security is expected to decline in 1989 because of weak cereal's output
in the main producing countries in 1988. Reduced availability for export, higher
international prices and probable reductions of food aid supplies could create
serious difficulties for low-income, food-deficit countries, many of whose import
needs are increasing.

49. World cereal stocks are expected to fall to dangerously low levels in 1588-89,
largely as a result of the drought in the United States. Carryover world stocks at
the end of 1987-88 were already low, only 398 million tons - 52 million tons
(12 percent) less than the previous year (Table 1-5). By the end of 1988-89, cereal
stocks are forecast to fall even further, to 288 million tons consisting of 118
million tons of wheat (a 20 percent decline from previous levels), 129 million tons
of coarse grains, (a 39 percent decline), and 41 million tons of milled rice
(approximately the same very low level of the previous crop year). This would be
the largest yearly drawdown in history, and would deplete stocks to only 16 percent
of estimated 1989-90 world consumption. (FAO estimates world food security
requirements at 17-18 percent). Nearly all of this reduction would be in the main
exporting countries, with the United States accounting for most of it. The wheat
situation is particularly worrisome with the ratio of exporters' carryovers Lo
domestic and export requirements expected to fall even lower than during the
world food crisis of the early 1970s,

50. A good harvest is needed to maintain current consumption trends, replenish
depleted food stocks and reestablish minimum levels of global food security. FAO
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TABLE 1-4. PERCENTAGE RATE OF CHANGE IN PER CAPUT FOOD PRODUCTION,
BY COUNTRY, 1987-88

Percent Developing countries Developed countries

More than 10% Lesotho, Morocco, Zimbabwe, Trinidad Finland
; and Tobago, Saudi Arabia, Sudan

5.01% to 10% Benin, Ethiopia, Brazil, Honduras, Malta, Greece
: India, Laos, Syria, Cyprus, Suriname

3.01% to 5% Botswana, Mali, Paraguay, Uganda, Denmark, Bulgaria
Bolivia, Chile, Malaysia, Sri Lanka,
Guatemala, Thailand

1.01% to 3% Kenya, Libya, Guadalupe, Uruguay, Belgium + Luxembourg,
Burma, Bhutan, Indonesia, Lebanon, German Democratic
Mongolia, Kampuchea, Pakistan, Republic, Switzerland,
Iraq, Rep. of Korea, Mauritania, Australia, Hungary
Somalia, Togo, Venezuela

0.01% to 1% Burundi, Cdte d'Ivoire, Malawi, Austria, USSR, Albania,
Zambia, Colombia, Martinique, France, Spain

People’s Democratic Republic of
Korea, Vietnam, Tongo, Turkey

-0.01% to -1% Argentina, Cameroon, Central African Federal Rep. of Germany,

Republic, Chad, Gabon, Mauritius, Norway, New Zealand,
Reunion, Sierra Leone, Burkina Faso, Czechoslovakia, Poland,
Jamaica, Haiti, Puerto Rico, Peru, South Africa
Jordan, Fiji, Papua New Guinea,
Samoa, Egypt

-1.01% to -3% Algeria, Angola, Congo, Rwanda, Cuba, Japan, Israel,
Zaire, Liberia, Namibia, Niger, Iceland, Italy,

Mexico, Panama, China, Iran, Portugal, Sweden,
Singapore, Yemen Arab Republic, United Kingdom,
Philippines, Pecople’s Democratic Yugoslavia

Republic of Yemen, Dominican
Republic, El Salvador

-3.01% to -5% Ghana, Guinea, Mozambique, Nigeria, Romania
Madagascar, Swaziland, Nepal, Costa
Rica, Barbados, Nicaragua

-5.01% to -10% Gambia, Guinea Bissau, Bangladesh, Ireland, Netherlands
Ecuador, Afghanistan, Guyana

Below -10% Cape Verde, Senegal, Tunisia Canada, USA
Tanzania

Source: FAO.
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TABLE 1-5. CARRYOVER STOCKS OF CEREALS

