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Introduction :

In developing countries, where the economy is predominantly
agricultural, economic research has been largely concerned with the
analysis of mobilizing this sector for the purpose of capital formation,
release of unproductive resources and the provision of the required
food for the other developing sectors, The process of this mobilization
is often at a pace consistent with the rate of growth achicved in the
industrial and manufacturing sectors and the steady growth in per
capita income, Where the country’s demand for agricultural output
is rising at a much faster pace, due to a sudden and drastic change in
the country’s natural resources, complications start to present them-
selves due to the inelastic nature of agricultural supply.

In this situation, the rapid increase in the country’s demand for
agricultural output reflects itself clearly in the behaviour of its imports
and exports of agricultural products, The two variables would seem
to offer some evidence of the type of adjustment that takes place in
these circumstances and it is of concern for economic policy makers
to know the extent of such an adjustment and its future economic
consequences.

If external trade is free, imports and exports seem to offer two
ready degrees of freedom for the expanding home demand given an
inflexible domestic supply of agricultural products. At least in the
shot-run context, a sudden and rapid increase in income of a less
developed country is expected to result in a higher demand for food

(*) A. M. Zlitni, (M.A.), (PhD.) is the Dean of the Faculty of Economics and
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and other agricultural material. Some of this increase in demand cqy
be met by movements along the supply curve of the smali commerciga]
farm sector where supply may conceivably be thought of as responsive,
But soon the increase in home demand is reflected in the country’s
external trade, with a tendency to increase imports and to contract
exports, If this balancing process continues the country will rely
heavily on imported food materials, the balance of payments problems

present themselves and home producers will face heavy competition
from efficient neighbour countries.

It can, therefore, be argued that some understanding of the export
and import functions in a country typified by the above situation is
important and can present some evidence of the likely demand for
agricultural output which is in itself useful for policy measures that
aim at a balanced growth within the various sectors of the economy.

The Libyan economy is a typical example of the above situation.
It has until recently been a low income and predominantly agricultural
economy. The share of the agricultural sector was estimated in 1958
to stand at 26% of gross domestic product at factor cost. And the
total farm population, according to the 1960 Agricultural Census
results, amounted to about 63% of the total population. About 43%
of the total farm population are classified under tribal tenure, which
indicates that a large proportion of the farming population lead a self
subsistence life, together with a small commercial agricultural sector
which provides for urban food requirements and export demand.

Since 1957, the country has started a new phase of economic
change affected largely by the activities of oil exploration and the
sudden flow of foreign capital which has increased rapidly through
the ensuing months due to highly promising prospects of oil product-

ion. The amount of money spent locally by the oil companies rose
from £L 4.3 millions during 1957 to £L 102.0 millions iz 1964.

The injection effect of foreign capital, together with the rising oil
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revenue, have been responsible for increasing per capita income which
rose from about £L 23 in 1954 to £L 132, in 1963, This, together with
an increasing population, rising at a compound rate of 3.65% between
the two population census years 1954-1964, may lead us 10 expect that
the demand curve for agricultural products had shifted to the right.
The purpose of this study is to investigate this statement and to
assess the magnitude and direction of the changes in the total demand
for agricultural products. Like other developing countries, the Libyan
statistics on expenditure and consumption are incomplete which mai;es
a direct evaluation of the demand changes very difficult. Yet it can
be argued that the understanding of the export and import functions
offers, in the Libyan case, a useful substitute for assessing changes in
the total demand for agricultural products. This approach is particu-
larly facilitated by the availability of statistics in the field of external
trade.

