Document Summary

FAO The State of Food and Agriculture

Agricultural trade and poverty: can trade work for the poor 

The State of Food and Agriculture is a yearly FAO document and the 2005 edition focuses on the role of trade in agricultural commodities and other products on poverty reduction. It examines how the poor are affected by and react to agricultural trade. 

Importance of agriculture to poverty reduction

The report starts with a number of statements and trends to reiterate the important role of agriculture to poverty reduction, such as:

1. increased awareness that extreme poverty and hunger are rural phenomena;

2. the majority of rural people depend largely on agriculture for their livelihood;

3. while agriculture used to be a sector with a strong local character (secure local food availability), the sector is increasingly influenced by international trade, global sourcing and complex agro-based supply chains;

This leads to a preliminary conclusion that the more agriculture is influenced by global trade, the more (rural) poor people are affected in their livelihoods and food security.

Potential of agricultural trade and markets
The report analyses the experiences of a number of countries with regard to the impact of agricultural trade liberalization on poverty. From this analysis it is clearly concluded that liberalization of agricultural trade and markets has the potential to contribute to poverty reduction and to food security.  
Moreover, the strategies of import substitution and industrialization in the past were too much urban biased and have entailed urbanization and migration out of rural areas. Reinforcement of the agricultural sector could contribute to alter this and create opportunities to reach a sustainable livelihood for people in rural areas where the majority of the poor live (pro-poor). 

Some relationships that were found are:

1. agricultural liberalization is particularly beneficial to a country if it is combined with reforms in other sectors as well (towards full economic liberalization);

2. agricultural liberalization is particularly beneficial to industrialized countries with highly distorted agricultural sectors;
3. low income countries benefit relatively more from agricultural liberalization as the share of agricultural in their GDP tends to be higher;
4. low income countries are much less dependent on agricultural exports than they were in the past;

5. markets within and amongst low income countries themselves are becoming the most favorable markets for agricultural trade (South - South trade, emerging supermarkets in low income countries, emerging economies in the South). 

In short, the report concludes that there are ample opportunities to low income countries and that net benefits are promising if they manage to effectively engage in agricultural trade and markets. It is argued that low income countries could become the suppliers of agricultural commodities and the sites for (first stage) industrial processing of agricultural products.

Need for agricultural and trade reforms

The report states that some countries have experienced rapid economic growth as a result of increasing agricultural trade, whereas other have become more vulnerable and more depending on imports for their basic needs. The report claims that the major difference in performance of countries lies in the effective development and implementation of trade and agricultural reforms. 
In fact, the report indicates that institutional reform processes have become a prerequisite to many countries to their successful integration into the global agricultural markets and trade.

The report also argues that the timing and sequencing of reforms is crucial. Since opening up to international competition prematurely can seriously undermine the agricultural sector within a country with long-term negative implications on (rural) poverty, countries are encouraged to engage in a well planned reform process where the national economy is steadily prepared before liberalization. In addition, such a reform process will need compensatory public measures targeted at those groups that tend to experience the negative effects of liberalization.  

Neo-classical belief in market functioning

The report clearly starts from the neo-classical thinking on market functioning and builds heavily on econometric modeling with computable general equilibrium models. Analysis with these models remains at macro level and the distribution effects are poorly included in the outcomes. 
The recommendations following from these models tend to work for the so-called early adapters (or early “liberalizers”) who have the opportunity to trade off initial negative effects on others, whereas the same recommendations often do not hold true anymore for the so-called followers. 

The increasing power and influence of foreign and transnational companies over agro-based supply chains in low income countries is largely disregarded. Yet, this trend has a significant distribution effects in many countries. 

Moreover, the analysis continues to follow the (neo-)classical thinking that trade based on comparative advantage is positive to all trade parties, while it is widely known that trade is determined by competitive performance which could lead to opposite recommendations than the comparative advantage theories do.

How can agricultural trade work for the poor: twin track approach
The report clearly argues that liberalization of agricultural trade and markets offers opportunities to low income countries and has potential to contribute to poverty reduction. The relationships between agricultural liberalization and poverty reduction are examined, but the success and/or failure factors are poorly described. Therefore, the recommended direction (twin track approach) can hardly be considered a new way to go. 
Market liberalization for economic growth and public policy for poverty reduction were often seen as opposites. The recommended twin-track approach consists of market liberalization for mainstream economic growth plus complementary public measures to enable the poor to benefit from markets and trade (investing in people, institutions and infrastructure). This second track would also include a safety net for those vulnerable groups that are expected to experience net negative impact from liberalization in the long run.

Can agricultural trade work for the poor versus food sovereignty

The report includes a special contribution by the International NGO/CSO Planning Committee for Food Sovereignty (IPC) which is nothing less than a major critique to the general findings and conclusions of the report (“A view from civil society”). IPC boldly calls for an end to the neo-liberal policies and argues that agricultural trade liberalization has enhanced structural causes of hunger and food insecurity as a result of dumping, subsidized production in rich countries, privatization of support institutions in the South and over-exploitation of natural resources and common property resources. IPC demands the removal of agriculture (or at least food items) from trade liberalization policies and advocates for food sovereignty through more local economic development, local agricultural markets and local food sufficiency.

Comments

The report is far from innovative and its recommendations do not go far beyond the classical trade is good for you. 
It is disappointing that the critical success and failure factors of how trade can contribute to poverty reduction are not well examined and elaborated. Moreover, the distribution effects within countries are poorly considered in the economic modeling and analysis.

The call for reform processes and institutional change is much appreciated.

Although adequate attention is drawn to trends and developments in markets and trade, the report fails to highlight the implications within countries of increasing foreign direct investment, power of transnational companies and supermarket chains.

The report pays hardly any attention to climate change and expected implications thereof on agriculture and trade.
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