Crop year ending in

1983 1984 1985 1986 1987 1988 1989
....... wuae s v gow MALLYON. MoEs w0 wus v wos Lemiess sols

Developing countries 235.7 157.7 198.3 288.3  317.7 277.6 169.2
Canada 18.5 13.3 191, 14.4 18.5 13,7 10.5
United States 152.2 9.5 98.8 181.2 203.8 169.4 73.9
Australia 2.5 8.2 8.8 6.2 4.2 3.3 3.1
EEC 23.7 16.4 29.2 36.2 31.8 29.3 25.9
Japan 5.2 4.8 4.3 5.2 5.8 5.9 5adl
USSR 18.0 23.0 29.0 31.0 38.0 42.0 38.0
Developing countries 106.3 124.2 136.9 132.1 132.1 119.8 117.6
Far East 716.3 95.0 105.8 95.5 86.6 80.5 76.0
Bangladesh 0.6 0.8 1.0 0.9 0.8 1.4 1.3
China 50.0 57.0 64.0 52.0 46.0 47.0 38.0
India 7.6 12.8 18.1 17.1 15.2 8.7 iz i |
Pakistan 2.2 2.2 L7 2.0 3.2 1.7 23
Near East 12.4 14.0 14.9 15.3 19.0 16.5 165
Turkey 1.0 0.3 0.7 0.5 0.9 0.8 0.8
Africa 4.9 4.2 4.7 8.7 11.5 8.2 9.5
Latin America 11.4 903 10.0 11.0 11.0 13.8 14.3
Argentina 1.8 L7 1.0 07 0.7 1.1 0.8
Brazil 3.1 1.4 1.7 28 4.4 7.4 B.4
World total of which: 342.0 281.9 335.1 420.3 449.8 397.5 286.7
Wheat 122.0 134.1 152.5 160.5 168.7 145.9 117.3
Rice (milled basis) 42.9 48.1 53.8 54.9 Bl.2 40.8 40.5
Coarse grains 177.1 9g.7 128.8 204.9  229.9 210.7 128.9
World as % consumption 22 18 21 25 26 23 16

Source: FAQ, Commodities and Trade Division.
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estimates that an unprecedented 12 percent increase in world cereal output would
be required in 1989 to accomplish this. This goal will be reached only if normal
weather conditions return and the major producers increase plantings substantially.
For 1989, the United States has reduced its percentage of land set-aside to
10 percent of basic cereal acreage in response to lower global supply, but early
forecasts suggest that this will not be sufficient. Inadequate rains in early 1989,
make it unlikely that production in the United States will increase sufficiently to
permit more than a modest rebuilding of cereal stocks.

Fewer food emergencies in 1588

51. As food output improved in 1988 in many developing countries, emergency
situations became less frequent than in 1987. In January and February 1988,
shortages afflicted 21 countries sufficiently to require additional and/or emergency
food aid. By December 1988, only sixteen countries (Angola, Benin, Bangladesh,
Djibouti, Ethiopia, Haiti, Kampuchea, Laos, Lebanon, Malawi, Mozambique,
Nicaragua, Sri Lanka, Somalia, Sudan, Viet Nam) still had food emergencies.

52. Despite this general improvement, food shortages remained extremely severe
in Bangladesh, Sudan and Ethiopia. Bangladesh's famine was caused by the worst
flood in years, which affected some 28 million people and caused grave damage to
crops, property and infrastructure. In November 1988 a cyclone in southern
Bangladesh caused further damage. In southern Sudan, civil strife caused
malnutrition and starvation, especially among displaced persons. In Ethiopia, food
shortages resulting from the 1987-88 crop failure continued.

53. A hurricane late in 1988 caused extensive damage in Central America and the
Caribbean. Nicaragua was hit hardest. A joint FAO/WFP/multi-donor mission
there estimated losses to agriculture, livestock, forestry and fishing at US$110
million. Cereal output was expected to fall by some 18 percent from the previous
year.