Given the assumption of an inflexible agricultural output, changes
in demand will be directly reflected in the behaviour of the country’s
imports and exports of agricultural products. The assumption of a
low supply response in Libya can be attributed to various factors to
which fragmented statistical data can give some concrete support.
According to the I. B. R. D. mission to Libya [2] “The soil of Libya
is known to be potentially fertile over large areas including the desert
regions but rain fall is low and erratic and droughts are frequent so
that water and its absence is the essential factor in Libyan agriculture”.
The mission states further that “... the most serious physical difficul-

ties that have to be overcome in the development of Libyan agriculture
are the shortage of water and the erosion of soil ..., but as a broad

judgement, the mission is convinced that the limitation in the expansion
of agricultural production derives more from human than from
physical factors.” The factors leading to inelastic supply are :

1. The system of land ownership and tenure, particularly tribal
ownership which still prevails over much of Cyrenaica and

parts of Tripolitania,
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The limitations on supply of adequate credit to ¢mall farmers

w1

The very limited agricultural training and extension S€rviceg

The lack of adequate marketing facilities.

o

The drift of labour out of agriculture to the expanding
sector and sectors associated with it.

In these circumstances, the response of agricultural supply to
changing pattern of consumption may be limited, and, in the event of
a rising demand, the pressure would be felt in home prices. For the
last few years, Libya has witnessed some drastic changes in prices of
food commodities. [3] United Nations experts working inLibya ag
part of the technical assistance programme, looked at the problem of
rising prices as originating partly from higher expenditure and mainly
from irresponsive home supply. [4-10] However serious the problem
of inflation appeared to be, the government action was on the lines of
finding an immediate solution to it ; that is by opening the import door
for agricultural products, and by taking effective steps to reduce the
various rates and tariffs on food commodities. By this action the
government has allowed the import balancing effect to function
smoothly, thus transferring home demand to external markets. Under
the assumption of an inflexible supply, the response of home output

to the change in demand is also reflected through the behaviour of
exports,
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THE MODEL

The Export Function

Various explanations have been given of the observed fluctuations
.1 the exports of agricultural commodities and to their sluggish growth
{from most underdeveloped and primary producing countries, Nurkse
[11] for instance, argues that the slower rate of growth in exports of
the less developed countries is “mainly a reflection of the relative
sluggishness in external demand emanating from the great industrial
consumers.”, While recent investigations conducted by G. A. T. T.
in this context, and based on cross-sectional observations on world
trade, explain the slow growth in the demand of industrial countries
for imports of agricultural products on the basis of :

(a) A shift in the pattern of output in the industrial countries in
favour of engineering, chemicals and other industries and

services which have a low import content.
(b) Agricultural protection in the industrial countries which has
proved in practice more difficult to remove than trade

restrictions on manufactures,

(¢) A substantial substitution of synthetics for imported natural

material.

On the other side of the argument the slow growth of exports from
a primary producing country is regarded as a consequence of structural
changes within the domestic economy. The view is put that industrial
growth in such a country will involve the consumption of greater
quantities of its own agricultural produce, thus restricting supply for
export market, Cairncross [12] argues that “The sharper rise in
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prices of exports from the non-industrial countries, reflected the acute
pressure on supplies of primary commodities in a fully employegq
cconomy - a pressure that continued because of the low elasticity of
supply of this produce which was aggravated by the concentration o
effort in many underdeveoped countries on industrialization rathe,
than agricultural development.” [13]

Thus changes in exports of agricultural products from Libya are
hypothesized to be determined by changes in the balance of demang

and supply for agricultural products within Libya and in the world
context. We might expect Libyan demand to grow as income per
capita and population expands while Libyan supply will be determined
by the expected price of agricultural products relative to the price of

inputs, technology change and weather conditions. The interaction of
demand and supply within Libya will determine farm gate and retail
prices of agricultural products, ! Variations in world demand rela-
tive to world supply of agricultural products are indicated by
fluctuations in world price. This may be expressed symbolically as
the export function :

lef(X19X29X39X4aX5:X6)

where Y, is Libyan exports of agricultural products ; X; (per capita
income) and X, (population) are factors determining home demand ;
X, (farm gate price of agricultural products relative to the price of
agricultural inputs), X4 (rainfall) and Xj (technology) are factors
determining home supply ; and Xg (deflated export price of agricultural
products) is an indicator of world demand. The next section on
estimation will indicate how this general model is modified by the
limitations of the available data, '

(1) This mechanism will of course be influenced by the volume or imports and

exports, which will be determined by external conditions as well as by Libyan
conditions,
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The Import Function

The import demand for agricultura] products is also determined
by domestic and external factors, The quantity imported is influenced
by factors acting on domestic consumption together with others deter-
mining the quantity of home supply. Equally important is the price
of the imported product which is influenced by forces originating in
the exporting country plus changes in freight rates, insurance and
import duties. Another variable, particularly relevant to most under-
developed countries, is the availability of foreign exchange,

The import function may thus be expressed as follows :
Yo =1 (X, Xp, X3, X » X5, X7, Xg)

where Y is Libyan imports of agricultural products, X7 is the import
price of agricultural products including taxes and Xg is export
earnings in terms of import purchasing power.

The home demand variables X; , X, are hypothesized to be
positively related to imports, the home supply variables X3, X4, X5)
negatively related. Import price (X;) is expected to have a negative
coefficient and export earnings (Xg) a positive one. It is sometimes
argued that an increase in population can be taken as a proxy for
“market size” on the assumption that an increase in the market size
lowers cost and thus permits the substitution of domestic production
for imports. Consequently, we would expect the population coefficient
to be negative, This argument was verified by Chenery [14] in terms
of inter-country cross-section analysis, However, the existence of
economies of scale with respect to the agricultural sector is still a
debatable subject, and evidence from many developing countries,
including Libya [15] suggest that the market for food is already large
enough. TImperfections arise mainly on the production side and thus
an increasing population would, other things being equal!, imply an
increase in total demand for agricultural products.
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ESTIMATION

The aim in this study has been to try and assess the changes i,
the Libyan demand for food and other agricultural products. ~ Yet the
country has not had enough statistics in the field of expenditure apg

consumption that can conveniently be used for the purpose. Statistics
however, available and the fact that they

on the movement of trade are,
ble to use As

originate from one source makes them even more relia
we have seen earlier, the behaviour of imports and exports can be
taken as good indicators in Libya to show the change in the consumpt-

ion of food and other agricultural products. They are expected to

assume certain adjustments under the influence of a shift in demand

and a fairly constant home agricultural output over the period.  This
adjustment would respond directly to changes in the relevant variables
working on the demand side, together with the other assumed variables
which are expected under the Libyan circumstances to exert their share

of influence on import and export behaviour,

Nevertheless, the use of the external trade statistics is also
limited by the shortness of the period over which these statistics have
been recorded. In fact the official records have only been published
since 1954, This necessarily confines our observations for statistical
estimation to a rather small number.  Yet this in itself is invitable,
for statistical series related to population, income, prices and other
relevant variables have also only started to appear in 1954 (some of
them are even back dated to 1954 under certain assumptions made by
the official census and statistics department),

The estimates of the export and import functions in this study
are based on ten annual observations covering the period 1954-1963.
Assuming linear in the logarithms relationships between the dependent
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.nd independent variables, the estimation of the parameters is by
single equation ordinary lcast squares method. The level of estimation
Jutempted is an aggregate one explaining the behaviour of total real
exports and total real imports of agricultural products,

Estimation of the Export Function

We have seen that the determinants of exports are sssumed to be
broadly confined to home demand or consumption, world demand and
home supply. Unfortunately, no data are available over the period,
on the quantities or value of the total agricultural products supplied
at the farm gate, nor on total output as such. The general, single-
equation model, for exports, in log-linear form is set out below.

L)
a4 dg ag ay

Where Y, is the real value of total exports of agricultural products at
1958 export prices. The series of export values at current prices
are derived from the Ministry of Agriculture classification [16] and
are deflated by a composite export price index calculated for the

purpose.