Desert locusts: the threat continues

54, Desert locusts have become a serous problem in much of West, North-West
and East Africa, and now have spread into the Near East and South-West Asia. An
extraordinary migration in October 1988 invaded Cape Verde several times and
locusts have even reached the Caribbean in significant numbers. Millions of
hectares of cereal crops have been threatened with devastation and the extent of
the plague raised difficult questions about the most efficacious and
environmentally sound means of control. After unprecedented breeding in West
Africa during the winter of 1987-88, large swarms born early in 1988 invaded
northern Africa. Other swarms migrated to the western Sahel. Simultaneously,
East African swarms escaped from winter breeding areas on the Red Sea coasts,
invading parts of the Near East,

55, Unusually heavy rainfall in 1988 provided favourable conditions for
reproduction in all the main summer breeding areas of Mauritania, Mali, Niger,
Chad, producing at least two enormous generations of locusts. Huge swarms grew
larger between August and November, when they reinvaded the far west of the
Sahel and then Morocco. Swarms from the central Sahel moved north into Algeria,
Marocco and Libya, with some reaching Syria and Turkey by early December.

56. Breeding conditions were also favourable throughout eastern Africa during
the summer and autumn. Many swarms were produced in Sudan and some in
Ethiopia. In October 1988, swarms crossed the Red Sea to Saudi Arabia, where
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further breeding occurred. There were minor invasions of Kuwait, Irag, Iran,
Bahrain and Qatar, followed by Turkey, Lebanon and Jordan. Fortunately, winter
breeding conditions were not favourable at traditional sites on the Red Sea coast.

57. Massive control measures helped avert major crop losses in 1988. While
severe local crop damage occurred in several west and east African countries,
particularly in Sudan, Senegal and Mauritania, bumper crops were harvested in
most Sudano-Sahelian countries. But last year's successful containment does not
mean that the tide has turned in the fight against desert locust plagues. New
generations will continue to breed in large numbers in 1989 and possibly for several
years to come. Large-scale international emergency control campaigns will still be
needed. As it has in the past, FAO will coordinate the Desert Locust Campaign
through its Emergency Centre for Locust Operations (ECLO). The cost of the
control campaigns for 1988-89 already has exceeded US$200 million.

58. In early 1989, the prospects for the year were unpredictable, for several
reasons. First, the plague was much more widespread than it had been twelve
months earlier, and was therefore potentially capable of spreading to even more
countries. Second, in 1988 the locusts had proven more maobile than previously,
making it more difficult to foresee where they might go. Third, in many countries
monitoring of the swarms is still inadequate for accurate assessment of size,
location and movement. Finally, control operations in several key areas had failed
to eliminate major population. Nevertheless, there were grounds for cautious
optimism for 1989.

59. Early in 1989, FAO estimated that while large-scale movement into West
Africa from the Maghreb and the east might lead to the invasion of 25 million
hectares by the middle of the year, it was more likely that less than 2.5 million
hectares would be involved. This compares favourably with earlier estimates made
in mid-1988 for some 12 million hectares. A major reason for this more optimistic
outlook is the reduction of West African locust populations following their exodus
over the Atlantic in October. This exodus reduced substantially the likelihood of a
large-scale invasion of North-West Africa.

Fertilizers

60. Fertilizer prices rose sharply during 1988, mainly because of increased
imports by the major fertilizer-consuming countries of Asia and Latin America.
Import demand from these regions increased because of favourable weather
conditions and increased aid from financing agencies to buy fertilizers (Table 1-6).