X, is per capita income in terms of Libyan pounds. It is
computed by dividing gross domestic product at factor cost by an
estimate of population X,, computed on the basis of a compound rate
of 3.65% per annum, an increase which is observed between two
population census dates. 1954 and 1964 2.

X, here is the retail price index for the food group, relating to
average retail prices of twelve months, January to December, with
January 1955 as a base year. It shows the average prices for

(2) The variable X, will not be included as a separate variable, largely because
of its high correlation with X; / X,. The implications arising from its
omission will be considered in the discussion on the elasticity estimates.

Source : Same as that for table (1)
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<olected food commodities sold in Tripoli town
l.‘.pl.(.s(mlulivo of the whole country, This would

ble as the bulk of retail trade takes place in the more ulated
western region of the country with Tripolj as a S8t i b:;ﬂp at;:l
Jargest share of agricultural output is actually reﬂ]isc,d " thjsal:_:e-; e
Variations between Tripoli and the surrounding towns aregln:;
expected to be large due to the close link between their markets > o
although the vetail price for food commodities in the eastern. region
with Benghazi as a centre may be higher, due to the fact that 1

supplies are transported over long distances from the western region
L}

and may thus exhibit monthly fluctuations, it seeems reasonable to

believe that the annual variation in retail prices should not differ
areatly from that realised in Tripoli.

It is assumed 1o be
seem fairly reasona-

It may be argued that a high retail price for food would mean less
consumption at home and leave more 10 be exported, given that these
prices are lower than world average prices. However, a consistently
rising level of retail prices and the fact that in most underdeveloped
countries the price elasticity of the demand for food is low [1]
together with the fact that all evidence points to a low price elasticity
for Libyan agricultural output, may indicate that a rising level of
retail prices is associated with an increasing demand for home produced
agricultural commodities, Consequently, less would be available for
exports and the change in X3 would be negatively related to Y;.

X, is a composite export price index constructed from data on
ihe most important of the commodities exported from Libya over the
period, as a weighted average of the price relatives where the weights
represent current year export value, The error possibilities associated
with the estimation of changes in the export price should be noted.
Trade statistics provide unit values rather than prices, and since unit
values are calculated by dividing value of trade by volume, these are
alfected by changes in quality and commodity composition.

It is assumed here that the export price is determined by exogen-
ous factors working mainly on the external demand front. A shift
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in the external demand for Libyan products in either directioy, Mgy
other things being equal, increase or decrease export prices and thu’

. . 8
the incentive to export.

Table (1) shows the least squares estimates of the parametep, of
the export function. The coefficients estimated are a direct Meagyy,
of the elasticity of response of Y; with respect to each relevay,
variable,  Individual formulations of the independent variables are
used to explain Y, mainly because of the high degree of multicolline,,
rity between these variables. ~The zero-order correlation coefficiey,
between X, and X3, and X; and X, is 0.94 in both cases.

The first three equations are therefore simple relations showing
the effect of per capita income X1, retail price X3 and export price X,
on the total real exports of agricultural products. (Y;)

On the whole the relations attempted provide statistically signi-
ficant estimates 3 of the relevant coefficients, As expected, a priori,
per capita income, has a negative coefficient indicating that as income
rises home demand for agricultural products shifts to a higher
position and the impact is transferred as a reduction in exports.

The shift in home demand is not only seen through the income
parameter, but is clear from the behaviour of retail price (X3), the
coefficient of which is shown in equation (4) to be statistically signi-
ficant.  The high elasticity of response with respect to X5 indicates
that exports have been sensitive to an increasing home demand.  The
negative sign supports our hypothesis in that an increasing home
demand, in circumstances where home supply is not responsive enough
to match this increase, would eventcally translate itself in terms of
higher prices of agricultural products sold in the home market.

The export price coefficient is statistically non-significant in
equation (3), but, in combination with X, equation (4) gives a signifi-
cant estimate of the partial effect of X on exports. However small

(3) At the 95% probability level, and with 8 degrees of freedom, t = 4 2.306.
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the elasticity of export supply to export Price appears to be, it is
’ . ” o

interesting to notice that the résponse 18 a posilive one as expected a

priori. In fact, equation (4) is more generally interesting : since X,
can be taken to reflect changes in X, and X, and since X which
reflects world demand is present, equation (4) actu

. ally includes indi-
rectly most of the factors that

are assumed to influence the volume of
real exports,

Estimation of the Import Function

We have assumed that the determinants of the total Libyan
demand for imports of agricultural products are broadly confined to
home demand, home supply, the import price plus duties and indirect
taxes on imports, and the availability of foreign exchange. To assess
the influence of these determinants in the light of available data, the

following variables have been included in the general model for imports
which is expressed in the log-linear form :

b, b, b,
Y, = bo X; (X;/ X3) Xy

where Y, is the total real import value of agricultural products at 1958
constant prices.  (Import value deflated by a composite import price
index with 1958 as a base year). Total imports can be looked at
from two angles of aggregate definitions : The first is the Ministry of
Agriculture’s classification which includes under imports only those
products which are produced at home. And the second is the
external trade definition where we regard as total imports of agricul-
tural products the sum of (S.LT.C.) classification of thc sub-groups
0 : Food and Livestock, 1 : Beverages and Tobacco and 4 : Animal Fats
and Vegetable Oils.

X7 is a composite price index with 1958 = 100.

It is constructed from data on values and quantities of the major
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agricultural products imported into the country during {he ten
period 1954-1963. On average these commodities amount ¢, abon, Capg
to 75 per cent of the total group of commodities imported each 7
Since the trade statistics do not give records about the volu, Yea,
imports on any of the commodities concerned during 1957, cstimg, of
of unit values for this vear are based on average unit valueg of lh
same commodity for 1956, 1958, and 1959.  As regards the Temaj,,
ing group of the total agricultural commodities imported, the
discontinuity of data over time will force us to assume that changg ; e

their prices follows the composite price index,

X; / X, is the ratio of import price index to retail price indey
for food commodities, In the absence of data on prices of agricultyry]
products at the farm gate, use may be made of the retail price indey
to serve with X; as a proxy for home supply. The danger in th
stems from the fact that X3 could conceal large changes in the retaj)
margin. In fact, the ratio can more reasonably be thought to reflect
year to year changes in rainfall and may thus be taken as a proxy for
weather conditions in the sense that an increasing ratio is indicative

of a good year and consequently higher import prices relative to home
prices,

Xg is real export earning - total value of exports deflated by the
import price index.  Since data on total import price index are not
readily available, use is made of the composite import price index for
agricultural products X;. The variable Xg is essentially indicative
of the country’s foreign exchange earnings from exports. It is used
as a proxy for the country’s ability to pay for imports.

Table (2) shows the least squares estimates of the import
function parameters. In this case also the problem of multicollinea-
rity is a serious one. The inclusion of two or more highly correlated
variables in one equation would not only affect the significance of the
estimated parameters but may also be responsible for changing the sign
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of the parameters in arbitrary direction,

jmport function with respect to individy
indicative of the independent effect of such
in the real world, imports as well
number of variables which ought
equation. The estimated parameter of
its partial influence on the dependen
variables are taken into consideration

Yet the estimation of the
al variables i not truly
variables on imports, For
a8 exports, are determined by a
to be present in the estimated
any variable would then indicate
t variable while other relevant
but are agsumed constant.

The income elasticity of import demand s positive and consistant
with our a-priori expectations (equation 1).  Equation (2) shows the
individual effect of import price X7 on Y,. Although the coefficient

sign is negative, and thus supports our hypothesis regarding the
effect of import price on total agricultural imports, the estimate is

associated with a large standard error which makes the coefficient
statistically not different from zero,

The individual effect of real export earnings Xg on Y, appears
to be a fairly significant one as equation (3) shows. One limitation
is that the country’s ability to pay for its foreign commitmen'ts dfd
not rely totally on the export earnings over most .of .the pe.nod in
question, but was initially met by various grants-in-aid, which are
not included in variable Xg.