6l. Urea prices increased on average by a third between October 1987 and
October 1988. After remaining firm in America and possibly weakening in Asia,
prices of urea and other nitrogenous fertilizers may have risen in late 1988, as
large Asian countries, as well as North America and Europe, increased their
consumption. Ammonium sulphate supplies remained tight, and prices inceased by
more than 20 percent in western Europe and 45 percent in the Far East during the
year ending November 1988,

62. Prices of phosphatic fertilizers were more stable. Only slight price changes
occurred in the markets for both diammonium phosphate and triple superphosphate.
The US Gulf and North African spot prices for these fertilizers increased by about
8 to 14 percent during the one-year period to November 1988. In the United



_______________1-----------------.-------..........!

C 89/2
S

TABLE 1-6. EXPORT PRICES OF FERTILIZERS

Ammonium Triple Potassium Diammonium

Sulphate Superphosphate Chloride Phosphate

W. Europe U.8. Gulf W. Europe U.S. Gulf

T S per Mebte sowuss vwmessseonss o
1987
January 44 114 68 168
February 45 127 68 173
March 46 131 68 165
April 43 133 68 152
May 44 133 68 153
June 44 140 71 171
July 48 147 71 183
August 51 153 71 186
September 51 150 76 176
October 51 l4e 78 177
November 51 144 78 189
December 53 143 78 196
1988

January 53 155 82 213
February - 57 154 82 190
March 63 154 82 190
April 63 154 83 174
May 63 "154 86 186
June 58 158 87 201
July 57 158 95 202
August 59 162 95 200
September 62 162 95 197
October 62 164 95 206
November 62 164 95 204
December o s - — -

Source: FAQO, Land and Water Development Division.
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- Export values declined significantly for all categories except the middle
income nations. They plummeted 15.4 percent for the oil exporters.

- Agricultural production failed to keep pace with population growth in
all categories. It was particularly poor in the low-income countries
during 1981-87.

- The value of agricultural exports grew substantially for some oil-
exporting and middle-income countries, but declined or grew sluggishly
elsewhere. The volume of food imports grew faster than in any other
developing region.

239. Near Eastern economic activity made a modest recovery in 1987, after the
severe blow received in 1986, when oil prices dropped sharply. After declining
3 percent in 1986, regional output expanded by an estimated 2.5 percent in 1987.
Despite this improvement, aggregate output for the region was still almost
5 percent below 1985's level, and the long-term decline or stagnation in real
incomes which began in the early 1980s has continued. It is unlikely that 1987's
moderate improvement in aggregate output will lead to a fundamental shift in the
economies of the region toward sustained recovery.

240. The precipitous fall in oil prices, from $28 per barrel in early January 1986 to
$9.2 per barrel at the end of July of that year, drastically cut the external
revenues of the oil-exporting countries. OPEC's subsequent production restraint
was then able to maintain a $17 per barrel marker price throughout most of 1987,
but in 1988 prices fell again, to an average of $14 per barrel. Total oil revenues
dropped 30 percent in 1986, but increased by nearly 13 percent in 1987. However,
although this rebound in oil revenues in 1987 reduced current account and fiscal
imbalances, it failed to restore confidence. Investment and private consumption
lagged and the exodus of capital continued unabated. To stay this capital flight,
several governments increased their issues of treasury bonds.

241. Import volumes are also believed to have continued to fall in 1987, after
declining by nearly 2 percent per year from 1980 to 1986. For the oil exporters,
this decline was much larger - about 10 percent. Imports by the non-oil countries
fell by 13 percent in 1986. They are not likely to have grown significantly since
because of import-reduction policies undertaken as part of structural adjustment
programmes, Output and investment - and hence potential productive capacity -
are believed to have suffered severely as a consequence of reduced imports of
productive inputs.

Structural adjustment

242. The intensity and duration of external shocks since the late 1970s induced
several non-oil exporters in the region to adopt economic adjustment policies
aimed at reducing their large current-account deficits. While these policies
included short-term restraints on demand to slow the growth of imports, they
emphasized longer-term supply-side adjustments to boost earnings from
agricultural and, in some cases, energy exports.

243. Governments believed they could afford to stretch out adjustment periods
this way, both because of the short-term availability of external financial
resources, and because they failed to foresee the worsening of the international
market situation which took place in the 1980s and undercut most of their exports.
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