Equation (4) shows the effect of X; / X3 on Y.2 and produc.es a
statistically significant coefficient,  Varying in magmt.ude, thfa varla:l)le
appears to be statistically significant when combined .w1t:hdiot er
explanatory variables in equations (5) and (6) Thl? indicates
that import demand is actually responsive to the l:elatwe price cha.n.ges,
and lends support to the hypothesis that changes in weat‘her conditions
reflect a significant influence on imports via changes in supply and
ultimately in home prices, assuming, of course, that the .change in X;
as determined exogenously is not as drastic over the period.

is 1 in terms
The import variable in the above analysis is measured in
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of those agricultural products which can be produced domegy;
It is therefore not surprising to find that the import demang 0rcally‘
products is greatly influenced by income X, while X. the ;. ch
price appears to be a non-significant variable, for one would expectp:n
rise in the demand to absorb fixstly the commodities which are he

. . : . - . grOWn
domestically irrespective of slight changes in import price, HOWeve
X

gricl'lltuta;
Alth()ugh

if we look at the import variable in terms of all types of g
commodities imported into the country, the import functio
as shown in Table (3) exhibit some notable differences,
the import response under the new definition - to X1 does not challge
much in magnitude (equation (1)), the response of imports to change,
in X7 and Xg is now different, Equation (2) produces an impoy
price coefficient which is significant and negative, indicatng that unde,
the new definition of imports, less is imported in the event of ay
increase in the import price. The price elasticity of import demang
is greater than unity and it appears to be consistently so, even whey,
the import price X; is combined with other explanatory variables,

Generating total demand elasticities

The previous analysis has been mainly concerned with estimating
export and import functions. From this work we have some estimates
of the home income elasticity of demand for imports and potential
exports in Libya. It is possible to generate from these elasticities
estimates of the income elasticity of demand for total agricultural
products.  This seems particularly relevant to the Libyan case where
the reduction in exports and the rapid increase in imports have been
major components of home consumption of agricultural products.

Assuming a non-linear demand function for agricultural products,

kq
D = k, X,

where the per capita income elasticity of demand is equal to the
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regression coefficient ky and assuming further tha total demand js

Jefind as

D = A+Y2—Y1

where A is total Libyan agricultural output which is assumed constant.

The import function is defind as

kyq
Y, = ko; X

where ky; is the elasticity of imports with respect to income, and the
export function is defind as

kyz
Y, = ko X,

and the elasticity of exports with respect to income is kyo.

dD X, _d@A+Y,Y,) X,

X, D dX, D

and also

Since  ky

d (A-+Y,—Y,) _ dA dy, dY,

dX, T dX, dX, dX,;

and

dA dY., Y, . dY, Y,

-

C ORI R LD RN ) S L @

ki Yo=kin YV, X4

by = X D

kig Yo—kyo Yy
A+ Y,—Y,

for although statistics for total agricultural output are only available
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for one year (1958), the behaviour of production for commodjy;,,
which data are available show very little change over time, UBins oy
estimate of agricultural output for 1958 =%£ 13.6 million, demang B the

cities have been computed for 1958 and for the beginning a

years, 1954 and 1963 (Table 4).

elagy;,
d engq

The estimates are perhaps surprisingly high [17]- We can ;
. 1
fact immediately detect one source of upward bias. A more realisti:

demand model would be

k, ko
D = kO X1 X2

where X, is population. It is left out because X5 is highly correlateq
with X; (r=0.94) and the two explanatory variables were therefore
not included in the same import or export equation. It would be
reasonable to assume the population coefficient ko to be one (i.e. a 1%
increase in population results in a 1% increase in demand for
agricultural products), and if this is so, how is the estimate of income
elasticity of demand affected ? Over the period of the analysis
(1954-63) income per capita has increased by the dramatic amount of
278%. The estimate of the demand elasticity in 1958 would suggest
that total demand for agricultural products has increased by 488%
over the same period. At the same time however the population has
expanded by 38%, Assuming a population elasticity of demand of one
a 450% rise in demand can be ascribed to the rapid increase in per
capita income. This implies an income elasticity of demand of 0.844.

{4) The work of Thiel (Linear Aggregation, North Holland Publishing Co.
Amsterdam, 1958) would suggest ths bias in our first estirnate of k, is equal
to r;, from the relation

ry
X'_D = Ty X]

This coefficient is estimated to be 0.183.
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TABLE (4)

Income elasticities of demand for agricultural product
ucts

Year | k] 1 kl 9 k]
1954 0.6345 —0.48:

| 0.4828 1.011
1958 0.6345 —0.4828 | 1.021
1963 1 0.6345 —0.4828 0.934

The formula used for calculating k;, the income elasticity of

demand for agricultural products is :

knc log Yy —kiqo loge Y,

ky = log A (1956) + log Y — log Y,

Total imports Y 5 include only commodities produced domestically.

This revised coefficient still appears substantial and we may ask
how this might occur. An obvious error can occur in the estimates
and assumptions regarding A (Libyan agricultural output). The
income elsticity would be biased upward if A was undcrestimated or if
dA . [

—— <« 0. Both these situations are possibilities and could result

ax,
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in “wrong” estimates. It is also possible that the estimate i
tially right and may be explained by (1) the very low income leve)

beginning of the period - and the subsequent low leve] of * the
consumption ; (2) a rapid increase in wealth is associated Withf%d
important change in income distribution (on which there jg no g o
or (3) a slow change in consumption patterns, accentuated by the E:a),
rapid change in income. Consumption patterns may have b: |
rlatively stable hecause of a slow adjustment by consumers or d I

8 sul)stall

Qe ¢
- . ._ . 0
supply restrictions on non-traditional consumer goods.

Conclusions and Policy Implications

Demand for agricultural products in Libya has been increasing
and, in this study, it has been observed in the behaviour of imports
and exporis. The per capita income elasticity of demand was
estimated to be 0.84 in 1958.

The country is facting an even bigger increase in income and
population, more capital is invested in the economy and oil exports
are rising at a faster pace cvery year. The investigation provides
evidence that at least for the next few years home demand for food
and agricultural products will increase substantially. = Consequently,
and as long as the local farmer remains inefficient, home supply will
fail to meet the expanding demand and the country will become
increasingly dependent on external sources of supply. The problem
as it stands is not entirely one of balance of payments, for nowadays.
development inevitably implies a certain drain on the developing
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o antry’s foreign exchange reserves, one may even further argue that
-ibva will easily be able to pay for its imports for some time to come.
‘h(; question ijs rather whether government policy should allow this
¢ of adjustment to go on indefinitely until home producers may one

sor
get throught the various bottlenecks facing them, or

day manage to
else take effective steps so as to meet the expected increase in home

demand for agricultural products at least partly from home output, in
which case the drain for the country’s foreign exchange may be less
Jrastic and the agricultural sector is mobilized to contribute effectively
in the development of the whole economy, The second view can only
be carried through intelligent planning. But it is essential to
emphasize that action on this line should involve effective measures
simed at increasing the responsiveness of the agricultural output to the
changes in the pattern of consumption. This also implies solving the
problem of land tenure, eliminating factors responsible for yield
uncertainty, disseminating information of modern farming practices,
extending credit for small farmers and helping to build a marketing

system based on cooperation and efficiency. Yet more important is
the design of an import policy which is consistent with the above aims,
one which recognises the fact that some degree of inflation has in most
developing countries been regarded as a phenomenon associated with

development, if not a pre-requisite to it.
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